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Effects of Global Liquidity on
the World Economy

Dong-Eun Rhee, Young-Joon Park, Da Young Yang,
and Eun Jung Kang (December 2013)
ISBN 978-89-1449-8 / A5 / 174pp. / USD 7

With the advanced economies’ low interest rate policies that began in early 2000, the concerns regarding the impacts of the expanding global liquidity on the international financial
markets and the world economy have become more vivid. Following the global financial
crisis and the European fiscal crisis, advanced countries began implementing ultra-low interest rates and quantitative easing policies. The most intensive expansionary monetary
policies in the history raise the concerns of excess global liquidity. This research defines the
global liquidity as the sum of the advanced economies’ (U.S., Eurozone, U.K., and Japan)
money supply and empirically investigates the effects of global liquidity expansion on the
world economy.
First, to assess the impacts of the global liquidity expansion on the international commodity prices, we employ GARCH model. The results implied that the global liquidity expansion had no statistically significant effects on the grain and cooper prices, but it did on the
oil and gold prices. Increase in the global liquidity by 1% would lead to a 0.64-0.76% increase in oil prices; however, on the contrary to our concerns, the liquidity expansions had
very little effects on the price volatility. For gold, an increase in the global liquidity by 1%
would induce a price increase of 0.01%, but also significantly increased the price volatility.
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Next, to examine the effects of global liquidity expansions on the liquidity-receiving countries macroeconomic variables and financial variables, the Panel VAR model is adopted in
our analysis. A data set of 34 countries (excluding U.S., Eurozone, U.K., and Japan) from
the 1st quarter of 1995 to 1st quarter of 2013 was used in the analysis. Our estimation results propose that the global liquidity expansion increases the liquidity-receivers’ real GDP
persistently for more than 2 years, and also increases the inflation rates until the 2nd–4th
quarter. Increased inflows of portfolio investment were also observed during 1st-2nd quarter and stock prices increased for 5 quarters, hence leading to a constant appreciation of the
currency values. The liquidity receiving countries were divided into advanced and developing countries; for advanced, the global liquidity expansions had no significant improvements on the real GDP growth, but only a marginal increase in the short-term. Wereas the
emerging countries’ real GDP growth saw significant increases up until the 19th quarter
and the margins were far greater (2.6-2.8%). In emerging countries’ analysis, we observed
that the inflow of portfolio capital decreases as the global liquidity expands; the reasons
for this being that foreign investment did not increase significant in Latin America despite
the global liquidity expansions, due to the foreign exchange crisis in the early 2000s, hyperinflation and et cetera in the area. The effects of the global liquidity in terms of economic
stimulation were also observed to be larger and more continuous in emerging countries in
Asia rather than in Latin America.
Lastly, we used the ‘Block exogenous VAR’ to analyze the effects on South Korea. Especially considering that global liquidity can affect Korean economy in frequency domain that
is shorter than the business cycle fluctuation, we used the wavelet analysis to analyze the
effects in short periodicity. Monthly data from January 2001 to November 2012 have been
used for this analysis. From the raw data analysis, increased CPI resulting from the expansion of global liquidity was observed and the result was statistically significant. From the
short periodicity analysis, statistically significant effects, such as the won-dollar exchange
rate appreciation, and the rise in house prices and inflows of foreign portfolio investment
and et cetera were also observed.
Though the analysis work from this report, it can be seen that the expansion in global
liquidity has contributed to the stimulation of world economy; however when the global
liquidity begin to decrease, there exist possibility that the shrinks of the global liquidity
011
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may bring negative shocks to the world economy. It is possible that the global liquidity
expansion will be continued for the next couple of years, but after the advanced countries’
normalization of monetary policy, economic slowdown can occur in emerging countries
due to the fall of asset prices and the rapid outflow of foreign capital can bring financial
instability in emerging countries with weak economic fundamentals.
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Analysis on the Expansion of Financial
Opening and Changes in the Effects of
Exchange Rates

Deok Ryong Yoon, Su Bin Kim, and
Sammo Kang (December 2013)
ISBN 978-89-322-1451-1 / A5 / 162pp. / USD 7

Five years have passed since the onset of the global financial crisis, and yet the world
economy has not regained its normal state. Each country has been implementing the policies for its own domestic economy, such as the quantitative easing. Considering these circumstances, we cannot rule out the possibility of the currency war. In fact, if the world
economy turns into such situations, the impact on South Korea, an open and small scale
economy, would be significant. South Korea, whose degree of dependence upon foreign
trade reaches over 100%, will face the current account deficit resulting from the acceleration of appreciation of the Korean Won. Also, the price fluctuation will be worsened and
overall macroeconomic variations will become unstable. Besides, judging from the current
state of Korea’s economy, which is experiencing continuous expansion of financial opening and is prone to changes in the financial environment, if the macroeconomic environment were to deteriorate, it is possible that South Korea will experience a sudden stop in
foreign capital inflows.
If we take those points into account, it is necessary to take a close look at changes in the
system and policies regarding the exchange rates and the deregulation process of foreign
exchange dealings, along with the financial opening that has occurred since the currency
013
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crisis in 1997. Also, the necessity to conduct studies which examine the changes in the effects of exchange rates on main economic indicators is being brought up. This study was
conducted based on these demands, and its main contents are explained as follows.
In chapter 2, it examines the exchange rate system and policies that were implemented
in South Korea, and then it introduces and analyzes the characteristics of the regulatory
scheme that was carried out after the 2000s to minimize the side effects of rapid financial
opening and analyzes its characteristics. It can be said that South Korea’s foreign exchange
system has been developed in a way that it adapts to changes in both the domestic and
overseas financial environment and to policy issues of the time. In addition, advanced
economies’ policies concerning the QE since the global financial crisis are significantly affecting not only the South Korea’s foreign currencies market but the increasing volatility in
capital flows. This paper argues that long-term plans and concrete actions are required to
reduce the volatility in capital flows resulting from the changes in the QE policies.
In the third chapter, it examines whether there were any changes in the relationship between the financial accounts and reserve assets that were caused by the exchange rates,
current account and capital transactions after the currency crisis in 1997. Since the currency
crisis, the financial opening and the liberalization of capital transactions turned financial
transactions itself into the autonomous ones. This has caused changes in the structure of
foreign exchange supply and demand, and as a result, not only the volume of transactions
in foreign exchange market but the volume of capital flows have been increased. Therefore, it can be said that the new policy tools need to be developed to minimize the artificial
market interventions by the smoothing operation. Also, from analyzing the relationship
between the current account and the financial accounts, this paper was able to identify
their gradual co-movement. We observed that, when you have a current account surplus,
a financial account also turns to surplus and when you have a current account deficit, a
financial account also turns negative after a certain period of time. We were able to see that,
after the 2000s, the financial accounts have greater direct impacts than current accounts.
However, current account is still the main factor in determining exchange rates, while the
effect of financial account surplus on determining exchange rates is increasing. From these
observations, this paper suggests alternative measures that can continuously manage the
current account and expand tools that ease the volatility in capital inflows for the foreign
014
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exchange market stabilization.
Chapter 4 conducts the VAR shock reaction analysis and the variance decomposition analysis on the effects of exchange rates on inflation and current account. Results show that the
changes in exchange rates increase import prices and consumer prices while the changes
have relatively minor negative effects on the economic growth rates and the trade balance.
Thus, it is necessary to consider the introduction of measures to prevent rapid fluctuations in exchange rates for the price stabilization, and foreign exchange hedging measures
to prevent the financial market’s exchange risk. In addition, the results of the empirical
analysis show that urgent attention on yen exchange rate is required as the effects of the
yen exchange rate from Japan, a trade rival, are seem to be as significant as that of the dollar
exchange rate.
This report’s overall conclusion and policy implications based on the above materials are
as follows; first, the government needs to establish the long-term plans for the institutional
development. The long-term plans can be established with the agendas such as, making
Korean won as the key currency through the internationalization of Korean won, and market development through diversification of participants in the foreign exchange market and
enhancement of influence of the private sector. These agendas can be carried out through
the institutional development; second, we need to seek for tools that can reduce volatility
within the market, and measures that enable economic agents to cope with the volatilities
and to hedge risks. This can be viewed in the same context of capability strengthening in
private sector for coping with the foreign exchange market, and it is essential to improve
this particular area in order to bring efficiency of the market functions; third, continuous
political efforts are required to manage the current account. As it can be seen from the
results of this study, it is true that the current account determines the direction of investment funds within the financial accounts. Thus, until the Korean won gains international
compatibility through its internationalization, we need to prepare a foundation to stabilize
the foreign exchange market while maintaining current account surplus. Although, we need
to take caution as the excessive amount of surplus can rapidly turn into a deficit; fourth, as
capital inflows from the financial markets, especially the portfolio funds which aim to gain
the short-term profits, can cause a sudden stop, tools that can be activated in an emergency
to secure the stability in foreign exchange market are required; lastly, efforts to reduce pos015
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sible excessive fluctuations in prices resulting from the exchange rates changes are required.
Rapid changes in exchange rates directly affect import prices and consumer prices, and
consequently put overwhelming amount of pressure on consumers. Therefore, it is necessary to find various ways to alleviate such impacts. Although the government does intervene the foreign exchange market for fine tuning to avoid rapid exchange rates changes, it
is advisable to set up a new system that can be used by the other economic agents.
If there are various options that can be implemented to relieve the volatility in exchange
rates and capital flows, there will be less necessity of market intervention, and more chance
of implementing appropriate policy tools that are adequate to the time and the conditions.
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Effects of Financial Integration on the
Transmission of the Global Financial
Crisis

Dong-Eun Rhee, Eunjung Kang, Ju Hyun Pyun,
and Jiyoun An (December 2013)
ISBN 978-89-322-1454-2 / A5 / 150pp. / USD 7

The integration of the global financial markets has been accelerated due to rapid growing
international capital movement since 2000s. This financial globalization led by advanced
and emerging economies was expected to promote efficiencies in the economy and spur
economic growth. However, as we observed the negative spillovers of the Global Financial
Crisis (GFC, hereafter) on the world economies spreading through channels of the financial globalization, many started to question whether financial integration buffers or amplifies negative shocks during the crisis. This study examines roles of financial integration in
the spread of negative shocks from the U.S. throughout other real economies during the
crisis, and provides implications on the financial integration channels that could transmit
financial instability in the upcoming future.
Empirical assessment has been carried out on the impacts of the GFC originated from the
U.S. on the other real economies, in relation to their levels of stock market integration and
bond market integration with the U.S. We employ a simultaneous equation model that considers endogeneity issues among variables using the sample of 63 countries during 20012011. To measure the degree of real economic spillovers of the crisis initiated from the U.S.
to other countries, we use real business cycle synchronization index between the U.S. and
017
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other countries. We argue if a country’s real economic growth worsens along with the U.S.
growth during the crisis (i.e. real output growths of two countries are highly synchronized),
then real contagion of the crisis is more severe on that country. The estimation results suggest that the crisis brings about business cycle convergence between the U.S. and countries
that have greater stock market integration with the US during the GFC while the crisis
leads to business cycle divergence to countries with greater bond market integration. Since
we observed overall precipitous decline in stock market integration across countries during
the crisis, this capital flight from the integrated stock market during the crisis would lead to
the spread of the crisis to a country whose stock market is highly integrated with that of
the U.S. However, a higher level of bond market integration with the U.S. would provide
buffer against negative shock spillover during the crisis and make the crisis less contagious.
In addition, the study investigates whether the real economic spillover of the GFC cannot
be fully explained by the intensity of the financial integration, and tests the ‘wake-up call
hypothesis’ suggesting that economic fundamentals play an important role in the transmission of negative shock during the financial crisis. This study finds that real economic
contagion from the U.S. through financial integration is robust by controlling for economic
fundamentals of each country. Moreover, it is observed that a country’s economic fundamentals amplified the contagion effect during the GFC as well: countries with lower
foreign currency reserves, lower financial development and higher foreign debts tend to be
more vulnerable to contagion of the GFC.
The results of this research give twofold implications: First, this research can provide foresight on the spillover of current Fed’s exit strategy to Korean economy. As a matter of
fact, Korea was less affected by the start of Fed’s tapering of 2013 talks due to its robust
fundamentals, compared to other emerging countries like Brazil, India, Turkey, Thailand
and Indonesia. Second, if the bond market integration does function as a buffer against
negative shocks as our work suggested, then the further development of ‘Asian Bond Market Initiative (ABMI)’ will strengthen East Asian countries’ ability to respond to a crisis and
also their fundamentals.
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Nonlinear Effects of Government Debt
on Private Consumption in OECD
Countries

Dooyeon Cho and Dong-Eun Rhee
(December 2013)
ISBN 978-89-322-4239-2 / A5 / 34pp. / USD 3

This paper investigates nonlinear effects of government debt on private consumption in 16
OECD countries. The estimated consumption function shows smooth regime switching
depending on the debt-to-GDP ratio, and the threshold level of regime switching is found
to be the ratio of 83.7 percent. The results reveal that a higher level of government debt
crowds out private consumption to a greater extent, and that the degree of the crowding
out effect has deteriorated since the global financial crisis.
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Policy Analyses I 13-01

East Asian Value Chains and
Economic Effects of
Free Trade Agreements

Nakgyoon Choi and Young Gui Kim
(December 2013)
ISBN 978-89-322-1448-1 / A5 / 226pp. / USD 10

Companies have set up global value chains by fragmenting the production processes including product design, outsourcing, assembling, and marketing to subsidiary and cooperative firms since the 1990s. As a result, recent trade patterns have been transformed from
trade in goods to trade in tasks.
The rise of global value chains has changed the trade and investment patterns in East Asia.
The East Asian intra-regional trade and investment has increased substantially in recent
years. Specifically, the intra-regional trade of intermediate goods in East Asia turned out to
increase compared to the EU and the US, and East Asian value chains have grown rapidly
in recent years.
This paper calculates the indicators to show how the global value chains have deepened
in each region by using the World Input-Output Tables which cover 41 countries and 35
sectors during 1996~2009. The indexes of global value chains have been proposed by Fally
(2011), Fally (2012), Antras and Chor (2011), Antras et al. (2012), Koopman et al. (2010),
OECD (2012), Meng et al. (2006). We calculated international downstreamness and upstreamness indexes based on the international input-output tables. The international downstreamness index in case of East Asia turned out to be relatively high compared to the EU and
022
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NAFTA. It is notable that the East Asian international upstreamness index also increased
substantially during the same period.
This study also decomposes the trade in value added into domestic and foreign contributions in order to analyze the effects of global value chains on the East Asian intra-regional
value added. It uses the data for the 41 countries and the 35 industries contained in the
World Input-Output Tables. This study investigates the shares of intra-regional value added for the East Asian countries by FTA scenarios, applying the methodologies developed
by Koopman et al. (2010) and Hummels et al. (2001). It is not surprising to see that the
shares of intra-regional value added turn out to be dependent on the number of countries
joining FTAs, which implies that the positive effects of global value chains will be magnified with the deepening regional integration.
This study also analyzed the economic effects of value chain structure in East Asia by various FTA scenarios. We used the recursive dynamic computable general equilibrium (CGE)
model to analyze the value chain structure in trade and industrial linkages. The policy simulations based on rules of origin are expected to provide more realistic results and meaningful implications consistent with previous research. According to the results, the economic
growth effect of a KC FTA is greater than other FTAs regardless of strictness of rules of
origin. The simulation results also indicate that the effects of FTAs decrease as rules of
origin become stricter and relative decreases in ratios of economic integration are less than
those of bilateral FTAs. The value chain structures turn out to magnify the effects of KC
FTA and RCEP, but decreases those of the KJ FTA because Korea’s trade dependency on
China and ASEAN are relatively intense.
The results from this study provide some policy recommendations as follows. Global trade
liberalization is needed to maximize the positive effects expected from the global value
chains. East Asian countries also need to harmonize the border measures including standards, SPS, and TBT which are expected to facilitate global value chains in the region. The
liberalization of services such as distribution, finance, and business services among others
are also expected to contribute to efficient movement of goods and materials in the intraand inter-region trade. Specifically, the East Asian countries need to harmonize the intraregional bilateral FTAs to reduce the so-called noodle bowl effects.
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Income Distribution and Welfare
Effects of Trade Liberalzation in Korea

Chul Chung, Bonggeun Kim, Young Jun Chun,
and Joun Won Lee (December 2013)
ISBN 978-89-322-1450-4 / A5 / 158pp. / USD 7

Over the last few decades, the world has achieved notable progress regarding globalization, followed by economic growth through the proliferation of Free Trade Agreements
(FTAs), and multilateral trade liberalization under the General Agreement on Tariffs and
Trade (GATT) and World Trade Organization (WTO). Despite the improvement of the
overall standards of living thanks to trade liberalization and rapid economic growth in
South Korea, however, critics argue that the income inequality has worsened as a result of
globalization. According to them, fruits of globalization and economic growth are biased
toward certain classes and mainly the upper class. As issues of worsening income inequality
and wider economic disparity between classes are not only limited in South Korea, but is
rather considered global phenomena which can be easily observed all around the world,
including in the developed countries such as the United States and Europe, as well as in the
developing countries. Therefore, establishing policies for alleviating social conflict, and the
search for development balancing the classes has long remained a necessity that transcends
national borders.
This study, therefore, mainly aims at not only giving profound analysis of the correlation
between openness and income distribution facilitated by liberalization, but also examining
024
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the effects of how liberalization actually affects levels of welfare depending on the income
class. This is achieved through statistical and econometric analysis and policy simulation
via careful scrutiny of actual impacts of liberalization on the real income of each class and
income inequality. Also, we expect this study to be used as a foundation for establishing
necessary policies aiming at remedying the income inequality in Korea.
To give a summary of the research methodology used in this study, we first calculate the
consumer price index (CPI) and import price index (IPI) associated with each income
class. Then we recalculate the real income of each class using those calculated price index measures to examine the trend of the income inequality for the last two decades. We
also employ Hamilton (2001 and 2005)’s methodology to measure price indices since the
movement of the Engel curve may vary with income class. Lastly, we conduct a simulation
analysis by applying the general equilibrium model to evaluate how the liberalization affects
the welfare of each income class.
The primary findings of this study can be summarised as follows; in chapter 2, we confirmed that Korea has continuously made progress in liberalization by examining the trend
of Korea’s openness in terms of the share of trade (or import) relative to GDP and the
average tariff rate. From 1996 to 2012, the average bound tariff rate has dropped from
11.3% to 4.4, which clearly shows that trade liberalization has been accomplished in gradual
but consistent fashion. When we divide the households into 10 classes based on incomes
and investigate correlations between trade liberalization and the percentages of household
expenditure, we found that the average tariff rate for certain in-demand items, weighted by
the percentages of household expenditure, tend to be lower for the high-income class. In
terms of the average tariff rate, the reduction rate for the low-income class is much higher
than the high-income class, and we believe this is closely linked with not only the difference
of items demanded by each income class, but also the tariff reduction rate and percentages of household expenditure for the certain items. When looking into the correlation
between trade openness and household expenditure for specific consumption items by income class, it can be seen that in most items there exists a positive relationship between the
degree of liberalization and percentage of expenditure for the high-income class, whereas
it is inversely related for most items (except fuel expenses) for the low-income class. It
implies that the overall percentage of consumption expenditure increases proportionately
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with the degree of liberalization for the high-income class.
In chapter 3, we present an econometric model and examine the trend of income inequality based on the statistical analysis of chapter 2. First, we derive an index for costs of living
by reflecting the difference in consumption structure for different income classes. Then, we
investigate the real income inequality based on real income, which is recalculated using the
costs of living index for each income class. Results show that levels of income inequality,
measured by the Gini coefficient and the deciles distribution ratio (P90/P10, the ratio of
the upper bound value of the ninth decile (i.e. the 10% of people with highest income)
to that of the first decile), have increased particularly fast in Korea since the 1990s, during
which trade liberalization had started to accelerate. This means that the income inequality
has become worse, even when we use different measures of real income, which take costs
of living for different income classes.
However, conventional price indices have the problem of overestimation as in the wellknown CPI bias, which might have distorted the income inequality measure. In order to
address this bias, we employ the Engel curve methodology to measure the price index
more accurately for income classes, and the results show that the income inequality was
exacerbated to a lesser degree compared to results when using the conventional price index.
In particular, when limiting data to households with more than 2 people and labour income
for consistency over the entire period, the analysis using the Engel curve methodology suggests that the income inequality has not significantly changed for the past two decades, or
possibly even improved
The caveat of this study is the limited coverage of data only including households living
in the city and hence unintentionally excluding farming and fishing households. Thus the
difference in living expenses depending on the income classification does not account for
huge areas of the real income distribution. Nonetheless, the results in chapter 3 clearly
show the validity of constructing the real income inequality by using the Engel curve methodology to account for the difference in living expenses depending on income class in relation to trade liberalization. They are expected to be useful in establishing relevant policies
or serve as a base for further research in any related field.
In chapter 4, we conduct policy simulation analysis in the general equilibrium model on
how trade liberalization affects the welfare of different income groups in which all the in026
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come classes are divided into three groups: high-income, middle-income, and low-income
group. The result shows that the reduction in tariff rates leads to an increase in the general
production level, particularly raising production significantly in the import sector. These
changes in the production structure of the Korean economy following the tariff reduction
increase the demand for skilled labor disproportionately more, which in turn raises skilled
labor wages. Since the majority of the high-income group consists of highly skilled workers, whose income gains disproportionately more as trade liberalization takes place, liberalization obviously enhances the welfare of the high-income group. Meanwhile, the tariff
reduction lowers price index for the low-income group, who consumes disproportionately
more on imports and import substitutes, of which prices decline with tariff cuts. Consequently, the low-income group also benefits from trade liberalization as their real income
rises. On the whole, the reduction in tariff rates improves overall welfare by minimising
the distortion of consumption components. It can be argued that trade liberalization leads
to an overall increase in economic efficiency and welfare for the entire income groups, a
“Pareto improvement.” Notwithstanding, the degree of welfare-enhancement varies with
income groups and classes. It is worth to note that the middle-income group, which accounts for the majority in the Korean economy, benefits the least from it. This is obviously
one of the areas for the government to establish policies for improving the condition and
path of the economic growth as well as alleviating potential conflicts in the economy.
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A Study on Methodologies Measuring
Economic Impacts of FTAs

Young gui Kim, Chankwon Bae, and
Hyeyoon Keum (December 2013)
ISBN 978-89-322-1452-8 / A5 / 178pp. / USD 7

This study develops a methodology to assess the potential economic impact of liberalizing
FDI as well as trade in goods and services using a computable general equilibrium model.
By doing so, it is meant to help find supportive reasons for an FTA and establish proper
strategies for the FTA negotiations.
Chapter 2 measures non-tariff barriers (NTB) taking the Novy (2010)’s approach and estimates how much the NTBs can be reduced through an FTA. According to Novy (2010),
total trade costs can be divided into three parts: tariffs, transportation, and the rest. The
NTBs are measured by the rest of the total trade costs. It turns out that the costs are induced much higher by NTBs than tariffs. For example, the tariff rate on imported electronics is only 1.87% while the tariff equivalent of their non-tariff barriers reaches 42.01% on
average. As a consequence, it is expected that the impact of reducing the NTBs through
an FTA would be substantially great. The size of NTBs that can be reduced by an FTA is
obtained from estimating a gravity model. The estimation shows that an FTA’s effect associated with NTBs is biggest in the automotive industry, followed by chemistry, rubbers
and plastics, steel, and food processing.
Chapter 3 calculates a country’s barriers to foreign investment by adopting Gormsen
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(2010)’s method, and reviews previous studies to explore the impact of FTA on FDI. It is
revealed that the U.S., Germany, and U.K have a relatively lower FDI barrier than Korea,
China, and Japan. According to previous literature, an FTA would increase FDI between
member countries by 27-57%. The measures for FDI barriers are transformed into risk
premia as exogenous shocks for the CGE model. Then, it is determined how much the risk
premia should be reduced through an FTA based on the relationship between FTA and
FDI shown in the previous studies.
Chapter 4 models the Korea’s existing four FTAs, which are the agreements with ASEAN,
India, EU, and the U.S., in the recursively-dynamic GTAP framework in order to compare
the potential effects on real GDP growth of reductions in tariffs and non-tariffs, and FDI
through the FTAs. The FDI scenarios are modeled only for the FTAs with EU and the U.S.
as the main sources of FDI. The results of the simulations indicate that the impact of nontariff reductions would be greater in all the FTAs except the Korea-U.S. FTA, compared
to the impact of tariff reductions as expected. The effects of the tariff and non-tariff
reductions of the Korea-U.S. FTA would be similar to each other, understandably staying
at the lowest level among the FTAs. However, in the Korea’s two major FTAs the potential
economic impact of reducing FDI barriers are assessed less than expected. It is estimated
that the Korea-U.S. FTA would increase real national GDP only by 0.22-0.24% in the short
run. For the Korea-EU FTA it is ranged from 0.09% to 0.178%, which is substantially
smaller than the impact of tariff and non-tariff reductions through the FTA.
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Trade Openness, Skill Composition
and Wage Inequality in Korea

Chankwon Bae, Joo Yeon Sun, Jeong Gon Kim,
and Jumi Lee (December 2013)
ISBN 978-89-322-1456-6 / A5 / 236pp. / USD 10

This study aims to identify the impact of trade openness on skill premium and labor force
composition at the national and industry levels in Korea providing a comprehensive analysis of trends in demand for skills. In particular, it focuses on specialization and knowledge
spillovers as channels through which trade affects the labor market. Finally, the study emphasizes the importance of government policies to reduce inequality between skilled and
unskilled workers, which results from the expansion of trade such as FTAs, and it makes
some policy recommendations for the trade adjustment assistance program that is currently being run in the nation.
Chapter 2 takes a look at changes in employment and wages in the manufacturing sector,
defining skilled labor as university graduates and non-production workers. It is shown that
the relative demand for skilled labor across the manufacturing sector has increased between
1993 and 2010, while working conditions for unskilled workers have aggravated constantly.
It seems that these changes attribute to skilled-biased technical changes for the period before the mid 2000’s and to international trade for the period after the mid 2000’s.
Chapter 3 empirically analyzes the influence of foreign technology transferred through
trade on skill upgrading in the labor market, focusing on the interaction between trade
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and technological progress. As a result, the study finds that advanced foreign technologies
embodied in imported goods increase the employment and wage shares held by skilled
workers. Yet, it turns out that there is actually some time lag for this impact to be observable. In addition to the impact of foreign technology spillovers, international trade itself
turns out to increase employment and wage shares of skilled labor, and especially, trade in
intermediate goods turns out to have more immediate effects.
Chapter 4, which is a more in-depth analysis of Chapter 3, focuses on addressing the impact of changes in the structure of international trade. The changes in the trade structure
are measured by the Trade Overlap Index and the International Outsourcing Index. The
results show that as intra-industry trade increases, the shares of skilled labor increase as
well. The effects of international outsourcing vary among trading partners. It is shown
that outsourcing to the U.S. and Japan has replaced skilled labor, and on the other hand,
intermediate goods from China and Germany have complemented skilled labor in Korea.
Chapter 5 compares the Korea’s Trade Adjustment Assistance program, which is meant to
alleviate inequality between skilled and unskilled workers, with the European Globalization
Adjustment Fund (EGF) and the U.S. Trade Adjustment Assistance (TAA). The EGF and
TAA are centered around workers unlike the former, which is very firm-focused. They provide adjustment assistance to workers who have been adversely affected by trade, offering
better benefits than other programs available to unemployed workers. Also, it is seen that
the core supports have been shifting from financial aids to vocational training.

031

Policy Analyses I 13-08

Effects of Trade and Investment
Liberalization on Korea’s FDI

Jong Duk Kim, Seungrae Lee, Jungu Kang,
and Hyuk-Hwang Kim (December 2013)
ISBN 978-89-322-1455-9 / A5 / 250pp. / USD 10

After Korea-Chile FTA became effective since 2004, Korea has made multiple free trade
agreements with 47 countries including United States and European Union, and is currently negotiating upcoming free trade agreements with other countries, such as Indonesia,
China, Vietnam, Australia, and New Zealand. Along with the global spread of trade liberalization, it is necessary to evaluate the post-effects of FTA that came into effect and the
strategies for the upcoming FTAs. However, prior reports and papers analyzing the effects
of FTA were mainly focused on evaluating its economic effects on goods, while most of
FTAs are influential not only on product sector but also on investment and service sectors.
In particular, since foreign direct investment (FDI) is directly and indirectly related to goods
trade, FTA is also associated with foreign direct investment sectors. This report analyzes
the effects of FTA on outward and inward foreign direct investment (IFDI and OFDI) of
Korea. Our report provides detailed analysis on the contents of FDI openness in the trade
agreement and construct FDI openness indices by dividing investment sectors from the
previous 8 free trade agreements that became effective into 5 sectors and 25 sub-sectors
and quantifying FDI openness based on those sub-sectors. By adding our constructed FDI
openness indices to the regression, we find that FTA significantly increases both IFDI and
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OFDI in the short run. Examining the effects of investment liberalization on IFDI and
OFDI, the results indicate that investment liberalization from FTA increases IFDI. In particular, its magnitude becomes larger as investor-state dispute settlement is included in the
chapter of agreement. On the other hand, the results imply that FTA has heterogeneous
effects on OFDI from different industry sectors on the basis of investment related articles.
For instance, OFDI from manufacturing sectors is likely to increase to FTA partner as
agreement involves high FDI openness articles in general, while OFDI from wholesale
and retail sectors is more likely to increase as agreement involves FDI openness articles
on service related sectors. Furthermore, based on the relative GDP per capita difference
between Korea and its FTA partner, we find that IFDI flow increases from FTA partners
that have similar GDP per capita with Korea, while GDP per capita difference and FDI
openness indices have interaction effects on OFDI flow from different industry sectors.
For instance, we find that FDI openness indices have significant and positive effects on
OFDI from manufacturing sectors to FTA partners that have higher income-level but
small GDP per capita difference with Korea. Alternatively, OFDI from wholesale and
retail sectors are likely to increase to FTA partner as a country has higher income-level and
large GDP per capita difference with Korea, with high FDI openness on service sectors
included in the agreement.
Based on the results, our report provides policy implications for expanding Korea's OFDI
and IFDI. We find that Korea’s OFDI and IFDI have increased at the aggregate level
and they are positively affected by trade and investment liberalization. As our results indicate that FTA significantly increases OFDI and IFDI, we should carry forward upcoming FTAs more aggressively. In particular, upcoming FTA negotiations should focus on
including FDI openness in service sectors, FDI regulation and protection, and investorstate dispute settlement provision. Furthermore, as trade and investment liberalization are
known to have different effects on OFDI and IFDI based on the GDP per capita difference between Korea and its FTA partner, upcoming negotiations should be proceed by
considering country’ GDP per capita relative to Korea and the agreement should include
investment related articles that could have positive effects on OFDI and IFDI from different industry sectors.
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Creative Industries’
Export and
Internationalization Strategies of
Selected Countries and
Their Policy Implications
Jeong Gon Kim and Eun-Ji Kim
(December 2013)
ISBN 978-89-322-2372-8 / A5 / 172pp. / USD 7

Along with the emergence of knowledge-based economy, importance of nonvisible production factors, such as knowledge and creativity is widely recognized. With the spread
of such recognition, the concept of creative industries has been diffused over the world.
Identifying creative industries as an individual industrial sector, countries have come to
find that creative industries are new sources of job creation and have the potential to lead
cross-industry innovation. As creative industries play a role of pioneering new markets by
developing innovative goods and services, internationalization strategy takes a core position in the relevant policies.
In this sense, it is necessary to develop a unique Korean concept of creative industries
which expands the current category of cultural content industries by including design, architecture, and some ICT and R&D services.
As creative industries have high concentration of SMEs and micro firms, it is necessary to
exert efforts on supporting competent SMEs. It is also important to reinforce competitiveness of creative services, such as architecture, R&D, and design. Architecture and R&D
service markets, which account for the largest share of creative services trade, expand rapidly in emerging countries.
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Creative firms give positive effects on identification of new consumer demands, provision
of new solutions and concepts, creation of new approaches to known problems, joint
development of innovative ideas, etc. The government needs to select competitive creative
firms and help them link with domestic/foreign firms in various sectors, and give incentives for such activities.
Compared to industrial sectors such as manufacturing, creative firms (especially SMEs)
face bigger difficulties in exporting. Accordingly, the government needs to provide export
funding and foreign market information specialized for creative industries, support creative
firms’ participation in international trade shows and formation of networks, and include
competitive creative firms in business delegations.
An important feature of strategies for creative industries’ internationalization is to expand
the number of target countries. Such feature includes not only expansion of trade among
developed countries but also diversification of target countries into emerging countries.
Countries studied in this report select strategic target countries among emerging countries
based on various factors, such as market size, growth potential, maturity of bilateral economic relationship, cultural intimacy, etc.
MOU is an effective means of helping creative industries enter emerging counties in that
it can contain various interests through inter-discipline and inter-department cooperation.
Cooperative relationship through MOU can also contribute to building a basis for emerging countries’ creative industries.
As intellectual property right is a core of creative industries, it is needed to increase the level
of intellectual property right protection of emerging countries through bilateral dialogue
channels including FTA negotiations.
As creative industries are important components of a country’s soft power, they require
utilization and attention on the government level. Especially, it is required to establish a
comprehensive country brand marketing strategy that utilizes Korea’s core assets including
creative industries.
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Measurement and Determinants of
Trade in Value Added

Nakgyoon Choi
(April 2013)
ISBN 978-89-322-4235-4 / A5 / 40pp. / USD 3

This study measures the trade in value added using the World Input Output Tables and the
socio-economic accounts of 40 countries and 35 industries from 1996 to 2009. Specifically,
this study analyzes the effects of trade on the value added, based on Meng et al. (2006),
WTO and IDE-JETRO (2011), Stehrer (2012), Stehrer et al. (2012). The measurement
results indicate that export and import values in value added turned out to be smaller than
the values in gross value. However, the trade balance in terms of value added does not
necessarily shrink compared to the bilateral trade balance in terms of gross value.
This study also investigates the determinants of trade in value added, incorporating the gravity model, the Heckscher-Ohlin model, and the Ricardian model. When we use the data on
trade in value added, the explanatory power of the gravity model turned out to be relatively
small compared to the pooled data on trade in gross value, but that of the Heckscher-Ohlin
model turned out to be stronger while the Ricardian model revealed mixed results. Interestingly in our investigations, the elasticities of the Heckscher-Ohlin as well as the Ricardian
parameters have been increasing while that of the gravity model has remained stable during the period 1996-2009. This result implies that trade patterns can be better explained by
factor endowment and technological differences during the 2000s compared to the 1990s.
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Regional Borders and Trade in Asia

Woong Lee and Chankwon Bae
(August 2013)
ISBN 978-89-322-4237-8 / A5 / 44pp. / USD 3

This paper investigates the effect of regional borders on trade in Asia. The regional borders
define the three regions of Asia: South, Southeast, and East Asia. Regional trade indicates
the flows of trade within a region, whereas regional border trade means trade across regions. A gravity model is augmented with the region dummies to estimate the regional border effects that capture any and all time-invariant factors promoting or impeding regional
trade. The main finding is that regional border effects are asymmetric on the three regions
in Asia: There is a large and significant regional border effect on South Asia, small on
Southeast Asia, and negligibly negative on East Asia. The significant and positive regional
border effect in South Asia suggests that countries share intrinsic factors facilitating trade
between countries in this region. Although the regional border effect of Southeast Asia is
positive, its magnitude shows little difference between its regional trade and regional border
trade. Finally, the estimate on East Asia presents a completely different picture from the
actual data. It implies that there exist some factors leading to active regional border trade
between East Asia and other Asian regions.
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Anti-Dumping Duty and Firm
Heterogeneity: Evidence from Korea

Seungrae Lee and Joo Yeon Sun
(October 2013)
ISBN 978-89-322-4238-5 / A5 / 52pp. / USD 3

This paper examines the imposition of Anti-dumping (AD) duties on foreign imported
products in Korea. We use panel data for Korean firms between 2002 and 2010 and estimate the changed firm-level productivity of domestic import-competing firms before and
after the imposition of duties. In contrast to recent research analyzing the effects of AD
measures on firm performance, we find evidence of a decrease in estimated productivity
of protected domestic firms during the AD protection period. We then discuss the channels behind our results and find that the average productivity losses are not driven by the
changes in company account variables that influence firm productivity during the protection period. Instead, we find that AD protection has heterogeneous treatment effects on
firm productivity depending on the market structure.
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Economic Impact of the Bali Packages
of the Doha Round

Jin Kyo Suh et al.
(December 2013)
ISBN 978-89-322-1453-5 / A5 / 244pp. / USD 10

The 9th WTO Ministerial Conference in Bali reached agreement in December 2013 on a
package of measures that form a small component of the much wider Doha Development
Round agenda. The study seeks to review the outcomes of the Conference in terms of
their possible impact on the world economy, including Korean economy.
On the issue of trade facilitation, an extensive Ministerial decision was agreed in Bali committing member states to publication of a range of information relevant to import duties
and procedures, including where possible through the internet; establishing inquiry points;
advanced notification of new measures; timely and priority treatment of perishable goods;
defined appeals and review procedures; freedom of transil; border agency and customs
cooperation.
Under the S&D provisions, a commitment was made to providing assistance on a “best
endeavor” basis, in line with the needs of developing and least developed country (LDC)
WTO members. The timing of the implementation of the provisions of the trade facilitation agreement is also related to the implementation capacities of developing and LDC
members. Implementation will not take place until the required capacity is in place. Nevertheless, LDCs will required to make commitments in line with their capacities.
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At the Bali Ministerial meeting, agreement was reached on a range of simplification
measures related to the administration of tariff-rate quotas (TRQs). Agreement was also
reached on bringing TRQs under the Uruguay Round Agreement on Importing Licensing
Procedures, with some specific modifications. Where cases of unjustified TRQ under fill
are identified, the administrative authorities are required to establish transparent mechanisms for the reallocation of quotas to operators who can effectively utilize the quota,
within a framework laid down in the agreement.
On export competition, the Bali agreement took the form of a Ministerial declaration
rather than a decision. This declaration reiterated the recognition of the highly trade distorting and protectionist nature of various forms of export support and the importance
of addressing this issues within the overall agricultural negotiations. However, regret was
expressed that no agreement had been reached on how to eliminate export subsidies and
equivalent measures in the run-up to the 2013 Ministerial Conference.
On the issue of duty-free, quota free access for LDCs, the Ministerial decision agreed in
Bali commits “ developed country members that do not yet provide duty-free and quotafree market access for at least 975 of products originating from LDCs” to seek to improve
their existing duty-free and quota-free coverage for such products, so as to provide increasingly greater market access to LDCs, prior to the next Ministerial Conference.
The Bali Ministerial decision commits WTO members to endeavor to develop or build on
their individual rules of origin arrangements applicable to imports from LDCs in accordance with guidelines set out in the decision. These guidelines requires simplicity, objectivity and transparency in establishing the rules of origin applicable to LDCs.
Using computable general equilibrium model of the world economy (GTAP), we simulate
the economic impacts of the 2013 Bali agreements.
The most important finding at the aggregate, global level is that Bali agreements will produce modest gains, in the world real GDP of $1,550 to $2,320 billion. Both developing and
developed countries would be major beneficiaries of an agreement on trade facilitation.
Global benefits are almost equally distributed to both economies. However, other agreements such agricultural TRQs, even duty-free and quota-free for LDCs has a little effect
on the increase in world GDP. Trade facilitation can thus be described as critical in allowing both developing and developed countries to improve their economy, and thus we can
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recognize trade facilitation as a balanced interest of WTO members.
In conclusion contrary to a popular perception the Bali Ministerial Conference made progress on the Doha round of trade negotiations, adopting decisions on the ten texts regarding
the three pillars of the Bali package: trade facilitation, some agricultural issues, and selected
development-focused provisions including LDC issues.
Now more than 80 percent of the work of the Doha round is complete and for the rest,
the WTO members will have to take a political call keeping in mind their developmental
needs and overall balance of negotiations. This shows that members still have faith in the
system. The key to unlocking the Doha impasse lies in pragmatically focusing on attainable
outcomes, first in bali and then preferably before embarking into the post-2015 world of
achieving larger development gains.
In these process, Korea needs to participate actively in the negotiations, particularly with a
possible compromise on essential issues such as agriculture and NAMA.
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A Study on the Governance of the
Global Commons

