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Korea’s Mid- to Long-Term
Economic Strategy for
the World
Heungchong Kim et al. (December 2007)
ISBN 978-89-322-1264-7/A5/402pp./USD 15

Trade has been one of the most important strategies for economic
growth in Korea. It is well known that the Korean economy developed very
quickly via its export-oriented growth strategy since the early 1960s. Mainly
due to the explosive increase of exports to the world, Korea’s total GDP has
increased by more than three hundred times over the last forty years. Korea’s
active engagement of the global trade regime was accelerated by its
membership in GATT in 1967 and in the WTO in 1994. Recognizing the
importance of trade with outside economies in its economic development
process, Korea implemented a unilateral open-market policy in early 1980s,
and made subsequent efforts to join the Organization for Economic Cooperation and Development (OECD) in 1996.
Since the early 1990s, however, Korea has faced substantial changes and
challenges in the world trade regime and trade environments. Regional
economic integration, beginning with the Single Market formation in the EU
and the North American Free Trade Agreement (NAFTA), has gained an
even stronger foothold globally. In response to this trend, East Asian countries
have made efforts to formulate a regional safety net against another regional
financial crisis. Since 2003, China has stood up as Korea’s largest trading
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partner, while the US stepped down from being the largest to the fourthlargest trading partner after China, the EU, and Japan in 2006, respectively. It is
also noticeable that the global economy has been engrossed in pursuing
bilateral trade liberalization. Korea was not an exception to this trend.
Therefore, it is no wonder that Korea has been very active in reviewing
and evaluating its trade policies, and producing new trade policies as the
economy grows and new challenges emerge. To name some recent efforts,
Choi (1998) published a book of comprehensive research evaluating Korea’s
trade policy, and suggested the necessity of a new trade policy under the new
trade regime under the WTO. Choi and Kim (2005) suggested a new concept
of an “advanced trading nation,” which emphasized the importance of
domestic restructuring, deregulation of product and labor markets, global
sourcing of labor and capital, and taking an active role in the multilateral
agenda. In line with the concept, Chae and others (2006) published a book
entitled, Mid & Long-Term Strategies toward an Advanced Trading Economy, which
suggests curative methods to implement the long