Jinyoung Moon et al.
(December 2013)
ISBN 978-89-322-1457-3 / A5 / 232pp. / USD 10

The global commons are resource domains or areas which no nation exert sovereignty
over. Three typical global commons refer to the deep seabed, Antarctica and, outer space.
They have been said to be important due to not only abundant resources but also mankinds’ security.
However, these have been free of any national or international regulation. The absence
of exclusive property right could lead to economic inefficiency and international conflicts.
This inherent problem is put forth by Garrett Hardin in his famous article, The Tragedy
of the Commons. In order to avoid these problems, many theories or principles are postulated. One of these principles is the principle of the common heritage of mankind (CHM).
It has been accepted and applied to the global commons since it was incorporated into the
United Nations Conventions on the Law of the Sea (UNCLOS). With improving technology and developing countries’ growing, the application of the CHM has been a source of
controversy. Consequently, it is necessary to suggest the new principles for the governance
of the global commons. This research investigates not only the common properties of
global commons but also their existing governance.
First, we investigate issues of the deep seabed. For a long time the open access doctrine or
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mare liberum (free sea for everyone) of the high seas had ruled the governance of the deep
seabed. But, UN adopted UNCLOS in 1982, and the CHM has been incorporated in the
governance of the deep seabed. Based on UNCLOS, International Seabed Authority (ISA)
was founded to manage the exploration and the development of mineral resources in the
deep seabed. There have been conflicts between the leading countries which insist on their
priority of natural resources they explored and found and the following countries which
insist on suspension of development of natural resources in the deep seabed. ISA still suspends the development of mineral resources in the deep seabed, but it admits the priority of
the leading countries if they explored two sector of the deep seabed and waive the one sector.
Second, this study analyzes the current issues of antarctica. Antarctica is facing rapid environmental degradation due to human pressures such as pollution, and the effects of
global warming. Compared to the deep seabed, however, the governance of Antarctica has
been stable and good at handling the major concerns of the protection of Antarctica. The
governance of Antarctica works based on the Antarctic Treaty and related agreements,
collectively called the Antarctic Treaty System (ATS). The reason of the stability of the
governance of Antarctica is that all the participating countries agreed to the protection
of Antarctica with no development of its resources. In addition, ATS has prohibited any
country from claim to the sovereignty over Antarctica.
Third, outer space is interesting to investigate since there has been no organized governance. Since its inception after the launch of Sputink in 1958, the governance of outer
space has been created and modified. The five principal space law treaties had been signed
between 1967 and 1981. The initial establishment of the governance was not difficult, and
the United Nations Committee on the Peaceful Uses of Outer Space (COPUOS) has been
responsible for managing the governance.
However, the governance of outer space underwent a more controversial development
than the deep seabed and Antarctica. With fast growing technology of spaceship and its related parts, the governance should have been modified. but the conflicts between the leading countries and the following countries hinder from the development of the governance
of outer space. Shortage of orbits of satellites and space debris created major problems in
the use of outer space, but all the countries participating in the governance had not agreed
to the management system of handling these new problems yet.
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The Russo-Sino-North Korea
Triangle: The American Factor and
Policy Implications
for Korea
Jung Chul Lee, Jun-Kee Baek, Jae-Kwan Kim,
and Nam-Ju Lee (December 2013)
ISBN 978-89-322-1478-8 / A5 / 358pp. / USD 12

The purpose of this work is to provide the Park Geun-hye administration with policy
implications in response to the current diplomatic situation in the East Asia region: a rising
China, the US “Pivot to Asia”, Japan’s reversion to conservatism under the Abe administration, and North Korea’s revisionist behavior. To this end, this research paper seeks to
highlight the Russo-Sino-North Korean triangle that is the historical legacy of the region
and how it affects the current state of affairs, through certain elements of path dependency
and eliciting features of and prospects for a newly established trilateral relationship. We are
entering the age in which the Northern trilateral relations are indispensible to the peaceful
unification of the North and South Korea and the diplomacy of coexistence through trust,
upon which Park’s administration places special emphasis.
The Russo-Sino-North Korea triangle which was established in the 2000’s has become
less institutionalised and the interaction among three parties involved has also been declining in terms of frequency and intensity compared to the trilateral regime established in
the 1950’s. The Russo-Sino-North Korea triangle once characterized as a military alliance
has been considerably weakened by the elimination of the automatic-military intervention
clause from the treaty involving those three nations; and the close association between the
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parties and governments regarding domestic and international affairs is no longer in place.
Nevertheless, China-Russia and Russia-North Korea concluded treaties of friendship in
the 2000’s which included a specific clause stipulating that the parties work closely with
each other in case the other party is faced with immediate threat, and the Sino-North Korea
treaty of friendship effectively maintained the clause for automatic military intervention.
In other words, although there is no explicit treaty including all three nations, there is a
probable mechanism among three parties which allows tripartite consultation or common
action in case of a crisis arising in one party. In fact, it is an undeniable reality that the Russo-Sino-North Korean triangle has strategic significance in North East Asian geopolitics in
light of the fact that they have been cooperating, albeit loosely, to deal with key issues such
as the North Korean nuclear issue.
In this regard, the structure of the Russo-Sino-North Korean triangle identified by this
research is as follows. Firstly, the triangle is not a systematisation or institutionalisation of
the tripartite consultation but it comprises the total sum of the bilateral relations. There is,
however, a dynamism as this triangular character is in operation with respect throughout
the bilateral relations between the three countries, which can be seen in the interactions
between Sino-North Korea and Russo-North Korea in particular. Nonetheless, the state of
the Russo-Sino relationship also exerts a strong influence on the position of North Korea
within the triangle. Secondly, each bilateral relationship has its own separate status within
the triangle and it is the different interactions among those bilateral relations that create its
dynamism. The Sino-Russian relations can be said to be the stabiliser of the triangle. SinoRussian relationship provides a foundation as China is the most important actor within
the triangle and Russia also happens to be a global power. Without the stabilizing force of
the Sino-Russian relationship, the triangle would lose its unique strategic value. In view of
the fact that China and Russia are reinforcing their strategic alliance, it seems that a SinoRussian relationship is likely to serve as an impetus for the development of the triangle in
the future as well.
The Sino-North Korea relationship takes the position of a conduit within the triangle.
The Sino-North Korea relationship brings more strategic value to the triangle and shows
greater variation in comparison to Russo-North Korea relations. Since 1992, when North
Korea came into serious conflict with China, there have been three phases which led to
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the restoration of relations eventually, but this actually demonstrates the instability of the
relationship. Increased cooperation between China and North Korea would amplify the
impetus gained from Sino-Russia relations, and decreased cooperation would cause the
opposite result. The Russo-North Korea relations plays a role of a balancer within the
triangle. North Korea makes full use of the Russo-North Korea relation in order to achieve
balance vis-a-vis the Sino-North Korea relationship while Russia endeavors to make the
best use of its relationship with North Korea in order to prevent the triangle in Northeast
Asia from being replaced entirely by the Sino-North Korea relationship.
With regard to future prospects for changes in the triangle, a number of possible scenarios
can be predicted considering the roles of internal and external variables. The most important internal variable is the value of the triangle, which is complementary to national strategies. Higher level of cooperation within the triangle would lead to more complementarity
and vice versa. The research result shows that the level of complementarity within the
triangle is still not very high and quite a few factors remain for conflicts and competition
in development and economic relations. Therefore, it would be unlikely that the internal
impetus of trilateral cooperation will develop into something similar to the trilateral regime
in the 1950’s based on ideological identity, given that the trilateral regime in the 1950’s was
itself an exception. However, it is worth paying attention to the possibility of increased
complementarity within the triangle economically since the economic benefits, not ideology as in the past, can raise the level of cooperation. Such a change is particularly noticeable
in the China-Russia relationship. For example, bilateral trade volumes within the triangle is
rising rapidly and energy cooperation is being pushed forward vigorously. Regarding SinoNorth Korea relations, North Korea’s degree of dependence on trade with China is increasing but is far from complementary. Besides, the level of economic exchange between
Russia and North Korea remains very low, which implies the possibility of rapid expansion
of cooperation. Especially, the pace with which North Korea opens itself to the world will
be the most decisive factor. Nonetheless, it should not be a matter of concern to us that
the level of cooperation within the triangle is increasing under such circumstances because
the three parties are in need of external capital and technology from South Korea, Japan,
and the USA for economic cooperation within the triangle. Russia and China are seeking a
policy which is compatible with national interests of South Korea, who has a positive per048
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spective on open-door policy for regional cooperation activities. Therefore, as the triangle
pivots around the possibility of North Korea’s opening to the world, other actors are given
sufficient ‘space’ for cooperation and, by utilizing this space as a medium, South Korea can
raise the level of regional cooperation in Northeast Asia. South Korea’s strategy should be
to effect such a change in this direction.’’
Among other external variables, it seems that the US factor will have a huge impact on the
triangle. From the standpoint of the dynamic inside the triangle, there is little likelihood
of a Russo-Sino-North Korean triangle developing into exclusive cooperation. However,
there is a possibility that the triangle might come into a conflict with other powers from
outside, contingent on the way in which U.S. factor comes into play. Given the circumstances, this research pays special attention to US “Pivot to Asia” strategy and the reactions
of Russia, China, and North Korea to the strategy. Since the USA expressed its intentions
on the“Asia shift”, Russia, North Korea, and China have become more wary and, if this
trend continues, it might lead to closer security cooperation within the triangle as a result.
In particular, the closer cooperation in security among South Korea, the USA, and Japan
will be a decisive factor affecting such circumstances. The USA will likely seek ways to avoid
such a confrontation that might place a heavy strain strategically as it adjusts rebalancing
policy while maintaining separate relationships with China and Russia. However, Russia
and China will remain vigilant towards America’s Asian policy because it is clear that the
USA’s intention is to make use of the ROK-USA alliance and Japan-USA alliance more
effectively.
Given these circumstances, there is a high likelihood of competition between countries of
the ‘triangle’ and the USA, and cooperation within the three countries relations will continue to increase unless the North Korean nuclear issue emerges as an obstacle within the
triangle. It is necessary that we brace ourselves for such a situation where North Korea’s
efforts to enhance its relationship within the triangle expedites exclusive cooperation.
In summary, it is highly likely that increased economic cooperation within the triangle
might leave more room for South Korea to engage its constituent countries. On the other
hand, it would be a highly undesirable scenario if the US “Pivot to Asia” strategy resulted
in increased conflict between the USA and China; and leads to security cooperation within
the triangle to counter the South Korea-America-Japan military cooperation. This would
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reduce the role of South Korea and confirm the exclusivity of tripartite relations as a result.
Based on the analysis above, the following policy responses are necessary if the RussiaNorth Korea-China relationship is to accord with South Korea’s interests.
1. Economic cooperation
It is recommended that Korea actively utilize economic means in dealing with the RussoSino-North Korea triangle, in line with South Korea’s national interests and strategy. The
ROK should also take practical measures to take the initiative by making full use of favourable elements that are already present within the Russo-Sino-North Korea triangle; as the
three nations are focusing on economic development as their main priorities and they have
great interest in the Russia-North Korea-China joint development such as the Greater Tuman Initiative (GTI). To this end, they are looking forward to the participation of other
actors who are capable of providing capital and technology, as well as relaxing competition
among themselves. Thus it is possible for Korea to take the lead in encouraging cooperation from the nations involved by vigorously exploring elements that could promote cooperation. South Korea should play an active role to facilitate changes as an insider rather
than passively responding as an outsider who could easily be ostracized as an outsider in
that area. Korea should also be prepared to launch a project which can bring about changes
and give impetus to development. Especially, it is vital that South Korea take the initiative
in forming “the East Sea rim and the Pan Yellow Sea economic bloc” simultaneously, with
the Korean Peninsula taking the centre stage.
2. Security cooperation
Recently, the security environment in Northeast Asia has deteriorated to its worst state
since the Cold War. There is the possibility of military conflict between China and Japan,
along with advances in North Korean nuclear capability and as well as unstable USA-China
relationship since America’s “Asia Shift” strategy. At this point, it is important to note that
creating an impetus for cooperation in Northeast Asia is possible only when current conflicts between China and Japan does not lead to actual military clashes. South Korea should
vigorously speak out and criticize Japan’s rightward shift and distorted view of history, and
strengthen diplomatic ties with Japan and USA in order to prevent Japan from turning
050
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further to the right. Under these delicate circumstances, Korea should remain prudent in
its diplomatic responses since there is a high probability that strengthening South KoreaJapan military cooperation might exacerbate the rift in the region, thereby pitting the Russo-North Korea-China triangle against the South Korea-USA-Japan triangle. At the same
time, we should also demand that China refrain from military posturing.
3. South Korea-North Korea-USA relationship
Given the current circumstances, it is necessary to prevent North Korea’s nuclear program
from worsening, to maintain a stable East Asia. Simultaneously, South Korea needs to
encourage USA to actively engage in efforts to keep the peace by emphasizing that the US
show strategic patience in dealing with North Korea. It is very likely that, if inter-Korean
relations continue to grow worse and consequently North Korea reverts to behavior which
disrupts the status quo, USA-China relations will grow worse again and America’s diplomacy policy will shift from rebalancing to containment, which will cause conservative swing in
the US in favor of acknowledging Japanese claims of its right to military action.
In this regard, managing stable North-South-USA relations will be an important element
in ameliorating the ‘hardness’ of the Russo-Sino-North Korea triangle, as South Korea
becomes an insider in the northern triangle while playing the role of a balancer. This would
mean that South Korea-USA-Japan relations would not be in opposition against RussoSino-North Korea triangle. Therefore, it is important to realise that stable management
of inter-Korean relations is the key to positioning South Korea at the centre of efforts to
moderate between all parties in North-South Korea-USA, Russo-Sino-China, and South
Korea-USA-Japan relations.
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Prospects and Implications of
the Pacific Alliance

Taekyoon Lim and Siun Yi (December 2013)
ISBN 978-89-322-2368-1 / A5 / 106pp. / USD 7

The Pacific Alliance, which was officially launched by four Latin American countries on the
Pacific coast (Chile, Colombia, Mexico, Peru) in June 2012, has been making fast progress
and is expected to open up new horizons in economic integration in Latin America. Under
the circumstances that existing regional communities such as MERCOSUR and ALBA
are faltering, the Pacific Alliance is drawing attention from the world as it advocates Open
Regionalism.
According to our quantitative analysis on prospect of the Pacific Alliance based on the
macroeconomic indicators of the member countries, the Pacific Alliance shows a positive
but somewhat limited prospect. When it comes to various qualitative aspects, however, the
future of the Pacific Alliance is quite positive. In terms of institutional aspect, the Pacific
Alliance avoids institutionalization and bureaucratization. Given that existing regional communities in Latin America focused on institutionalization and failed to produce practical
outcomes, the minimal institutionalism of the Pacific Alliance is expected to achieve pragmatic development as a new model of regional integration. From the approach of natural
market, the Pacific Alliance has a high level of socio-cultural homogeneity. Though the
member countries are located somewhat spread out, this potential geographical disadvan052
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tage has not been an issue. In terms of economic aspects, the member countries of the
Pacific Alliance have relatively good business environment and high economic freedom in
Latin America, and this well supports the characteristics of its Open Regionalism pursuing
Asia-Pacific markets. Still, the very high percentage of agricultural products in exports may
be a potential issue when the Pacific Alliance tries to abolish tariffs completely. In political
terms, the member countries of the Pacific Alliance has rightist or center-leftist, liberal
dispositions and a high level of democracy. It has little concern about security within or
outside the Pacific Alliance, and the external hegemon, the United States, is quite in favor
of the Pacific Alliance. Also, the political will of each member government is very strong,
which makes the prospect of the Pacific Alliance very positive.
It might be too early to discuss concrete cooperation with the Pacific Alliance at the moment since it is currently focusing on the deepening of its internal consolidation. However,
it is necessary to make the foundations for future cooperation as the Pacific Alliance begins
serious discussion about cooperation with the Asia-Pacific in the near future. Thus, we will
have to have a medium- and long-term rather than a short-term view. In the first place,
we will have to reduce the gap in interests between the Pacific Alliance and us, and we will
have to pursue investment in the member countries of the Pacific Alliance in the areas
that they want FDI such as mining, transportation infrastructure, and renewable energy.
Through gradual and steady efforts to improve the relationship with the Pacific Alliance,
we will have to take a better position in future cooperation than our competitors including
China and Japan.
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The Changing Pattern of Environmental
Goods Export Competitiveness among
Korea-China-Japan:
An Overview and Assessment
Ho-Kyung Bang, Seoung Na, and Boram Lee
(August 2013)
ISBN 978-89-322-2349-0 / A5 / 124pp. / USD 7

The purpose of this research is to analyze the pattern of export competitiveness for environmental goods between Korea, China, and Japan, examine the current status of the intraregional trade including the tariff and non-tariff measures, and set policy recommendations based on the research findings. As for environmental goods, we use the APEC list of
54 environmental goods agreed in the 2012 APEC leaders’ meeting in Vladivostok, Russia.
To better assess the pattern of export competitiveness for the environmental goods between the three countries, we applied the concept of the unit value and discriminated
between price and quality competition based on Aiginger (1997, 1998, 2000). As a complementary, we additionally applied the concept of product differentiation from Abd-ElRahman (1991), Greenaway, Hine and Milner (1994), Fontagne and Freudenberg (1997).
The main findings of this research are as follows. First, trade in environmental goods has
increased significantly over the past decade worldwide. In particular, the share of Korea,
China, and Japan in the trade in environmental goods is substantial and the growth rate of
the intra-regional trade among the three countries came out higher than the three countries’
trade with other countries. Second, the share of the top 10 major export environmental
goods dominates the total trade in the environmental goods industry, and many major
054
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export products overlaps among the three countries. Third, Japanese products showed
comparative advantage in quality competition while the Korean and Chinese products had
more comparative advantage in price competition. The status of the comparative advantage for each item showed to be closely connected with the trade balance. Fourth, the tariff
rate is relatively higher in Korea and China while most Japanese products were subject to
zero. However, considering the non-tariff measures such as the technical barriers to trade,
China and Japan seem to have more protective trade measures compared to Korea.
Based on the main findings, we suggest the following policy recommendations. First, Korea needs to develop a strategic approach per item when negotiating for further trade liberalization in environmental goods since the characteristics of intra-regional trade, pattern
of export competitiveness, and tariff and non-tariff measures in the environmental goods
industry are distinct from each other by items. Second, Korean government needs to focus
more on the non-tariff measures. However, there are difficulties to discover the non-tariff
measures due to asymmetric information problems and cultural difference among countries. Accordingly, the Korean government could initiate a separate trilateral joint research
project and a committee to identify and deal with the issues of non-tariff measures. Third,
concerning the characteristics of intra-regional trade and the patterns of comparative advantages in environmental goods, Korea needs to diversify its strategic export products
and upgrade its quality competitiveness. Korean products, compared to that of Japan’s, are
more price dependent with relatively high tariff rate. Examining patterns of trade between
Korea and China, the comparative disadvantage in the price competition is widening. The
intra-regional trade in environmental goods is concentrated in few specific items. Since
APEC member countries agreed to cut tariffs to five percent or less by 2015 for on the
54 environmental goods, the Korean government should minimize the negative impact
from further tariff cuts by making more efforts to increase the quality competitiveness of
environmental goods and diversify the support towards the industry.
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A Review on a Comparative Advantage
in IT Service Sector among KoreaChina-Japan: Focusing on
Productivity Analysis
Seung Kwon Na, Hokyung Bang, and Boram Lee
(December 2013)
ISBN 978-89-322-2356-8 / A5 / 118pp. / USD 7

IT service sector is considered as an important industry as it could enhance the efficiency
of enterprises, improve a country’s economic structure by advancing productivity of other
industries. Thus, this research attempts to draw policy implication towards cooperative activities among Korea, China and Japan based on an analysis on a comparative advantage of
the IT service industry, focusing on productivity analysis.
First, looking into the main features of the IT service industry in Korea, China, and Japan,
the three countries commonly showed high proportion in the System Integration sector,
sales concentrated in few conglomerates, low intra-trade and investment proportion within
the region and low front back industry relating effect. Meanwhile the IT service sector in
Korea and China has shown high growth rate.
Second, as a result of the productivity (efficiency) analysis, productivity gap between the
three countries exists but the gap is narrowing between China/Korea and Japan. However
it seems that the gap reduction is based on a chasing effect from the efficiency gap reduction at corporate level rather than from the technological advance effect.
Also, we have discovered that each country’s institution framework including ICT technology related domestic regulations, transparency, bureaucracy, and government policy has
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substantial effect on productivity in IT sector.
Based on the paper results, we attempt to draw the following implications to further enhance cooperation in IT service sector between the three countries. First, Korea need active
initiatives to lower the barrier to entry for the IT service government procurement market.
Korea also needs to aggregate company level data to conduct a productivity comparison.
Moreover, considering the high competitive environment focused on the system integration sector among the IT service industry, Korea needs to diversity its support toward other
strategic IT service industries. Last but not least, active supporting policies from the Korean
government towards improving conditions for innovative small businesses and training
professional manpower are also needed to maintain and advance Korea’s comparative advantage in the IT service sector.
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Comparative Analysis and
Implications of
Developing Country Risk

Jin Young Moon, Yun Ok Kim, and Minyoung Lee
(December 2013)
ISBN 978-89-322-2371-1 / A5 / 120pp. / USD 7

The share of emerging markets and developing countries in the global economy is growing, and the status of G20 in the international society is also being strengthened. Considering the trend, the economic and political growth of developing countries can be regarded
not only as opportunities to replace domestic and developed markets, whose growth potential is declining relatively, but also as risks. Therefore, measuring and managing the risk
of developing countries is essential.
Given this background, this study selected economic, political, and social indicators to measure risks, referencing the cases of professional country risk rating agencies, and developed
an analytical framework to enable comparisons among countries. Furthermore, this study
derived comprehensive country risk ranking by merging the economic, political, and social
risk indicators together, and also analyzed the impact of weight change on the risk rating.
Regarding the more specific results of this study, economic risk of Iran, Ukraine, Kyrgyzstan, Congo, and Tanzania appears to be generally high, and that of China and some
Middle East oil-producing countries, such as Qatar and Saudi Arabia, appears to be relatively low. In terms of political and social risk, member states of the European Union
generally show low risks, but Afghanistan, the Congo, Zimbabwe, Myanmar, and Pakistan
060

2013 Summaries of Research Report

Economic Opening

are recognized as higher political risk countries. Comparing the economic risk with political
and social risk, the number of countries that are within economic risk score of five, the
average score for this study, is relatively high. On the other hand, political and social risk
appears to have greater variation by country, which means political and social conditions in
each country have greater uncertainty.
In addition, this study examined the impacts of weight changes in each risk indicator sector.
If weight in political and social risk is increases, then the number of countries with highrisk (whose score is higher than 8) and low-risk (whose score is lower than 3) also increases.
That is, risk distribution increases among countries. In contrast, if weight of economic risk
increases, then the risk of the Eastern European countries which has higher economic risk
also increase generally.
Furthermore, this study classified countries into four groups by comparing country risk
with investment attractiveness. As a result, Afghanistan, Cambodia, and Tanzania appear to
have both high risk and high investment attractiveness at the same time. On the other hand,
Singapore and the Middle East oil-producing countries (Kuwait, Saudi Arabia, UAE, etc.)
show high investment attractiveness with low country risk. In contrast, Czech Republic,
Argentina, and Romania are analyzed to have both low country risk and low investment
attractiveness.
This study has following implications.
First, risk-rated countries should provide more transparent and accurate information regarding their own economic, political, and social situation. Results of country risk studies
can vary by departments in charge or individuals who evaluate, and providing transparent
information to external rating agencies can enhance the trustworthiness of said nations in
international society as well. In this regard, Korea also needs to ensure internal economic
stability and inform international community of its national condition.
Second, the Korean companies need to bear in mind that country risk is different depending on regions and nations. The unpredictability of business operations in countries with
high political risk can be high because of political connections. For businesses that entered into regions with high economic risk should seek various instruments to hedge such
risk. Furthermore, in case of businesses that are interested in regions or nations that have
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restrictive indicators about country risk or attractiveness, such as Myanmar, they should
conduct a more thorough risk assessment and market research in advance.
Finally, research about country risk of developing countries should continue according
to a long-term perspective, rather than ending in fragmentary analysis. The change in the
economic condition of developing countries is more rapid than that of developed countries, so it is necessary to supplement risk assessment methodology and monitor changes
regularly. Furthermore, as Korea is higher in terms of dependency on foreign trade, Korea
needs not only to keep an eye on risk of major trading partner countries including developing countries but also to evaluate foreign risks of Korea to establish a foundation for stable
economic growth.
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Methods for Evaluating International
Expositions in Korea

Heungchong Kim et al.
(December 2013)
ISBN 978-89-322-2354-4 / A5 / 102pp. / USD 5

Recently, interest in hosting international events has increased, particularly amongst local
governments in Korea. Acknowledging that the era of local autonomy has arrived, and
taking into consideration such factors as globalization of localities and government policies
for balanced land/regional development, hosting of international events by local governments cannot be dismissed as being all negative. On the contrary, successful international
events can contribute to rural development and modernization of the services sector. Yet
it is important also to prevent waste of government resources by limiting extravagant international events.
Hence, the Korean central government has enacted “the rule on invitation and opening of
international events” in order to minimize the drain on the national treasury from indiscriminate hosting of international events. An “international event” is defined as an international conference, sports event, exhibition/show, cultural event, tourist event, etc. involving
at least 5% of foreign participants from 5 or more countries. According to this rule, all
international events with a total operating expense over KRW 5 billion, of which more
than KRW 1 billion in financial support is required from the central government, is subject
to a mandatory feasibility study. A feasibility study is designed to verify the necessity of the
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applied international events and reasonableness of the total plan based on facts. As this
feasibility study impacts the decision of the central government whether to give or deny
support to the international event a local government applied for, it is vital to establish a
valid and consistent methodology.
This research suggests rational and impartial methodologies to conduct the feasibility study
on international events; methodologies that will contribute to the establishment of a general guideline for feasibility study for such events.
Chapter 2 discusses the base analysis in order to determine the feasibility of international
events. This chapter states why and how to present the outline of an event, analysis on the
base data of the event area, significance of hosting the event, domestic and foreign case
analysis, and SWOT analysis. Chapter 3 covers the economic analysis of the international
event. Particularly, cost-benefit analysis is introduced along with other various methods to
estimate the benefits of a given international event. In addition, the contingent valuation
method (CVM) is introduced with concrete examples. Chapter 4 deals the political analysis of the international event. If the international event is determined from an economic
perspective only, it runs the risk of completely neglecting political necessity. Therefore, this
chapter highlights the importance of considering the distinctiveness of each event. Chapter
5 looks at how the analytic hierarchy process (AHP) can be applied to the feasibility study
of international events. This method will integrate experts’ opinions into the feasibility
study in a most reasonable and quantitative way. Quantitative results will enable comparing
events with greater certainty and to enhance efficiency in decision-making.
Feasibility study on international events is different from other general feasibility studies on
public investment undertakings. Since many international events are intended as one-time
events, quantifying its concrete long-term benefits is complicated. Thus it is important to
supplement the economic evaluation with an appropriate political assessment. Amongst
various methodologies, this research suggests the most relevant method for setting a general guideline in assessing the feasibility of different international events. Henceforth our
main task is to develop a feasibility study methodology of international events for impartial
assessment, by making improvements through a priori approach and by linking the process
with post-evaluation systems.
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Analysis on the Service and Investment
Chapters of Korea’
s FTAs: A Comparative
Analysis of the Korea-US FTA
vs. the Korea-EU FTA
Jong Duk Kim and Jun Hyun Eom
(December 2013)
ISBN 978-89-322-2357-5 / A5 / 182pp. / USD 7

Since the late 2000s, Korea has actively engaged in FTA negotiations. As a result, Korea
had already ratified nine FTAs, including the Korea-US FTA (the KORUS FTA) and the
Korea-EU FTA. Nowadays, FTA negotiations have broadened their scope to include issues other than trade in goods such as service and investment. In addition, there is a distinct
shift toward the so-called Mega-FTAs such as TPP, TTIP, and RCEP.
This study examines service and investment chapters of the Korea-US FTA and the Korea-EU FTA. Taking GATS as a starting point, the authors first compared the legal texts
between GATS and the Korea-US FTA and between GATS and the Korea-EU FTA.
Then, they proceeded to find explanations for the identified differences.
Regarding comparison of the Korea-US FTA and the Korea-EU FTA, there are two systematic differences: the existence of the investment chapter and the negative or positive
list approach in liberalizing services and investment. First, only the Korea-US FTA has
a separate chapter on investment. It is because the European Commission has not been
empowered to negotiate on investment issues before the Korea-EU FTA negotiation was
concluded. Second, the Korea-US FTA takes the negative list approach while the KoreaEU FTA takes the positive list approach.
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When it comes to the detailed provisions of the service and investment chapters, the authors have found nine points as follows. First, the National Treatment (NT) provision of
the Korea-US FTA contains a unique regulation on the “regional level of government,”
taking into consideration the U.S. position. Second, the Most-Favored Nation (MFN) provision of the Korea-EU FTA stipulates a unique regulation on “the regional economic
integration agreement,” taking into consideration the EU’s position. Third, Market Access
provisions of the two FTAs are similar. Fourth, the “Local Presence” (LP) provision of
the Korea-US FTA is superior to that of the Korea-EU FTA in terms of coherence and
cohesion. The Korea-EU FTA stipulates the LP provision, which is a qualitative restriction,
as a form of footnote under other quantitative restrictions. Fifth, the “Senior Management
and Boards of Directors” (SMBD) provision of the Korea-US FTA is also superior to the
Korea-EU FTA in terms of coherence and cohesion. The Korea-EU FTA stipulates the
SMBD provisions as a form of footnote under two different articles. Sixth, the “Domestic
Regulations” (DR) provision of the Korea-EU FTA is similar to that of GATS. But the
DR provision of the Korea-US FTA turns out to be much improved compared even
to that of NAFTA in terms of clarity and logic. Other three points, which are the “performance requirement” (PR), “subrogation”, and the “investor-state dispute settlement”
(ISDS) are found only in the Korea-US FTA.
With these findings, the authors offer some suggestions. First, the Korean government has
to pay close attention to negative or positive list approach in service liberalizing talks in the
so-called Mega-FTAs, such as TPP and TTIP. Second, the Korean government should be
active in stipulating certain provisions including “performance requirement” (PR), “subrogation”, and the “investor-state dispute settlement” (ISDS) in future FTA negotiations.
Third, the Korean government should pay special attention to the “regional level of government” issue when negotiating with China.
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Determinants of International Labor
Migration to Korea

Yoon Ah Oh and Jione Jung
(December 2013)
ISBN 978-89-322-4242-2 / A5 / 48pp. / USD 3

Since the 1990s Korea has emerged as one of the major migration destinations in Asia.
This paper represents one of the first attempts to examine the determinants of bilateral
labor migration to Korea across source countries and over time. We analyze the effect of
economic, demographic and policy factors. We also examine the role played by trade between Korea and origin countries. The results suggest that economic fundamentals, including income level of Korea and demographic factors in both origin countries and Korea,
play an important role while different patterns are observed between skilled and unskilled
workers. We also found that trade is an important predictor of the size and composition
of foreign migrant population in Korea. We speculate that trade influences migration to
Korea through the information effect and foreign labor policy channel.
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Prospects of China’
s Political and
Economic Changes and the Path
Forward for Inter-Korean
Economic Cooperation
Dongho Jo and Young-sook Nam
(December 2013)
ISBN 978-89-322-1463-4 / A5 / 216pp. / USD 10

The main objectives of this study are to review the prospects for China’s political and
economic changes and challenges under the new leadership and to propose directions for
inter-Korean economic cooperation.
China has emerged as North Korea’s largest economic partner through increasingly active
economic engagement in the context of shrinking inter-Korean economic relations. As
North Korea’s economic dependence on China has surged over the years, China is expected to play an ever-increasing role in shaping the outlook for the North Korean economy
and the Sino-North Korean economic relationship.
Chapter II of the study reviews the status and characteristics of Sino-North Korean economic cooperation and inter-Korean economic cooperation. It shows that the Sino-North
Korean economic relationship has accelerated since 2009 and has expanded to include the
joint development of border areas, which reflects China’s national economic interests in
advancing the economic status of Northeastern provinces as well as in playing a leading
role in the Northeast Asian region.
Chapter III then analyzes the prospects for China’s political and economic changes and
challenges under the new leadership. China’s new leadership faces many domestic and in070
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ternational challenges in achieving the “Chinese Dream” put forth by President Xi. The
new leadership has also been pressing hard for a U.S. commitment to a “new model of major country relationship.” Reflecting China’s new role as an emerging major power, China is
expected to emphasize normal state-to-state relations with North Korea.
North Korea’s new leader, Kim Jong-un, announced the “Dual Policy for Nuclear and
Economic Development (known as the “Byungjin Line”)” in March 2013. Chapter IV discusses the meaning of the “Byungjin Line” and implications for North Korea’s economic
policy. It also provides an overview of the status of the North Korean economy and analyzes the direction and limitations of its economic policy.
Based on the analyses of previous chapters, Chapter V proposes a path forward for interKorean economic cooperation in view of the current government strategy for a “trustbuilding process on the Korean peninsula.” The policy implications emerging from this
chapter include the following: first, the major task of trust-building process on the Korean
peninsula is to induce North Korea’s transition from Byungjin 1.0 to Byungjin 2.0. While
Byungin 1.0 is a dual policy for nuclear and economic development, Byungjin 2.0 represents a dual policy for non-nuclear and economic development; second, our thinking
for inter-Korean economic cooperation needs to be reshaped so that we can utilize it to
serve as a growth engine for our economy; third, we need to be proactive in promoting
inter-Korean economic cooperation and taking advantage of North Korea’s keen interest
in improving its economy; and lastly, fruitful paths might include pursuing projects in line
with North Korea’s economic policies, developing multinational projects involving China,
and utilizing the “package” method by linking inter-related projects to maximize synergy
effects.
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Economic Cooperation and Practices
of Economic Transactions in Border
Areas of North Korea
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Jong-Woon Lee and Yi Kyung Hong
(August 2013)
ISBN 978-89-322-2348-3 / A5 / 128pp. / USD 7

Amid deterioration of North Korea’s foreign relations due to its nuclear development,
economic cooperation between North Korea and China is actually showing unmistakable
signs of expansion. It is expected that economic relations between the two states will become even closer in the coming years as cooperation projects between the two are materializing along with the rapid promotion by China of its development plan for its Northeast
provinces. This study seeks to gain an understanding of the characteristics and problems
of the current North Korea-China economic cooperation, by investigating trade, price
settlement methods and transaction practices in the border areas.
In transactions between North Korea and China, the methods of exchange are often unofficial, taking advantage of close relations between partners from both sides. Unlike regular
international transactions using letters of credit or financial institutions, cash transactions
and barter trade are prevalent in commercial transactions between the two communist
states. Such practices include illegal elements such as smuggling of foreign currency into
the country. In the face of economic sanctions by the international community along with
industrial stagnation and foreign currency shortage due to economic difficulties, North
Korea is actively taking advantage of these ‘unofficial’ methods in an attempt to circum072
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vent official rules of financial transactions. Chinese trade companies located in the border
areas are accustomed to cash or barter transactions, and some companies even prefer such
transactions precluding involvement by financial institutions, for reasons of reducing extra
expenses and avoiding taxes.
Among modes of trade, border trade is reflective of characteristics of border areas. Chinese companies in the border areas favor conducting transactions with North Korea
through such “border trade.” It is because there is more room to utilize unofficial methods
in foreign exchange control, price settlement, and tax rebate through border trade than
through general trade. Taking various unofficial trade practices into account, the scale of
trade between North Korea and China is very likely to far exceed the figures recorded officially by Chinese customs.
North Korea is receiving payments in cash for processing imported materials commissioned by Chinese companies. Such cash brought into the North is easy to hide and there
is high possibility that North Korean authorities divert such cash for their own operations.
State institutions, trade companies, and financial institutions in North Korea often do not
abide by rules stipulated in transactions with China regarding trade settlement. Though
there are no official statistics regarding bank remittance for trade settlement, it is estimated
that about 20 to 30 percent of trade settlement are conducted through bank remittance and
the rest are settled through cash.
This study points out that though unofficial transactions carried out between North Korea
and China are attributable to expanding economic cooperation between the two countries,
there are illegal elements in such transactions which can undermine economic sanctions
imposed by the international community.
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Cooperation between North Korea
and China in Tourism and Policy
Implication

Jiyeon Kim, Pilsoo Choi, Minkyung Lim, and
Seung Kwon Na (December 2013)
ISBN 978-89-322-2355-1 / A5 / 114pp. / USD 7

China is the most significant partner to North Korea in economic cooperation of tourism.
In 2012, 4,500 North Koreans traveled China, while at least 50,000 Chinese traveled North
Korea. It is between April and November that Chinese tourists visit North Korea. During
winter, North Korea close its door to foreign tourists due to a electronic power shortage,
ice formation, problem in heating supply, and other limitation in environmental factors.
There are two different types of tour programs in North Korea, in terms of border city
tour and Pyongyang and other city tour. The first one focuses on traveling border cities
between the North and China, while tour programs in the second one concentrate on
traveling Pyongyang and its nearby cities. Vehicle, train, or walking on foot is main transportation in the border program, while airplane, cruise, train, and vehicle are main transportation for the interior city tour. Average cost for the border program is approximately
700~2,500RMB per person, and it is 1,700~6,500 RMB per person for the Pyongyang and
nearby city program. Yanji, Hunchun, Tumen, Shenyang, Dandong, and Peking are gate
cities for traveling North Korea. Travelers from Yanji, Shenyang, and Peking are available
for airplane, train, and vehicles, while those departing from Hunchun, Tumen, and Dandong take only train or vehicles.
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There are 1,864 international travel agencies in China, and among them only selected number of agencies which make contract with national travel agencies in North Korea, in terms
of Chosun International Travel Agency, Chosun International Youth Travel Agency, and
Chosun International Physical Education Travel Agency obtain authority to send Chinese
trip to North Korea. There are approximately 15 authorized agencies in Yanji, Hunchun,
and Tumen. In Shenyang and Dandong, it is about 10 agencies, and there are approximately 10 agencies in Peking.
It is estimated that approximately 50,000~60,000 Chinese traveled North Korea in 2012. It
also estimated that North Korea earned approximately 21.7million ~34.6million US dollar
through Chinese travelers in 2012. When the fact that North Korea earned 86million US
dollar through Kaesong Industrial Complex in 2012 is considered, economic cooperation
size in tourism between the North Korea and China is not small enough to be ignorant.
Based on the paper results, fundamentally growth potential in tourism cooperation between North Korea and China is not high, because of limited chinese tourist demand to
North Korea, poor infrastructure and system, and low rate of return in North Korea tour
goods.
But, it could be positive factor that chinese demand for overseas travel is growing fast. And
it is hard to estimate trend of china's tourism demand to North Korea, because china travel
agency started to deal with travel good in North Korea, recently.
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A Study on Japanese Fiscal
Sustainability and Fiscal Discipline

Gyu Pan Kim, Hyong Kun Lee, Eun Ji Kim,
and Young Kyoung Suh (December 2013)
ISBN 978-89-322-1470-2 / A5 / 296pp. / USD 10

This report analyzes Japanese government’s fiscal discipline mechanism, focusing on the
fiscal sustainability of Japan which has re-ignited controversy after the Great East Japan
Earthquake in 2011. The research scope covers the fiscal sustainability of central and local
governments of Japan as well as that of social security funds. The main purpose of this
report is to clarify how the fiscal discipline mechanism has failed in Japan, and to draw
policy implications for Korean government’s fiscal management. It is highly probable that
the economic and fiscal conditions in Korea will follow in the footsteps of Japan’s case,
taking into account its rapid aging speed and onset of low growth rate.
Chapter two reviews fiscal sustainability issues of Japanese central government through key
indicators, then introduces the studies dealing with Japanese fiscal sustainability from an
economic perspective. We find that fiscal conditions in Japan has not been sustainable since
the late 1990s. Nevertheless, Japan is free from fiscal crisis in virtue of its ‘zero-interest rates
policy’. At the same time, foreign investors’ lower holding of Japanese government bonds
contributes significantly to avoid fiscal crisis in Japan. Second half in chapter two exhibits
the importance of tax reform to establish the future fiscal sustainability in Japan. We examine the background of Japanese government putting emphasis on consumption tax reform
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against individual income or corporate tax yet going through countless political impasses.
Chapter three shows that Japan’s cumulative government debt has derived from the relaxation of fiscal discipline in the government’s budget operation and the relationship between
politics and bureaucrats. The relaxation of fiscal discipline in Japan has three major points.
First, frequent issue of government bonds does not comply with the Golden Rule in Article four of the Public Finance Act. Second, a large part of various economic measures is
organized in supplementary budget, which is free from the budgetary ceiling guidelines set
by the Ministry of Finance Japan. Third, this budgetary ceiling guidelines also contributed
to encourage budget planning with political considerations since 1990s, especially in public
investment. It is apparent that the power game between politicians and bureaucrats limits
the budget examination authority of the Ministry of Finance. Second half in chapter three
analyzes three examples of how Japanese government intended to promote the establishment of fiscal discipline in the past; Hashimoto cabinet adopting Fiscal Structural Reform
Law in 1997, Koizumi cabinet proposing Intergrate Expenditure and Revenue Reform in
the early 2000s, and National Fiscal Management Strategies of the ruling Democratic Party
of Japan (DPJ) in 2010. We point out the limits of expenditure cut priority and the lack of
national consensus on the reform.
Chapter four covers fiscal sustainability and fiscal discipline issues of Japanese local governments. First, we examine the fiscal capacity of local governments through expenditure and revenue indicators. We confirm the main two factors threatening the local fiscal
sustainability in Japan are the lack of resources on revenue side and the increase in social
security spending on expenditure side. Then, we confirm that the Japanese government has
put efforts on the reform of local revenue-sharing system and local tax system to promote
the local fiscal sustainability. The reform of local revenue-sharing system is focused on
reduction of reliance on temporary local bonds, adjustment of local subsidy through identifying local fiscal demand, pursuing decentralization of local power through the adoption
of horizontal fiscal transfer system, and reinforcing accountability of local government’s
fiscal management. On the other hand, the reform related to local tax system corrects the
distribution of national and local revenue sources. Second half in chapter four examines
whether local fiscal consolidation is valid for strengthening fiscal discipline, which was introduced in the wake of Yubari city’s fiscal crisis in 2007. We conclude that the recent
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improvement in financial indicators suggests positive correlation between the two factors.
Finally, we review the local fiscal reform which Abe administration is pursuing and the new
system change to mitigate regional tax revenue disparities.
Chapter five describes financial and structural problems threatening the sustainability of
Japanese social security system. we find that it is necessary to eliminate disparities inter- and
intra-generation in addition to the consumption tax increase and pay cut reform, so that
the social security system function properly as a safety net. Next, we analyze the historical
evolution of the Japanese social security system and arrive at the following three conclusions. First, the social security system has not been subject to the increase in premium,
which resulted in increased fiscal burden. Second, the various reform measures took place
until 1985 caused the increase in the fiscal burden and the imbalance between the existing
public pension system. Third, the pension reform measures, so called the macroeconomic
slide system introduced in 2004, does not function well in deflation, while the announcement of the consumption tax hike in 2012 is insufficient to secure fiscal sustainability in the
low birth and aging era. Second half in chapter five identifies the effects and limitations of
reform measures that the Japanese government has introduced in order to ensure sustainability of the social security system. Specifically, the public pension and medical insurance
system, referred to as the two major axes of the social security system, are reviewed to
identify the problems in fiscal management. Although the public pension system repeatedly implemented such measures as increasing insurance premium, cutting coverage, and
raising the age of entitlement, it has failed in proactive response to the changes in the aging
society. Also, in the public medical insurance system, fine-tuning approaches such as adjustment of finances between the insureds, and measures to reform senior medical insurance
system can not guarantee the sustainability of the system.
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Harmonizing Social Welfare and
Economic Growth: Case Studies of
European Countries and
Implications for Korea
Yoo-Duk Kang, Tae Hyun Oh, Cheol-Won Lee,
Hyun Jean Lee, and Junyup Kim (December 2013)
ISBN 978-89-322-1471-9 / A5 / 234pp. / USD 10

Debt crisis in some European countries have created a controversy in Korea, which has
managed to achieve a relatively sound fiscal position. However, with welfare spending continuing to garner a bigger chunk of the national budget, this has become a key economic
issue that has attracted much public attention. Fiscal conservatives call for tighter controls
on welfare spending, because once spending starts growing, it tends to become hard to
reduce and reverse. On the other hand, some are calling for greater welfare spending in
order to temper the effects of economic polarization, social unrest, unemployment and
an aging population. In this context, this paper aims to examine the relationship between
welfare spending and economic growth and propose a direction for welfare policy which
can actually contribute to economic growth.
Discussion over the proper size of welfare spending is based on the argument that large
governments tend to be inefficient. It is often said that large government distorts resource
allocation and economic activities, not to mention that big welfare spending decreases incentives to work, leading to chronic low growth and high unemployment. However, there
are also opinions that cite positive effects of welfare spending on economic growth. First,
welfare spending can make up for capital and labor market failure. As income inequality
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may inhibit investment for human and physical capital, redistribution policy can remedy
this capital market failure and promote growth. Second, welfare spending can contribute to
social integration, allowing for stable growth. Widening income gap aggravates discord and
conflict between classes, becoming a factor for social unrest that leads to negative impact
on economic growth. According to various empirical studies, there is generally a negative
correlation between government spending/welfare spending and economic growth rate,
although the correlation has not been fully confirmed. However, while it may be very difficult to find causality, it is relatively easy to prove a correlation. Against these arguments and
previous studies, this paper reviews the correlation between government spending/welfare
spending and economic growth rate, and finds a number of variables that may affect the
correlation. Many studies have pointed out negative correlation between big government
spending or large welfare spending and economic growth rate, which this paper confirmed
as well. However, we have shown that the impact of welfare spending on economic growth
rate varied depending on its characteristics. Of special note, countries with higher education and R&D spending displayed high economic growth rate despite large welfare spending as a percentage of GDP. This finding can be interpreted as investment in human capital
and productivity increase having a big impact on the growth rate in the long run.
Even though there have been many research on the classification of the European welfare models or regimes, Esping-Andersen (1990)’s tripartie-regimes is the most significant
amongst them. He argues that European Welfare models consist of Liberal (the AngloSaxon), Conservative (Continental) and Social Democratic (Nordic) models according to
decommodification and social stratification. However, some experts and researchers, in
particular Ferrera (1996) and Sapir (2005), put weight on the distinctive importance of the
Southern European model which is different from the Continental model. As a result, our
research makes use of four European welfare models: the Anglo-Saxon, the Continental,
the Nordic and the Southern European.
The Nordic model is well known for the high level of social expenditure based on citizenship rather than on contribution. In this model, the role of government is more important
than that of the market. Also the Nordic model tries to enhance the linkage between work
and welfare by active labor market policies. On the other hand, the Anglo-Saxon model
regards welfare not as a social right but as distribution, focusing on low income households
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as social assistance based on means-test. Therefore, the requirements for beneficiaries are
very strict even though the level of welfare is not higher than that of other Welfare models.
In the case of the Continental model, it reflects key features of both the Nordic model
and the Anglo-Saxon model. While the Continental model contends that the role of the
government is more important as the case of the Nordic model, it sets up complex pension
systems that reflect occupation, resulting in wider economic polarization. Lastly, the familycentered Southern European model is known for its high level of employment protection.
And cash benefits are more important than other methods. However, as many experts
point out, the structural problems of the Southern European model have to be addressed
with respect to welfare sustainability.
After analyzing the European welfare models by the OECD Social Expenditure Database
(1994~2007), we can find an array of results. First, the improvement of income inequality
and the rate of poverty are more effective in the Nordic model than in other three European models. Second, the welfare sustainability is even higher in the Nordic model and
the Anglo-Saxon model in terms of the efficiency. Third, the Anglo-Saxon model and the
Nordic model display high level of GDP per capita as the measure of economic performance. Lastly the Southern European model can be estimated to be less effective than any
other European Welfare models. However, there are some critiques on the classification of
European Welfare models. For instance, countries classified within the European Welfare
models display disparate performances and features. This is the reason why case-studies on
major countries’ welfare systems are needed.
For more detailed analysis, we selected four European countries, Denmark, Sweden, Germany and Netherlands, which are regarded as successful cases of welfare reform since
the 1990s. In case of Denmark, the Danish government has focused on improving labor
participation to account for the mid and long-term demographic changes (i.e. population
aging) and strengthen the sustainability of the Danish welfare system since the 1990s. In
this context, some examples include raising the retirement age to 67 for receipt of pensions
and reforming voluntary early retirement pension (VERP) that delays retirement age, providing more incentives to work. In the meantime, welfare reforms in Sweden have been initiated as a response to the negative business cycle shock and sequential crises in its welfare
system. While Swedish public spending is under the control of strong fiscal regulations,
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the Swedish government has tried to make for a more predictable and sustainable welfare
system. For instance, through the pension reform in 1998, it is possible to reflect real wage,
inflation rate, economic growth, and life expectancy in the calculation of the amount of
pension entitlements improving the overall sustainability of the Swedish pension system.
In Germany, “Hartz reform” in 2003-2005 formed the foundation of the current German welfare system, focusing on the promotion of employment and the flexibility of the
labor market. This brought about new forms of labor such as dispatch working and minijobs. Moreover, education and financial assistance is provided to encourage the elderly and
women to actively participate in the labor market. Especially, in order to cope with the
aging society, the age level of persons benefiting from the pension system has been raised.
In the German welfare system, all policies acknowledge that welfare and growth influence
each other. The Netherlands has long been the model of traditional and generous welfare
state in Europe. After the Wassenaar Agreement in 1982, the Dutch welfare system has
developed a tendency to focus on lightening the tax burden in public expenditure, control
over wage increase, and reducing the level of social security by practicing flexicurity. In
order to maintain female and elderly citizens within the labor market, various policies were
implemented. Upward adjustment of the retirement age occurred within the same context.
However, after the global financial crisis and European financial crisis, the Dutch government is seeking methods to secure financial stability by efficient allocation of welfare as
well as increasing productivity by invigorating the labor market.
Today, welfare state models face numerous challenges. Many developed countries in Europe are experiencing worsening fiscal sustainability with narrow room for economic
stimulus, and more sluggish economic growth. Austerity measures were put in place to
recover fiscal stability, but making cuts in large spending budgets has proven difficult and
painstaking. Raising tax rates, which represents an alternative, is difficult for possibility of
its negative impact on economic activity. As for semi-developed countries, the likelihood
of increases in future welfare spending due to low birth rate and aging populations looms
over already-existing demands for more welfare. We can find some implications from the
above cases toward a future direction of Korea’s welfare policy. First, it is necessary to
maximize existing welfare policy, but also develop ways to raise taxes in growth-friendly
way. Also, in the coming years, it is necessary to decide on the time for increasing tax rates.
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Second, we have to create an atmosphere conducive to policy innovation. Mindful that
high tax rates, an essential feature of welfare regimes, may put burden on business activities
and employment, it would be necessary to ease unnecessary regulations and reform the
business environment in order to encourage economic activity. Third, we must establish
growth-oriented welfare regimes with special focus on strengthening human capital and
employment rates. It is helpful for long-term growth to raise productivity through robust
R&D investment. Welfare reforms reviewed in this paper focus also on increasing retirement age in order to cope with population aging. It is required to raise productivity and
employment rates to sustain economic growth, and use the fruits of that increase on raising
growth rates for sustaining the welfare regime.
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The Policy and Implications of Islamic
Finance in Non-Islamic States: Cases
of the UK, Singapore,
and Japan
Daechang Kang, Sung Hyun Son, and
Young Kyoung Suh (December 2013)
ISBN 978-89-322-2359-9 / A5 / 180pp. / USD 7

Islamic finance, once limited to Muslim countries, has recently been expanding rapidly to
non-Islamic regions. This report studies Islamic finance in the UK, Singapore, and Japan
which are major non-Islamic states, with focus on the harmonization of Islamic finance
with conventional finance. This analysis will help elicit useful implications for Korea when
it is introduced to Islamic finance in the future.
Chapter 2 discusses the current situation and policy of Islamic finance in the UK. Recognizing the potential of Islamic finance since 1995, the UK has exerted efforts to develop
Islamic finance. Islamic finance started to develop in the UK as the UK government created the institutional framework for financial supervision and taxation in the middle of the
2000s.
The UK built the 9th largest Islamic finance market in the world and possesses the largest Islamic financial assets among non-Islamic countries. A significant number of Islamic
banks operate in the UK, and these banks play major roles in international Islamic finance
markets. Banks represent the primary institutions for Islamic finance in the UK, while
the size of the assets of Islamic funds is very small and that of takaful is negligible. The
London Stock Exchange (LSE) remains one of the main international stock exchanges
086

2013 Summaries of Research Report

Advanced Economies

for sukuk issuance. There have recently been cases in which Islamic finance is applied to
investments toward infrastructure increase in the UK.
The services sector which assists and educate for Islamic finance is also being developed in
the UK. Large accounting firms, consulting companies, and professional service corporations contribute to the development of Islamic finance, while providing consulting services for Islamic financial institutions. In line with this, professional educational institutions
establish new standards and award certificates for Islamic finance, and many colleges and
business schools offer courses on Islamic finance.
The UK adopted Islamic finance, its policy objective being that it would establish the UK
as the hub of Islamic finance globally. While pursuing this goal, it sought to enhance the
UK’s competitiveness in overall financial services and allow every one in the UK to benefit
from diverse financial services. The UK government has developed a financial system in
response to the issues of financial supervision posed by Islamic finance, and it has applied
the same standards of financial supervision both to Islamic and conventional finance.
In the process of adopting Islamic finance, the UK government has developed a financial
supervision scheme and enacted a phased, gradual modification of the tax system. It made
small changes to the financial supervision system while adjusting the system to sustain
neutrality of financial supervision and taxation. In addition, it has indirectly affected standardization of Islamic financial products, and strongly supported efforts to increase awareness of Islamic finance. It has also indirectly supported the creation and the operation of
education and training programs for Islamic finance. In the whole process of developing
the Islamic finance system, the UK government has formulated and implemented relevant
policies while consulting closely with the stakeholders.
Chapter 3 discusses Singapore’s current situation and policy regarding Islamic finance. By
introducing Islamic finance, the Singapore government aims to strengthen its role as the
global financial hub and facilitate the flow of capital from Middle East countries. As trade
has increased and the economic relationship has been strengthened between Singapore
and Middle East states, capital flows from the Middle East countries to Singapore have
expanded through Islamic finance. Under these circumstances, Singapore recognized that
Islamic finance could be useful as a conduit for transactions and investments between
Middle East and Asian states.
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Islamic finance in Singapore continues to grow rapidly, mainly in areas such as wholesale
banking, insurance, asset management, and sukuk. Although Islamic banks in Singapore
started operations in retail banking, they have expanded into the wholesale banking area
especially for corporate finance. Foreign non-bank financial institutions in Singapore do
business actively in investment advisory services, consulting services, and securities related
to Islamic finance. In the Islamic capital market of Singapore, Shariah exchange trade funds
(ETFs) and sukuk issued by the Singapore government are heavily traded as major financial
products. In the asset management area, Islamic financial institutions from many countries
invested intensively in Singapore and Asian real estate.
The Monetary Authority of Singapore (MAS) supervises Islamic financial institutions as
well as conventional financial institutions using the same criteria. This is because of the
policy orientation of the Singapore government in which it should manage the risks of
every financial institution equally, given that it deems these risks as similar regardless of
whether the financial institution is conventional or Islamic. In order to establish Islamic
finance, MAS has modified its laws and systems according to the principle of equal treatment. That is, it has developed the system to ensure that earnings and tax burden of Islamic
and conventional finance are equivalent. Singapore thoroughly excludes religious issues
from the financial supervision system.
In order to develop Islamic finance, the Singapore government has realigned the system
by enacting or revising the banking acts and tax laws. Islamic banking started to develop in
Singapore from 2005, as the Singapore government revised the Banking Act in 2005 pertaining to how banks acquire and trade non-financial assets. Since then, it has made various
facets of Islamic finance operable by enacting and revising the banking acts. To maintain
tax neutrality between Islamic finance and conventional finance, the Singapore government prevents double taxation on Islamic finance contracts and arranged the clauses for
exemption of stamp duty.
Chapter 4 discusses Japan’s current situation and policy regarding Islamic finance. Realizing
the necessity for ensuring maintenance of various financial channels, the Japanese government has created an environment for Islamic finance through rearrangement of laws and
the system. By revising the enforcement regulation for the Banking Act in 2008, banks in
Japan were allowed to participate in Islamic banking through their subsidiaries. Since 2011,
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the Japanese government has revised the laws and the system related to sukuk to enable
sukuk issuance in Japan. With these efforts, the government expected that Japanese companies and financial institutions would actively issue sukuk in Japan, with foreigners able to
invest in sukuk issued in the country.
However, these activities did not lead to results intended by the Japanese government.
Japanese banks did not actively respond to domestic demands, and Japanese institutions
have yet to issue sukuk in Japan. Insufficient domestic demand, complexity of procedure,
and incomplete realignment of laws and the system are cited as causes making the Japanese
sukuk market sluggish. While examining the necessity of additional legal revisions, the
Japanese government attempts to devise various measures that would ensure participation
of diverse institutions in the Japanese sukuk market.
At present, it is simply too early to evaluate the performance of Islamic finance in Japan.
Japan has only recently started to revise the laws and the system to adopt Islamic finance,
modifying relevant laws and systems to introduce Islamic finance gradually, while keeping
the existing financial supervision system as intact as possible. It appears that the Japanese
government proceeded with the revision of the laws and the system in a relatively short period, to prepare proactively for the potential demand for Islamic financial services in Japan.
Chapter 5 presents policy implications for Korea, drawn from discussions on the current
situation and observations of Islamic finance policies in the UK, Singapore, and Japan. It
discusses policy implications, categorizing them for the Korean financial market and in accordance with the policy orientation of the Korean government.
In line with this, implications for the Korean financial market are considered. It is possible
to introduce Islamic finance without a significant Muslim base, as we can see in Singapore’s
case. It is desirable that Korean institutions expand operation of Islamic finance overseas
during the early phase. In addition, it would be more effective to begin business operations
in the wholesale finance areas. In order to do that, opportunities for education and training
in Islamic finance must be provided. It is also required that Korean institutions take note of
sukuk as a means of raising capital and seek ways to make use of them. In particular, it is
necessary for Korean venture firms to pay attention to sukuk, recognizing that sukuk provide channels for raising capital efficiently. They also need to consider measures to procure
the Shariah committee members and prevent possible conflicts of interest.
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The policy direction for the Korean government is suggested as follows. First of all, it
is important to enhance awareness of the necessity of Islamic finance. It is necessary to
know the introduction of Islamic finance will have a positive effect on the development of
the Korean financial system. It is also necessary to consider that it is highly probable that
the introduction of Islamic finance will create new jobs. Keeping this in mind, the Korean
government must confirm the establishment of the hub of Islamic finance for Northeast
Asia as the policy objective in the adoption of Islamic finance. As an important measure to
achieve this goal, Korea needs to exert greater efforts to increase openness of its domestic
market. In order to develop Islamic finance in the long run, it is necessary for the Korean
government to create a neutral system of financial supervision and engage in a comprehensive revision of laws and the system to secure tax neutrality essential for sukuk issuance.
In doing so, it is important for the Korean government and the private sector to formulate
measures for the development of Islamic finance by discussing relevant issues broadly and
cooperating closely. The Korean government should also establish the basic principles for
supervision of the Shariah committee to prevent conflicts of interest.
Chapter 6 summarizes the entire discussion, focusing on policy implications and discussing
future approaches to Islamic finance.
The cases of the UK, Singapore, and Japan ascertain that the government’s policy initiative
is an important factor for the development of Islamic finance. In this regard, it is necessary
to take note of the process through which the government integrated Islamic finance into
the existing system of financial supervision and taxation. The neutral system of financial
supervision and taxation provides the foundation for stable operation of Islamic finance.
Introducing Islamic finance can offer opportunities for the development of Korea’s overall
financial system.
It is necessary to approach Islamic finance based on long-term prospects. It is expected
that, because of high transaction costs, Islamic finance will not replace conventional finance but merely account for a small portion of the financial market. Korean institutions
have to consider measures to reduce the cost of raising capital by applying Islamic finance
to areas, such as large projects or venture firms, for instance.
It is necessary to take an active approach throughout the process of the introduction of
Islamic finance. If Korea establishes a clear development strategy for Islamic finance and
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pursues it systematically and persistently, it would likely present sufficient opportunities for
the development of Islamic finance in Korea.
All of these should be predicated upon a clear recognition of the policy objectives for the
introduction of Islamic finance. If we consider Islamic finance simply as a means to secure
an alternative source for raising capital, we will not fully elicit benefits that Islamic finance
can provide. The Korean government has to formulate policy objectives that will establish
Korea as the hub of Islamic finance in Northeast Asia in from the long term perspective,
and exert an array of efforts to achieve the goal in the different areas. If Islamic finance
develops as a result, it will facilitate the development of the conventional finance as well.
That is, the policy of establishing the hub of Islamic finance in Northeast Asia can be a
momentum for the enhancement of the overall quality of Korea’s financial system.
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50 Years of Korea-Canada Relations:
Achievements in Economic
Cooperation and
Tasks Ahead
Heechae Ko and Jonghyuk Kim
(October 2013)
ISBN 978-89-322-2351-3 / A5 / 110pp. / USD 7

The purpose of this research is to analyze the 50-year history of Korea-Canada diplomatic
relations, and come up with propositions for sustained economic relationship by analyzing a) current status of bilateral economic cooperation between Korea and Canada and b)
mid-to-long term plans for economic cooperation. Canada has rich natural resources and
a strong economy that enjoys a surplus in trade and finance. However, bilateral economic
cooperation between Korea and Canada remains relatively weak in spite of the fact that the
two countries have maintained diplomatic relations for fifty years, and the economic size
and global stature of both countries.
Trade between Korea and Canada can best be described as complementary. Korea exports
manufactured goods while exports from Canada consist of primarily resources such as
coal and aluminum. This has made Canada very eager in terms of completing the CanadaKorea FTA. Though Canada’s focus up until now has been on the US market, Canada is
now looking to diversify its trade markets. Korea needs to develop and extend strategic
cooperation with Canada especially in areas of strength for Canada, such as auto parts,
aerospace and renewable energy.
Therefore, this report will suggest policy options for enhancing long-term economic coop092
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eration between Korea and Canada. First, it is important to establish an external framework
through the Korea-Canada FTA to promote bilateral trade, investment, and economic cooperation. Second, economic cooperation in various fields, such as trade, investment, energy, plants, intellectual property rights, joint research, joint expansion to foreign markets,
etc., should take place in parallel with abolition of tariff walls; all of which represent part of
a larger effort to establish an internal framework. A comprehensive economic cooperation
between governments and the private sectors of both countries thus becomes necessary,
since Canada’s research capacity is integral to bolstering the growth of a creative economy
in Korea.
On the other hand, Korea’s domestic demand has become weaker due to the recent global
financial crisis. This further necessitates strengthening of economic cooperation with energy-rich countries like Canada, in fields including infrastructure and energy. Korea needs
to revitalize domestic demand by expanding economic cooperation through large scale
projects related to overseas construction, nuclear power plants, resource development and
etc. Large-scale overseas projects can re-energize the domestic industry as well as secure
energy resources for Korea. Hence, measures need to be taken at the government level to
increase the number of overseas contracts.
In conclusion, being an energy-rich country with a significant role in international society,
Canada becomes very important strategically in Korea’s point of view. Also, the manufacturing sector (except high value added technology) in Canada is not competitive in the
global market and is dependent on imports of intermediate goods which presents Korean
companies with opportunities to advance into the Canadian market. On the occasion of
the 50th anniversary of diplomatic relations between Korea and Canada, we can state with
certainty that the need to strengthen economic cooperation and economic relations between the two countries is greater than ever.
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This paper reviews changes in role of European Parliament (EP) in EU’s trade policy since
the Lisbon Treaty. The Treaty brought about important changes in EU governance, and in
particular, strengthening of the role of the EP. EP’s competences in trade policy were also
strengthened. All trade agreements with third countries require a consent from the EP in
the ratification procedure and all trade-related legislations must be jointly decided by the
Council and the EP.
This paper examines the determinants of voting patterns for EU’s trade legislations including EU’s Free Trade Agreements (FTA) with Korea and Colombia/Peru. The results
confirm that Members of European Parliaments (MEP) still tend to vote with others in
their political groups in trade legislations and their voting pattern is not very different from
the previous pattern. This trend is confirmed by both the comparison of intra-voting cohesion index and the empirical test based on the probit model. Country-specific variables do
not explain well the voting behavior of MEPs. However, it is noteworthy that some MEPs
voted in line with their national interests in case of Korea-EU FTA.
It is expected that influences of the EP on EU’s trade policy would increase over time, as
MEPs realize their new powers and learn how to use it to reflect their opinion on EU’s
094

2013 Summaries of Research Report

Advanced Economies

trade agenda. As the EU expands its FTAs to the United States and Japan, much larger
trade partner than the EU ever negotiated, more active involvements from the EP are
expected. This means that various interest groups, such as trade associations and NGOs
will attempt to exert greater influence on the European Parliament as well as the European
Commission.
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Development of China’
s Northeast
Region and Korea’
s New Northern
Economic Cooperation

Dong Wook Won, Seungho Kang, Hong Gyoo Lee,
and Changdo Kim (December 2013)
ISBN 978-89-322-1461-0 / A5 / 230pp. / USD 10

Northeast China played a key role as China’s major industrial base during PRC’s early years
and planned economy period. Recent years, however, have seen Northeast China’s heavyindustry-based economy stagnate since the initiation of reform and open-up policies. To
counter this problem, the Hu Jintao government established ‘Northeast Development
Strategy’ in accordance with the concept of balanced national development. As a result,
Northeast region has emerged as a new growth pole through the innovation of system and
mechanism, adjustment of the functional relationship between market and the government, and the new plan for industrialization. In addition, the region has been growing as a
major strategic base for economic integration in Northeast Asia, through active opening-up
and cross-border cooperation.
With the succession of the ‘fifth generation’ of leadership, the Xi Jinping government
seems determined to sustain pursuit of this strategy. This does not only provide us with
bilateral and multilateral platforms for normalizing inter-Korean relations and promoting
new northern economic cooperation, but also gives impetus to renewal of Sino-Korean
relations which has regressed owing to political disagreements. We should take part in the
cross-border cooperation which has been in Northeast China, not only to overcome the
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limitations in and instability of economic cooperation between two Koreas, but also to
bring about change in inter-Korean relations through building multilateral cooperative platforms with China and Russia, which retained a fair amount of influence over North Korea.
In conclusion, we can operate new growth engines of national economy through revitalization of the northern economy, based on development and enhancement of industrial
structures in Northeast China.
China has already put its visions of a Northeast Asian economic community into practice through the ‘Northeast Development Strategy’ and cross-border development. In this
regard, we now stand at a crossroads where we should propose our own New Northern
Economic Cooperation plan that accords with China’s plan. A corresponding strategy for
the future does not only take into account the negative aspects of a China-led cross-border
cooperation, but also constitutes wise preemptive response by anticipating geoeconomic
change in this region. In other words, we should seek closer cooperative relations with Russia which expresses concern over ‘sinicization of the Far Eastern Region’ and restore economic relations with North Korea. We must take part in China-led cross-border cooperation with North Korea for the short term, yet thereafter secure a balance in the Northeast
Asian economic community by gradual transition from a China-led bilateral cooperation
system to a trilateral or multilateral cooperation system including Mongolia, Russia, Japan,
and the US in the medium and long term.
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China’
s Long-Term Economic
Reform: Perspectives and
Implications

Pyeong Seob Yang and Suyeob Na ed.
(December 2013)
ISBN 978-89-322-1464-1 / A5 / 524pp. / USD 20

This report examines the content and prospects of Chinese economic reforms in finance,
fiscal systems, taxation, SOEs, market, pricing, labor/hukou, and international economy;
followed by proposed implications and responses for Korea.
According to the analyses of this report, the direction of the Chinese economic reforms is
as follows. The main theme in the SOE reform, for example, is diversification of ownership. Financial reforms include abolition of limits to market access, interest rate marketization, capital market reforms, and reforms related to RMB internationalization. For fiscal
systems and taxation, an appropriate reform in accordance with the transformation of
economic development mode will be adopted; and in order to establish the price mechanism determined by the market, government intervention in the price-decision process will
be reduced. In terms of rural-urban integration, land reform and hukou reform will be
promoted and a variety of demonstrative actions will be undertaken to expedite domestic
reform following opening-up policies. In addition, to improve people’s livelihood, social
reforms such as increased distribution to laborers and resolution of the income inequality
issue will be enacted.
China’s economic reform have important implications not only for Korean enterprises in
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China but also for Korea’s external trade with China. Foremost, China’s economic growth
rate is expected to be slowed due to extensive economic reforms. At this point, Korea is
noticing a marked slowdown in the rate of increase of its exports to China. Moreover,
Korea should be prepared as the reforms in China may become a double-edged sword in
terms of investment and export to China. On one hand, the Chinese market will provide
more opportunities in new fields, in case the reform leads to improved investment systems
and enhanced level of openness. On the other, increased factor-price could develop into a
big threat for Korea.
It is necessary for the Korean government to concentrate efforts on creating an institutional framework to improve the environment for economic cooperation with China in
order to counteract the effects of extensive economic reform policies of the new Chinese
government. In this context, the Korea-China FTA will become key and during the negotiation, Korea should seek ways to take advantage of the progress from China’s long-term
economic reform and changes in international economic policy.
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China’
s Green Growth Strategy and
Implications for Trade between
Korea and China

IkJoon Moon, Jihyun Jung, Su Yeob Na,
HyunJung Park, and Hyo Jin Lee (December 2013)
ISBN 978-89-322-1465-8 / A5 / 222pp. / USD 10

When the Chinese capital of Beijing was enveloped by unusually heavy smog in 2013,
alarms were raised at home and abroad concerning environmental problems facing China.
In response, the Chinese government decided on a policy change, making the switch from
quantitative to sustainable development, while promoting green growth. This report reviewed Chinese green growth policy overall; and also analyzed trade policy, trade disputes,
and Korea-China trade.
This report consists of six chapters. Following the introduction, Chapters 2 examine
China’s green growth strategy. China’s promotion of green growth was studied in both
domestic and international terms, and accordingly, some features related to green growth
were identified. A key point in understanding China’s green growth is that it represents a
transition in the mode of economic development. China’s green growth strategy began
with reflections on past mode of economic development. However, it is still in the early
stage, as transition to resource-saving or environment-friendly models of development is a
comprehensive and time-consuming process. Hence, green growth in China would require
more time and appropriate economic reform policy.
Chapter 3 discusses Chinese green growth policy and its relation to trade policy, including
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a review of Chinese environmental regulations and an outline of related trade prohibitions, restriction policies and TBT. Recently, China has deemed free trade to be one of
the causes of pollution and restricted trade somewhat to decrease environment pollution.
This implies that the number of on trade prohibitions related to environmental pollution
increased. Empirical analysis reveals that the export industry of China is still labor-intensive
rather than capital-intensive. It is also empirically proven that improvement of environment – the result of environmental regulation policies – actually provide positive impact
on export increases.
Chapter 4 examines trade disputes related to China’s green growth policy. As case studies
for Chinese green industry subsidies, countervailing duty of US and EU, along with wind
power equipment subsidy case of the WTO, were analyzed. According to the analysis,
grants, preferential policy loan and price under the production element were the main types
of subsidies that US and EU protested against in applying countervailing duties. On the
other hand, wind power equipment subsidy case of WTO showed the nonfulfillment of
subsidy notification can bring about lawsuits. Recent countervailing duty towards polysilicon of US and EU is an expression of the Chinese government’s strong willingness to
respond to countervailing duties utilized by developed countries.
Chapter 5 includes analysis of environmental products in Korea-China trade. Import statistics data from China Customs was utilized in order to understand environmental products
imported for domestic use. In 2012, the import market for environmental products was
18.17 billion USD and domestic use accounted for 34.3% of the total, or 6.25 billion USD.
According to analysis of collaborative cases, it is suggested that Korean companies engage
in joint venture with local companies to learn the Chinese system before switching to become an independent entity at a later date.
Implications of the Chinese green growth strategy to Korea and Korean policies in response are as follows. First, Chinese adoption of green growth strategies is inevitable but
would involve a long, drawn-out process. Hence, Korean companies should strengthen
competitiveness and simultaneously prepare for further environmental restrictions in the
long term. In addition, during FTA negotiations, the Korean government should push for
diversification of bidding, and also discussion on methods for sharing green funds and
appeals.
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Second, the Korean government should prepare for green industry disputes Korea might
become involved in. Factors that can cause disputes should be identified ahead of time to
avoid the disputes between major trading counters. Multilateral action at the WTO level
must be considered to ensure that China its obligations for subsidy notification, in order to
raise awareness on Chinese subsidies in the green industry. In case Korea is targeted with
excessive countervailing duties, Korea should actively utilize the WTO disputes settlement
system.
Third, the Korean government should provide support for the Korean environmental industry to develop a niche market where it has comparatively high competitiveness. This
should include financial and management support, and matching service with outstanding
local companies. Moreover, the government needs to negotiate issues such as simplification of customs procedures, customs and duty-free imports with the Chinese government.
Last, cooperation channel among environmental experts and trade professionals should be
created at the government level to share information and establish a specific mechanism to
resolve environment and trade conflicts.
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China’
s Advance into Emerging
Markets and Korea’
s Response:
A Focus on ASEAN,
Latin America and Africa
Pil Soo Choi, Young Ho Park, Kisu Kwon,
Jae-Wan Cheong, and Hyo Jin Lee (December 2013)
ISBN 978-89-322-1466-5 / A5 / 322pp. / USD 12

In 2001, China adopted “Go Global” as its official policy agenda, which pertains to Chinese businesses in overseas. The policy was set as the primary means of foreign economic
cooperation in the 10th 5-year plan (2001–2005). Consequently, <Measure for Overseas
Investment Management> in 2009 and <Administrative Regulation on Contracting Foreign Projects> in 2008 were legislated. Moreover, the Export-Import Bank of China and
the China Development Bank provide policy loans and preferential loans for financial support. In line with this, the Chinese government’s flexible diplomatic and political stance
contributes to Chinese businesses in emerging markets.
The proportion of trade between China with ASEAN countries, Latin America, and Africa
has been constantly increasing from 11.7% in 2003 to 20.0% in 2012. In spite of the recent
reduction in China’s total exports, China’s exports in emerging countries have increased.
With this, China has consequentially taken an aggressive part in their import markets as
well.
Since 2010, China has been the top contractor in international construction projects, showing remarkable performance particularly in transportation, housing, and electric power utility structures. China is very much dependent on energy resource in emerging economies—
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China depends on Southeast Asia(34.7%), Latin America (44.7%), and Africa (37.0%) for
petroleum, coal, and iron ores.
China’s overseas expansion in Southeast Asia can be characterized in the following ways.
First, China associates its Southwest regional development with Southeast Asian strategies.
In order to achieve this, China employed the “One Axis & Two Wings” and the “Two
Corridors & One Circle” strategies. Second, many efforts are put into securing mineral
and energy source along with electric power utilities construction. Third, China connects
aid and business especially in Cambodia, Laos, Myanmar, and Vietnam (CLMV countries).
Fourth, China has employed strategies to turn Myanmar as land a bridge to gain access to
the Indian Ocean and South Asia. Fifth, China actively pursues RMB internationalization
to neighboring countries. Sixth and lastly, in terms of diplomatic security, China tries to
eliminate fear brought about by the “China threat” and seeks to check the expansion of
the United States’ influence. However, recently, vigilance against China is growing as seen
in the halt in the construction of the Myitsone dam project in Myanmar.
Expansion of China in Latin America can be characterized as follows. First, unlike what
is com-monly known, China’s focus for expansion is not only on resource acquisition.
Recently, Chinese companies showed a growing trend of investment on securing market,
rather than resource development given that companies made remarkable advances especially in the automobile industry. Expansion through building of shopping malls also
stands out. Moreover, China’s strategy is to make Cancun in Mexico as a distribution center
for Latin American markets.
The characteristics of China’s expansion in construction fields can be summarized in three
ways. First, China obtains construction projects by providing loans. Second, harbors are
developed for transporting natural resource to China. Third and lastly, the construction of
electric power systems, such as hydropower systems, is booming.
In developing natural resources, China tries to make Latin America as an alternative source
for energy. For this, China engaged in the “loan for oil” strategy. Instead of developing
by itself, China employed a strategy to take the shares of existing mines. When providing
loans, China provides a procurement condition that assures the participation of its downstream service firms. Lastly, China is involved in cooperation with Spanish enterprises to
be able to extend to Latin America.
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China’s scale of expansion in Africa is currently incomparable. The Chinese government
supports its firms’ advances into Africa through high-level diplomatic visits, holding forums that are as large as those of the UN and providing loans. However, the China-Africa
relationship today is not just for financial assistance as it is more of a cooperation that has
lasted for half a century. China’s investment in Africa does not focus on resources alone.
Construction, manufacturing, and banking sectors account for half of the investment. China invests in industrial projects and in projects that positively affect people’s livelihood, such
as construction of schools and hospitals. With this, China has also experienced a lot of failures. Loan offer, which requires resource as mortgage, is faced with limitations and its immature global bidding and safety accidents have caused condemnation by the international
community. In some parts, there is growing hostility toward exports of Chinese industrial
products and imports of resources from Africa. However, those transitional events cannot
explain the whole picture of China’s advance into Africa and it is reasonable to anticipate
that China’s expansion in Africa is expected to increase further.
To analyze trade competition between Korea and China, this study selected 32 countries
by the amount of export and the target items are as follows. For consumer durables, white
goods, black goods, and automobiles accord to HS 4-digit codes; for whole items, 32 goods
according to HS 2-digit codes. In comparing the Revealed Comparative Advantages (RCA)
of four-digit items, it shows that Korea still has the higher position in washing machines,
cars, vans, trucks, and refrigerators while vice versa in tractors, special vehicles, mobile
phones, TVs, digital cameras, and air conditioners. In 2-digit measure, Korea’s advantage
has risen in 12 items and fallen in 20 during last 10 years. On the other hand, China’s advantage has risen in 21 items and fallen in 11. China’s rapid catching-up is an irreversible
tendency.
To investigate Korea’s priority items and regions, we calculated the market shares (MSs)
of each item in different regions. To compare them with RCAs, this study created the 2×2
RCA-MS matrix. The matrix reveals that without fundamental competency, higher market
shares are hardly produced. In other words, local conditions hardly make a difference. In
items with lower RCA, one should improve the core competency first. In some items with
lower RCA and higher MS, Korea should analyze the local condition and keep the advantage related to it. The most effective strategy involves the items with higher RCA and lower
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MS. If a certain item shows different MSs in countries within a region, it could be further
explored and focused on. If, for instance, there are no items with higher MSs in Myanmar
and Cambodia while vice versa in Vietnam and Thailand, those items with higher MSs in
other countries have higher possibilities to gain more market. Such benchmark markets
include Venezuela in Latin America and South Africa, Nigeria, and C&ocirc;te d’Ivoire in
Africa.
Another strategy could be to increase MSs in mature markets within each region, namely,
Vietnam, Indonesia, and Thailand in ASEAN, Brazil, Mexico, and Chile in Latin America,
and South Africa, Nigeria, and Ghana in Africa. Marketing expertise in these countries
could be easily expanded to other countries within the region because it is possible that they
will share a similar growth pattern and observe similar consumer behavior.
To select the regions of comparative advantage, this study referred to Engineering NewsRecord’s Top 225 International Contractors. In doing so, it is revealed that Korea shows
evident advantages in the Middle East since 2006. Asia is also identified as the largest and
fastest growing market in which Korea possesses 20% share comparing with China. Korea’s share stands atonly10% in Africa, while it continues to increase in Latin America since
2008 when it was able to reach 40% after its long stay at 10%.
To select construction areas of comparative advantage, we referred to Korea’s International Construction Contract Statistics and China’s International Contracting Development
Report. Korea holds a dominant position in Petrochemicals but this dominance continues
to decrease. In Electric Power Plant and Industry Plant, Korea’s performance is as much as
60–80% to China. In Construction, Transportation Infrastructures, and Water and Sewage,
however, China shows a much higher performance. This is especially the case in Electronics and Telecoms and Mining Development given that Korea has no contracting records.
After analyzing regional contracting performances, this study suggests the following. First,
political position does make difference in some countries, such as Iran and Venezuela, so
Korea is required to show a more flexible political and diplomatic stance. Second, Korea
should raise its competency in Industry Plant, Petrochemical Plant, and Thermal Power.
Third and lastly, in New Town Development and High Value-Added Constructions, Korea
has potential to make a difference to China.
To conclude, Korean firms can create synergy in cooperating with Chinese firms as pri108
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vate firms in China are still inexperienced in overseas business and Korean firms could be
cooperative partners to them. In Venezuela, Korean and Chinese firms has established a
joint venture and has built a refinery in mutual cooperation. To support these kinds of
cooperation projects, a financial scheme could be introduced. A reciprocal risk participation agreement between the Export-Import Bank of Korea and of China and the Global
Cooperation Fund of the KoFC could be examples for this.
China continues to involve itself in various cooperation programs and an example of this
is the China-ASEAN Expo in which Japan, Taiwan, and Hong Kong actively participate.
Knowing this, Korea could also participate in this program or create its own cooperation
program with its partners in emerging economies.
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The Changes in China’
s Bond and
Foreign Exchange Market and Their
Effects on Korea

Ik Joon Moon, Da Young Yang, and In Huh
(December 2013)
ISBN 978-89-322-1467-2 / A5 / 162pp. / USD 7

Shanghai Pilot Free Trade Zone, announced in October 2013, has attracted attention from
around the world. This is because the world is seeing the growth potential in China’s financial industry, as it has not formed a mature market which matches its scale, despite the
fact that China has the largest manufacturing industry in the world. This study focuses on
analyzing the changes in China’s bond and foreign exchange market and their effects on
South Korea.
This paper consists of five chapters. Following the introduction, chapter 2 contemplates
Chinese government’s bonds policy, status of the bond market, future development direction and et cetera. Although the Chinese bond market has expanded rapidly, when we
consider the scale of Chinese economy, it can be said that the market has not fully opened
up to the overseas and that its development has been slow. By looking at the cases of Japan,
Germany, and Australia, we can expect that China will develop its bond market by promoting the offshore bond market, opening the internal bond market and issuing increased
amount of corporate bonds. Initially, it is expected that China will try to increase size of
non-resident’s bond issue and promote the offshore RMB bond market. Also, to switch
the method of economic growth, China is expected to increase the issuance of corporate
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bonds for private SMEs, which were struggling in their financing under the existing system.
The third chapter examines the changes, status and outlook of the Chinese exchange rates
system. Chinese exchange rates system has been transformed alongside China’s reform and
opening-up policy and the transformation is still an ongoing process. By implementing the
unified managed floating system from January 1994, China has been operating the fixed
exchange rate system and managed floating system that fixes or changes daily exchange
rate bands according to the economics status and speed of development process. Process
of capital account liberalization in China is expected to be gradual, since Chinese government is being cautious about the side effects of the open capital market and because of the
low development level of Chinese financial market. Exchange rates system reform is also
expected to be gradual alongside the capital account opening and interest rate liberalization.
Chapter 4 conducts an empirical analysis on the effects of Chinese bond interest rate fluctuation on South Korea’s bond interest rate, and on factors determining the won-RMB exchange rates. Firstly, the results show that the Chinese bond yield fluctuation does not have
direct impact on South Korea’s bond yield. However, there were statistically significant
indirect effects through channels of the synchronization of business cycle, prices and policies. Therefore, if China open up its financial market through the interest rate liberalization,
the effects on Korean bond market are likely to become larger, through various channels
including the synchronization of business cycle, prices and policies. Secondly, according
to the analysis on factors determining the KRW-RMB exchange rates, the fluctuation of
exchange rates between South Korea and China are affected by the difference between
the two countries’ bond yield and the difference between the two countries’ benchmark
rates. The empirical findings show that the RMB-dollar exchange rates are affected by
the relevant system changes and also by the gap between the two countries’ benchmark
rates. Ultimately, differences in the two countries’ bond yield and benchmark rates were the
important explanatory variables regarding the won-RMB exchange rates. This study concludes that changes in the RMB-dollar exchange rates system will only have insignificant
level of effects on the won-RMB exchange rates.
Changes in the bond and foreign exchange markets that were examined in this paper reflect
certain implications and possible countermeasures for South Korea. First, as the Chinese
government is expected to promote the offshore bond market and, although gradually,
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open up the internal bond market, South Korea need to take advantage of this opportunity.
Korea should participate in both the offshore and internal RMB bond market, for example,
we can use RMB in financing through offshore RMB bond issue or reinvest RMB obtained
from trade in offshore RMB bonds. Also, Korea needs to expand its investment in Chinese
bonds, which are relatively highly profitable and stable, for the investment diversification
of foreign exchange reserves.
Second, Korea needs to seek policies that can utilize and lead Chinese investors’ investment
in Korea, which are expected to increase, to the stable, long-term investment. So far, majority of the investment have been led by the government, however, in the future, the QDII
investment in overseas are expected to increase. Thus, South Korea should seek ways to
attract these investments and utilize them in the long-term.
Third, it is expected that the changes in China’s exchange rates system will be carried out
cautiously and simultaneously with the RMB internalization and interest rate liberalization.
Accordingly, Korea should, in the long term, form and expand a market for direct trading
of KRW and RMB. The market for direct trading of KRW and RMB will reduce the impact of won-dollar rates fluctuation and instead strengthen the role of trade and financial
transactions between South Korea and China in determining won-RMB exchange rates. In
addition, the Korean government should consider establishing an offshore RMB centre.
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Strategy for Entering China’
s Regional
and Provincial Domestic Markets

Pyeong Seob Yang, Jihyun Jung, Suyeon No,
Furong Jin, Hyunjung Park, Minkyung Lim,
Jonghyuk Oh, Hongwon Kim, Jinhee Park,
and Sanghee Lee (December 2013)
ISBN 978-89-322-1468-9 / A5 / 488pp. / USD 15

This paper aims to present comprehensive strategies for promoting export and investment
and advances in Chinese consumer markets and production bases in response to the new
Chinese policy boosting domestic demand and changes in provincial economic climate.
First, by analyzing regional statistics with weighted values and policy papers for 288 Chinese cities, we selected potential consumption and production footholds. Chengdu (成都),
Wenzhou (温州), Xian (西安), Wuhan (武汉), Zhengzhou (郑州), Ningbo (宁波), Changsha (长沙), Jiaxing (嘉兴), Jinhua (金华), and Chongqing (重庆) were selected as top ten
consumption bases, and for the top ten production bases, Chengdu (成都), Chongqing
(重庆), Tianjin (天津), Wuhan (武汉), Zhengzhou (郑州), Nanjing (南京), Shanghai (上海),
Changsha (长沙), Wuxi (无锡), and Qingdao (青岛) were chosen.
In terms of trade, we reconfirmed that Eastern region (华东) is the main destination of
Korean exports, regardless of products, 38.5% of all exports to China go to this region.
The Bohai economic region (环渤海) receives 27.3%, the Southern region (华南) receives
17.8%, and Shandong province(山东) receives 19.1%. When we break down the transactions between Korea and China, it is clear that import of primary and capital goods in
the Northeastern region (东北三省) and the Central region(中部) is greater than in the
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other regions. In the Bohai economic region, consumer goods, in particular automobiles
are heavily imported in comparison with other regions. The Eastern region and the Southern region, which are known as major production bases in China, mostly import goods.
We also found that chemical products are primarily exported to the Eastern region, while
electronic components and visual and communication equipment are primarily exported to
the Southern region and automobiles are primarily exported to the Bohai economic region.
While Korea has a comparative advantage in import markets in Shandong Province, the
Eastern region, and the Southern region, its market shares in the Northeastern region, the
Central region, and the Western (西部) region are very low. Moreover, the structure of
Korean exports is very similar to that of Taiwan in the Eastern region and the Southern
region to that of Japan in the Eastern region, the Northeastern region, the Bohai economic
region, and Shandong Province and to that of the United States and Germany in the Bohai
economic region.
For investment feasibility analysis, we conducted a survey and case study on Korean businesses in China from September to October 2013. The results show that these companies
have made progress in localizing procurement since previous investigations.
Korean manufacturers seem to be more competitive than local Chinese companies in
terms of quality, technology, and design. However on service sector, they valued similar
to or lower than their foreign competitors in China. Korean entrepreneurs indicated that
they selected locations by considering local market potential; this has been successful, as
sales have taken place on site. In terms of bottleneck factors, personnel problems were
considered as the main regardless of the region and business. Too much competition in
the local Chinese markets and the collection of payments are also mentioned as problems.
Based on this analysis, this paper suggests methods for advancement in regional Chinese
domestic markets and considers the competitive composition of the Chinese import market as a strategy for FTA negotiation further market access. Also, it recommends Chinese
efforts to reduce non-tariff barriers and legal discordance between central and local governments and between local ones. In addition, it urges the Korean government to build
support systems for small and medium enterprises (SMEs), renew the current export support programs, and provide specialized information on local markets.
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Trade Patterns and Determinants of
Vertical and Horizontal Intra-industry
Trade between ASEAN
and China
Jaewan Cheong and Ho-Kyung Bang
(December 2013)
ISBN 978-89-322-2361-2 / A5 / 122pp. / USD 7

This research attempts to analyse composition of trade patterns and determinants of Horizontal and Vertical Intra-industry Trade between ASEAN and China. We decompose trade
in goods into three parts: one-way trade, vertical intra-industry trade, and horizontal intraindustry trade based on the methodologies proposed by Fontagn and Freudenberg (1997)
and Greenaway, Hine and Milner (1994).
According to the results, one-way trade has continued to take substantial part in total trade
between China and ASEAN, while the vertical intra-industry trade has been increased significantly over the past two decades. Especially, this trends appears in trade between Indonesia, Malaysia, Thailand and Vietnam and China.
Our empirical analysis shows that the intensified vertical specialization structure between
ASEAN and China over the period from 1992 to 2012 is caused by foreign direct investment between the two regions as well as other variables such as bilateral distance (trade
costs), common language, economic size and income differences.
The main findings of this paper provide the following implications for Korea. First, as
ASEAN and China are the first and second export markets to Korea, Korea needs to put
more effort to expand its export and market share in China and ASEAN by conducting
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policy relative to trade facilitation including the reduction in trade cost. Second, since ASEAN’s export to China is increasing especially in the electronic and machinery sectors, Korea
needs to develop a strategy to diversify its relative production network. Third, to maintain
and expand Korea’s proportion in the East Asian intra-trade, Korea should further develop
its parts and components industry and make efforts to sufficiently benefit from the East
Asian production networks. Last but not least, Korea could utilize the on-going FTA negotiations with China and ASEAN countries to develop a closer link among the structure of
Korea-China-ASEAN division of labors.
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China’
s Land Supply System and
Its Reform

Pil Soo Choi and Sungchan Cho
(May 2013)
ISBN 978-89-322-2346-9 / A5 / 90pp. / USD 5

This paper examines land issues in China along with urban expansion. In China, private
ownership of land is prohibited. Collectively-held lands in rural area can be requisitioned
for the supply of urban construction sites. Once requisitioned, the land becomes a state
possession which could be distributed to the developers or other users. Land for 60~99%
of urban construction sites was obtained through requisition every year since 2003. Compensation standards for such requisitions are based usually on the value of crops, and the
typical amount is ten times the value of the annual produce. This compensation level is
usually unsatisfactory for farmers because the selling price of the land to developers often
exceeds compensation expense by ten times or even more. Due to discontent related to
land compensation, tens of thousands of collective protests have occurred annually in the
last five years. Land-related protests account for half of all civil protests in China.
Among the five modes of land distribution-administrative allocation, sales of right of use,
leasing, investment for SOEs and management in trust; the most typical one is sales, which
means local government transfers the use right to the user for a lump sum fee. Related laws
clarify the maximum period of the land use contract-70 years for residence, 50 years for
manufacturing, 50 years for education and culture, 40 years for business and entertainment
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and so on.
There are several problems related tothis land supply system. First, land itself is limited.
Chinese government declared 1,211 thousand㎢ of farmland for absolute protection. As
of 2011, the total area of farmland is 1,217 thousand㎢ – very close to the limit. Considering that 2,000~4,000㎢ of farmlandis requisitioned every year, the limit will soon be
reached. To avoid a potential catastrophe, the government makes efforts to transform develop equivalent area of wasteland into farmland but the danger of running up against the
limit still remain unresolved. Exhaustion of land is reflected in the decline of land sales
income for local governmentssince 2011. At the same time, the most developed cities such
as Beijing, Shanghai and Tianjin show little in the way of income from land sales compared
to other developing regions.
Around the urban area, there exist non-government, collectively-held lands (Chengzhongcun) and structures (Xiaochanquanfang) illegally built on them. According to estimates,
the total area of the illegal structures during 1995~2010 reached 0.76 billion㎡, or as much
as 8% of total urban residential construction. In Shenzhen, where rapid urbanization occurred, the area of Chengzhongcun reaches 42% of total construction land. Inhabitants
in these structures do not have protection of property rights and are often exposed to
merciless demolition.
Chinese government has arranged a land system to support efficient and rapid economic
development. The measurements include commercializing residential houses, introducing
a leasing system and operating a bidding system for manufacturing sites. More recently,
property law has been made as to guarantee the automatic renewal of residential land use
right after 70 years of the current contract. In addition, collectively-held rural land has been
allowed to be circulated.
On the other hand, the Chinese government, which has managed reforms in a gradual
manner until now, has initiated various changes (though not yet formalized). First, as of
2012, it is said that the Ministry of Land and Resources is preparing to legalize the development of collectively-held land by its residents. By doing so, their property rights could be
protected and more efficient land supply for urban construction sites could be realized.
Second, in ‘Comprehensive Reform Pilot Districts’ such as Binhai District in Tianjin, many
reform measures such as provision of fully satisfactory compensation for requisition and
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alternative land supply are under experiment. Third, structures on illegally developed land
would be legalized albeit region-by-region and case-by-case. Fourth, the abolition of the
ceiling for compensation level is in the works. Fifth, for handling the expired land use rights,
institutional devices such as introduction of re-sale price are under discussion.
However, by far the most important reform in land management system is the introduction
of the property tax. The Chinese government introduced the tax in early 2011 in Shanghai
and Chongqing. The current mode of operation suggests that the tax is only for suppressing speculation but the Ministry of Finance apparently has a larger objective in sight, i.e.,
substitution of income from land sales which is facing a potential decline due to exhaustion
of land resources and increasing compensation for requisition. In addition, the property
tax can generate the virtuous cycle of investment and income. All the more, it matches up
with the principle of ‘pay as you gain.’
The theoretical model of this paper assumes that as more land development takes place,
and decrease future land sales, it would be more profitable to introduce the property tax.
For smootherintroduction of the tax, land sales income of each region should warrant
being made a priority. In addition, tax rate should be high enough to substitute the existing
land sales income and the tax system on the whole should be re-designed to avoid dual
taxation. In spite of its urgency and necessity, local governments are reluctant to introduce
the tax due to the short-term decline in land sales income.
Based on these analyses, future prospects can be deduced as follows. First, among the five
modes of land distribution, the proportion represented by sales is too large to be replaced
in the near future. Second, informal development of non-national land in Guangdong
Province could be expanded throughout China. Third, land requisition would not be prevailing in the developed cities in coastal region but not in inland provinces. Fourth, for the
next decade, property tax would be introduced in agradual manner. Fifth, land use right
expiration might not become a central issue in the near future but the market will soon
realize its potential implications and policies will be required in response.
For the Korean government and enterprises, we would like to propose as follows. First, as
selling is the most typical mode of land distribution, it is suggested that they gain an understanding ofits features along with contract period and prices. Second, the firms should
be prepared to use collectively-held lands. Third, as the level of land requisition level is
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undergoing readjustment, one should be cautious about land contracts whether the land is
clear or not in this term. Fourth, as property tax is under expansion, one must understand
its implication on ownership. Fifth, land depreciation system could be created in the future
to respond to the expiration of land use contracts.
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Reshoring Pattern-Analysis of China
Based Korean Firms and Its Policy
Implications

Minkyung Lim and Jina Yeo
(June 2013)
ISBN 978-89-322-2347-6 / A5 / 124pp. / USD 7

The preliminary announcement on ‘Act on support for return of overseas Korean firms’
was made in July 2012. This so-called ‘U-turn Bill’ created a legal platform for overseas
Korean wishing to return to Korea. Meanwhile, Korean free trade agreements with the
European Union and the United States have officially went into effect in June 2011 and
March 2012. The two FTAs marked a turning point in the overall trade environment of
Korea, which enabled Korean firms to benefit from tariff elimination, of up to 100%, on
export goods to the EU and the U.S. markets.
In light of the above circumstances, this research was designed to review the present Uturn policy and make suggestions on policy priorities. Given the increases in corporate
U-turns, it has become an issue that requires greater attention and focus. Therefore, the
two main questions were posed regarding this research: “What are the types of business/
industries that are appropriate for U-turns?” An effective answer to this question would no
doubt great enhance policy efficiency. The second question is “What are the responses of
neighboring countries regarding U-turns and what kind of policies did they adopt?” Up
until now, comparative analysis of country policy trends has only been conducted in full
scale and was thus general in nature. Instead, we reviewed various specific policy cases of
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the U.S., Japan and Taiwan, and derived policy implications for Korea. Research methods
included literature research and field study, and during the research process, Korea-EU/
Korea-U.S. FTA Concession categories and other related studies were closely analyzed.
Field study was conducted in Shandong and Liaoning provinces in which the most recent
U-turn cases occurred.
Our findings show that there exist specific business types and industries more suitable for
U-turns. Especially, businesses of the ‘FTA utilizing type’ are very likely to consider Uturns in terms of reducing costs of production in the long run. These firms would likely
include ones that import raw materials from Korea and export it to the EU or the U.S.,
that import raw material from the EU or the U.S. and export it to Korea, and that import
raw material from the EU or the U.S. and re-export it to the same markets. We also found
that such industries as leather/wood, shoes/textiles, accessaries/glass/jewelry, plastic, machine/ electronics, vehicle are favourable to maximizing the effect of tariff elimination.
The comparative analysis of country cases also revealed meaningful implications for Korean U-turn policy. Country analysis was carried out targeting the U.S., Japan and Taiwan.
The U.S. is relatively late in terms the U-turn trend, so its policy does not seem as developed
as Korea’s. Still, it was found that the U.S. case can provides us with insights in solving
domestic opposition against U-turn policies. Meanwhile, Japan is a first mover in terms of
formulating U-turn policies. Japanese U-turn policies was implemented with the aim of
boosting regional economy and creating jobs, which shows a high degree of similarity with
Korea. But, the study found that Korean U-turn firms tend to be export-oriented while
Japanese firms aim for the domestic market. Thus it is necessary for the Korean government to adopt policies considering Korean circumstances, and not blindly follow the Japanese precedent. Taiwan is rather unique among the four countries since its U-turn policy
were politically-inspired. Taiwan promoted its U-turn policy in order to decrease growing
economic dependence upon mainland China. The Taiwanese case gives us useful examples
in terms of using ECFA (Economic Cooperation Framework Agreement), which played a
significant role in accelerating Taiwanese firms’ U-turn from mainland China; the implications from Taiwan are very significant in that Korean U-turn policy is also being promoted
as a result of the conclusion of the two FTAs.
However, U-turns are not the only option for Korean firms considering relocation of their
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production bases to outside of China. There are other alternatives such as moving to the
mid-central region of China or Southeast Asia where labor costs are much lower. So, it is
inappropriate to regard U-turns as panaceas.
This study is an attempt to categorize China-based firms/industry types according to Uturn suitability. This is because Korean U-turn policy needs to be applied correctly depending on priority of those types which would enhance policy effectiveness.
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Culture Industry in Shanghai:
The Current Snapshot,
Industrial Policies, and
the Implications to Korea
Suyeon No and Jooyoung Kwak
(September 2013)
ISBN 978-89-322-2350-6 / A5 / 138pp. / USD 7

As “green growth” becomes more important, interests in the culture industry which is
highly value-adding, eco-friendly, and job-creating have increased. China has paid much
attention to the culture industry as a new engine of the sustainable growth. As China is
expected to stand with U.S. and Japan as a big market for culture industry, Korean firms
have stronger interests in entering China’s culture industry.
Specifically, Shanghai is one of the regions that have witnessed rapid growth in culture
industry. The city’s development of culture industry has generated extensive economic and
social spillover effects to nearby regions and the potential for further growth in Shanghai
seems to continue in the future. Examining the experience of Shanghai, our study provides
implications for Korean firms which have prepared for entry into China (including Shanghai) as well as for the Korean government which supports Korean firms.
This manuscript is organized as follows: In Chapter 1, we provide research background,
motivation, summary of prior research, and research methodology. In Chapter 2, we introduce the current snapshot for culture industry in Shanghai and analyze what is ongoing between Korea and China (Shanghai). The dynamic growth for culture industry in
China has been explained broadly by three reasons. First, Shanghai municipality has at124
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tempted to restructure the culture industry with varying approaches; second, specific types
of ownership are dominant in each sub-industry and; third, Shanghai residents have been
strongly interested in consuming the cultural goods. In Chapter 3, we analyze the policies
to promote culture industry, which were designed by Shanghai municipality, and examine
cases on cooperation between the local firms and foreign firms. Shanghai municipality has
been active in development of culture industry through financial supports, construction of
culture industry complex, and building of cultural infrastructure. In addition, the leading
Chinese firms in Shanghai such as SMG, CMC, Shendi, Shanda, SFG, or SSCEG highly
welcome global cooperation. Foreign firms have entered the culture industry in Shanghai
by establishment of joint venture, although few joint ventures are found.
Finally in Chapter 4, we assess the current situation and the direction for culture policy
in Shanghai and discuss implications for Korean firms and government. We also address
limitations for this study.
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China’
s Rural Consumption Market:
With Focus on the Suburbs of Beijing

Furong Jin and Jonghyuk Oh
(December 2013)
ISBN 978-89-322-2352-0 / A5 / 142pp. / USD 7

As the Chinese government changed the economic growth paradigm to domestic demand
economy after the 2008 financial crisis, Korean enterprises now should view China as the
domestic demand market rather than a production base and accelerate advancement into
the China market. To do so, Korean enterprises need to pay attention not only to the urban
regions but also to the rural market that is recently being vitalized. The future urban market
is expected to expand continuously on the strength of the Chinese government’s rural
consumption vitalization policy.
Under the circumstances where Chinese rural areas emerge as the important market, this
research derived the ways for Korean enterprises to advance into the Chinese rural market
through analysis on current conditions of Chinese rural consumption market, characteristics of rural consumers, and the case analysis on the enterprises that have advanced into
the rural market. To conduct effective analysis, this research used diverse analytical methods
such as statistical analysis together with literature research, questionnaire survey, and case
study.
The analysis results of the current rural consumption market conditions showed that the
average annual expansion of the Chinese rural consumption market is 9% in terms of
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absolute size. In the 2000s, however, the size of the Chinese rural consumption market has
continuously decreased due to the urban population increase, along with urbanization and
rapid growth of income level of urban households. Furthermore, the rural area consumption composition has changed and the food expenditure has decreased drastically, whereas
the expenditures on clothing, housing, durable consumption goods, and transport communication service have increased.
The rural consumption in China has been restricted by slow income growth, low purchasing power, obsolete infrastructures, low-level public services, and inadequate distribution
system. However, the Chinese government is currently promoting policies, such as the increase in rural household incomes, promotion of short-term consumption boosting policy,
construction of modern distribution network and supply chain, and improvement of the
social welfare system. As a result, the rural consumption market is expected to be gradually
vitalized.
In order to determine the characteristics of rural consumers, a questionnaire survey was
conducted on rural households in the suburbs of Beijing. The results of the survey showed
that the rural consumers preferred high-quality, inexpensive, and practical products. They
acquired the information on these products mainly through TV and word-of-mouth. The
survey results regarding the knowledge of Korean products showed that in the image of
Korean products, “so-so” was the most responses, and regarding the decision factors for
purchasing Korean products, quality was most cited, followed by price and design, and
regarding the preferred Korean products, home appliances were most cited, followed by
health food, stationery, baby products, and cosmetics.
The enterprises, which were successful in the Chinese rural market, consisted mostly of
Chinese local enterprises. However, the foreign capital enterprises, including the Korean
enterprises, are still limited to the first-tier large city markets. In addition, their advancement
into the rural areas, which are latent markets, is minimal. The foreign capital enterprises are
unaware of the characteristics of the rural markets. Moreover, they are less competitive in
brand awareness, price, distribution network, and convenience in after-sales service than
the local enterprises. The key success factors of the enterprises, which have been successful
in the Chinese rural market, included sufficient market analysis, development of products
based on the demands of the rural consumers, construction of broad distribution network
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and supply chain, and friendly customer service.
The research suggests some promising fields for advancing into the Chinese rural market,
such as leisure food and baby food (food sector), heating facilities and sanitary equipment
(housing), cellular phones (durable consumer goods), baby goods and cosmetics (daily necessities), additional services for cellular phones (transportation and communication), and
stationeries (education, cultures and entertainment services). Meanwhile, the advancement
ways of Korean enterprises into the rural market have been derived.
First, rural areas in the suburbs of large cities, instead of the complete rural areas, should
be targeted. The rural areas near the large cities have high levels of income and consumption. Furthermore, the purchasing power is formed to a certain extent, accessibility to large
cities is satisfactory, and the urban consumption culture is influential. As a result, the risk
involved for the advancement into a rural market can be reduced.
Second, practical and inexpensive products should be developed for the consumers in the
rural areas as opposed to expensive and high-tech products, which are equipped with diverse functions.
Third, rural and natural environment-specialized products should be developed. During
the stage of product development, characteristics of rural consumers and special environment factors of the rural areas (such as frequent thunderstorm and unstable voltage)
should be considered.
Fourth, the existing distribution network should be actively utilized and the broad supply
chain should be built. Direct sales seemed difficult for small and medium-sized enterprises
to adopt; however, indirect sale methods via distributors have to be utilized positively. If
the supply chain is not secured properly, the distribution cost will rise, thereby affecting the
product prices and rural consumption.
Fifth, the TV and the surrounding people should be utilized for product promotion. Contrary to urban consumers, who acquire product information mainly through the Internet,
newspapers, or magazines, rural consumers collect product information through TV and
acquaintances. As a result, TV should be actively utilized and brand promotion should be
performed through word of mouth by the influential people in the corresponding areas.
Sixth, a strategic marketing plan for the rural area is also important. In some part of the
rural areas, customary consumption during events, such as consecutive holidays or big holi128
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days, still remains; therefore, this needs to be positively utilized.
In addition to these, the meticulous pre-survey on the market, customized advancement
through market segmentation and selection of target market, construction of broad service network and friendly customer service, enhancement of quality competitiveness and
coping with infringement of intellectual property rights, reinforcement of CSR, positive
utilization of the government policies, and establishment of the relationship with the government, all of which can be applied equally to the urban market, should not be neglected.
The government should reinforce research on the rural market, build a network between
the central and local governments, and make efforts to raise the national image.
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Strategies to Strengthen Industrial
Cooperation with Major Emerging
Countries in Southeast Asia

Taeyoon Kim, Jae Wan Cheong, Jaeho Lee,
Mingeum Shin, Na Ri Park, and Yoomi Kim
(December 2013)
ISBN 978-89-322-1469-6 / A5 / 226pp. / USD 10

This research studies on industrial cooperation between Korea and Indonesia, Philippines
and Vietnam focusing on textiles / textile articles (Section 11), base metals / articles of
base metal (Section 15), mineral products (Section 5), and electronic products (Chapter
85). It analyzes a trade structure between Korea / China / Japan and three Southeast Asian
countries focusing on production process. Also, a survey is done to understand production
networks of foreign manufacturing firms in the three Southeast Asian countries, originated
from Korea, China and Japan.
Regarding the trade structure, global production networks have been strengthening because of the continuous increase of intermediate goods trade. Korea’s exports of final
goods in the manufacturing sector have also increased, which indicates Korea’s competitiveness in the production of final goods compared to other firms.
More specifically, Korea imports both intermediate goods and final consumer goods in
textiles / textile articles sector while exporting most of the intermediate goods. Primary
goods and intermediate goods in base metals / articles of base metal sector are imported
while intermediate goods are mainly exported. In electronic products, the trade is focused
on that of parts & components and capital goods. We have a pattern of importing primary
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goods while exporting intermediates goods in the mineral products sector.
This study thus proposes the following measures for industrial cooperation, with respect to
creating Korea’s comprehensive strategy towards Southeast Asia.
First, Korean government should reinforce current inter-governmental consultative body
to create business-friendly environments, and strengthen Korea’s soft power by utilizing
development cooperation. To this end, ODA tailored to each industrial sector should be
expanded and contribute to enhancing the industrial competitiveness of Indonesia, the
Philippines, and Vietnam. Strategies to reduce service link costs should be prepared to help
Korean manufacturing firms build global production networks. AEO-MRAs (Authorized
Economic Operator-Mutual Recognition Agreement) should be signed with emerging
Southeast Asian countries.
Second, it is necessary to formulate strategies to strengthen the competitiveness of Korean
enterprises in Southeast Asia by industrial sector. Given that Vietnam will join TPP, in the
case of the textiles / textile articles companies, government should support companies to
enter the local market from the initial stage of yarn production to satisfy the US’s rules of
origin for textiles (e.g. yarn forward). The ongoing initiative of “Korea-Indonesia industrial
cooperation” should include technology cooperation in the area of textiles / textile articles
as a representative example of industry-related ODA. In the case of base metals / articles
of base metal and electronics, the Korean government should make an effort to improve
the inadequate system of the local governments (e.g. standardization, reinforcement of
safety standards, etc).
Third, to compete with the rivals such as China and Japan, systems that can obtain and
exchange necessary information with the local governments should be reinforced. The
biannual meetings held between Korea and Vietnam’s Ministries of Finance, National Tax
Services, and Customs Services should also be initiated with Indonesia and the Philippines,
and provincial governments should also be involved.
Fourth, Korean government should develop successful cases of cooperation and fully utilize them when it comes to industrial cooperation with the three countries. Public-private
partnership projects should be backed by strategies that combine Korean government’s
financing and private sector’s technology. It is necessary to seek measures that encourage
private companies to participate in industrial cluster projects.
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The High Growth Economy of the
Philippines and Its Implications

Yoon Ah Oh and Mingeum Shin (December 2013)
ISBN 978-89-322-2360-5 / A5 / 118pp. / USD 7

Once called the “sick man of Asia,” the Philippines has become the fastest growing economy in the region over the past two years. Its economy expanded by 6.6 percent in 2012
and it is expected to grow by 7 percent in 2013. High economic growth has been driven by
remittances-fueled domestic consumption, the expanding BPO industry, and the construction boom. Increased public spending in infrastructure by the Aquino government also
contributed to the high growth.
However, the economy’s structural vulnerabilities, which include chronic poverty, high inequality, persistent unemployment, high population growth, weak manufacturing, and low
investment, remain largely unchanged. 28 percent of its population live in poverty and its
exceptionally high inequality by regional standards has been largely unaffected by the recent
growth. High population growth, which is largely created by a policy failure, puts considerable pressure on job creation and hinders poverty reduction. In addition to chronic unemployment, most jobs are in the informal sector and of low-wage and low-productivity. The
situation has led to a growing concern that the Philippines may be experiencing “jobless
growth.”
The Philippines went through “premature deindustrialization” where the economy devel134
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oped without experiencing manufacturing-driven growth and moved into services. Services now dominate the Philippine both in terms of output and a share of employment.
Yet except the BPO industry, the productivity of service sector is low and most of the
employment in services is informal and of low quality.
Compared to other developing countries in Asia, investment in the Philippines has been
low and stagnant. Low tax capacity, complex government regulations, and corruptions are
blamed for low investment. Although recent governance reforms by the Aquino government led to an increase in FDI and public spending, further reforms may turn out to be an
extremely difficult task due to political economy reasons.
Korea needs to consider a two-pronged approach to expand the Korea-Philippine economic cooperation considering the opportunities and challenges of the current Philippine
economy. First, on the opportunity side, the positive outlooks for infrastructure investment
and consumption markets offer attractive business opportunities to Korean businesses.
The Philippine government will proceed with the large-scale infrastructure projects to improve the country’s inadequate infrastructure. High remittances and the high-performing
BPO industry will continue to support the market for consumer goods. Korean businesses
can tap into these opportunities. Second, to help the Philippine economy address its structural challenges, Korea needs to strengthen industrial cooperation with the Philippines in
the manufacturing sector. This is indeed where Korea has been on the right track. Korea
has already included the Philippine in its global supply chain in electronics and shipbuilding.
Strengthening these ties will help create jobs and reduce poverty by helping promote the
manufacturing sector in the Philippines.
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The Structure and Policy Implications
of Indonesian Public-Private
Partnership

Daechang Kang and Yoomi Kim
(October 2013)
ISBN 978-89-322-2358-2 / A5 / 148pp. / USD 7

This report discusses the structure and current situation of the Indonesian public-private
partnership (PPP), to discover measures for cooperation between Korea and Indonesia
regarding the development of Indonesian PPP. It also addresses ways for the Korean government to support Korean firms in entering the Indonesian PPP market.
Chapter 1 discusses the background and necessity of research on Indonesian PPP while
introducing the contents of the report.
The Indonesian government issued the MP3EI whose main objective is to develop industries suited to each of Indonesia’s six economic regions. The primary stance of MP3EI is
to expand infrastructure to closely connect the six economic regions.
Currently in Indonesia, infrastructure is both small quantitatively and low qualitatively. The
level of investment into that infrastructure is insufficient. which has become one of the
critical obstacles to development in Indonesia. Recognizing the challenge and task, the Indonesian government is trying to promote development by enlarging its infrastructure. In
order to fulfill it, it emphasizes participation from the private sector, and, in particular, aims
to apply PPP broadly to infrastructure projects.
Chapter 2 analyses the overall structure of Indonesian PPP and provides a brief descrip136
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tion of the general features of PPP. In addition, it examines specific features of Indonesian
PPP, focusing on the roles and relations of the private and public sectors. Chapter 2 also
analyzes the process of Indonesian PPP, describing the interaction between Indonesian
government agencies and private businesses and the responsibilities of each participant at
each stage.
Public-private partnership is a system in which central government agencies or provinces/
municipalities and private firms agree to a long term contract; private firms invest into infrastructure instead of or jointly with the government, operates the facilities, and provides
service for the users. Under PPP, the government owns the infrastructure facilities and
private firms assume responsibilities for their construction, financing, and operations. The
private firm earns profits and retrieves its initial investment through long term operation in
exchange for bearing some of the risks.
PPP has two core characteristics: sharing of risk between the government and private firms
via long term contracts; and the task bundling of building, financing, and operations. Since
the PPP contract terms are usually from 20 to 50 years, private firms bear significant risks
under PPP. Therefore, identifying and sharing of risks between the public and private sector is an essential element of PPP. There is diversity regarding forms of PPP depending
on different ways of bundling tasks and timing of transfer of the facilities back to the
government.
In the Indonesian PPP projects, the private sector plays a primary role in undertaking the
projects and financing them. The project sponsor and companies proceed with the projects
while financial institutions provide funds and guarantees. The Indonesian public sector
plays a broad role including establishment and coordination of policies, project development, provision of financial support and guarantees, supply of funds, appropriation of
lands, promotion of projects, and so on.
The process of Indonesian PPP can be largely classified into two stages: project development and project performance before and after the bidding on the project. PPP requires
many steps at the project development stage which means that project development takes
a long time. A successful undertaking of the project is largely dependent on project development.
Generally the process of Indonesian PPP comprises of nine stages. In the project de137
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velopment stage, the following processes should be carried out: project screening, public
consultation, feasibility study, risk assessment, determination of PPP forms, government
support, and procurement. In the project performance stage, implementation and monitoring of the project should take place. The nine-stage process applies to both solicited
and unsolicited projects. However, the responsibilities of the Indonesian government and
potential private entities differ with solicited and unsolicited projects.
Chapter 3 reviews the current progress of Indonesian PPP projects. It investigates planned
PPP projects in MP3EI by economic region and by the category of the infrastructure,
respectively.
The number of PPP projects planned in MP3EI may be small but the portion of funds
allocated is large. Many projects were allocated to Papua-Kepulauan Maluku, a relatively
poor and underdeveloped region; and Java, the center of economic activities in Indonesia.
The Indonesian government held the Infrastructure Summit four times from 2005 - when
Indonesia began to establish institutions for regulating PPP - to 2010. During this period,
the Indonesian government created the PPP project list by adopting the results of the
discussion of the Infrastructure Summit without 5-year PPP plans.
The Indonesian government planned for many PPP projects in 2006, and since then has
reduced the number of projects significantly and enlarged the scale of each remaining
project. In establishing MP3EI, it reevaluated and adjusted the overall PPP plan in order to
ensure a more rational process.
Prior to 2005, Indonesia applied PPP mostly to toll road projects by concession. Since
2005, the Indonesian government transferred the operation rights of many toll roads to
PT Jasa Marga, a public enterprise, and private entities.
Currently, PPP projects in Indonesia that have been created since 2005 are not proceeding smoothly. As of 2013, there are 13 PPP projects still in the pipeline, 17 at the bidding
stage, and only 1 project past the bidding stage. progress for most projects in the bidding
stage have been slow, due to the problem related to land appropriation. This is especially
true with toll road projects. At present, the Central Java Power Project is the only project
that moved beyond the contract process, meaning the project has made it past the process
specified by PPP regulations since 2005 and secured a guarantee. However, this project
reportedly almost came to a stop, because of the condition of the guarantee.
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Chapter 4 analyzes the institutional aspects of the factors that hinder the progress of PPP
projects and discusses measures for advancing PPP in Indonesia. There is also discussion
of ways in which the Korean government can cooperate with Indonesia with respect to
PPP.
Most of all, the Indonesian government needs to clearly comprehend the objectives for
pursuing PPP. In this regard, it must arrange ways to share the risks appropriately through
a public sector comparator (PSC), the main tool for evaluating PPP. There is also a need to
strengthen individual phases for project development, and by understanding and appraising
the PPP projects more clearly, it can increase the potential for active investment into PPPs
by private entities. This requires expansion of cooperation among the government agencies involved in PPP and reinforcement of KKPPI, the supreme decision making body for
long-term management of PPPs. It should also resolve conflicts of interest by adjusting
the roles of state owned enterprises (SOEs).
As for the Korean government, it seeks to support Korean firms indirectly by cooperating with Indonesia in the area of policy finance. In particular, it has sought the ways to
promote the development of Indonesian PPP and cooperate with Indonesia through the
Korea-Indonesia Economic Cooperation Committee. The discussion in the policy finance
sub-committee has been focused on creating a system of cooperation among policy finance agencies of the two countries and measures to support Indonesian PPP by utilizing the Economic Development Cooperation Fund (EDCF) of Korea. The EDCF gives
Korea and Indonesia a foundation for cooperation. Although the two countries share basic
principles, operate a cooperation committee, and kept the discussion moving forward, they
have not achieved concrete results yet.
Recently, many Korean firms have expressed interest in the Indonesian PPP market, and
several of them have seen positive results. However, Korean firms should keep in mind
that direct support from the Korean government will be quite limited. To ensure progress
of the Indonesian PPP, the Korean government should bolster cooperation with Indonesia
by sharing Korea’s experience with PPP. The Korean government thereby needs to obtain
some means of indirect support for Korean firms thinking about pursuing Indonesian
PPP projects by providing information on Indonesian PPP institutions and market, and
strengthening the cooperation among state finance institutions of Korea and Indonesia.
139

Studies in Comprehensive Regional Strategies

Chapter 5 evaluates the current situation of the development of Indonesian PPP, suggesting that Korean firms and government approach the Indonesian PPP market with both the
short term and the long term outlook in mind.
Although the long term outlook for the Indonesian PPP market seems positive because it
is large and dynamic, it is not developing smoothly at the present. Though Indonesia made
efforts to establish a basic institutional framework to operate PPP schemes, further and
more consistent development of PPP institutions is required in terms of project development and risk sharing. Considering this, the Korean government needs to strengthen the
cooperation with Indonesia on PPP.
But given the positive outlook in the long term, Korean firms and government need to
approach the Indonesian PPP market actively, irrespective of difficulties in the short term.
The Korean government should formulate measures for continued support of Korean
firms to facilitate their unfettered entry into the Indonesian PPP market. They need to act
from a long term perspective, considering that the operation period of PPP projects typically takes place over 20 years.
The Korean firms should have full understanding of the Indonesian government’s primary policy stance on PPP when entering the Indonesian PPP market. As the Indonesian
government generally restricts providing direct funding and guarantees for PPP projects,
Korean firms need to pursue the Indonesian PPP projects by first establishing plans for
cooperation with financial institutions dealing with long-term investments or loans.
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Mongolian Economy Development
Strategy: CGE Analysis and
Case Study

Chang Soo Lee and Backhoon Song
(December 2013)
ISBN 978-89-322-1479-5 / A5 / 140pp. / USD 7

RThis study derived policy implications and recommendations to Mongolian government
by considering theories on economic development and past experience of other countries
together. Specific methodologies adopted in this study are Computable General Equilibrium (CGE) analysis and survey of policy experiences of natural resource abundant countries.
In CGE analysis, we specially emphasis on the effects of various fund allocations generated by export behaviors on economic growth in the long run. The results show that policies
of investments on education, public service sectors, and infrastructure can generate higher
economic growth rather than policies for current consumption expansion. In addition, we
deliver how resource abundant countries overcome so-called Dutch Disease and pursue
the sustainable economic growth.
1. CGE model and simulation
Firstly we build Global SAM consisting of 4 countries (Mongolia, Korea, China, and Rest
of World), 16 sectors and 5 production inputs and set up GTAPinGAMS model.
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There are some assumptions that we take in this model to simplify the model. We assume
that income generated from sales of natural resources is belong to government revenue,
and then Mongolian government allocate this fund for the use of either government expenditure itself or for transfer to private sectors.
The simulation results show that the policy that is oriented to increase export or income of
natural resources is not effective enough. In the long run, when the government uses the
fund for education, public service, and infrastructure the better economic result we could
be anticipated.
Many developing countries endowed with abundant natural resources tend to use their
budgets for current consumption because the government puts more weight on reduction of social problems such as poverty and social instability. However, this type of policy
would only reduce those problems in temporal, not in the long run. Hence, the government should try to improve infrastructure and public services including education.
2. Case studies
In the beginning stage of a developing country’s economic development, the export of
natural resources helps to upgrade the level of economy by accumulating capital. However,
when the government emphasizes too much on export of natural resources and current
consumption, it ends up with economic disaster that is well known as ‘Dutch Disease’. For
example, the export fund causes domestic inflation, appreciation of domestic currency, and
finally aggravates export competitiveness. When a country hands out export fund to people
just for the sake of welfare, it prevents the economy from growing sustainably. However,
when a country spends the export fund for future economic development not current
welfare, that country will have the good chance to upgrade not only manufacturing sectors
but also its sound economic structure.
In Chapter 5, we examine successful and unsuccessful case studies about the management of natural resource export funds to avoid dutch disease. A few years ago, Mongolian
government distributed lump sum allowance to people. This is because the government
used the political-patronage tactic on the electorate in order to gain votes. Since Mongolian
government has many projects and policies to pursue its economic development, this kind
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of policy does not help the economic development at all. Hence, Mongolian government
should pursue long-term economy policies such as build-up of infrastructure, strengthening of public service including public education. In addition, we suggest the Mongolian
government set up its sovereign wealth fund as other countries have been doing.
3. Policy recommendation
Mongolian economy leans too much toward natural resource industries. One of problems
that Mongolian economy faces is that its level of export dependence on natural resources
is too high. Under this situation, when Mongolian economy is shocked by external factors
for example sharp decline of international prices of natural resources, it would be more
negatively affected by them. In addition, its export is too much concentrated toward China.
Geographical property of Mongol that is in a deadlock by China and Russia makes it too
difficult to find other trade partners due to transportation cost.
Mongolian government should diversify its economy structure into more processing oriented one. Mongolia’s main exports are the raw types of natural resources which is not creating higher value added. Rather creating new industries such as BT, IT etc that Mongolia
has never have before, it should develop forward-backward industries of current existing
industries. We suggest that when the government invests into processing industries for raw
materials, the economy earns more value added.
Second, textile and cloth industries should be put on the top priority of economic development. Livestock farming such as sheep, and goat has comparative advantage than other
countries. Especially cashmere products have a price comparativeness over other countries’
products, so it exports mainly to European countries. Currently there are more than 50
million livestock in Mongolia. The competitiveness of textile and cloth can also be acquired
when livestock farming industry should be promoted enlargement. When this is successfully done it leads the development of textile and cloth industries as well.
Third, Mongolian government should notice the importance of tourism. The peak season
for tourism to Mongolia is only between July and August. During September to June, it is
hard to attract foreign tourists to Mongolia because of cold weather condition. In order
to overcome this situation, Mongolian government needs to develop winter sightseeing
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merchandises. By considering the fact that China is a neighboring nation and Chinese like
gamble, Mongolian government sets up gambling facility near ski resort, then it would
attract Chinese into there in winter season. But, in order to reduce negative effects from
gambling industry, the government should also set up a law that could prevent domestic
people from using the gamble facilities.
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Toward Korea-Belarus Cooperation
in the ICT Sector

Jiyoung Min (December 2013)
ISBN 978-89-322-2366-7 / A5 / 112pp. / USD 7

Belarus’s ICT sector is burgeoning since 2000. In 2012, the country ranked 48th in the
world in terms of IT infrastructure and 46th in ICT development index in 2012. The
ICT industry of Belarus is competitive in ICT service, offshore programing and so forth.
Considering the rapid growth rate and excellence of ICT experts, the ICT sector has many
potentials in the coming years.
Recently, the Korean government has set “Creative Economy” as a key agenda for the
nation. Further development of the ICT sector is one of pillar industries. For internationalization of Korean ICT and international cooperation in the fields should be realized. Given
Korea’s recent policy and Belarus’s relative competence in the ICT sector, the author tried
to find out possibilities of cooperation between the two sides.
Due to lack of interest and information, Belarus’s potential promising ICT industry is
undervalued in Korea. Therefore, the study contributes to study on Belarus in Korea and
provides guidelines for cooperation in ICT the ICT sector between Korea and Belarus by
analyzing Belarus’s ICT sector, policies, projects, etc.
The study is consisted of five chapters. The first chapter introduces background and purpose of the study and previous research. Then, an overview on the Belarusian economy
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and industry is presented in the second part.
In the third chapter, structure and features of Belarus’s fast growing ICT industry is discussed. Also, the study contains evaluations on institutions, infrastructure, ICT experts of
the Belarusian ICT sector. Chapter four exhibits how major organizations of the ICT
in Belarus collaborate with foreign counterparts. Although, ICT-related bodies in Belarus
have few international cooperation experience so far, they are open to work with foreign
partners and actively trying to strengthen relations with them. The study is concluded with
suggestions to cooperate in the ICT sector between Korea and Belarus, based on the first
four chapters.
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The Investment Environment
Changes in the Mining Industry of
the Kyrgyz Republic
and Implications

Jinhong Joo (December 2013)
ISBN 978-89-322-2367-4 / A5 / 154pp. / USD 7

The Kyrgyz Republic is one of the most impoverished countries in Central Asia and its
economic cooperation with Korea has been far from robust. However, the Kyrgyz Republic has untapped mineral resources including those of precious minerals that was first
developed during the Soviet era. The Kyrgyz Republic is the 3rd largest gold producing
country in Central Asia and is also noted for mining of rare earth elements. The mining
industry is the most important export industry in the Kyrgyz Republic and the core industry of the Kyrgyz economy. The export of mineral resources represents more than 50%
of total exports of the Kyrgyz Republic and the gold export accounts for the largest share
of the country’s mineral resources export. The foreign mining companies have entered the
Kyrgyz Republic since its independence but their operations have been less than successful
due to severe interference of the Kyrgyz government. After the first revolution, the Bakiyev government put forth efforts to attract the foreign investment to its mining industry,
which led to increased Kazakh and Chinese investments in the industry.
However, since the new Kyrgyz government declared the investment policy to attract foreign capital after the second revolution in 2010, the investment environment has deteriorated. The main reason for the deterioration is increased political risk from the change of
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political structure and an unstable political environment. The political risk stems from the
fact that the government is a fragile coalition; the policies adopted are often the based on
populism and there is much political strife surrounding the core industry, mining. Such
political risk has obstructed the long term investment. In addition, the Kyrgyz government did not expend sufficient effort towards improving its investment environment. The
investment environment for the mining industry as the Kyrgyz Republic’s core industry
also became worse, because of the government’s policy of increasing its control over the
mineral resources and the mining industry, in addition to rising conflicts between the Kyrgyz government and foreign mining companies resulting from the Kyrgyz government
interference in the mining industry, conflicts between foreign mining companies and local
populations around the mines, and the growing awareness among foreign mining companies of the negative investment environment of the Kyrgyz mining sector.
The Kyrgyz government policies to reinforce its control over mineral resources and the
mining industry is not expected continue, however, as development of the Kyrgyz mining industry is essential for economic development in Kyrgyzstan, which is only feasible
through infusion of foreign capital into the mining sector. There is actually historical precedence regarding Kyrgyz government easing regulations related to its mining sector as a
response to the weak foreign investment into its mining sector. Also, any stringent policy
on the part of Kyrgyz government would not be successful given the fragile coalition
government, the parliamentary government system, and the nearly even distribution of
parliamentary seats among parties. This is the reason why the failure of economic policy
threatens to turn into political failure immediately. Recently, the Kyrgyz government’s policy regarding the mining sector seems to have relaxed somewhat because of foreign mining
companies’ legal battles against the government and their announcements of possible divestment from the Kyrgyz mining sector, threatening and frustrating the government. On
the other hand, the new Kyrgyz government’s policy on mining sector is opposed to those
of the former Kyrgyz government. The abolition of the former government’s policy could
ease the way for the new government, which means new mining projects permitted by the
new government would not be overly burdened by regulations.
In summary, the present, deteriorated state of investment environment in the Kyrgyz
mining sector could continue until the 2015 parliamentary elections changes the present
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distribution of present parliamentary seats. But the investment environment would be improved for the mid and long terms because the Kyrgyz republic sees prospects for continued exploitation of minerals such as gold and rare earth elements and the present Kyrgyz
government does not have the economic and political leverage for exerting strong influence on the mining sector.
Therefore, based on this analysis of prospects for foreign mining companies and the investment cases, the implications for companies are as follows: First, the deterioration of the
Kyrgyz mining sector’s investment environment would continue at least until 2015 but the
improvement of investment environment is expected for the mid and long terms. Second,
changes in Kyrgyz mining regulations are aimed at transparency of its mining sector and
the removal of corruption, so the companies would do well in adhering to them. Third,
the mining projects are vital to local populations, and so companies have to recognize the
need to create jobs around the mining areas and of the contribution to the local economy.
Fourth, companies need to respect Kyrgyz sensitivity to environmental pollution and thus
must heed relevant environmental regulations. Fifth, Korean companies need to recognize
the strategy of the foreign mining companies. Foreign mining companies are perfectly willing to accept the Kyrgyz government’s demand for contribution to the local economy, in
order to participate in the mining industry in the Kyrgyz Republic.
The strategy for the mining companies are as follows: First, the companies must focus on
the development of prospective mineral resources such as gold and rare earth elements. Second, they must meet demands for contribution to the local economy, meaning mining companies need to plan together in advance with agricultural products-processing companies or
infrastructure construction companies, as local communities need to develop agricultural
business networks and build infrastructure. Third, companies should try to invest in the mining sector with local companies in joint ventures because joint ventures with local companies
will allow them to avoid political controversies. To support the mining companies, the Korean government is able to utilize Official Development Aid especially for job education and
training programs, construction of healthcare infrastructure and cleanup of environmental
pollution caused by mining. These ODAs will help create a qualified local labor force in the
mining sector and contribute to the health of locals and the local economy. In the end, this
would lead to increased competitiveness for Korean companies in the Kyrgyz mining sector.
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Changes in the Labor Market since
India’
s Economic Reforms

Woong Lee, Young Chul Song, Choongjea Cho,
and Yoonjung Choi (December 2013)
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The momentum of the unexpected economic reform triggered by an external force led the
Indian government to apply for the IMF bailout program, following the exhaustion of its
foreign reserves at the end of 1991. India’s economic reform is an important example for
the Korean economy because of its similarities to Korea’s 1997 foreign reserve crisis. The
two countries have both experienced reform led by an IMF bailout.
This report examines changes in the Indian labor market since the economic reforms of
1991. Analyzed here is the direction toward which the labor market moved, as the economic reform has proceeded, with particular focus on the labor market change pre-andpost reform. For the distinction by period, four phases are defined as follows: the period
of economic reform by external factors after the 1991 reform, the period of economic
reform that reflected domestic demand, the period of booming economy and then the
period after the global financial crisis. In industrial relation analysis, the time period under
discussion is simply divided into two by 1991 economic reform as the divider because
there has not been much change in labor market institutions, including industrial relations,
compared to other sectors.
First, Chapter 1 highlights that this study covers a wide range of information regarding the
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labor market in detail and also attempts to estimate the aggregate matching function for
India for the first time.
In Chapter 2, major contents of the reform by sector are organized in different phases
after economic reform as follows: ① a period of general reform driven by external factors
after adopting IMF stabilization policy (end of 1991 to 1997), ② gradual reform period
reflecting the demands of various firms and industries (1998 to 2002), ③ high-growth period (2003 to 2008) and ④ the phase following the global economic recession (after 2009).
The achievements about economic growth, trade, investment and foreign exchange reserves after economic reform are then analyzed, mainly concentrated on the outstanding
growth after the 2000s. Although the economy as a whole was impacted significantly by
the global recession, the economic reform of the 1990s has turned potential negatives into
positive achievements in each sector as India entered the 2000s.
Chapter 2 introduces the future tasks with respect to India’s economic reform. India has
been successful in the reform of many sectors although challenges still remain in terms of
improving the transparency of the economy and politics as demand for better infrastructure, consistent government policies, a less rigid labor market and the large gap between
wage and labor productivity still await resolution.
Chapter 3 investigates several leading indicators of the Indian labor market after the economic reform in 1991 such as labor force participation rate, employment rate, unemployment rate, employment structure and wages.
Firstly, figures for labor force participation rate have appeared to show only minimal
changes since the economic reform, though it begins to decline by the mid-2000s. The
downward trend of youth population was steadily seen and has become clearer especially
since the mid-2000s. The ratio of women in the labor force had quite increased but started
to decline after 2005.
Even though the employment rate seemed to have experiences no major change after the
economic reform, it tends to decline due to the global recession from 2010. This is attributed to the declining employment rate of the younger population in particular.
The unemployment rate of India has constantly decreased since the reform of 1991, except in 2005, and reached its lowest point since 1998 in 2010 due to the global recession. In
the case of the unemployment rate, however, only the labor force population is considered
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so when the non-labor force such as those who gave up looking for jobs and students are
included, the real number of the unemployed are not accurately reflected despite evident
signs of a weakened labor market. This issue has been appearing also in the recent unemployment trend of India. Particularly in 2010, when the global economic crisis brought a
recession to India’s shores, the unemployment rate actually declined. The unemployment
rate of the younger population appeared higher as a proportion to the total employment
rate, especially among urban youth and the unemployment rate of women was found to
be higher than that of men.
Looking at the employment structure since the economic reforms of 1991, the employment rate in rural area showed a downward trend while the employment rate in manufacturing and services shows an upward trend. This most likely attributes to the enhancement
of the Indian economy rather than economic reform. On the other hand, the economic
reform may well explain the fact that employment in the public sector has experienced a
significant decrease since the economic reform.
As employment elasticity, which measures the growth of employment caused by a unit
of economic growth, is analyzed, India appears to have a low level of job creation in
contrast to its rapid economic growth from the 2000s. Although the employment elasticity
increased with the economic growth after 2000, only the elasticities in agriculture and mining appeared over 1 but the elasticities in services and manufacturing still stayed at 0.12 and
0.24 respectively. As opposed to the high growth of India, this is mainly due to the inability
to create jobs in manufacturing and services, sectors that generated a significant portion
of the growth. In addition, it also carries negative implications for job creation, meaning
that the Indian economy has grown with focus on services rather than labor-concentrated
manufacturing, and that India’s labor-related laws and institutions are not flexible. In addition, the wage inflation that exceeds the growth rate is another challenge that Indian
economy faces at the moment.
Chapter 4 summarizes the labor market structure and institutions. This chapter then examines changes in India’s industrial relations by dividing the period into ‘before 1991 economic reform’ and ‘after 1991 economic reform.’ Then the industrial relations of Korean
firms operating in India are listed and analyzed.
It is generally said that India’s labor market institutions have rarely saw any change since
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the start of the economic reform. The organized (formal) sector of which regular employees take up the major share accounts for less than 10 percent of all employees and
since pro-employee labor laws only apply to them, consequently, the firms hire more and
more irregular employees such as contractual and temporary employees. Furthermore the
rapid decline of employment in the public sector since 1991, which used to represent
three-fourths of the organized sector, could also be another factor that contributed to
the growth without employment. During the same period, the private sector employment
showed increasing trends in various aspects but it was not enough to compensate for the
employment decline of public sector.
The power of employees and labor unions of India seem to move as the employment rate
changes. At times of increasing employment, the number of labor unions, labor disputes
and dispute participants increase and at time of decreasing employment, the number appears to decrease. Since the 1991 economic reform, the status of labor and labor union
displayed a weakening trend. Especially the BJP government, with its pro-business character, ceased to create new employment in the public sector and began restructuring by voluntary retirement so employment fell and thus the influence of labor unions and laborers
declined. In the 2000s, as a consequence of the increase in employment led by the private
sector, the number of unions and laborers rapidly increased but the number of labor disputes decreased, leading to stable shape of industrial relations.
Weakening of labor unions could be the result of the special circumstances of India. Labor unions in India had been first organized primarily for political purposes. In the major
union’s case, it is affiliated with political parties especially if it is at the state level, it is nearly
impossible for labor unions to form coalitions and led to segmentation of labor unions.
This implies that first, the mutual solidarity among labor unions is weak and second, the
weak labor unions are unable to support the increasing number of union members. Moreover the Indian government has weakened the power of labor unions by implementing
pro-business policies and institutions. For example, the labor union law that was revised in
2001 had made it difficult to register a new labor union.
Strong response from firms was another contribution to the weakening of labor unions.
The number of strikes by laborers has started to diminish recently but the number of
lockouts is not decreasing accordingly. We could add to this the situation where strikes de155
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clined rapidly after the reform in the 1990s and that labor unions have a fear of employers
imposing lockouts. Firms also have implemented a variety of institutions namely voluntary
retirement, incentive systems, contractual employees and outsourcing.
New policies and institutions were implemented in many sectors after the economic reform in 1991, but there were still no significant changes in the labor market system. As
for revision of policies and relevant law, labor happens tho be the sector where the least
progress has been made. The main reason was that while the status of laborers and labor
unions continued to weaken, it remained difficult for politicians to establish policies that
displease laborers, who are also voters.
The Indian government has been trying to implement pro-business policies and institutions since the 1991 economic reform by such means as increasing labor market flexibility
and improving the transparency of labor unions. All of these have not been fulfilled so far
and as a matter of fact, revision of relevant laws was not made.
Korean firms operating in India have experienced amicable labor relations. Most Korean
firms are operated without labor unions. Nevertheless, there certainly exist potential factors that can provoke labor disputes. Disputes may soon arise from demand for wage
increases and large proportion of irregular employees. High rate of employee turnover is
also pointed as one of the biggest troubles.
Chapter 5 approaches the economic reform from the perspective of trade liberalization
and deregulation. This chapter provides extensive literature reviews on the influence of
economic reform in the Indian labor market. Next, this chapter performed empirical analysis on aggregate matching function, a widely used macro-labor tool in economics, focusing
particularly on the relationship between trade liberalization and new hires.
This study performed an empirical analysis of the impact that India’s trade liberalization
on the process of job matching (the relationship between job search and new hires). The
results of this research do not differ from the results of the past research (e.g., Hasan et
al. 2012). In other words, we may infer that the impact of trade liberalization can vary by
region, industry and type of profession since the relationship between trade liberalization
and new hires appears negative with no statistical significance when the whole country is
considered. On the other hand, from the analysis by period, it is shown that new job creation tended to decline when trade liberalization was slowed due to the industries’ demand.
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This implies the high probability that the gradual opening to protect domestic firms will
actually lead to a decrease in new job creation and thus increase in unemployment.
Chapter 6 provides implications through previous chapters, labor market conditions, laborrelated institutions, industrial relations, and empirical analysis of this research.
The institutions of labor market in India have not experienced much change since the economic reform of 1991. The main reason is that state governments possess strong authority
regarding labor law-related matters. The pro-worker labor laws are limited only to regular
employees and revisions of labor laws for enhancing market flexibility has been delayed
or has not proceeded due to political reasons. This type of rigidity in the organized sector
has produced a large number of irregular employees and has resulted in economic growth
without increase in employment in India during the booming 2000s.
The pro-worker character of labor institutions only apply to regular employees, which firms
attempt to balance by hiring irregular employees as contractual and temporary employees.
Therefore it is a task of the Indian government to secure the flexibility of regular labor.
From a broader perspective, however, India’s growth without growth of employment is
largely attributed to the declining employment in the public sector since the economic reforms began. Besides, the trend of increasing employment in the private sector is very clear,
therefore the interpretation of India’s growth without growth of employment should not
be exaggerated. The job-mismatch for highly educated workers of India could apply to the
current situation of Korea as well. Thus, both governments should prepare systematic and
long-term solutions to balance the workers with high-degree education.
The status of labor unions in India became progressively weaker since the 1991 economic
reform. The fundamental structure of society takes away from the power of labor unions,
since Indian labor unions carry strong political colors and are unable to ally with each other
due to their affiliations with political parties, especially labor unions at national level. In addition, since the beginning of the 21st century, Indian government has helped the employers’ side by implementing the systems that make registration of new labor unions difficult.
Moreover, because most of the Korean firms in India are operating without labor unions,
we may predict that fortunately, Indian labor unions will not become a barrier to the entry
of Korean firms to the Indian market.
However, there clearly remain factors with potential to cause labor disputes in India. First,
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labor disputes may arise during wage negotiations because continued inflation is leading to
high demands for wage increase whereas the level of labor productivity stays low. Second,
Korean firms in India have a large proportion of irregular employees and this may provoke
labor disputes regarding hiring and firing of irregular employees. Third, problems could
arise because the process of forcing retirement in the case of regular employees might
become tumultuous. Fourth, the turnover rate of regular employees in India is very high
thus trouble may occur from the lack of skilled employment. Fifth, in contrast with the
continued weakening of labor unions’ status in India, labor disputes, especially in foreign
firms about particular issues, are associated with a high level of violence. Korean firms in
India should also be aware that there might be other factors in addition to the ones above,
hence full attention should be made to establish amicable industrial/labor relations.
The gap between wage increase and labor productivity is also an important factor in the
investment climate for Korean firms in India. They should pay more attention to this problem and formulate an adequate solution. To do so, Korean firms are required to either
establish or facilitate the educational programs within the firm and prepare long-term solutions by cooperating among themselves and with the Korean Chamber of Commerce in
India.
In particular, one of the most troublesome features of India’s changing investment environment is labor management. Therefore, the Korean government should provide assistance through supporting policies. A possible plan of support by the Korean government
could be the establishment of a system for sharing of databases among Korean firms in
the local market. Additionally it can also strengthen the role of KOTRA’s local branch or
the Korean Chamber of Commerce in India to expand its support to include labor relations as well as labor management.
India’s economic reform, which began in earnest during the early 1990s, has transformed
the labor market into one that aims to improve workers’ living standards. This is well reflected in the previous literature, especially after the 2000s. According to earlier studies,
the economic reform, which triggered trade liberalization in India, achieved decreases in
poverty and wage increases. With respect to unemployment, victims and beneficiaries may
coexist by different type of profession or industry but overall, economic reforms had little
effect on unemployment in India. In sum, trade liberalization may contribute to the living
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standards of workers because it has only a limited impact on unemployment while lowering
poverty as well as increasing wages.
According to the empirical results by the matching function analysis with the use of
monthly data from 1988 to 2012, the relationship between trade liberalization and new
employment appears negative with no statistical significance, a conclusion similar to previous works about the effect of trade liberalization on unemployment. However, when the
period of 1998 to 2002, marked by limited trade liberalization from the demands of India’s
domestic firms, is applied, new job creation rather diminished in response to trade liberalization. This implies that gradual opening of markets to protect domestic firms can cause
a shrinkage in new hires and thus an increase in unemployment. The result suggests much
regarding conditions of continuing globalization.
Since the impact of liberalization on unemployment is limited in India, expansion of trade
works positively to ameliorate the labor market environment. Therefore, the Indian government should constantly carry forward the promotion of trade liberalization. Regarding
this, Korea and India are required to cooperate actively in connection with the negotiation
for the CEPA upgrade and accelerate the mutual opening for trade expansion together.
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The year 2013 represents the 40th anniversary of the establishment of Korea-India diplomatic relations. This report is prepared for evaluating the achievements and future challenges in Korea-India economic cooperation. The study analyzes trade relations using all
available sources from the 1970s until today, as the trade sector is the most influential
among all sectors between Korea and India in terms of their bilateral economic cooperation.
In Chapter 2, respective trade policies of Korea and India are listed and the Korea-India
CEPA (Comprehensive Economic Partnership Agreement), which has been the cornerstone of the two countries’ economic cooperation, is evaluated. In Chapter 3 is presented
the overall picture of Korea-India trade including long-term trends of trade, by items, with
focus on Korea and India. It also analyzes the competitiveness and complementarity of
Korea and India in international trade with various indices. Lastly, in chapter 4, the trade
volume between Korea and India is predicted through a VEC (Vector Error Correction)
model.
At the time of the establishment of diplomatic relations in 1973, bilateral trade between
Korea and India was not active, with a total volume of approximately 14 million dollars.
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But trade figures have shown a gradual increase since the beginning of Indian reforms
and openness policies in 1991. Around the early 2000s, when India experienced vigorous
economic growth, the bilateral trade increased rapidly. Though trade declined by about 8%
in 2012 following the recent recession in India, the upward trend in trade volume is likely
to continue.
According to the trade volume prediction through a time-series estimation, the trade volume will show a declining trend in 2013 but will increase in 2014, reaching about 27 billion
dollars in 2015 and then 56 billion dollars in 2020. This estimate is lower than the past
predictions of 34 billion dollars by 2015 and 68 billion dollars by 2020 because the reduced
growth rate is taken into account following the economic recession of both countries in
2011 and 2012. Nevertheless, if both countries take actions to expedite tariff reduction
through upgrading the Korea-India CEPA or perhaps enact additional reduction/removal
of the countries’ bound tariff rates, greater degree of trade volume than what is predicted
can certainly be achieved.
In this study, the importance of Indian markets is emphasized. Between 2004 and 2006
when the Indian economy was at its peak, the share of consumer goods in Korea’s export
to India reached nearly 20% due to its brisk mobile phone exports. In contrast, however, the share of consumer goods has dropped off rapidly to below 5% between January
and September of 2013. This is attributed to both declining consumption in India due
to the recession and lowered price competitiveness of Korean products. Fortunately, the
importance of Indian consumption goods market is predicted to grow higher as India’s
population is expected to exceed that of China, hitherto the world’s most populous country, sooner or later. In addition, it also contributes to increased importance of the Indian
market as Korean exports to China has been showing a downward trend since 2010 after
experiencing more than 20% annual growth on average in the past two decades. Thus Korean firms should secure price competitiveness by differentiating their products to target
the Indian market whose potential is near infinite.
Korea’s imports from India have been affected by the implementation of the Korea-India
CEPA. The tariff rate for naphtha, which accounts for more than half of the imports
from India, had been 1% but was immediately removed after the Korea-India CEPA went
into effect in 2010. Accordingly, Korea’s import of naphtha from India increased to 34%
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and 51% in 2010 and 2011 respectively. The amount of naphtha imports in 2011, after the
effectuation of the Korea-India CEPA, redeemed the precipitous 41-percent decrease in
naphtha imports due to the 2009 economic crisis, increasing 20% from 3.9 billion dollars in
2008 to 4.6 billion dollars. This is one of the immediate benefits of India having signed an
FTA with Korea which has a positive impact on Korea’s cost reduction and India’s deficit
resolution toward Korea. Thus it is shown that both countries are mutual beneficiaries of
the Korea-India CEPA.
The case of naphtha has well exemplified the relationship, in terms of specialization of
trade between Korea and India. Korea imports and refines raw materials like naphtha from
India and exports petrochemical products and this could be considered specialization
based on comparative advantage of each country. Discovering items in this type of relationship and eliminating related tariffs can lead to lowered costs for Korea and reduction
of the trade deficit for India.
Moreover, as the revealed comparative advantage and market comparative advantage show,
there are no overlapping items with high export competitiveness in each other’s market
and even in the global market. Therefore, firms and consumers of both countries should
hereby benefit from mutual elimination of tariff and non-tariff barriers.
Consequently, one of the most important issues in economic cooperation between Korea
and India is the resumption of the Korea-India CEPA upgrade negotiation. Korea will not
be the only one to benefit from this but India will also obtain much advantage through
the upgraded CEPA, which will broaden the range of tariff-free items and accelerate the
reduction of existing bound tariff rates. As analyzed in Lee, Song and Cho (p. 13, 2011),
the wider the tariff reduction gap, greater the decrease in India’s trade deficit with Korea
which means a potentially larger welfare effect for India (producer surplus and consumer
surplus). Since India is a beneficiary of the tariff reduction, and elimination in the case of
naphtha, India should be actively involved in a CEPA upgrade negotiation. If the tariff
reduction/elimination through Korea-India CEPA upgrade is realized, the actual trade volume increase will be achieved, which could surpass 27 billion dollars in 2015, which is what
our research predicts. Besides, it is very likely that the trade volume between Korea and
India will jump above 60 billion dollars, exceeding the predicted 56 billion dollars in 2020.
However, the 2nd Korea-India Joint Committee, which was to be held in Seoul in 2012,
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has not yet convened, and thus the negotiation to upgrade the Korea-India CEPA is being
delayed. It is expected that when a new cabinet is formed after India’s presidential elections
in the first half of 2014, India will be able to engage with greater enthusiasm in negotiating
the Korea-India CEPA upgrade. Therefore the Korean government needs to pay attention
to the new administration of India after the election, and prepare adequate agendas and
strategies for successful negotiation with respect to a CEPA upgrade in the near future.
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The 40th Anniversary of Korea-India
Amity: Evaluation and Prospects for
Investment Cooperation

Choong Jae Cho and Yoon Jung Choi
(December 2013)
ISBN 978-89-322-2363-6 / A5 / 120pp. / USD 7

Korea-India diplomatic relations is entering its 40th year in 2013, and while the two countries have engaged in economic cooperation throughout the period, there has been an upsurge in bilateral economic cooperation, including Korea investment into India. This study
evaluates the investment performance of Korean firms in India as part of a review of the
trends and characteristics of investment flows, in addition to conducting a factor analysis
of investment determinants. The results of the study will provide policy recommendations
for the Korean government and enterprises to deepen the partnership between Korea and
India.
As of June 2013, the cumulative investment to India from Korea has reached 30 billion
dollars according to statistics by the Export-Import Bank of Korea. India has thus become
the 17th largest foreign investment destination for Korea: the amount of investment has
increased significantly since the Investment Promotion and Protection Agreement between the two countries went into effect in 1996. In 2006, Korean investment to India
surpassed 100 million dollars, and then soared to 450 million dollars only 5 years after that.
It should be noted that 206 Korean firms out of the 696 companies that have entered
India are large corporations whose investments add up to 81 percent of total investment
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by Korean firms. Manufacturing appears to be the primary sector of Korean investment,
accounting for 85 percent of the total investment. The concentration of investment in
manufacturing is in fact a stylized pattern of Korea’s outward investment flows, as seen in
the case of China (78%). However, only two sub-areas of manufacturing, namely vehicles
& trailers (45.4%) and primary metal (24.9%), account for over 70% of total investments.
Meanwhile, electronic components, computer, video, television and the communication
equipment sector, accounting for 26% of total outward investments, does not reach even
3% in Korea’s investments to India. Investment in non-manufacturing sectors is also concentrated in a few sectors, in spite of gradual diversification since 2000. For instance, wholesale & retail trade accounted for more than 40% of non-manufacturing sector investment.
Most Korean companies in the Indian market (98%) appear to have local subsidiaries in
India; yet 60 percent are wholly-owned subsidiaries. Regardless of the sectoral distinction,
manufacturing or non-manufacturing, ‘penetrating the local market’ appears to be the most
important motivation for investment.
The performance of Korean investments in India has been good compared to those in
China, U.S or Vietnam. The net income of local subsidiaries has consistently ranked between the fourth and fifth since 2009, when the Export-Import Bank of Korea started
publishing such statistics. In addition, net exports and trade balance improvement through
subsidiaries was higher than other countries. The return on investment was four times
larger than the average return on all outward investment of Korea.
Taking the above facts into account, the study analyzes the determinants of Korean investment in India through a regression analysis. The test results imply that there exists a
positive relationship between the size of the Indian economy and the amount of Korean
investment flows toward India. They also provide confirmation for past survey results,
where the majority of Korean companies answered ‘potential gains from large market size’
as the reason for investing in India. On the contrary, the export amount and the income
gap between the two countries have a negative relationship with investment inflows. Such
a relationship between exports and investments suggests that the degree of inter-industry
division between the two countries is still very low.
Meanwhile, the effect of Korea-specific factors such as the sheer presence of voluminous
investments by large Korean conglomerates in India, specifically manufacturing-centered
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firms based in the country, proved rather uncertain. This implies that current investment
patterns dominated by conglomerates and manufacturing should be changed, in order to
improve investment performance.
With these findings, the paper presents an overall assessment of past investments and
future policy recommendations to further expand bilateral investment between the two nations. Through pre-emptive investment in the 1990s, Korean enterprises in India became
top market players in consumer durables, such as cars and appliances, thereby enhancing
the overall image of Korea in India- its products, brands, companies, and even the country
itself. Subsequently, these Korean enterprises largely benefited from their strong investment
performance in India, reaping incomparable gains relative to other investment destinations.
In the 2000s, however, competition with other major investors in India has presented
Korean companies with the urgent task of reinvigorating investment activity, to quickly
close the broadening gap vis-&agrave;-vis other foreign competitors. Once ranked fifth
among the top foreign investment sources in India, Korea plummeted to 13th place as of
July 2013. For instance, Korea’s investment stock in India now stands at a mere tenth of
that of Japan.
The weakening of Korean investment inflows to India calls for further involvement from
industries and sector-specific private committees. The Government and investment-related
agencies should support private entities in this regard. Government support should also be
strengthened in areas other than manufacturing as in the case of Japan and Singapore. Location of investments should be diversified, away from existing investment hubs in Delhi
and Chennai, and towards regional centers in the western and eastern regions. Likewise,
financial support should be intensified. This is particularly important in order for Korea
to take a more active role in burgeoning infrastructure development in the country. Furthermore, creation of more direct flights connecting major hubs of Korea and India must
also come to pass.
Early realization of these goals requires a more efficient bilateral governmental consultative mechanism. In detail, summits, ministerial and private committee meetings need to be
held on a regular basis and must be interconnected. In consideration of India’s political and
government structure, the government of Korea should gradually establish a cooperative
system with state governments as well as the central government of India.
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The Effect of Opening ICT Industry and
Cooperation by the Korea·India CEPA

Hankyoung Sung, Sang-Joon Lee, Soon Cheul Lee,
and Sung-Gul Hong (December 2013)
ISBN 978-89-322-1477-1 / A5 / 218pp. / USD 10

This study aims to identify development plans and to explore their application in the ICT
industry related to utilization of the Korea-India CEPA. The Indian economy was under
the danger of financial crisis during the recession but still has maintained its position as a
major emerging market. After Korea-India CEPA entered into force in January 2010, trade
between the two countries rapidly increased. However, bilateral trade has declined due to
the recent global economic crisis. In addition, while Indian investment to Korea is being
expanded, Korean investment to India among small and medium enterprises has been
shrinking.
In terms of competitiveness, Korea has comparative strengths in the ICT manufacturing
sectors, and also in banking and finance. Since the Ministry of Science, ICT and Future
Planning was established, Korea views the ICT as a pivotal sectors in its quest for a creative
economy. India’s policy goal on ICT involves making India a global hub and destinations
for IT-ITeS. There are obstacles in this regard as Korea suffers from the shortage of ICT
expertises and India is weighed down by potential IPR issues. The Korea-India CEPA
could strengthen the complementary cooperation in ICT between Korea and India. According to the dynamic CGE model analysis, both economies would have benefit if the
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Korea-India CEPA succeeds in increasing the productivity of ICT manufacturing and ICT
service sectors in both economies.
Korea has increased cooperation in ICT with the US., the EU, as well a inemerging markets
through its FTAs. The expansion of the CEPA concession, enhancement of the CEPA
utililization rate and the movement of ICT expertise would be implemented by regular job
fairs, which not only provide information on Indian IT-related firms, universities and the
market but also provide ‘practice’ projects on ICT for small and medium enterprises. In addition, it is necessary to figure out problems on a fundamental level regarding mismatches
of HS codes and certification of the origin. Lastly, we should pursue long-term performance to bolster relations between the two countries by adopting a careful and gradual
approach.

168

Working Papers 13-02

Policy Analyses
India-South
AsiaI

Joining Pre-existing International
Production Networks: Implications for
India’
s Economic Integration
to East Asia
Jeongmeen Suh and Jong Duk Kim
(June 2013)
ISBN 978-89-322-4236-1 / A5 / 56pp. / USD 3

This study provides a conceptual framework to explain what kinds of difficulties a late-follower will suffer from when it tries to join pre-existing International Production Networks
(IPNs). We consider the total production cost minimization problem by a multinational
company (MNC) in allocating locations of fragmented production processes across borders. From the clarification of IPN-related costs, we draw out what structural disadvantages late-follower countries have and provide several policy implications to overcome these
disadvantages with more targeted efforts. Especially we put India’s case in the conceptual
framework of the IPNs and then look at the hurdles that make India’s participation in the
East Asian IPNs hard and sluggish. Relevant data are provided in order to support the
theoretical explanations.
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The Causal Relationship between
Trade and FDI: Implication for India
and East Asian Countries

Choongjae Cho
(December 2013)
ISBN 978-89-322-4240-8 / A5 / 42pp. / USD 3

This study tries to find the causal relationship between bilateral trade and FDI in India and
East Asian countries using macroeconomic data and derive policy implications for regional
integration. Since the late 2000s, Korea, Japan and Singapore’s trade and FDI with India
have been rapidly increasing, but the causal relationship between trade and FDI could not
be found, contrary to expectations. The relationship between trade and FDI in the US,
the UK and Germany with India showed one-way or two-way causality, respectively. The
estimation suggests that the causal relationship between trade and FDI in both countries
could be formed by long-term economic exchange rather than a short-term surge in scale.
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Necessity and Directions of Korea’
s
New Northern Economic Cooperation

Yeo-Cheon Jeong
(January 2014)
ISBN 978-89-322-1460-3 / A5 / 144pp. / USD 7

The area of the Eurasian continent north of the Korean Peninsula not only has special
historical-cultural significance for the Korean people, but is also important in terms of
national security and economy of the Republic of Korea (hereafter, Korea). Bearing these
facts in mind, Korea needs to pursue a “New Northern Policy” for strengthening relations with that area referred to as “the Northern Area” in this report. Insofar as this policy
targets a specific area, it should be different from traditional external policies toward individual countries.
It is thus perfectly reasonable to state that Korea’s New Northern Policy now needs to
focus on the Russian Far East and the Chinese Northeast Provinces where large-scale
regional development is underway. As development plans both in the Russian Far East
and the Chinese Northeast Provinces are mainly aimed at modernizing regional industrial
structure; construction of numerous industrial complexes and infrastructure are currently
in progress which are intended to increase efficiency in production and transportation networks across the two regions. The extensive development of the Russian Far East and the
Chinese Northeast could provide a firm base for Korea’s New Northern Policy.
That both Chinese and Russian governments are emphasizing, more than ever, international
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cooperation for their regional development plans, is very meaningful for Korea’s New
Northern Policy. The Russian government under president Putin, for example, considers
‘Integration into the Asia-Pacific region’ as one of the basic tenets of Russia’s external
economic policy. In the Federal Program for Developing the Russian Far East, expansion
of trade and economic exchange with the Asia-Pacific countries was adopted as one of the
main tasks while a number of important projects related to development of mineral resources and transportation infrastructures were set up, with full consideration of establishing direct connections with neighboring countries. Moreover, nationwide industrial policies of the Russian government such as the “Federal Strategy for Energy by 2030” were
forwarded, taking direct connection with countries in the Asia-Pacific and, in particular, the
Northeast Asian countries into account.
Meanwhile, the Chinese government has been emphasizing international cooperation in
connection with its development plans for the Northeast Provinces since the mid-2000s.
In particular, Chinese government has been pushing forward policies to develop their border regions in close connection with its neighboring countries. These policies were wellexpressed in the “plan for the integration of land routes, sea ports and zones with North
Korea” and “plan for integration of land routes, sea ports and the customs with Russia”
formulated by Chinese central government in 2007. Such policies of the China’s central
government were reflected in numerous bilateral cross-border cooperation projects enacted by 3 Northeastern Provinces of China.
Of various aspects of international cooperation taking place in “the Northern Area” today,
the one between China and Russia plays key roles in terms of magnitude as well as influence on international relations. For example, the agreement in 2009 between governments
of the two countries, which aims at cooperative and concerted development of the Russian
Far East and the Chinese Northeastern Provinces, included more than 200 projects ranging from cross-border transportation, customs, labor supply, sightseeing, to environmental
preservation. Progress in these cooperation projects will greatly enhance bilateral economic
ties between Russia and China vis-a-vis their common border.
Another series of important international cooperation efforts in the development of Korea’s “Northern Area” is taking place along the border of North Korea. Since mid-2000s
up until the present, a number of Chinese business firms, especially those from Jilin Prov173
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ince, initiated various infrastructure development projects with focus on utilization of the
port of Rajin, North Korea. Chinese and North Korean governments signed a convention
in 2010 for cooperation in the development of North Korea’s Rajin-Seonbong Economic/
Trade Zone and Hwanggeumpyong Special Economic Zones that border, respectively, on
Liaoning and Jilin Provinces of China. Russia, prompted by Chinese initiatives, embarked
upon modernization of the 60 km railroad route between Rajin and Hasan (in the Southern end of Russia’s Primorsky Province) in 2007, and subsequently acquired the right to use
the No. 3 wharf of Rajin Port for 49 years, which will serve as a logistics hub for Russia’s
advance into Northeast Asia.
As economic development of the Russian Far East and the Chinese Northeast Provinces
is the most essential part as well as the most important driving force that will bring about
changes in the “Northern Area”, the New Northern Policy of Korea should utilize it as
a foothold. This means that the “New Northern Economic Cooperation” should be the
main facet of the New Northern Policy of Korea. However, Korea’s New Northen Economic Cooperation should, insofar as it is a part of the New Northern Policy, not only
aim at economic gain, but strive towards broader goals such promoting favorable international circumstances, bolstering national security and, furthermore, improvement of interKorean relations.
The directions and objectives of Korea’s New Northern Economic Cooperation should
be as follows. First, Korea should actively participate in the development process of the
“Northern Area” in order to increase Korea’s presence and have Korea’s interests reflected
within that process. To this end, entry of Korean businesses, especially small and mediumsize firms, into the region would be a necessary precondition. Therefore, the first and foremost objective of Korea’s New Northern Economic Cooperation is to support Korean
businesses interested in investing in the Russian Far East and Chinese Northeast where
the business environment is still relatively poor. It is advisable to establish a number of
business information centers in those regions that could provide Korean businesses with
proper information, and on-site consultation. Also, it is recommended that industrial parks
for Korean businesses in the Russian Far East be established, as no such facilities has been
set up presently.
Second, from the perspective of economic interest, it is important for Korea to secure
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certain production factors from the “the Northern Area”. Considering that Korea is one
of the World’s manufacturing and export powerhouses but very poor in natural resources,
Korea’s cooperation with “the Northern Area” should prioritize securing natural resources,
especially energy and mineral resources, from that region which are essential for stable
development of Korea’s manufacturing sectors. Besides, it is also very important for Korea
to make use of the trans-Eurasian transportation infrastructure in “the Northern Area”
in order to enhance efficiency of its international export distribution lines. In this regard,
Korea needs to pay more attention to the railroad networks of “the Northern Area” as a
whole; meaning present discussions on utilization of Trans-Siberian Railroads should be
extended to include other main railroads lines in “the Northern Area” such as the TransManchurian Railroad.
Third, Korea’s New Northern Economic Cooperation needs to focus more on multilateral
cooperation. As Russian and Chinese governments are stressing multilateralism in their
development plans regarding “the Northern Area”, it is expected that opportunities for
multilateral cooperation in that region will increase greatly in the near future. Korea should
not only participate actively in multilateral projects, but also spontaneously initiate new
multilateral projects to lead the development processes in “the Northern Area”. In this
case, it would be even better for Korea’s New Northern Policy to organize those types of
multilateral cooperation projects that, on the one hand, North Korea could take part in
and, on the other, could contribute to the formation of a common economic community
among Northeast Asian countries as a whole.
The New Northern Economic Cooperation is closely related to other policies of the Korean government. Hence, a concerted action among ministries and government agencies
is essential to the success of the New Northern Economic Cooperation. Also, in order
for the New Northern Economic Cooperation to come to fruition, Korean government
should endeavor to create efficient consulting channels with governments of counterpart
countries both at the central and regional level.
Even though Korea’s New Northern Policy will be enacted mainly in the economic
field, this policy pursues more wide-ranged goals involving international politics as well
as national security. This means that Korea strives to upgrade overall relations with “the
Northern Area” by means of the New Northern Policy. If the Korean government’s New
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Northern Policy and the development policies of “the Northern Area” by Chinese and
Russian governments can reach common ground, Korea, China and Russia will be able to
form a “strategical partnership” not only in name but also in reality.
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Development of Russian Far East and
Baikal Region and Korea’
s
New Northern Economic
Cooperation
Weon-Yong Sung, Sungkyu Lee, Youngil Oh,
and Pavel Minakir (December 2013)
ISBN 978-89-322-1462-7 / A5 / 300pp. / USD 10

Since the beginning of the third term of the Russian President Vladimir Putin, Russian
foreign policy has given strategic priority to the economic and political integration of the
entire Eurasian continent. In addition, Russia is unfolding plans to make Russia the central
axis of a vast strategic belt between the EU and the Asia-Pacific region. Now Russia is
carrying out its ‘New Eastern Policy’ in order to more actively expedite Russia’s integration
into East Asia and the Asia-Pacific region.
Currently the Korean government and companies are trying to find appropriate investment methods under the banner of the so-called ‘New Northern Policy’, paying attention
to a series of changes in the conditions regarding the development of the Russian Far East.
However, it is not clear which are the actual components of ‘New Northern Policy’ and the
what the policy has in common with Russia’s New Eastern Policy; and lastly, the role it can
serve in strengthening the strategic partnership between Korea and Russia.
Therefore, it is important to examine the goals, tasks, and policy directions of the RFE
development strategy and to analyze how we should manage the ‘New Northern Policy’
in response to Russia’s New Eastern Policy. The main challenge is to fully understand the
real aspects of the ‘New Eastern Policy’ that Russia has proposed after the APEC summit
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in September, 2012 and to assess the manner in which the RFE development strategy and
the Asia-Pacific regional integration will proceed. In this regard, we should pay attention to
some of the programs under way in Russia. On March 29, 2013, the Russian government
approved the national program “Socio-Economic Development of the Far East and the
Baikal Region until 2025.” However, only a fragmentary description of this program was
made known in Korea and comprehensive analysis of this program has not been done out
until now.
Under these circumstances, the authors reviewed the policy directions and problems in
RFE development, focusing on the national program “Socio-Economic Development of
the Far East and the Baikal Region until 2025.” And we analyzed the sets of interests which
Russia’s New Eastern Policy and Korea’s New Northern Policy might have in common.
This study consists of six chapters. In the first chapter we presented the background and
purpose, the scope and methodological approach of this study, and provided an overview
of previous studies on this issue. In the second chapter we analyzed the RFE development strategy and policy directions of the Russian government. The impact of the global
economic crisis (2007~9 years) on the economy of the RFE was very great. The rate of
economic growth decreased, investment activities shrank, the extraction industry’s share in
industrial production rose considerably, and the preexisting problem of imbalance in the
RFE economy became worse than before. The problem of outdated infrastructures and
resulting limitations in capacity are serious. Also, there is also the continuing problem of a
declining population.
The development of the RFE is marked by a combination of two driving forces. One is a
program for regional development, initiated and financed by the Russian federal government. The other is foreign economic cooperation. The purpose of the national program
“Socio-Economic Development of the Far East and the Baikal Region until 2025” is as
follows: 1) formation of conditions for accelerating development of the RFE and the
Baikal region, and the transformation of the RFE into a competitive macro-region with a
diversified economy led by high value-added technology production, 2) achieve significant
improvement of socio-demographic conditions in the RFE and the Baikal region with
creation of conditions for stemming and reversing population loss with qualified specialists, and improvement of living standards of the population to levels above the average
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European standard.
In chapters three to five, this study made a comprehensive analysis of the current situation in terms of transportation, energy, and social infrastructure in the RFE and the Baikal
region based on the analysis of the national program “Socio-Economic Development of
the Far East and the Baikal Region until 2025”. The authors overviewed the goal, tasks,
and policy directions represented in each sector subprogram and assessed the prospects for
their development in the future. Lastly, in Chapter six, this study assessed the performance
of economic cooperation between Korea and the RFE, and analyzed potential cooperation
projects in transport, energy, and social infrastructure for Korean investment into the RFE.
Since the establishment of Korea-Russia diplomatic relations in 1990, the turnover of trade
between Korea and the Russian Far East trade has increased rapidly due to their geographical proximity and complementary industrial structures. Trade relations now play a critical
role. The Korea- Russian Far East trade turnover accounts for 41.2% of the total trade
volume between Korea and Russia. But, on the other hand, Korea’s investment into the Far
East is paltry, as it accounts for barely 0.7% of the total volume of FDI into this region.
The Korea-Russian Far East economic relations has been locked in the frame of simple
trade -the exchange of fuel, raw materials from the Far East for finished industrial products
from Korea. In fact, Korean companies are reluctant to invest in the Russian Far East owing to poor investment conditions.
However, as Russia recently continues to drive the ‘New Eastern Policy’ forward and invests into Far East development projects, Korean companies are trying to make inroads
into the Far East markets. Accordingly, investment cooperation between Korea and the
Far East is expected to expand. Most of all, Korean companies can participate in projects
in the field of transportation such as the construction of seaports and logistics facilities,
including the realization of the ‘Rajin-Khasan Project’ as a pilot project for linking the TKR
with the TSR. Additionally, Korea should strengthen policy coordination on tasks related
to the activation of the Northern route including: 1) simplifying the process for using the
Northern route, 2) reduction of the tariff for icebreaker use, 3) research on actual conditions for Northern route use, 4) build the information exchange system for safe navigation
through the Northern route.
In the field of energy cooperation, it is expected to increase the import of coal for power
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generation from the Far East regions, and with the development of the gasification, the
growth of investment in power generation will stimulate the regions’ import of electric
power equipment and facilities from Korea. Supply of pipeline natural gas from Russia
through North Korea to South Korea will be implemented only in a situation where Russian gas has an edge in price competitiveness and with enough quantity to satisfy market
demand compared to shale gas from North America. In the future, in order to successfully
implement the strategy for energy material exports to the Asia-Pacific region, Russia needs
to gain the trust of regional countries by implementing sustainable and consistent FDI policy. And regional countries need to look for solutions such as establishing investment funds
to secure a huge amount of investment money required for energy development projects.
Social infrastructure, a field into which Korea can invest, are divided into two parts. One
part is the investment activities related to high-quality jobs to create sustainable additional
value. For example, we can consider such activities as the management of universities such
as MBA and hospitals, building industry-university R&D centers, and the operation of
CNG stations for gasification. The other involves facilities that serve as a basis for a more
comfortable and convenient life. For example, it would be possible to receive construction
orders for housing and infrastructure, water and sewage system, a water purification plant,
waste disposal facilities, and housing complexes.
Recently we have widely discussed the ‘New Northern Policy’ regarding Korea’s entry into
the Russian Far East. There are clear strategic directions implied in the ‘New Northern
Policy’. It means that Korea should extricate itself from its geographical handicap of being
a virtual ‘island’ country and become an open country advancing into the continent and
the sea. Also, the ‘New Northern Policy’ implies the building of trilateral cooperation belts
in such forms as South-North Korea-China, or South-North Korea-Russia. In this regard,
the ‘New Northern Policy’ is a kind of policy for unification of Korea. And South-North
Korea economic cooperation is the starting point of ‘New Northern Policy.’
Considering the ‘New Northern Policy’ with Russia, it should be noted that it is directly
linked to trilateral cooperation between South Korea, North Korea and Russia. That is the
essence of the ‘New Northern Policy’ and it can become an indicator to measure whether
the realization of that policy is possible.
For a more rapid progress in Korea-Russia economic cooperation, it is necessary to in180
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crease Korea’s FDI into Russia and implement the trilateral cooperation between South
Korea, North Korea and Russia. In this respect, we need to overcome the physical and
geographical distance between the two countries. This can be done through the three
megaprojects including the Trans-Korean and Trans-Siberian Railway connection projects,
supply of natural gas from Russia via pipelines through North Korea to South Korea, and
supply of electric power from the Russian Far East to South Korea through North Korean
territory within the framework of the NEAREST program. Therefore, in examining the
economic feasibility of these projects, it is necessary to consider not only the economic
benefit-cost analysis, but also geo-strategic, geo-economic interests. And because of the
nature of the projects, mega-projects mentioned above are interconnected. Therefore, we
require comprehensive and integrated approaches to deal with these projects.
Three mega-projects are closely interlinked with other tasks such as modernizing transport
and energy sectors that Russia has given special meaning to in connection with the development of the Russian Far East. Therefore, we need to use these projects as a springboard
to facilitate Korea’s entry into Russian Far East, Siberia, and the Eurasian Continent as a
whole.
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Russian Arctic Development Strategy
and New Possibility for Korea-Russia
Cooperation

Sung Hoon Jeh and Jiyoung Min (December 2013)
ISBN 978-89-322-2364-3 / A5 / 144pp. / USD 7

The Arctic is changing due to global warming. While this poses potential environmental
risks, the region is also emerging as a new shipping route and an alternative source of
energy supply. Recognizing the enormous potential of the region, both Arctic and nonArctic countries are devoting increased attention to the use and development of the area.
Korea, a non-littoral nation, also is moving quickly to involve itself in Arctic issues. Namely,
it received permanent observer status at the Arctic Council in May 2013 and adopted the
“Comprehensive Arctic Plan” in July.
In fact, participation in activities in the Arctic is an arduous task for a non-Arctic country
under the current Arctic governance regime. However, Korea, an energy-and-trade-dependent economy, is seeing new opportunities, because the opening of the Arctic provides an
irresistible attraction. In order to actively participate in the Arctic, Korea needs to take part
in tackling relevant global issues, such as environmental protection and preservation, development of technology applicable to the Arctic, etc. as a member of the global community.
Building and maintaining close relationships with relevant countries should be sought as
well.
In this context, cooperation with Russia, in particular regarding the Arctic, has significant
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meaning to Korea for the following reasons. First, the majority of hydrocarbon resources
in the region lay in the Russian Arctic region. Since Russia is developing fields for exploitation of energy resources through international cooperation, Korea needs to consider ways
to participate in such projects. Second, when using the Northern Sea Route, it is inevitable
that shipping pass through waters under the authority of the Russian Federation and employ Russian facilities, such as ports and ice-breakers. In addition, the Russian government’s
plans to establish infrastructure for the development of the region including an integrated
transport system and ICT network may provide chances to Korean investors. Third, Russia
is an influential participant in Arctic governance such as the Arctic Council, BEAC, etc.
Thus, closer cooperation with Russia can make Korea’s participation in Arctic governance
much easier.
In this report, the following measures are suggested in order to strengthen cooperation
with Russia. First, apart from the “Comprehensive Arctic Plan,” an “Extensive Cooperation Strategy toward Russia” should be devised. The document needs to encompass all
possible forms of collaboration and opinions of experts regarding Arctic issues. Second,
establishment of an “Arctic Cooperation Committee” under the Korea-Russia Joint Commission on Economic, Scientific and Technological Cooperation and “Korea-Russia Joint
Arctic Research Center” will be helpful in developing constructive bilateral cooperation. All
Arctic-related topics between the two nations can be discussed within the Committee and
the Center will take a role as a think-tank on Arctic issues. Third, creation of Asia-PacificArctic Council modeled on the Barents Euro-Arctic Council jointly with Russia will help
intensify regional cooperation. Through this system, Korea may have more chances to
engage in the Arctic issues earnestly as an active member. Fourth, the opening of the Arctic
provides investment opportunities for Korean companies. Participating in consortium or
joint investment projects, and technological cooperation with Russian organizations can
be viable ways to become involved in the Arctic. Since Russia’s dilapidated ports require
new construction or maintenance, investing in relevant projects could also be considered.
Fifth, various civil and academic exchange programs will contribute to nurturing Arctic
specialists, extending cooperation with indigenous peoples, and raising Korea’s image as a
trustworthy partner in the Arctic for the long term.
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Since 2000, Russia has announced a foreign policy doctrine under the Concept of the
Foreign Policy of the Russian Federation (hereinafter, the “Foreign Policy Concept”). The
Foreign Policy Concept, which is created by the Ministry of Foreign Affairs and approved
by a Presidential Decree, is the most basic document that defines the basic principles, preferential orientations, objectives, and tasks related to foreign policies, including foreign economic policy.
The Foreign Policy Concept updated on February 12, 2013 is structured in a similar manner as those of 2000 and 2008. In terms of content, however, it reflects the global economic crisis, and the changed global economic-political situation since the Arab Spring.
Accordingly, it can be considered a new doctrine that defines the orientation of the foreign
policies of the third-term Putin Government in that Russia’s priorities for the global and
regional levels have been modified.
The implications of the adoption of the new Foreign Policy Concept are as follows: First,
the third-term Putin Government’s perception of foreign countries are well-established.
The perception is that the world order is being transformed from the one once led by the
U.S. to a multipolar system in which major powers share responsibilities. Moreover, there
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is an increase of instability and unpredictability on the global and regional levels because
during the process of the transformation, the challenge is brought up due to persisting
global economic crisis, changing balance of military power, increasing influence of ideological factors, risk solutions that deviates from the UN Security Council, and misuse of
“soft power”.
Second, foreign policy tasks President Putin previously mentioned have materialized. Major contents of various articles, publicized by Putin during his premiership and presidential
campaigns, have been systematized into foreign policy tasks. These ‘tasks’ revolve around
the key contents of the “Decree by the President of the Russian Federation on Measures to
Implement the Foreign Policy of the Russian Federation (No. 605 of 7 May 2012)” signed
by President Putin immediately after his inauguration on May 7, 2012.
Third, prior tasks on the global/regional levels have been readjusted. Russia's global-level
priorities in terms of foreign policy have been readjusted to include the following: “Emergence of a New World Order”, which is based on a strengthened role of the UN and
the collective leadership of major powers; “Rule of Law in International Relations”, centered around conformance with international legal norms and securing of national sovereignty; “Strengthening of International Security” through control of military power and
reinforcement of trust regarding military issues; “International Cooperation in the Sphere
of Economy”, for innovative development of the national economy and for minimizing
risks; “International Humanitarian Cooperation” at the global level that contributes to the
guarantee of human rights of the Russian diaspora and the enhancement of “soft power”;
and “Information Support for Foreign Policy Activities”, which increases efficiency of the
fulfillment of foreign policies.
Russia’s regional-level priorities have also been modified and supplemented to reflect economic-political changes of and Russia’s changed relationship with various regions of the
world, such as the former Soviet region, Europe, USA, the Arctic and the Antarctic regions,
the Asia-Pacific, the Middle East, Northern Africa, the Latin Americas, and Sub-Saharan
Africa. Most remarkably, Russia has presented a new framework for economic integration centered around the countries of the Commonwealth of Independent States (CIS),
namely, the “Eurasian Economic Union”. It also has clearly expressed negative opinions
and concerns about the activities of the North Atlantic Treaty Organization, and voiced
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a strong warning toward the foreign policies of USA as well as willingness to improve its
relationship with USA at the same time. In addition, they have decided on their priorities
regarding the Arctic and the Antarctic regions, which have never been mentioned in the
past “Foreign Policy Concepts”. Moreover, reinforcement of relationship with countries in
the Asia-Pacific and its neighboring regions has been further emphasized.
Given such a background, Korea’s main tasks related to its cooperation with Russia are
as follows:
First, Korea should consider the establishment of a cooperative relationship with the Customs Union and the Common Economic Space, which are being led by Russia in the
former Soviet region aimed at the realization of the “Eurasia Initiative”. The “Eurasia
Initiative” consists of proposals promoting the formation of the Eurasian economic zone
by connecting economic zones in various parts of Eurasia, under the concept of “one
continent”. Russia is forming a Customs Union and the Common Economic Space with
Belarus and Kazakhstan, bordering EU on the west and APEC on the east. This forms the
basis upon which the third-term Putin Government is attempting to establish the “Eurasian Economic Union” by 2015. In addition, other CIS countries are expressing their
intentions to participate in such former Soviet regional economic integration. In order
for Korea to become the starting point of the “Eurasian economic zone”, and the portal
through which Eurasia and the Pacific are connected, it should consider establishing an
institutional basis on which it can reinforce economic solidarity with the former Soviet
regions, as well as with the Asia-Pacific. Accordingly, although the method of participating
in such an initiative might require more policy reviews, it is deemed necessary for participation in the Customs Union and to establish a cooperative relationship within the Common
Economic Space.
Second, as Russia is pursuing the development of its Far East region to take advantage of
the potential of the Asia-Pacific, Korea urgently needs to expand Korea-Russia economic
cooperation, which would target the area. As Russia has yet to resolve its conflicts with
Europe and USA in areas of energy and national security, it would naturally reinforce its relationship with Asia-Pacific countries. In reality, the third-term Putin Government is giving
much emphasis to economic-political emergence of the Asia-Pacific region, and is showing a significant interest in the expansion of economic cooperation with Northeast Asian
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countries, such as China, Japan, South Korea, and North Korea. Taking advantage of such
a situation, therefore, South Korea should seek various measures to expand Korea-Russia
economic cooperation in the region.
Third, as Russia is maintaining a balanced relationship with both Koreas while it pursues
the realization of trilateral economic cooperation projects, Korea should actively utilize it
to move forward with the “Korean Peninsula Trust Process”. South-North-Russia trilateral economic cooperation projects promoted by Russia to connect railways, construct gas
pipelines, and interlink power system networks, will stimulate North Korea’s economic
development, and establish infrastructure connecting the South and the North in preparation for the unification of the Korean Peninsula. Therefore, the realization of the trilateral economic cooperation projects will be instrumental in moving the “Korean Peninsula
Trust Process” a step further.
Fourth, Korea needs to establish and implement tasks of cooperation with Russia in the
Arctic region. The fact that the Arctic region is mentioned in the “Foreign Policy Concept”
for the first time in history clearly shows the special interest of the third-term Putin Government in the region. Korea-Russia cooperation in the Arctic region should be deemed
significant. Considering that areas under Russian sovereignty or jurisdiction contain very
large petroleum and gas reserves, and that it is required to pass through the waters under the Russian jurisdiction by using Russian ports and icebreakers in accessing the Arctic
route, a new international maritime trading passage. Therefore, for Korea to enter the Arctic region in earnest, it needs to establish and implement cooperative tasks in a systematic
manner through creating an “Overall Strategy for Cooperation with Russia in the Arctic
Region” or a similar initiative.
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The Economic Impact and Application
Plan of the Visa-Free Regime
between Korea and Russia

Yeo-Cheon Jeong, Soonchan Park, and
Boo Gyun Kang (December 2013)
ISBN 978-89-322-2353-7 / A5 / 100pp. / USD 7

Korea and Russia, for years, have had informal discussions in both government and private
sectors on the need for an introduction of visa-free regime between two countries. And at
the 9th bilateral consular affairs talks held in March 2010, two countries finally started an
official dialogue to establish mutual visa-free travel. In particular, during the 2012 APEC
summit, leaders from both countries agreed to open negotiations for mutual visa-waiver
agreement (VWA), and then at the 12th bilateral consular affairs talks held in May 2013, the
both sides reached agreement on general contents of the agreement.
The political-economic judgement takes a main role in promoting Korea-Russia visa-waiver agreement. Since the establishment of diplomatic ties in 1990, Korea-Russia relationship
has been steadily moving forward. At the 2008 summit, the two leaders agreed to upgrade
bilateral ties from the status of a comprehensive partnership to that of a strategic cooperative partnership. And in 2012, Korea’s trade volume with Russia amounted to 22.5 billion
dollars, an increase of 117 times over 20 years. The number of mutual personal exchange
between both countries also increased up to 280 thousand people in 2012.
The purpose of this study is to analyze the background and economic impact of the Korea-Russia VWA, and come up with propositions for its efficient application plan. The
188

2013 Summaries of Research Report

Russia/Eastern Europe

study is consisted of five chapters. The first chapter introduces background and purpose
of the study and previous research. Then, an overview on the background and contents of
the agreement is presented in the second part. In the third chapter, the status and charateristics of visa-waiver agreements that are already in existence discussed.
In the fourth chapter, the economic impacts of the Korea-Russia VWA are analyzed. In
particular, this study evaluates the economic benefit that the VWA brings to the Korea,
including increased tourist-business trips and reduced expenditure on visa issuance. In order to capture the net effect of the VWA – the increased tourism and business trips due
to VWA – the author uses the difference-in- differences method as well as random effect
and fixed effect model based on statistics of inbound and outbound visitor trends for 64
countries, which with Korea made a VWA. Also the author calculates the trade stimulating
effect between Korea and Russia using gravity model and conducts input-output analysis
for Korean tourism. However, the results of this study show minimum riffle effect of
Korea-Russia VWA, as it is based on average indicators of VWA already achieved between
Korea and 64 individual countries.
The chapter five summarizes previous parts and presents challenges and measures to enhance cooperation between Korea and Russia, by VWA as a momentum. The visa-waiver
agreement can be either an opportunity or an instrument for boosting economic cooperation, but it is hard to be an immediate factor. Therefore, comprehensive policy tools needs
to be prepared to maximize its effect.
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The Role of International
Development Finance Institutions in
Financing Infrastructure
in Africa and Its
Implications for Korea
Young Ho Park, Youngki Kim, Jong-Moon JANG,
and Hyelin Jeon (December 2013)
ISBN 978-89-322-1474-0 / A5 / 240pp. / USD 10

Africa, once a land of ceaseless civil wars and abject poverty, is now emerging as a continent
of new potentials and opportunities, drawing attention from governments and corporations worldwide. The growing interest in Africa is evident in a recent opinion poll involving
construction companies in Korea. The respondents’ interest in Africa was much higher
than that in either the Middle East or Asia. It is no exaggeration to say that the sound of
bulldozers and hammers are fast replacing the sound of guns on the continent, whose demand for construction is growing explosively. In line with this, however, the backward business environment in general, continuing political instability, and breaches of contracts that
are still prevalent throughout the region make Korean corporations reluctant to enter into
the African market. Furthermore, these risks limit the amount of financial support that
Korean export credit agencies (ECAs) provide. It is believed that one way to overcome this
is to foster financial cooperation with policy financing bodies overseas. This study surveys
the types and amount of financial resources that overseas policy financing bodies, such as
development finance institutions (DFIs), provide for Africa, and makes in depth analysis of
major projects in Africa financed by them. Moreover, this study explores how Korean ECAs
and investors can use partnership with financial institutions worldwide to provide greater
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finance for Africa.
This study finds the following characteristics and attributes in the financial support that
DFIs have been providing for Africa. Firstly, DFIs are increasing their support for Africa,
particularly prioritizing projects on infrastructure development. The World Bank (i.e., the
International Bank for Reconstruction and Development (IBRD) and the International
Development Association (IDA)), for instance, allocated 20% of all loans it provided in
2012 on Africa, which was spent on a wide range of development projects, including plant
construction, roads, bridges, water resources, and wireless communication networks. International Financial Corporation (IFC), which has traditionally focused on Central Asia and
Latin America, has also been increasing its financial assistance for Africa in the recent years.
Whereas IFC’s assistance for Africa stood at USD 278 million in 2002, it multiplied by
over 13 times to reach USD 3.7 billion by 2012. Much of IFC’s investments and loans for
Africa concerns infrastructure development, amounting to over USD 1 billion in 2012. The
Multilateral Investment Guarantee Agency (MIGA) encourages and guarantees privatesector investments in developing countries. It has played a pivotal role in the development
of Africa by providing guarantees for multiple projects. MIGA’s attention these days is on
assisting postwar reconstruction in countries coping with the aftereffects of civil wars. In
2012, 34% of the number of projects guaranteed by MIGA was allocated to sub-Saharan
Africa, representing 24% of the total value of investments the agency guaranteed.
The European Investment Bank (EIB) is another major source of finance for Africa’s
development projects. The EU-Africa Infrastructure Trust Fund (ITF) which the bank
established in 2007, has been crucial to the expansion of infrastructure in Africa. The
African Development Bank (AfDB) shows a similar concern for developing infrastructure,
which claimed almost half of all the loans and concessions the bank provided in 2012. The
AfDB’s goal is to promote market integration across Africa and it prioritizes trans-Africa
infrastructure projects that involve multiple African countries accordingly.
Secondly, the most active bilateral DFIs in Africa today are CDC of the United Kingdom,
Proparco of France, and DEG of Germany. These institutions mainly focus on assisting
private-sector projects that aim to achieve significant development impact and financial
returns. Although these bilateral institutions count as organizations of official development
assistance (ODA) as they support the eradication of poverty and sustainable development
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in developing countries, they are also akin to commercial banks in their pursuit of profits.
These institutions have been successful with the development projects in Africa they have
invested in. These projects have yielded much development impact and financial returns,
particularly reflecting these institutions’ extensive experience with, and expertise on, the
feasibility and analysis of development projects. Another interesting characteristic of these
European DFIs is that they mobilize private-sector capital through proactive investments
for risk management. By providing investments, loans, and guarantees for risky privatesector projects, these institutions serve to catalyze the participation of other investors and
lenders. CDC, for instance, has been participating in a broad array of development projects
in Africa, making use of the UK-Africa relations that go back to the colonial days. Having
decided to concentrate investments in Africa in 2011, CDC is rapidly increasing its presence on the continent. Its operating policy today requires that 75% of all new investments
be made in low-income countries (i.e., countries with a GDP per capita of USD 905 or less
each), and that 50% of those investments be made in sub-Saharan Africa. Thanks to this
change in policy, Africa claimed the majority of investments that CDC made in 2012. Most
of these investments have gone into former British colonies, such as Kenya, Nigeria, South
Africa, Ghana, Uganda, and Tanzania.
Proparco is similarly active in Africa, with eight of its fourteen overseas offices located
on the continent. Proparco’s area of focus is sub-Saharan Africa, which has taken almost
half of all the investments that the company has made so far. On the contrary, Africa is
relatively minor in the investment portfolio of DEG, a company based in Germany that
has no comparable historical or colonial relations with Africa. Nevertheless, DEG has been
steadily increasing its investments in Africa in the recent years, especially in the form of
cofinancing with other DFIs.
Thirdly, financial resources of quite diverse natures come together through cofinancing to
form financial packages for Africa. Large-scale projects involving construction and plant
development rely primarily on the financial assistance provided by multilateral development banks (MDBs) and bilateral DFIs, with ECAs and commercial banks tending to
participate in these projects as latecomers. African projects tend to involve multiple and
diverse financial institutions, not only to find sufficient financial resources, but also to distribute and mitigate the risks inherent to those projects. Africa is still home to a wide range
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of unpredictable risks. Most African states have relatively low credit ratings, making it impossible for financial institutions to fund projects in the region either by themselves or in
small groups.
This study develops suggestions on how Korean ECAs and investors can make use of
DFIs overseas based on their analysis of these characteristics. First, Korean ECAs need
to attempt to broaden the range and scope of cofinancing. As Korean corporations have
begun to pay greater attention to construction and plant development markets in Africa,
the Export-Import Bank of Korea, an ECA, has been trying to enlarge the range of export
credits and Development Cooperation Fund (EDCF) it provided for projects in Africa.
The high business risks and rampant poverty in African states, however, still make it nearly
impossible to draw sufficient investments to satisfy Korean developers’ needs. Constructorfinanced projects in Africa crucially impinge upon the developers’ ability to secure financial resources for their success. Korean developers, however, lag behind their competitors
overseas in this regard. One way to overcome this shortcoming is to increase cofinancing
with DFIs overseas. Cofinancing may serve to anchor the stability of projects and mitigate
risks. DFIs and ECAs of advanced countries possess significant negotiating power when it
comes to African governments and may effectively provide a bulwark against breaches of
contracts, expropriation and foreign exchange control, restrictions on remissions, and other
such political risks. Because construction and plant development projects require massive
amounts of investments for setting up the necessary equipment and also for operating the
projects for relatively long spans of time, effective risk management strategies are essential.
The inherent characteristics of these projects also render them riskier than other types of
projects. Should the Export-Import Bank of Korea and other Korean ECAs decide to
cofinance these projects in Africa with financial institutions overseas, they will be able to
catalyze and encourage other Korean corporations’ investments in Africa as well. To this
end, Korean ECAs first need to build and strengthen the network of financial cooperation
with DFIs and ECAs abroad and actively seek out measures of multisource financing by
combining resources and services with these institutions. Without sharing risks with other
ECAs or MDBs worldwide, Korean ECAs would always remain passive in terms of investing in high-risk regions like Africa. Moreover, Korean ECAs also need to broaden financial
partnerships with other types of financial sources worldwide, including ODA institutions
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of advanced countries, international commercial banks, local financial institutions, investment funds, among others. However, because these financial institutions carry different
aims, policies, and terms and conditions of investment, it is important to choose the right
type of financial sources and design the financial package strategically. Cofinancing is a
great way to enlarge the pool of available capital, share experience and expertise, and mitigate risks. The Export-Import Bank has worked on six cofinancing projects in Africa so
far, with institutions, such as the World Bank and AfDB.
Second, cooperation with financial institutions abroad also enable Korean ECAs to take
part in infrastructure projects with great development impact. DFIs prefer projects with
high development impact and cross-border infrastructure development projects that promote regional economic integration, such as energy and transportation projects. The decisive fact about the Kenya-Uganda Railway Network Project, for instance, that drew DFIs’
support was that it would equip Uganda, a landlocked country, with a logistics network
and routes of exports so that it could grow along with the neighboring country of Kenya.
Should Uganda have promoted this project solely for its own benefit, it would have failed
to mobilize such a massive amount of financial assistance from DFIs.
Third, cooperation with financial institutions abroad will also allow Korean ECAs to make
better investment decisions through securing project viability. Projects with poor project
viability face considerable constraints in securing the financial resources they need and thus
tend to drag on for extensive periods. Even in projects in which Korean companies’ participation is limited merely to construction, these companies will have difficulty receiving
payments on time insofar as those projects lack sufficient project viability. Securing project
viability is crucial for projects where Korean companies take a lead or participate in.
Thorough analyses of feasibility are important to foster the private sector’s participation
and investment in projects. The case studies included in this research all ensured the viability of their projects based on detailed feasibility studies.
Fourth and finally, cooperation with financial institutions abroad will also enable Korean
ECAs to make use of the available financial advisory services. Entering the African market
entails a wide range of complex risks and requires thoroughgoing preparations for minimizing them. As Korean financial institutions lack experience and capability to advise on
development projects in Africa, Korean investors need to seek out help from foreign finan196
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cial institutions with expertise on financing projects in the region. It is usually investment
banks with well-established international reputation that provide these advisory services.
European banks have vast experience in handling financial advisory services for prospective investors in Africa. They do not only possess extensive knowledge on the states and
industries of Africa, but also offer expert advice on how to secure investments and minimize risks. These financial advisory institutions of advanced countries can provide a broad
array of helpful services, including consultation on project structures, feasibility reviews,
financing plans, finance modeling, and contracts. Moreover, they can serve as mandated
lead arrangers for securing loans and finding other financial resources. It is thus crucial to
make effective use of the services they provide in order to enter the risky African market.
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Environmental ODA to Africa: Policies,
Determinants and Implications

Sungil Kwak and Hyelin Jeon
(December 2013)
ISBN 978-89-322-2369-8 / A5 / 134pp. / USD 7

We explore the trends and policies of environmental ODA and empirically analyze the
determinants of Japanese and Swedish environmental ODA for Africa. We choose two
countries, Japan and Sweden; Japan is the largest donor of environmental ODA, and Sweden is a role model of this type of ODA provision. From the CRS data, we find that many
major donors have expressed interest in environmental ODA as time passes. However,
each country has its own environmental ODA policies.
The Japanese environmental ODA determinants and its policies can be summarized as follows. First, whereas Japan is the world’s largest donor of environmental ODA, the amount
of giving to Africa has been relatively small. That is, Japan has not been interested in the
environmental issues in Africa for years. Second, the amount of trade significantly affects
the decision to grant environmental ODA for Africa. This implies that the economic relationship between Japan and its recipient countries is a major factor in determining whether
Japan provides environmental ODA or not. Third, recently Japan seems to have changed
its environmental ODA policy for Africa. For example, Japan announced that it would increase the amount of environmental ODA for Africa at the 3rd and 4th TICADs. Fourth,
Japan provides environmental ODA for resource-poor rather than resource-rich African
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countries. For instance, Nigeria, a major oil exporter, got relatively little environmental
ODA from Japan, while it is the number 1 recipient country in Africa of ODA from Japan.
On the other hand, the Swedish environmental ODA determinants and its policies can
be summarized as follows. First, Sweden, with extensive experience providing ODA, has
focused on environmental mainstreaming, even though the size of ODA is relatively small.
Second, the Swedish environmental ODA has been meeting the needs of recipient countries. To investigate their individual needs, Sweden often holds a policy dialogue with recipients. Fourth, the ratio of the total amount of ODA to environmental ODA continues to
maintain a certain level and converges to a small number. However, Japan’s number does
not; this number is stable due to the fact that Sweden many times has held policy dialogues
to persuade the recipient countries to satisfy their needs.
Our findings give the following implications. First, Korea has to reflect the issues of the
environmental mainstreaming to the ODA policy. By doing so, Korea can grow to become
one of the significant donors in this field. In particular, Korea must note that Japan has
expressed the will to take part in environmental mainstreaming through the announcement at the 4th and 5th TICADs. Second, Korea has to hold more policy dialogues with
recipient countries. Policy implementation is a totally different process from policy making.
When the Korean government determines that it will give environmental ODA to African
recipients, the distinct features of Africa should be understood. In particular, the causes of
environmental deterioration differ across regions, as the poor in Africa have different reasons that they remain poor across residential regions. Hence, the causes should be explored
in a dynamic view to provide suitable treatments, rather than in a static view. To do so, more
policy dialogues with African recipient countries are required.
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The Healthcare Industry in the MENA
Region and Its Policy Implications for
Korean Companies

Kwon Hyung Lee, Sungil Kwak, Jaeeun Park,
and Sung Hyun Son (December 2013)
ISBN 978-89-322-1473-3 / A5 / 242pp. / USD 10

The aim of the research is to suggest policy implications for promotion of the healthcare
industry on the basis of analyses of the features and trends of the Middle Eastern and
North African healthcare sectors as well as cooperative environments between Korea and
the MENA (Middle East and North Africa). The healthcare sectors in the MENA have
been expanded with the help of increasing population, life expectancies, and household
income. The governments in the region have also made efforts to establish hospitals and
medical centers and activate private markets in the sector. Thus, bilateral medical cooperation between Korea and the MENA could engender mutual benefits applying Korean
medical technologies and devices and management systems of university hospitals. In the
process, it is necessary to implement industrial policies for small and medium sized enterprises and strengthen export competencies. Then, it can be expected that the healthcare
sector will create professional jobs as a growth sector and contribute to expansion of creative economy.
The report suggests ‘establishment of creative economy through promotion of industrial
linkages and integration between Korean and the MENA healthcare sectors’ as a policy
vision of their bilateral medical cooperation. Policy goals and actions are proposed in the
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division of three areas: industrial linkages and integration, professional manpower capability building and localization of Korea-based technology and hospital management systems.
First, government policies should be implemented so that the healthcare sector could enhance industrial synergies between medical service sectors and manufacturing sectors including medical devices and pharmaceutical products. The healthcare sector should also
increase integration effects with other enabling industries including consulting services,
ICT, finance, etc. Korean hospitals and manufacturers should strengthen cooperative relations with global top hospitals and enterprises to penetrate into the MENA markets utilizing global brands.
Second, lack of professionals like nurses, medical device engineers, ICT programmers etc.
could prevent the MENA countries from developing the healthcare sector even though
advanced facilities are established. Thus, vocational education and training program should
be promoted with establishment of medical colleges and training centers. Exchange of
professionals between Korea and the MENA could enhance mutual understanding of differing institutions, policies and markets.
Third, medical aid to public healthcare system in the rural areas could increase brand values
of Korean medical technology and products. Small and medium sized hospitals specialized
in chronic diseases in the region have favourable conditions in publicizing new brands in
the initial stage of localization. Also, cultural and religious factors should be emphasized
including food and prayer facilities. In the longer term, joint manufacturing projects could
be considered a key policy tool to create jobs and strengthen industrial cooperation in the
private sector.
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China and Iran: Current Relations and
Implications

Pilsoo Choi, Minkyung Lim, and Jaeeun Park
(December 2013)
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In response to United Nations Security Council resolution (UNSCR) 1929 in 2010, the
United States (U.S.), member states of European Union (EU), Korea, and other countries have imposed strong restrictions on Iran’s nuclear, energy, financial, and other sectors.
However, China, the largest trade partner of Iran, only agreed to UNSCR 1929 and it
has been criticized for weakening international sanctions against Iran. China has expanded
business in Iran by filling the void consequences of that Korea and other participants have
been forced to reduce business with Iran. This paper examines current amicable relations
between China and Iran in terms of economic, political and diplomatic relations amid
international sanctions against Iran. Analyzing current relations, this study provides policy
implications for Korea to prepare strategic plans toward Iran.
China-Iran trade had been generally increased even after the adoption on UNSCR 1929 in
2010. Despite the fact that the trade decreased in 2012, China became Iran’s largest export
destination and second largest import destination. As many western companies pulled out
of Iran, Chinese companies take advantages of sanctions in Iran’s cars, auto parts, steel
and iron products markets. Also, the EU ban on purchases of Iranian oil allows China to
become the largest buyer of Iranian oil. It implies that China’s role has become more im204
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portant in Iran’s economy. Moreover, China has expanded its influence in Iran’s energy and
infrastructure industries with financing ability. The number of Chinese companies invest in
Iran drastically increases from one in 2002 to 14 in 2013.
It needs to explore internal and external environmental factors in order to explain close
China-Iran relations amid international sanctions against Iran and critiques of China.
China’s internal factor is a tremendous increase in energy demand resulting from rapid
industrialization and urbanization. It indicates that China is required to maintain stable
relations with oil exporters including Iran, China’s fourth largest oil supplier. Iran’s internal
factors are anti-Western sentiment based on guardianship of the Islamic Jurists, and economic difficulties due to 30-year economic sanctions. It leads Iran to build friendly relations
with China, a world’s economic power, which could replace Western firms. Furthermore,
anti-Western and anti-imperialism sentiment of China and Iran helps improve diplomatic
relation and cooperate third-country issues such as Syria conflict. Meanwhile, China-U.S.
relations have a constraining effect on China-Iran relations because U.S. is the top priority
for China’s diplomatic policy.
China might continue to cooperate with Iran, but not at the expense of relations with U.S.
Iran is expected to maintain current amicable relations with China and request brokering Iran and other parties concerned. Considering the close ties between two countries, it
is necessary to not only preemptively prepare possible economic cooperation with Iran,
but also strengthen cooperation in culture, education, or other non-sanctioned sectors.
Moreover, it is helpful for Korea to regard limitations under sanction as usual business environment in weak institutions and resource abundant countries. Based on this experience,
Korea will overcome external environment and establish new cooperative partnership with
those countries on resources.
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Expected Effects of Entrenching Financial
Cooperation between Korea and the MiddleEast and International Expansion
Strategies of Korean Banks to the
Middle-East Financial Markets
Oh Suk Yang (December 2013)
ISBN 978-89-322-1481-8 / A5 / 268pp. / USD 10

Throughout the Chapters 2, 3, 4, 5 in respective order, this paper examines the concentration ratio of bank market in GCC at status quo, competitiveness of Islamic bank in GCC,
and competitive advantage and internationalization strategy of banks comprising GCC
market, local commercial banks, and global commercial banks in GCC market.
In chapter 2, we examined the distribution of Islamic banks at status quo, the peer group
analysis on 11 peer groups of the world’s largest (total asset) Islamic banks, and regional
distribution of Islamic banks, along with careful observation on development and prospect
of GCC bank market. The competition in bank market of GCC and MENA countries was
analyzed through peer group analysis and PR H-statistics, together with thorough analysis
on the consumption behavior for GCC bank at both individual and corporate level.
GCC region is the most concentrated area of Islamic banks and assets, where “troika” of
Islamic bank industry is established among Bahrain, Malaysia, and Iran. Meanwhile, GCC
occupies a great share, outweighing other regions among the Top 20 Islamic banks. The
average of net interest margin (3.01%) of GCC Top 20 Islamic banks surpasses the average
of the Islamic banks all over the world (2.35%).
The size of GCC bank market measured by total asset to bank equity ratio has grown by
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17.4% during 2000~2011; domestic private credit (to GDP %) has grown by 63.7% during
1993~2011, which proves its outstanding financial development in light of bank market
activity. In terms of asset size, UAE and Saudi Arabia are predominant, while Bahrain
shows a steady rising tendency of GDP ratio. Furthermore, GCC bank industry, in general,
presents rapid trend of recovery and development. The fall of bad debts and increase of
bank profitability are expected to be consistent, and the saving ratio over 170% makes the
prospect even brighter.
The peer group analysis substantiates the competitive status of GCC bank market. This
is evident in the Gini’s coefficient measured by Lorenz curve: net income (0.24), total asset
(0.38), operating revenue/turnover rate (0.01), market capitalization (0.38) and so on. However, for the purpose of methodological rigor, this paper applies PR-model to demonstrate
the level of competitiveness in GCC bank market. As a result, it has been proven that GCC
Islamic bank market is at balanced-competitive status (H-statistics 0.6386), which is a fairly
equivalent level in comparison to bank’s H-statistics (0.60~0.80) over 50 different countries
according to preceding research (Claessens and Laeven 2003). Meanwhile, GCC commercial bank market is also proven to be at balanced-competition level (H-statistics 0.6652).
In chapter 3, for escalation of practicality and holistic evaluation, an empirical analysis
was conducted using pertinent firm specific variables, derived from internal factor such as
financial structure and managerial attribute, and macro economic variables to analyze external factors affecting profitability of banks. As a result, the deviation in the determinants for
each indicator between Islamic bank and commercial bank is verified: profitability, growth,
efficiency, financial strength and stability.
In chapter 4, an empirical analysis was conducted to examine the correlation between corporate governance and firm values of Islamic bank and commercial bank.
The biggest distinction in corporate governance between Islamic bank and commercial
bank is the presence of board of Sharia and Sharia executive department. Through ex
ante and ex post supervision of bank business, Sharia board reinforces the compliance of
Islamic law in their business. However, there are arguments purporting that multilateral supervision rather hinders efficiency, which abates the authority of Sharia board’s regulation.
Furthermore, the original function of Sharia board may stand out in financial trade, but at
work of bank management, the practical managerial skills of Sharia executive management
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is appraised to be more significant. The operation of Sharia board differs from country to
country, mainly in two ways: The presence of internal Sharia board and the employment
of external consultants.
In chapter 5, GCC bank market was investigated as to inquire the suitability for overseas
expansion site of Korean banks. The examination encompassed the study of entrance and
concentration of global bank’s GCC bank market, and the internationalization of participants in GCC bank market and Korean domestic banks. Competitive advantage of GCC
bank market participants including Korean banks was also analyzed.
Concentration ratio of GCC commercial bank, executed with peer group analysis, delineated fairly low value. In measuring market concentration ratio using Lorenz curve, the
Gini’s coefficient substantiated the GCC commercial bank at balanced-competition: net
interest revenue (0.16), operating income (0.16), net income (0.32), savings & short-term
fund (0.17) and so-on.
It can be proposed that a bank has sustainable competitive advantage when the bank’s
resource for its competitive advantage is valuable(V), rare(R), immitable(I) for its competitors, and have organization(O) that can exploit such resource. Through VRIO internal analysis, domestic bank’s competitive advantage is based on its IT and consumer-ondemand service. Information, which is the pivotal source of competitive advantage for
financial industry, is essential to realize economy of scale, and is expected to function as a
resource that can overcome the ownership-specific advantage and location-specific advantages of Islamic bank and local commercial banks.
Meanwhile, result from quantitative analysis on performance suggests that Islamic bank
has the highest competitive advantage on growth and financial strength, and competitive
disadvantage on profitability, efficiency and stability. Global banks have displayed the highest competitive advantage on growth, but stopped at showing only fairly high competitive
advantage on the rest of the indicators. Local commercial banks have shown the highest
competitive advantage on profitability and growth, but fairly high competitive advantage
on efficiency, stability and financial strength. Meanwhile, the Korean domestic banks appeared to have competitive disadvantage on growth, but they also appeared to be equipped
with the highest competitive advantage on stability and financial strength, and fairly high
competitive advantage on profitability and efficiency.
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This study ultimately proposes Korean bank’s strategies for GCC bank market entrance.
There are various strategic options for Korean domestic banks to penetrate into foreign
bank market. First, collaborative entrance with another Korean bank already existing in the
market would be the most favorable strategy. Second, collaboration with a local bank could
be a safe choice in eluding the potential risks associated with foreign market entrance. The
third option would be augmenting the risk-avoiding opportunities by joint overseas expansion with a manufacturing firm.
However, the following factors are required for Korean domestic banks to sustain its
growth after its entry to GCC bank market. The first factor is the ability to incorporate
various needs of local people in their financial products. Secondly, a pursuance of longterm orientation is a prerequisite for the acquisition of sustainable development, offsetting
potential costs from internationalization at the same time.
Another strategy that drives GCC bank market entrance of Korean domestic banks to
success is the optimization of internalization, which serves as a catalyst in reducing potential risks through experiential learning. At similar marginal cost-marginal benefit level, it is
favorable for banks to reduce risks by maximizing the process of internalization.
However, entering GCC bank market is unachievable with sole effort of Korean domestic
banks. Thus, in addition to persistent efforts of the Korean government through different
policies, the following complementations are required to be processed. First, more active
and practical moves regarding contracting agreements and treaties at government level are
to be encouraged. Secondly, the government support to the bank’s entry to GCC by training mid-east Islam experts are to be expanded and intensified. Third, a policy promoting
GCC market penetration of domestic banks and firms is also a pressing matter.
Lastly, unlike the aforementioned optimistic expected effect from global business activities, foreign market entrance may become easier due to deregulation, which could result
in excessive penetration on specific regions, arousing concerns about deterioration of
profitability and financial accidents. In order to prevent such accidents, the supervisory
authorities should strive to reinforce their superintendence on foreign branch, control over
imprudent foreign market entry, stay vigilant on law compliance, and ameliorate internal
control systems.
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The Rise of Multilatinas in Latin
America and the Implications for
Korea

Kisu Kwon, Jino Kim, Misook Park, Siun Yi,
and Taekyoon Lim (December 2013)
ISBN 978-89-322-1475-7 / A5 / 318pp. / USD 12

Multinational firms originating in Latin America, or “multilatinas,” have risen over the past
twenty years, and they are now affecting Latin American economies significantly. The current study draws attention to these relatively new economic actors and suggests how to
promote economic cooperation with them.
The study consists of six chapters. The first and introductory chapter discusses the purposes of the study, methodology and existing literature. Especially it reviews theories on
the choices of firms for foreign direct investment according to their origins: developed
countries, developing countries and Latin America.
Chapter two analyzes the current state of multilatinas and their major characteristics, especially in terms of sectors and geographical locations. The list of multilatinas included in
this chapter are major multilatinas drawn from the ranking of multilatinas that The Boston
Consulting Group and America Economia have reported.
The third chapter closely discusses the process of the rise of multilatinas. It analyzes how
multilatinas have become the world leaders, how they are affecting global economy. It also
examines their influence on their own national economies by looking at their business networks at the national and regional levels. In so doing, this chapter introduces major families
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that own multilatinas in Brazil and Mexico since multilatinas are predominantly controlled
by individual families.
Chapter four presents several cases of non-Latin American foreign firms that have successfully utilized multilatinas to enter Latin American markets. The nationalities of the foreign firms include the United States, Spain, Canada, UAE, Singapore, Australia and Japan.
The cases of Korean firms cooperating with multilatinas are discussed as well. The sectors
of cooperation are limited to plant construction, natural resource, and ICT.
Finally, the concluding chapter includes some suggestions about how Korea can utilize
multilatinas in order to expand the economic cooperation with Latin America. To this
end, it discusses Korean firms’ perception of multilatinas, and the potential cooperation
between them. The suggestions include i) creating multifaceted cooperation networks, ii)
building strategic partnerships, and iii) inducing the investment of multilatinas in Korea.
With respect to building multifaceted cooperation networks, first, the Korean government
needs to support Korean firms in joining local industrial organizations or associations in
Latin America, to provide them with more useful information on multilatinas. The government also needs to help Korean firms, especially SMEs, strengthen their cooperation
networks with multilatinas. Second, other than existing general conferences or councils,
business councils classified specifically by industry, for instance the Korea-Latin America
plant construction business summit, needs to be created. Third, business councils at a regional level are important since many Latin American countries are eager to form one big
integrated market. Fourth, business councils such as the Korean Chamber of Commerce
needs to expand their membership to include Latin American as well as Korean entrepreneurs. Fifth, Korean entrepreneurs need to actively participate in the annual ‘Multilatinas
Forum’ so as to join the networks of multilatinas in Latin America. Sixth, collaboration
with Latin American MBA schools would be useful because they are the sources of insightful knowledge on Latin American business and have abundant human resources. Seventh,
student internship programs that provide work experience in multilatinas may increase
job opportunities for Korean college graduates in Latin America and therefore expand
networks with Latin American business.
As for building strategic partnerships with multilatinas, first, various forms of strategic
partnership are needed to successfully enter Latin American markets. Second, cooperation
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with Latin American distribution companies, especially from Chile, needs to be promoted.
Third, making a strategic alliance with Brazilian multinationals, especially construction engineering enterprises, is needed to reinforce the presence of Korean firms in the Brazilian
market that is very closed to foreign firms. Fourth, multilatinas would be appropriate partners for Korean companies to enter BOP markets in Latin America. Fifth, it is important to
expand cooperation with national oil companies (NOCs) in Latin America such as ENAP
of Chile, Ecopetrol of Colombia, Petrobras of Brazil.
Last but not the least, in regard to inducing the investment of multilatinas in Korea, “Latin
America Desk” or “Multilatinas Desk” should be created within the Invest Korea for systematic promotion. Korea also needs to increase an awareness of Korea’s positive business
environment among multilatinas. In addition, Korea needs to promote itself as the hub for
Latin American firms to invest in Asia. To this end, Korea should promote institutional
platforms for doing business with Latin America, such as FTAs, Investment Promotion
and Protection Agreements, and double tax avoidance agreements.
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Strategies for Korean SMEs to Break
into Latin American Markets: Based
on the OLI Paradigm

Seungil Kim, Hwaseok Oh, and Hyun Seo Kee
(December 2013)
ISBN 978-89-322-1480-1 / A5 / 238pp. / USD 10

Central and South America is approaching to Korea companies as a land of opportunities
continuing a stable growth. This research covered the three countries around northwestpacific, Colombia, Peru and Chile (“Andean three countries”), where our SMEs can access
or enter into its market in the most effective way.
Among Central and South American countries, Andean three countries not only signed the
Free Trade Agreement with Korea but also have a great condition in order that our SMEs
can make inroad to its market in view of both geographical position and potentiality of
growth. In particular, Andean three countries and Mexico established the economy community, the Pacific Alliance (Alianza del Pacifico), and its economic community is strongly
emerging as a representative of Pacific coast of Central and South America.
The main purpose of this research is: (a) to analyze the present condition of economy, infrastructure, industrial composition, government policy, etc, (b) to evaluate the competitiveness of Korean SMEs in each industry field of local market after choosing the promising
field and area to make inroad for their business, and (c) to seek the plans for expansion of
Korean SMEs’ business in the local market and the related policies.
To achieve this, this research analyzes the statics of export and import, the trend of invest215
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ment, the competitive environment in local countries in depth, meanwhile, explain the
condition of export and investment in central and South America through overseas direct
investment theory such as OLI paradigm (Ecletic Paradigm), Phased entry theory, etc. Following this research results, the conclusion was reached as below,
Firstly, as regards OLI analysis, Korean SMEs are focusing on export based on O (Ownership-specific advantage) and I (Internalization-incentive advantage) in the Andean market. Except direct investment aiming for acquisition for local resources, however, it is very
slightly to choose local direct production with all O, L(Labour-specific Advantage) and I.
Substituting the OLI paradigm, Korean SMEs have considerable Ownership-specific advantages in related industries of steel, petrochemistry, electron, auto, machine, IT, Korean
wave, ete. On the other hands, There are not many elements to gain an advantage in the
location-specific advantages by the infrastructure of industrial production and lack of
skilled labours.
Secondly, based on the discussion in the chapter 3, we selected SMEs’ 10 promising items
for export in Andean three countries such as synthetic resins, steel plat, auto-component,
computer, plastic product, raw material fine.
Furthermore, we select some promising products collecting opinions of Korean companies doing a business in Andean countries. As a result, daily supplies, auto-component,
machine and machine-component and business related to mineral energy are selected as
promising products for entering into local market for Korean SMEs.
Thirdly, as an expansion plan for entering into local market, we suggest the promotion
of direct export, the business to business connection, the strategies for joint-venture entering, etc. As an example of the business to business connection and the strategies for
joint-venture entering, we present two strategies as the joint overseas expansion with major
company or between SMEs. the other strategy for the joint-venture overseas expansion is
the connection and joint-advancement between SMEs. Thereby, SMEs with a paucity in
resources can make a connection with their capability, reduce the risk and make inroads
into overseas markets.
Fourthly, as policy strategies for the promotion of entering into local markets by SMEs,
we present the present condition of various policies for the promotion of SMEs’ entering
into overseas market (export), and call on the government to strengthen foundation for the
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overseas expansion and come up with an effective plan for supporting the joint overseas
expansion between enterprises.
In addition, as regards preparation plan for support for the joint overseas expansion, we
suggest the government not only gives positive supports for the joint overseas expansion
between large companies and SMEs or between SMEs but also examines and operates
some policies such as support centers for joint overseas expansion with major company
and SMEs to promote SMEs’ overseas expansion, appointment system of outstanding
company doing a business jointly.
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Green Climate Fund: Current Issues
and Way Forward for the Successful
Operationalization

Jione Jung, Jeongmeen Suh, Jinyoung Moon,
and Jihei Song (December 2013)
ISBN 978-89-322-1458-0 / A5 / 200pp. / USD 10

At the 16th session of the UNFCCC Conference of the Parties (COP), the parties reached
an agreement to scale up climate finance to 100 billion dollars per year by 2020. This decision, also known as the Cancun Agreement, mandated the establishment of the Green
Climate Fund, a multilateral fund designated for climate change mitigation and adaptation
activities. The Green Climate Fund is expected to serve a key role in operationalizing the
scaled-up climate finance. Korea entered the competition to host the Fund along with five
other nations, including Germany and Switzerland. At the GCF Board Meeting in October
2012, the board decided to host the GCF Secretariat in Songdo, Incheon. The decision was
approved at the COP 18 in Doha the following December. Thus, the establishment of the
GCF Secretariat in Songdo, Republic of Korea became official.
Considering its emergence from a recipient to a donor country in just a few decades, Korea
has the potential to serve as the bridge between the developing and developed nations. In
addition, by hosting the only multilateral climate fund in the Asian region, Korea seeks to
pursue a more active role in the international climate change scheme.
The GCF maintains an independent secretariat as well as a legal entity. Moreover, a substantial amount of the long-term finance for climate change is expected to be channelled
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through the GCF. This paper seeks to provide an up-close observation of the backgrounds
and characteristics of the Green Climate Fund. Based on the observations, the paper aims
to analyze the potential and limits the Fund presents to Korea, and eventually to provide a
policy direction for Korea.
The paper is organized in the following order. Followed by an introduction in the first
chapter, Chapter Two provides a precise observation on the establishment of the GCF.
The chapter reviews discussions regarding climate finance at the Convention, as well as
those on the relationship between the Fund and the Conference of the Parties. To pursue
these goals, the paper analyzes the financial mechanism of the Convention as well as the
COP guidelines and decisions.
Chapters Three and Four review two critical issues at the GCF Board: mobilization and
delivery of the Fund. Initially, the resources for the GCF was projected to be mobilized
through various sources including bilateral and multilateral channels; as well as public, private, and innovative sources. Nevertheless, at the moment, no donors have made pledges
to the Fund, putting the operation of the Fund at risk. Chapter Three seeks to provide
a theoretical overview of factors that influence donor countries’ decisions to contribute
to multilateral funds. Global Environment Facility has been responsible for the financial
mechanism within the Convention. The World Bank’s Climate Investment Fund is also a
prominent multilateral fund related to climate change. An analysis of the two funds are
made, in order to explore options for the GCF. Chapter Four discusses various issues regarding the delivery of the Fund. These issues include financial instruments, access modalities, and options to facilitate private sector participation. The Chapter also provides a review
of existing funds regarding critical issues. Based on the findings, the chapter emphasizes
strengthened financial readiness of the recipient country, considerations for private sector
participation, and mutual accountability as preconditions for the success of the Fund.
In conclusion, Chapter Five provides suggestions for the Fund and strategies for Korea,
focusing on the success of the Green Climate Fund. In order to ensure the successful
launch and sustainable operation of the GCF, the paper identifies three major challenges
that need to be addressed. The challenges include, differentiating the Fund from other
existing funds in order to draw financial resources, creating an enabling environment for effective use of the Fund, and expediting progress in the Convention negotiations regarding
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climate finance. Currently, the most urgent task in operationalizing the Fund is maximizing
the inflow of public resources to the Fund. By highlighting country ownership, the Fund
can promote distinction vis-a-vis other existing funds, thus attract donors’ contributions.
Furthermore, as contributions are not expected until the completion of the GCF business
model, prompt creation of an enabling environment for direct access and result-based approach is crucial. Breakthrough at the climate finance negotiation which is directly related
to the resource mobilization of the Fund is another pressing task.
In the second part of Chapter Five, the paper provides suggestions for Korea as the host
country of the GCF Secretariat. For instance, Korea can present ideas for a more rapid operationalization of the GCF. While regular replenishment of resources is desired in terms
of stable function of the Fund, ad hoc contribution is inevitable for initiating operations
in the near future. Korea can consider putting forward an alternative, to provide a guideline for the phased conversion of ad hoc contribution to regular replenishment based on
certain conditions, and to persuade countries to agree to the guideline. Secondly, climate
finance readiness and preparatory support for developing countries will lead to creating an
enabling environment for the delivery of the Fund. Government support to foster related
industries, such as finance, and consulting services in climate change and green technology will largely facilitate the partnership with the GCF. Lastly, the paper presents a guiding
direction for Korea in its participation in the climate talks. Durban Platform, as decided
at the 17th session of the Conference of the Parties, will serve a critical role in the future
climate change negotiations. Since finance, technology development and transfer, and capacity building are mentioned as the means of implementation, Korea should pursue more
active participation in the climate finance negotiations so that a good sum of international
climate finance is channeled into the GCF. In addition, the paper also suggests that Korea
participate more actively in the discussions regarding balanced support to mitigation and
adaptation, creation of an effective tracking system of climate finance, and also linking
capacity building and technology transfer with the GCF support.
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Korea’
s Multilateral Aid: Recent
Developments and Future Challenges

Yul Kwon, Jione Jung, Jisun Jeong, Ju Young Lee,
and Aila Yoo (December 2013)
ISBN 979-11-5567-005-7 / A5 / 260pp. / USD 10

Amid the growing demands in addressing cross-border issues such as climate change, disaster relief and conflict, there is an increasing consensus on the importance of multilateral
organizations in international development. Traditional donors invest in multilateral cooperation in an effort to help achieve Millennium Development Goals (MDGs), create
synergy with bilateral co-operation and increase influence in global development fora. One
of the most significant trends in multilateral development is the sustained growth of noncore multi-bi aid over the past few years and subsequent bilateralization of multilateral aid.
While South Korea has attempted to implement various policy measures to enhance its
aid effectiveness since joining the OECD Development Assistance Committee (DAC),
the newly-emerging donor has yet to establish a coherent, government-wide multilateral
strategy. The fragmentation of multilateral aid among line ministries and agencies as well as
the lack of strategic guidance on multilateral resource allocation are regarded as major challenges undermining the effectiveness of the Korea’s multilateral aid system. In this context,
the paper aims to propose policy directions for Korea’s future multilateral strategy and
possible measures to improve its multilateral effectiveness by analyzing the current status
of Korea’s multilateral aid system. The paper is expected to provide key policy implications
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for the multilateral chapter in the upcoming Strategic Plan for International Development
Cooperation for 2016-2020, which represents the second phase of the basic framework
for Korea’s ODA policy.
The paper begins by analyzing trends and major issues in the global system for multilateral aid. The continuous rise of non-core multilateral aid was one of the most significant
trend over the past few years. It was noted that the emergence of new contributors, such
as BRICS countries and the private sector, led to the diversification of multilateral donors. In the context of growing demand for accountability and transparency due to budget
constraints, various approaches for evaluating multilateral effectiveness such as Multilateral
Organisations Performance Assessment Network (MOPAN) and those of bilateral donors
were examined.
The following chapters analyze the current status and challenges in Korea’s multilateral aid
to UN agencies, global funds and Multilateral Development Banks (MDBs). Acknowledging the general rise of multilateral aid, it has been shown that non-core funding to UN
agencies by more than 17 ministries and government agencies resulted in a high level of
multilateral fragmentation. As attention toward global public goods increases, the paper
suggests that Korea needs to engage in more active investment in global funds, mobilizing
not only traditional ODA but also innovative development financing. Chapter 4 examines
the current trends in co-operation with the World Bank, ADB, IDB and AfDB, focusing
on the performance and management of trust funds.
Based on the previous chapters, Chapter 5 provides a set of policy recommendations to
enhance Korea’s multilateral development cooperation. It was proposed that the Korean
Government must state multilateralism as one of key pillars in its development cooperation. While focusing on core funding, it was recommended that non-core funding be used
strategically to enhance the multi-bi linkage and strengthen domestic accountability. Accordingly, it was argued that Korea should take a more decentralised approach by increasing
multi-bi projects and programmes with multilateral country offices. Followed by suggestions on Korea’s multilateral principles, the paper proposes the appropriate volume and
share of multilateral aid as a percentage of total ODA. In order to ensure the accountability
of multilateral allocation for core funding, it was recommended that assessment of multilateral organizations be undertaken by looking at the existing performance results of the
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MOPAN and other bilateral donors while considering their strategic relevance to Korea’s
development priorities. For non-core funding such as trust funds, Korea as a donor should
ensure result-based managements of trust funds by multilateral organizations.
The paper concludes with suggestions to improve the management and operation of Korea’s multilateral aid. Case in point, fragmentation in UN cooperation is an issue that stands
out in Korea’s multilateral aid as too many ministries and public agencies channel multilateral funding to UN agencies. To address this issue, it was advised that inter-ministerial
partnership mechanism be set up, led by the Ministry of Foreign Affairs and participated by
line ministries. The predictability of multilateral allocation is another issue to be addressed
in terms of effectiveness. Recognizing the importance of the private sector in development
financing, it was pointed out as critical to engage in joint efforts with the international community to mobilize more private resources in multilateral financing. In ending, the paper
recommends that Korea build up its multilateral management capacity as a donor and
develop human resources with expertise in multilateral cooperation.

225

ODA Study Series 13-01

A Study on Aid Predictability: Focusing
on Multi-year Rolling Planning and
Budgeting Framework

Yul Kwon and Ju Young Lee
(December 2013)
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At the Fourth High Level Forum held in Busan in 2011, OECD Development Assistance Committee (DAC) member countries pledged to ensure that by 2013, they would
provide partner countries with rolling three- to five-year indicative forward expenditures
and/or implementation plans. Also, they made an agreement to enhance aid predictability
by reforming the process of establishing and implementing the aid budget. Nevertheless,
a limited number of studies reviewed the donor countries’ ODA budget systems and its
operation mechanism to find the way to promote the effective use of the aid budget.
This study examines how donor countries establish and implement multi-year aid budgets
and applies the results to the Korean ODA budget system in order to improve mid-term
aid predictability.
The main findings of this study are as follows. First, several DAC members have made
efforts to improve mid-term aid predictability by linking the forward strategic spending
plans with their ODA budget process. Mokoro Ltd. (2011) has categorized aid planning
and budgeting systems of OECD DAC member countries into three types; agency-wide
rolling multi-annual programme, agency-wide cliff-edge multi-annual programme, and no
agency-wide multi-annual programming with country-level multi-annual programming.
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Second, the Australian budget system, adopting no agency-wide multi-annual programming with country-level multi-annual programming, is selected as a good example that
can be applied to the Korean system. Australia has been reforming its ODA policies since
2010. In order to increase aid effectiveness and predictability, Australia adopted the rolling
four-year budget plan, aid budget system by program, and performance evaluation system
on achievements of policy objectives.
Third, Korea, however, does not present the explicit budget plan in the process of establishing Country Partnership Strategy (CPS). Thus, it is difficult to improve the effectiveness of mid-term plans as well as aid predictability. Moreover, Korea lacks a performance
management system that enables reasonable distribution of the ODA budget by gathering
feedback on performances of previous projects.
The results from this study provide some policy recommendations as follows. First, Korea
needs to develop a performance management system for ODA to utilize the feedback on
previous performances as the standard of establishing and distributing the aid budget.
Second, Korea should improve the budget structure to introduce multi-year ODA planning and mid-term budget system which are suitable for ODA projects that extend periods
of time.
Third, Korea should reduce the number of priority partner countries from 26 countries to
15 to 20 countries. In addition, consulting with partner countries, Korea should establish
a three-year operation plan for each country and priority project support plans to enhance
aid predictability.
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Country Results Management and
Country Evaluation: Approaches, Donor
Practices and Implications
for South Korea
Jisun Jeong and Tae Hyun Oh
(December 2013)
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In the midst of rising emphasis on country-based programming and results-based management in international development, there is a growing consensus on the importance
of country strategy and country evaluation as aid management tools. One of the growing
tendencies among major donors for the last couple of decades is to strategically allocate
their aid to a limited number of so-called priority countries for increased effectiveness and
quality of aid. In this context, in an attempt to enhance its aid effectiveness, South Korea
selected twenty six priority countries for concessional loans and grants in 2010 and approved the Country Partnership Strategies (CPS) for each country. However, developing
the CPS is not the goal itself. The CPS fulfills its fundamental role when used as a management tool to implement, monitor and evaluate country-level strategy and performance
as well as to provide lessons-learned and recommendations for the next round of the
CPS. In this background, the paper aims to provide policy implications for South Korea
to strengthen its results-based monitoring and evaluation system at the country level and
improve accountability and value-for-money of its ODA.
The paper begins by reviewing the history of development evaluation from the sixties to
the present era. After the categorization into three branches in evaluation theories, namely
228

2013 Summaries of Research Report

ODA

methods branch, valuing branch and use branch; two different approaches largely adopted
in country evaluation, Logical Framework Approach and theory-based evaluation, are presented. The study then moves on to illustrate how the country has emerged as the basic
unit of aid, along with subsequent introduction of country evaluation and country results
management in accordance with the change of development paradigm. The recent status
and trends in evaluation of DAC aid agencies with specific focus on country evaluation
were outlined. It was noted that the main unit of account for evaluation has shifted from
projects to sectors, programs, strategies and countries. The paper then analyzes the key
issues in country evaluation as follows: (i) evaluation criteria for Country Evaluation; (ii)
attribution and contribution; (iii) feedback and learning. Then, the paper moves on to examine different approaches and practices of the United Kingdom and Ireland, focusing on
each donor’s country results framework and country evaluation. The UK was featured as a
model of a strong results-management framework and performance-based country allocation whereas Ireland is cited as a model for adoption of diversified evaluation approaches
as well as a strong feedback system. Subsequently, the paper reviews the status and recent changes in Korea’s aid allocation system, country evaluation and results-management
framework. As for the current system, evaluation practices of Korea’s main aid agencies,
the Korea International Cooperation Agency (KOICA) and the Economic Development
Cooperation Fund (EDCF) of the Korea Eximbank, were assessed. This was followed by
the discussion on the integrated evaluation system led by the Sub-committee for Evaluation under the Committee for International Development Cooperation (CIDC).
The paper suggests that the Korean Government must develop an integrated CPS results
framework for each priority country and it should be led by the newly-designated evaluation team within the ODA Policy Bureau of the Prime Minister’s Office which happens to
be a secretariat of the CIDC. From the early phase of the development of the CPS results
framework, the local participation and ownership should be ensured. In order to create an
environment for decentralized country evaluation and results management, further decision making power and responsibility should be delegated to the country office with corresponding allocation of budget and human resources as well as local capacity building.
Furthermore, it was recommended that the integrated results management framework for
the whole ODA, including goals and indicators for aid channels and priority sectors be
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developed through a multi-stakeholder approach including relevant ministries, aid agencies,
civil society, industries and partner country from the initial stage. It was argued that the
country-level performance and evaluation reports should be referred to when allocating
budgets for priority countries to ensure evidence-based decision making in the aid allocation process. The paper suggests diversifying approaches in country evaluation depending
on types and environments of priority countries. In particular, approaches such as contribution analysis and joint evaluation must be more actively adopted as a way to measure
country-level outcomes more effectively. Additionally the paper recommends strengthening of the feedback mechanism to ensure that country evaluation reports are read and acted upon. Lastly, the importance of communications and information sharing on country
evaluations with domestic and partner country stakeholders were highlighted.
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South Korea has provided serious efforts to reform the structure and process of ODA
since the country joined OECD DAC in 2009. Selecting and managing “priority countries” has been one of those efforts, but it has led to controversies regarding the relevant
standards and methods. This study addresses these controversies and further explores a
theoretical and methodological alternative to such limited strategies regarding the selection
of priority countries. In addition, this study seeks to deal with other related issues, such as
the proper number of priority countries, the adequate procedures, and the degree to which
the relevant information needs to be released.
Methodologically, we use the following strategies: (1) review of past studies; (2) conduct
case studies that reflect the experiences of traditional donor countries; (3) employ regression analyses to explicate the factors determining the selection of priority countries in other
advanced donor countries; and (4) use of the Delphi technique to assign proper weights
to the factors considered. Taken together, this study demonstrates the utility of a mixed
method in order to suggest an alternative approach to the selection of priority countries.
The analyses of past studies and cases lead us to consider the following four principles as
crucial in selecting priority countries: (1) development needs of aid-receiving countries; (2)
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strategic correspondence; (3) international norms; and (4) aid-effectiveness. First, development needs involve the degree to which recipients need foreign aid in connection with their
income-level and the level of poverty. Second, strategic correspondence refers to the extent to which economic and diplomatic interests overlap between a donor and a recipient.
Third, respect for international norms indicates the necessity of adhering to globally-recognized norms involving proper ODA. Finally, the principle of aid-effectiveness involves
the extent to which the provision of ODA might be used in ways to effectively solve the
problems facing the recipient countries. Motivated by those principles, we suggest dozens
of quantitative indicators that might highlight the principles and justify the designation of
certain countries as priority countries.
When using the proposed quantitative strategy, one needs to consider the following caveats: (1) The quantitative strategy needs to be supplemented with a qualitative approach
because of the salience of non-qualifiable factors and/or concerns and the possibility that
selected indicators might lack a proper level of reliability, (2) No country considers only the
quantitative approach for the selection and management of priority countries. It is equally
important to consider the pitfalls of the arbitrary use of a qualitative method because it
might result in policy biases that weigh down donors’ interests or strategic considerations.
Considering the caveats, we select and present twice as much potential priority countries at
the first stage, and suggest that policy-makers need to choose the final priority countries at
the second stage in conjunction with various diplomatic considerations.
In recognition of the importance of assigning proper weights to the indicators proposed,
we conducted a Delphi survey for dozens of experts specializing in international development in Korea. The survey results assign 38% for development needs, 17% for strategic
correspondence, 20% for international norms, and 25% for aid-effectiveness. The assigned
weights for each principle area determine the actual weight of each indicator that corresponds to the demarcated principle area. The assigned weights might need to be modified
in ways to balance the survey results reflecting positions of development experts and the
real diplomatic considerations coupled with the sentiments of policy-makers. Considering
the possibility of such modifications, we assign 30~35% for development needs, 25~30%
for strategic correspondence, 25~30% for respecting international norms, and 15~20%
for aid-effectiveness.
232

2013 Summaries of Research Report

ODA

Furthermore, we make several suggestions and/or recommendations regarding the processes by which to officially determine the list of priority countries and the proper levels
of public disclosure of information. More specifically, we suggest public discussion of
the selection strategy, consultation with experts, in-depth discussion among policy makers,
and reporting the strategies and discussions to the National Assembly. With respect to the
degree of public disclosure, we suggest that the public disclosure needs to be confined to
the broad strategies and plans involving the selection of priority countries.
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Case Studies on the Operation and
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Cae-One Kim, Chong-Sup Kim, and
Yeongseop Rhee (December 2013)
ISBN 978-89-322-1483-2 / A5 / 302pp. / USD 10

In implementing their global commitments such as the principles of the Paris Declaration
in 2005 and the Accra Agenda for Action in 2008, donor countries and international development organizations have long been concerned about ways to improve the effectiveness
of their international development programs and aid policies. Country Partnership Strategy (CPS), sometimes referred to as Country Assistance Strategy (CAS), is a widely adopted
policy instrument for the purpose of designing an effective and efficient aid program at
the country level. As a result, most of the OECD DAC countries are actively adopting the
CPS policy by carefully selecting priority recipient countries and establishing detailed and
practical CPS implementation plans with guidelines.
This study basically aims to examine such country-level aid strategies as CPS, with a particular focus on its operation and management framework of three selected countries - Spain,
France and New Zealand. Each of the cases has its own merit that is considered in the
study, when compared to Korea’s current CPS framework and management.
Before beginning an in-depth case study of the 3 countries, Chapter 2 describes significant roles of the CPS in promoting efficient resource allocation, enhancing country-level aid effectiveness and fortifying evaluation system and management. It further
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discusses general features of the CPS operation and management, particularly focusing
on the procedures of priority country selection, methods of planning and establishment of practical strategies through close consultation with recipients, and systems
for evaluating the results of previous CPS operation and reflecting the outcomes to a
subsequent CPS operation.
After a brief overview of the general aspects, the next three chapters successively explore
in detail specific features of each country. Chapter 3 illustrates the characteristics of Spain’s
CPS management and operational framework. It thoroughly reviews Spain’s CPS framework, i.e., priority country selection procedures, establishment of detailed plans and strategies, implementation of the strategy based on close interaction between local departments
and the central government bodies. Spain has recently made substantial efforts to overcome its relatively fragmented CPS management structure, and their recent amendments
contain valuable lessons and implications for Korea’s development of its own CPS framework, which still lacks sufficient structural integrity and efficiency.
Chapter 4 discusses the characteristics of France’s CPS management and operational
framework. It particularly takes note of the multi-layered but fairly interactive and well-organized ODA decision-making process as well as efficient CPS operation and framework.
France’s systematic and integrated CPS framework for resource allocation among priory
countries/regions, CPS operation, management, monitoring and evaluation provide Korea
with valuable lessons to consider.
Chapter 5 discusses characteristics of New Zealand’s CPS management and operational
framework. New Zealand shares several common features with Korea, which include
relatively short experience of implementing ODA policy, no past colonies to refer to in
selecting priority aid recipients, and recent attempts to reform and improve the overall CPS
framework. The New Zealand’s recently successful reforms may suggest a directly applicable model to follow for Korea to improve its own CPS framework.
Finally, Chapter 6 summarizes and compares the three case studies in order to draw out
implications for Korea’s development of CPS management and operational framework.
For instance, it suggests ways to improve its efficiency and effectiveness such as by creating
a more actively functioning and responsible coordinating body, establishing more comprehensive plans and long-term visions for overall ODAs as well as CPS policies and setting
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up more concrete and practical guidelines for managing the CPS. This study especially proposes to make available sufficient time in preparing CPS documents to consult the recipient
countries concerned on what their needs regarding its development plan.
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The activities of Microfinance Institutes (MFIs) have important meanings in developing
countries because MFIs not only serve as suppliers of financial service, such as savings,
loans, remittance, and insurance, mainly to the poor and small and medium enterprises
(SMEs) that cannot obtain credits from formal financial institutions because of lack of
collaterals, but also make effort to increase financial demand through the provision of
non-financial services, such as various capability building programs: letter education, fund
management, and income earning. Therefore, ESCAP (2006) emphasizes that MFIs are a
major tool for financial inclusion and a core element to the development of finance in an
inclusive way. This study analyzes “ODA for microfinance” cases supported by Germany
and Australia, and finds empirical evidence that the access to microfinance reduces poverty.
Finally, the results from the study provide some policy implications when provision of
ODA for microfinance sectors is considered.
We can summarize the results as follows. First, the aim of German’s ODA support for microfinance sector is to promote developing countries’ balanced economic growth by comprehensively fostering the financial sector. Most activities are performed in a macro perspective. On the other hands, Australia’s supports are based on a micro perspective, since
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the supports are given after establishing the systematic aid strategies, such as introducing
performance management systems considering financial/social aspects. Second, according
to the results of the estimation, when the average MFI loan amount per person increased
by 10%, the poverty rate defined as a headcount significantly decreased by 0.463%. This
result is consistent with that of Imai et al. (2012). When the sizes of total MFI loan amounts
compared to GDP which indicate the sizes of microfinance markets by country increased
by 1%, the poverty rate defined as a head count significantly decreased by approximately
3.4%. Therefore, it can be concluded that increases in the number of MFI users contribute
to poverty reduction.
The results from this study provide evidence that microfinace deserves to be supported by
ODA. However, Korea has no experience of support for the area. Hence, Korea should
evolve ODA policies considering the following risk factors. First, since most ODA recipient countries do not have the capability to promote financial development, “master plans
for financial development” should be prepared for them based on Korea’s experience. The
experience in operating cooperative unions, such as agricultural cooperatives and the National Credit Union Federation of Korea, will give many implications to developing countries. Second, to enable MFIs to support more various non-financial services than before,
not only simple ODA provision, but also technology provisions and even measures to link
private businesses’ participation in CSR should be considered. Through the foregoing, Korean financial institutions’ advancement into developing countries may also be considered.
Finally, although this study highlighted relatively more positive aspects of microfinance,
poverty problems are not solved just by improvement of financial access. Since not only
the improvement of financial access is a necessary condition-not a sufficient conditionfor poverty reduction, but also negative effects of MFIs are reported as some MFIs have
been commercialized, ODA support for microfinance should be appropriately determined
considering these conditions. In particular, to avoid negative effects, the subject countries
of the support should be carefully reviewed and assessed in advance.
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From Paris Declaration to Busan Partnership, High Level discussions on aid effectiveness
have emphasized the need to improve developing countries’ capacity. It was mentioned that
self-reliant capacity of developing countries is a key condition for sustained growth, and
that donor countries’ active support is essential in fostering such capacity.
Meanwhile, at the 16th session of the Conference of the Parties to the United Nations
Framework Convention on Climate Change, the parties reached an agreement on two significant issues. Firstly, the parties agreed to scale up climate finance to 100 billion dollars
annually by year 2020. In addition, the parties agreed to establish the Green Climate Fund,
a specialized international fund on climate change mitigation and adaptation. Six countries,
including Korea offered to host the secretariat. At the second meeting in November 2012,
the GCF Board members decided that the secretariat would be hosted by Korea. The
Conference of the Parties session, held the following month, acknowledged the Board’s
decision. Thus, Korea officially became the host country of the Green Climate Fund Secretariat.
In order to expedite action against the adverse impacts of climate change and shift to
a low-carbon development paradigm, the GCF will concentrate on building developing
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countries’ capacity against climate change in the initial stages of its operation. Korea has
pledged to provide 40 million dollars to assist climate-related capacity building in developing countries. As a consequence, establishing climate capacity programs to foster country
ownership and also to link the programs with the GCF’s own capacity support has now
become an urgent task. The program must also be innovative and effective in order to
differentiate itself from existing programs. This study seeks to examine the international
consensus related to capacity in developing countries. By reviewing previous and current
activities on climate capacity promoted by international organizations and donor countries,
the paper seeks to serve as a fundamental reference for Korea’s support on climate capacity.
The study is structured in the following order. As mentioned above, international discussions and consensus on capacity and capacity development are outlined in Chapter Two.
To clarify an abstract term like “capacity,” the study borrows definitions from the OECD
Development Assistance Committee. In the second part of the chapter, a review is provided on the negotiations and decisions made under the UNFCCC on capacity building.
Chapters Three and Four describe some notable climate capacity support activities pursued
by the World Bank, UNDP, and three donor countries: Germany, Denmark, and Sweden.
The World Bank with abundant experience in large-scale projects, recognizes the importance of the recipients’ capacity in order to maintain aid effectiveness. The UNDP, likewise,
has sufficient experience in implementing capacity projects. Meanwhile, Germany has been
long involved in technical assistance and it is now actively expanding the scope of activities to include various interrelated topics. On the other hand, although not substantial in
size, Denmark and Sweden also provide sizable assistance and display extensive interest in
capacity development on environment and climate change.
To conclude, Chapter Five seeks to provide suggestions for Korea in order to support
climate capacity. First of all, stakeholders’ understanding in capacity and capacity development is a priority. Through its own experience, Korea genuinely recognizes the necessity
of capacity and possesses the willpower to pursue capacity development. Building on its
understanding and experience, Korea will be able to match suitable activities with countries in need. In addition, principle and process regarding capacity development need to
be established. Korea International Cooperation Agency (KOICA) and the Ministry of
Environment could consider cooperation in developing a framework for climate capacity
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development at the national level.
The next task is to develop distinctive and innovative ideas on climate capacity. For instance,
Korea could consider launching an online platform on green growth policy, strategy, legal
framework, and technology in close collaboration with the Global Green Growth Institute.
Such platform could serve as a medium to match developing countries’ needs with donors’
expertise. Furthermore, integrating capacity development into general international development activities can produce positive added impact. As an example, Denmark promotes
capacity development as an element in each stage of their program. Likewise, Korea could
include capacity development in its overall climate change projects.
Finally, internal or domestic capacity on the topic of climate change in Korea must be
developed sufficiently. Activities in that regard include, needs assessment, program structuring, as well as monitoring and evaluation. In the internal capacity improvement process,
private experts should also be included along with public implementing agency stakeholders. Especially since climate change covers a wide range of topics, a large pool of capacity
specialists from private and public sectors alike can create a positive impact and is highly
desirable.
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Although Myanmar has currently one of the lowest per capita incomes in Southeast Asia,
the country has great potential for economic development. It has a population of 60 million; abundant natural resources including petroleum, timber, and gems; and a geostrategic
location that connects the large economies of China and India. If supported by the right
policies and institutions, the country should be able to see a substantial increase in living
standards in the near future.
Myanmar has a wide range of development challenges. It has a high poverty rate, and its
social development indicators are among the lowest in the region. Fortunately, the current Myanmar government has launched major efforts to put the country on the path for
development and set inclusive growth and poverty reduction as the major development
goals. In view of Myanmar’s development needs, industrialization and rural development
have been chosen as the principal tools to reduce poverty and increase standards of living.
To support these efforts, massive investments will be needed in hard infrastructure and
human capital. Although foreign direct and domestic investments will be the major sources
of development in the long run, foreign aid can play a vital role in providing basic services
and technical assistance in the immediate term.
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After five decades of authoritarianism and isolation, Myanmar has finally been reconnected to the international community. The swift and far-reaching reforms introduced by the
Thein Sein government brought about normalization of its external relations and notably
led to the end or suspension of economic sanctions on Myanmar. Without restrictions
imposed by sanctions, most Western governments and major international donors have
reinstituted their aid programs for Myanmar.
Foreign aid to Myanmar is still small relative to its development needs but expected to grow
significantly over the next few years. The donor environment is becoming competitive, and
geopolitical considerations are playing an important role. China had increased its influence
on Myanmar during the sanctions period and will continue to be an important economic
cooperation partner in the post-reform era. China’s development assistance to Myanmar
is largely concentrated in physical infrastructure and closely linked to promoting Chinese
business interests in the country. Japan, which is deeply conscious of China’s influence in
Myanmar and Southeast Asia, has promised to offer large and wide-ranging aid. In fact,
Japan has quickly established itself as a major development partner to Myanmar. On the
other hand, the US and the West focus their aid to Myanmar on social programs and political reform, including governance improvement and civil society capacity building.
Korea has keen interests in expanding its economic ties with Myanmar and has offered
development assistance in infrastructure improvements, rural development, and technical
assistance, most notably in development policymaking, drawing from its own experiences
in industrialization. Although Korea’s aid resources are limited compared to the major donors, it has two unique characteristics. First, because it has no geopolitical agenda harbored
by countries like China, Japan, and or even the US, it can be used as a counterweight to
major donors/powers by Myanmar. Second, although Korea’s aid is limited in size, it is
often linked to larger bilateral economic engagement involving Korean businesses. Korea’s
foreign direct investment in Myanmar is likely to be concentrated in manufacturing, and
this can contribute to industrialization and job creation, which Myanmar desperately needs
for inclusive growth.
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This study aims to present the goal and strategies in plans of the Korean government for
educational development and cooperation in Vietnam, focusing on vocational education
and training (VET). The study focused on VET because Vietnam has set VET as a main
strategic area in terms of becoming a modernized industrial country which was stipulated
in its Socio-Economic Development Strategy 2011-2020. Besides, Korea has much experience in cooperation with Vietnam in the field of VET since its education ODA programs
in Vietnam are mostly related with VET. In this context, this study has reviewed issues of
education development and cooperation in Vietnam and then suggests a range of policy
options to improve education ODA programs.
The study consists of six chapters. Chapter I depicts the background and purpose of this
study. Chapter II describes Vietnam’s development plans and related demands. Since the
initiation of Doi Moi (Vietnam Economic Reform) in 1986, Vietnam showed annual average economic growth rate of 7% during 2000-2008 and thus was able to join the Lower
Middle Income Country Groups in 2010. Vietnam has since drawn up a series of plans,
including the Socio-Economic Development Strategy 2011-2020 and the Socio-Economic
Development Plan 2011-2015. In order to achieve the goals set in these plans, Vietnam
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needs to invest highly on VET which will help produce skilled workers. Many evidence
such as statistics on education and industry, educational development plans, previous research, and the interview results in Vietnam showed that VET is the area most in demand
with respect to education ODA.
Chapter III analyzes educational ODA in Vietnam by major donors such as the World
Bank and Asia Development Bank, and advanced countries including Japan, Germany,
and Australia. The World Bank and Asia Development Bank has simultaneously supported
VET of Vietnam despite some differences. In addition, Japan, Germany, and Australia
have all jointly supported programs for development of highly skilled workforce of Vietnam in common.
Chapter IV examines education ODA to Vietnam provided by Korea. The findings
showed that the total ODA to Vietnamese education by Korea amounted to 231 million
dollars as of 2013. The education ODA to higher education was the largest, amounting to
669 million dollars (70.6%). Most of the educational ODA to higher education was used
to establishing vocational colleges. Secondary education and VET were the second largest,
amounting to 225 million dollars (23.7%). Despite the contribution of Korea to Vietnam,
there is still room for improvement. First, educational ODA programs were not based on
the investigation of demand of Vietnamese themselves for the development of education
nor thorough examination results of Vietnamese educational infrastructures. Rather, they
were formulated without a systematic plan when the Korean president made an official
visit to Vietnam. And when the program was designed, it did not include evaluation and
follow-up management, which often resulted in inefficiencies in the ODA. In addition,
even though many Korean companies do business in Vietnam, they did not establish any
connections with Vietnamese vocational institutions.
Chapter V describes the objective and strategies, and program areas of educational development and cooperation in Vietnam based on the findings. This study suggests that
Korea’s objective in educational development and cooperation in Vietnam is to support a
modern industrialization of Vietnam through development of a highly skilled workforce.
The directions should be toward enhancement of efficiency, expertise and accountability in
educational development and cooperation. The strategies are as follows: 1) target for educational ODA support should be strategically determined; 2) educational ODA programs
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should be improved qualitatively; 3) partnerships in educational ODA should be strengthened; 4) the implementation of educational ODA programs should be efficient; and 5)
performance management system of educational ODA should be enhanced.
Based on these criteria, this study suggests five education ODA programs related to VET
in Vietnam. In developing these programs, it adopted three criteria. First, they should contribute to the realization of the Vietnamese government’s goal of becoming a industrialized country. Second, the programs should address the ODA areas where Korea has
accumulated expertise and know-how through the previous VET projects both at home
and abroad. Third, they should be implemented in partnership with multi-donor agencies,
and private entities such as NGOs and private companies. Based on these criteria, the
study suggests the following programs: 1) VET programs in economic zones, 2) Public
Private Partnership VET for increased employment, 3) Transforming vocational colleges
into four-year university programs, 4) Science and technology scholarship programs in
Vietnam; and 5) the Korea-ADB Vietnam VET program.
Chapter VI summarizes the findings and suggests policy implications for the Korean government in conducting educational ODA programs.
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Industrial development is crucial for creating employment and income growth in developing countries. Since the recognition of the importance of development effectiveness in
addition to aid effectiveness at the recent G20 Seoul Summit and Busan High Level Forum
on Aid Effectiveness, development cooperation in the field of industrial capability enhancement has received increasing attention from the international development community. As a country which achieved rapid development based on industrial competitiveness,
Korea is now facing high demand from developing countries for development cooperation
in building industrial capabilities.
Against this background, the present study has selected Indonesia, with which Korea is increasing economic cooperation, for the country case study in order to undertake an analysis
of desirable forms of development cooperation in industrial capability enhancement. The
study first explores general economic conditions and the level of industrial development
in Indonesia, and Indonesia’s Masterplan for development. Then, the study examines how
Korean ODA to Indonesia is currently conducted, especially with respect to industrial capability enhancement, and evaluates its performance. On the basis of such analysis, the
study proposes possible development cooperation programs between Korea and Indone247
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sia in the field of industrial capability enhancement. The reason for selecting Indonesia as
a cases study is that, above all, Indonesia is one of the core countries that has received the
largest proportion of Korean ODA. This trend has continued, with the total amount of
Korean ODA going to Indonesia increasing even more during the 2000s. Not only that,
increasing comprehensive economic cooperation between the two countries after 2012 is
brightening the prospects for even greater industrial development cooperation between the
two countries in the future.
Chapter 2 looks at Indonesia’s macroeconomic performance in general, explores the level
of its industrial development and related policies, and critically examines its overall economic development Masterplan as to appraise Indonesia’s demand for ODA in the field
of industrial development. Indonesia has successfully overcome the economic and political
crisis caused by the Asian financial crisis, through democratization and sustained growth.
It has achieved middle income country status in 2012 when it attained GDP per capita of
more than 3,500 dollars. Despite bright prospects for growth in the long run, Indonesia
has at present a great deal of structural problems to solve, before turning that prospect
into reality. Deficient social infrastructure and private sector development, slow growth
of the manufacturing sector and rising economic inequality along with issues of corruption, are among the most serious problems. Since the focus of this study lies in private
sector development and strengthening industrial capability, when analysing the Indonesian
economy, Chapter 2 devotes most of its effort on understanding the industrial structure
and related policies.
In Chapter 3, the study looks at development cooperation in Indonesia in general, and
then evaluates the performance of Korean ODA to Indonesia. Although Indonesia has
attained middle income country status, ODA to Indonesia showed an increasing trend during the 2000s. Important bilateral donors in terms of total ODA amount are Japan, Australia, US, and Germany. Compared to those countries, Korea’s ODA in terms of absolute
size is miniscule, for example, only 1/40th of Japan’s total ODA. Nevertheless, Indonesia
is the fourth largest recipient of Korean ODA, and Korea’s share of total ODA going
to Indonesia has continued to increase over the past ten years. Governance, energy and
health sectors received the most ODA. Despite rising comprehensive economic cooperation between the two countries, development cooperation in the field of industrial sector
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has been minimal. According to Korea’s CPS for Indonesia, the three fields selected as the
core focus of Korean ODA, considering Indonesia’s development needs and Korea’s comparative advantage, are public administration, economic infrastructure and management of
environment and natural resources.
Chapter 4 continues with a more detailed study of specific development cooperation
projects undertaken in the industrial sector by Korea’s three major ODA organizations:
KOICA, EDCF, and KSP. Korean ODA organizations seemed to have specialized by concentrating their projects in the fields of information & telecommunication, and industrial
energy, which are believed to be areas where Korea has a competitive edge. However,
the strategy of specialization was not fully successful in that each of these projects were
small grant aid, unrelated with each other in project substance. Such fragmented character
of aid has greatly impaired development effectiveness. Whether Indonesia, already a high
middle income country, should continue to receive grant aid predominantly should also
come under review. For Korean ODA to become more effective in supporting industrial
capability and infrastructure development in Indonesia, Korea must consider increasing the
size of its aid in the form of loans, and integrating various small scale industrial projects
into a closely-related, sector-based programs. KOICA’s technical cooperation in the textile
industry, and industrial park feasibility study, if placed under an overall industrial sector development program, would be promising projects. They point to the right direction in the
way of designing appropriate, specific development cooperation projects that can support
strengthening the industrial capability of Indonesia.
Chapter 5 proposes new directions for Korea’s development cooperation in the industrial
sector by suggesting four promising types of aid programs for industrial sector development: enhancing business development service (BDS) provision for SMEs, building global
business partnership programs which embraces corporate social responsibility (CSR)-related activities to foster cooperation between large and small firms, assisting human resources development through connecting training programs with migrant labor programs,
and supporting development of industrial parks. The programs proposed here are only
rough schemes, requiring detailed feasibility studies and specific implementation plans or
strategies. If the Korean ODA organizations decide to adopt the proposals made here and
apply it to specific industrial sectors and regions in Indonesia, appropriate implementation
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plan for the sector or the region will need to be fully developed. The most important thing
is not to lose sight of 1) making use of Korea’s comparative advantage in successfully
implementing industrial capability enhancing policies in designing sufficiently specialized
programs; 2) merging various small projects into a single, adequately-sized aid, linking loans
and grants if necessary; and 3) complying with the overall development Masterplan and
specific industrial policies of Indonesia.
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The total size of Aid for Trade (AfT) and the share of AfT in ODA have increased substantially during the past decade. Likewise, Korea now gives greater priority to Aid for
Trade in its development assistance program. Currently categorized as one of the Least
Developed Countries, Lao PDR is seeking to graduate from LDC status by 2020. In its
7th National Socio-Economic Development Plan, it is outlined that trade has a critical role
in developing the country’s economy. Therefore, international organizations and donor
countries are making efforts to strengthen trade in Laos through the implementation of
AfT programs.
After carefully observing the current domestic situation in Laos as well as aid activities
by other donor countries, we have selected the garment industry, trade finance and export promotion services as potential areas of cooperation between Korea and Laos. Korea possesses abundant experience in the above-mentioned areas since it utilized them to
encourage trade activities during its development stage during the 1970’s and the ’80s. By
reflecting on Korea’s own development experience, the paper aims to provide an analysis
of the challenges Laos is currently facing, and seeks to map out plans for future program
to promote trade in Laos.
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The garment industry is one of the most important exporting industries in Laos. However,
its productivity is lower compared to competing countries. Therefore, we chose technical/
vocational education and training (TVET) in the garment industry as one of the fields
for Korean AfT. The problems regarding TVET in Laos are as follows: difference between demand of the industry amd supply from the TVET institutions, lack of effective
participation of the industry and its constituent enterprises, and difficulty in accessibility.
Therefore, we recommend development of a systematic support plan for TVET in the
Laotian garment industry.
The high interest rates, small amount of loans and vulnerability of the private banking
system are reasons why we also selected trade finance and export credit as one of the fields
to be improved by Korean AfT. In particular, the efficiency of private banks in Laos is
very low and the net interest margin appears very significant. Therefore, utilization of state
owned commercial banks in trade financing to lower interest rates should be introduced
at the first stage. Because the scale of trade financing is not sufficient to cover all sectors,
a specific sector should be chosen to bring about sufficient results. However, Laos should
follow the Agreement on Subsidies and Countervailing Measures of the WTO, as it is a
member of the WTO.
During the development period, trade promotion service in Korea played a critical role in
increasing the amount of exports and diversifying export destinations. Because the private
sector in Laos is not big enough to have a specialized ‘section’ for exports, a governmentsupported trade promotion service can bring new opportunities to the Lao private sector, and especially for small and medium size enterprises. At the first stage, the individual
service based on a Trade Portal can be introduced; followed by the establishment of a
government-affiliated trade promotion agency, which should be considered the next stage.
The Aid for Trade by the Korean government for improvement of competitiveness of the
garment industry, and on trade finance/export credit and export promotion services can
help economic development of Laos by increasing trade. Korea has much experience on
its implementation from its own development process and Korea also has more than adequate experience in the aforementioned fields, in terms of ODA to help other countries.
Therefore, AfT in these three fields can lead to greater effectiveness and efficiency. These
fields are also relevant for Laos as the Lao government placed much emphasis on them.
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If the work programs in this study are created and implemented, it would greatly facilitate
and promote trade in Laos.
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Globally, UN organizations and international financial institutions (IFI) play an important role in effective development and cooperation. International society has increased the
volume of multilateral aid, having recognized its importance through international organizations. Advanced donor states utilize efficiency, professional knowhow, and regional expertise of international organizations to supplement bilateral aid and also accomplish their
own goals in international development and cooperation along with global development
goals such as MDGs. In addition, they have actively carried out multilateral policy with
strategies of international organizations in order to increase their influence on international
organization and society.
Hence, Korea should draw policy implications through analysis of how advanced donor
states implement their strategies along with policies of international organizations for effective accomplishment of policy goals through multilateral aid. This research thus aims to
do the following: 1) provide basic data for the research of the KIEP, clarifying the overall
trend of multilateral aid policy among advanced donor states through study of OECD
DAC member states; 2) study and analyze multilateral aid policies of five advanced donor
states (the UK, Sweden, Denmark, Switzerland, and Australia) to draw policy implications;
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and 3) based on OECD DAC research and case studies, elicit policy implications which can
serve as reference in formulation of strategies for the promotion of Korean multilateral
aid.
The research report consists of five chapters. The introductory chapter explains the background, objectives and necessity of the research as well as the range, method, and its composition. The second chapter conducts a comparison of DAC member states’ multilateral
aid policies, covering the general situation and policies of OECD DAC member states
regarding multilateral aid; in addition to analyzing the trend and features of their multilateral aid promotion strategies and monitoring systems. The third chapter is entitled, “Analysis of DAC member states’ multilateral aid situation.” The chapter covers the volume of
multilateral and bilateral aid of respective DAC member states and highlights priorities of
various international organizations, areas, and regions according to the time change via
network analysis and time-series analysis. The fourth chapter, entitled “Major advanced
donor states’ multilateral aid policies and promotion strategies,” assesses development and
cooperation, multilateral aid situation, goals, and principles of various states through a case
study of five states. It also analyzes the standards and monitoring systems used to classify
multilateral aid volume and use of multilateral aid. The last chapter concludes with policy
implications for increasing the efficiency of Korean multilateral aid, and policy implications
for Korean multilateral aid in general.
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Production Networks and Economic
Cooperation in the Asia Pacific Region

Chul Chung et al.
(December 2013)
ISBN 978-89-322-1459-7 / A5 / 176pp. / USD 7

The new landscape of international trade negotiations in the Asia-Pacific can be summarized by the emergence of plurilateral regional trade agreements (RTAs), such as the
Trans-Pacific Partnership (TPP) and the Regional Comprehensive Economic Partnership
(RCEP). These two ongoing regional economic integration (REI) initiatives have shifted
the focus of trade negotiations from bilateral free trade agreements (FTAs) to plurilateral
RTAs in the region. Recent progress in these initiatives together with growing regionalism
has drawn more attention to global production networks and regional supply chains.
This study examines whether and how production networks affect the regional economic
integration of the Asia-Pacific region. By investigating the relationship and pattern of production networks and REI initiatives both theoretically and empirically, this study aims to
provide policy implications for APEC and Korea’s approach to the ongoing REI initiatives.
Further, a desirable REI model is suggested in the study by conducting policy simulations
based on scenarios of expansion of production networks in the region.
Global outsourcing and production sharing activities are most prominent in East Asia and
the Asia-Pacific region. Economies in the Asia-Pacific are more deeply interconnected
through trade than those in any other region. Statistics show that the share of intra-regional
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trade in parts and components for APEC increased from 68 percent in 1989 to 72 percent
in 2012, while that for the EU decreased from 66 percent to 60 percent. In the case of
NAFTA, the intra-regional trade share in parts and components stayed mostly the same at
around 43 percent during the period.
The empirical results show that the stronger the existing production network between a
pair of economies, the greater the probability of entering free trade agreements into effect
between those economies. Furthermore, the correlation between production networks and
regional economic integration measured by RTAs and FTAs among members is the highest in the APEC region. Thus, the empirical results imply that production networks are one
of the most important determinants of regional economic integration and APEC is one of
the most active region in that regard. On the other hand, results from the policy simulation
analysis using the probit model and gravity equation suggest that the simplicity of the rules
of origin (ROOs) and the efficiency of trade facilitation are the two most critical factors in
improving the welfare of REI.
Based on the results of the empirical and policy simulation analysis, this study suggests the
following policy implications for APEC in the context of expanding regional production
networks and deepening economic integration in the region.
First, specific action plans and persistent efforts to attain Bogor Goals and trade and investment liberalization, including EGS (environmental goods and services) and ITA (Information Technology Agreement), should be made for the expansion of regional production
networks. To this end, it is crucial for APEC to provide an environment within the region
in which the formation of production networks can be achieved through properly functioning markets. As this study showed, production networks, which reduce production
costs through production fragmentation, play an important role in regional economic integration. That is, the transition mechanism operates through the market and hence the focus
of trade and investment liberalization should be on policies aimed at keeping markets free
and properly functioning. Meanwhile, one of the specific action plans of this sort involves
establishing measures to effectively implement the agreed liberalization of EGS in APEC.
Special attention should also be paid to policy measures to create jobs and promote the
competitiveness of small and medium enterprises (SMEs).
Second, APEC needs to set the priority on enhancing the competitiveness by promoting
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“open regionalism” from the early stage of REI. In order for APEC to effectively establish
a regional production network under open regionalism, institutional cooperation is an integral part of reducing and eliminating tariffs and non-trade barriers, facilitating finance and
services trade, increasing mobility of human capital and persons, establishing infrastructure
for trade and investment facilitation, and consolidating regulations among member economies. In addition, it is necessary to establish concrete policy measures and institutional
instruments that can put the concept of open regionalism into practice.
Third, the rules of origin should be simplified, as the policy simulation analysis of this study
suggested, so that member economies can reduce the cost of building regional production
networks and raise the utilization rate of existing FTAs/RTAs in the region. As a way of
simplifying ROOs, APEC may adopt complementary instruments such as de minimis, diagonal cumulation, and self-certification so as to minimize costs and losses stemming from
the complexity of ROOs, which will eventually contribute to enhancing productivity. In
the case of diagonal cumulation, this study recommends APEC to introduce a Pan-AsiaPacific Cumulation System (PAPCS).
Fourth, APEC-wide efforts to raise the effectiveness of trade facilitation should be made
on a continuous basis. Increased effectiveness of trade facilitation is the key to bringing
about a more pragmatic use of the regional supply chain in practice. To this end, APEC
member economies need to work together painstakingly to lower potential costs associated with building the production network in the region. It is recommended for APEC
to prioritize certain areas such as integration of cross-economy standards, bolstering electronic commerce, enhancing transparency of information and customs procedures, and
alignment of domestic rules and regulations. In so doing, it will improve the supply chain
connectivity among APEC economies along with regional economic integration.
Lastly, Korea can play a pivotal role as a middle power and founding member of APEC;
expanding the production network in the region by actively engaging other member economies to find a way to facilitate ongoing regional trade negotiation initiatives towards the
free trade area of the Asia Pacific (FTAAP); thus providing ways to enhance transparency.
For instance, Korea has successfully led the capacity building needs initiative (CBNI) as a
way forward on REI towards FTAAP in APEC for three years starting in 2012. Korea can
contribute to expanding the APEC-wide production network and REI in the region by
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extending and upgrading the CBNI program to make it more comprehensive and promote
intensive discussion for specific action plans.
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Policy Reference 13-01

APEC Discussions on Environmental
Goods and Its Policy Implications
for Korea

Kyong Su Lim and Hyeri Park
(May 2013)
ISBN 978-89-322-2345-2 / A5 / 116pp. / USD 7

The Environmental industry is emerging as a new engine for sustainable growth. However, an international consensus on identifying the environmental goods has yet to be
established. In September 2012, APEC Leaders reached an agreement to endorse a list
consisting of 54 environmental goods and reduce applied tariffs on these goods to 5
percent or less by 2015. It represents a remarkable accomplishment following several
years of efforts by APEC since the Early Voluntary Sectoral Liberalization (EVSL) in
1997. It is arguable that APEC’s voluntary and non-binding principle facilitated the consensus. This breakthrough will have positive repercussions and spillovers at the bilateral
and multilateral level.
This study reviews what characteristics of discussions and activities in APEC brought about
the accomplishment. It also examines Korea’s competitiveness with respect to APEC environmental goods. In terms of imported goods to Korea in 2012, the applied tariff rates
range from 0 to 8 percent. As of 2012, only one HS sub-heading out of 54 accords with
the commitment of reducing tariffs to 5 percent or less. Regarding major trade partners
for Korea-China, Japan and the United States-. Korea has the competitiveness over China,
whereas there is no competitiveness vis-&agrave;-vis Japan and the United States.
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Based on the analysis, this paper draws policy implications on how to deal with further
discussions and to strengthen competitiveness in preparation for market liberalization, not
only in the APEC region but also around the world. It is suggested that a more in-depth
analysis be made to present more concrete and specific strategies for Korea’s long-term
competitiveness.

263

APEC Study Series 13-01

Agricultural Development and Technical
Cooperation toward Green and Inclusive
Growth in East Asian APEC
Economies
Shinyoung Jeon
(December 2013)
ISBN 978-89-322-0102-3 / A5 / 68pp. / USD 3

East Asian APEC economies should expand cooperation, as they have common goals
to achieve greater food self-sufficiency and food security by 2020. In Asia, the issues of
undernourished (particularly China), small-scale farming due to limited farmland and consequently low levels of mechanization, aging and feminizing farm workforce are crucial.
These problems will be exacerbated to be solved due to increasingly open markets through
the proliferation of free trade agreements.
To tackle these challenges, through increasing agricultural productivity and production,
and adequate agricultural trade development, economies should improve food security and
tackle related social issues. In this regard, agricultural technical cooperation among East
Asian APEC economies has advantages: they share relatively common problems of and
approaches to agricultural labour force and agricultural economy; in addition, agricultural
trade among APEC Asian economies is growing faster than any other region. They can
form collective responses while sharing best practices and experiences, technical and financial assistance, common responses to environmental and climate change issues, development of data infrastructure, minimizing the negative impact from agricultural open market.
Concretely, East Asian APEC member economies can better gather and share alternative
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indicators that measure emerging contemporary agricultural issues by including them into
statistical systems. Through this, they can build more adequate policies. It is also necessary
to create collective solutions for transition of agricultural labour force, especially small-scale
farmers, into higher-value and ecological farming or productive non-farm sector through
skills development and for better coping with consequent shocks and adjustments from
increasing free trade agreements. In order to do so, they need to bring up collective commitment to agricultural development and investment for the long term.
Achieving such cooperation will require strong, effective, and well-resourced driving agents.
Despite the limitations of APEC’s current institutional bodies on agricultural technical cooperation, if APEC is committed to the Food Security Road Map of improving food security by 2020, then it must extend its cooperative efforts such as the Agricultural Technical
Cooperation Working Group (ATCWG) and Policy Partnership on Food Security (PPFS)
to be increasingly focused and include a wider range of actors, including farmers – the true
agents of change in any agricultural system.
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APEC Study Series 13-02

Fostering Corporate Social Responsibility
(CSR) in the Global Supply Chain: Capacity
Building of Small and
Medium-sized Enterprises
(SMEs) in APEC
Young-Sook Nam
(December 2013)
ISBN 978-89-322-0103-0 / A5 / 72pp. / USD 3

The last decades have witnessed profound changes in the nature of production in the AsiaPacific region as multinational corporations (MNCs) have pursued complex, cross-border
production and distribution systems. This process has precipitated the integration of the
APEC region through the emergence of global supply chains and global value chains.
Increasingly connected global supply chains have created new opportunities for businesses,
especially for small and medium-sized enterprises (SMEs) in developing economies of
the region, as they become important suppliers for MNCs. However, the development of
unprecedented levels of cross-border production sharing has also brought new challenges
for both business managers and public policymakers.
In particular, the rise of corporate social responsibility (CSR) standards has created a new
set of challenges for SMEs linked to global supply chains. A complex, multi-layered set of
CSR standards concerning socially and environmentally sustainable business practices have
been developed at international, national and local levels. An increasingly large number of
MNCs have also started to demand that suppliers comply with corporate codes of conduct. The proliferation of CSR standards, global buyers’ requirements of supplier codes
of conduct throughout their supply chains and various monitoring and audit mechanisms
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have created challenges for SMEs which tend to lack the capacity and resources to comply
with new requirements. As the uptake of CSR has become a prerequisite to enter global
supply chains in the region, SMEs which are unable to adopt CSR practices have been
excluded from global supply chains.
SMEs are drivers of sustained economic growth in APEC economies. Building CSR capacity of SMEs for their effective participation in global supply chains is thus an important challenge many APEC members face. The objective of this paper is to examine and
propose the ways in which APEC can assist SMEs in the region to build the capacity to
adopt CSR practices and to improve linkages with regional and global supply chains. CSR
has emerged as an APEC agenda only recently and has not been given top priority so far.
Furthermore, the initiatives of APEC so far have largely relied on CSR capacity building
in a narrow sense. While capacity building of enterprises to adopt CSR is essential, its effectiveness can be limited without a supporting policy or regulatory environment.
The paper reviews three strands of CSR policies and approaches – regulatory approach,
capacity building approach, and integrated approach – with a view to drawing lessons and
implications for a new framework for CSR initiatives in APEC. The regulatory approach
highlights the importance of the legal and regulatory framework, which comprises of: 1)
CSR guidelines and standards as ‘soft law’ instruments, and 2) binding, mandatory ‘hard
law’ instruments such as national laws and regulations concerning human rights, labor
standards and environment. The capacity building approaches focuses on assisting SMEs
to implement CSR-based practices through various training and other capacity building
programs and projects. There has been a more innovative approach to foster sustained
improvement in CSR for enhanced competitiveness of a sector or region by integrating
these two approaches. By addressing both the capacity of actors as well as the enabling environment in which they operate, the integrated approach has the potential to bring about
a substantial change at a large scale.
Drawing on the lessons learned from previous initiatives, the paper proposes a comprehensive, multi-sector capacity building initiative for SMEs to be implemented across the
APEC region. The initiative highlights the need to reconnect CSR and the public policy
framework by adopting the integrated approach. The national policy framework with appropriate regulatory measures is needed to ensure that enterprises integrate CSR into their
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operations and core strategy. A key characteristic of this initiative is that it is based on the
principle of shared responsibility of public and private sectors through public-private Partnership (PPP) which combines complementary capabilities and resources of both sectors.
It should also be in line with international principles or norms concerning development
assistance and partnerships, including the OECD DAC guidelines on strengthening trade
capacity for development.
The joint integrated CSR initiative in APEC would consist of three parts: 1) legal and
regulatory frameworks and national policies, 2) capacity building of managers, government
officials and other stakeholders, and 3) promote innovation in CSR through partnerships.
CSR is a relatively new agenda within APEC and thus a great deal of learning, innovation
and creativity is necessary to generate new ideas, strategies and policies which will bring
about genuine development outcomes for SMEs and other stakeholders. Therefore, it is
important to provide incentives for innovative practices through multi-stakeholder partnerships.
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Conference Proceedings 13-01

2012 KIEP Visiting Fellows Program

KIEP (December 2013)
A5 / 363pp. / not for sale

The Korea Institute for International Economic Policy (KIEP) was founded in 1989 as
a government-funded economic research institute. It is a leading institute focusing on international regional studies with strong cooperative relationship with the world’s leading
research institutes. The Center for Emerging Economies Research (CEER) has been enforcing visiting fellows program since 2008 in an effort to vitalize exchange among internal
and external institutions and enrich competence in regional studies. This program cultivates
close network and promotes cooperation through sharing of research outcomes and information among eminent scholars and experts of regional studies. ‘KIEP Visiting Scholars’
Paper Series’ is an accomplishment of this program that enabled higher understanding of
international regional studies.
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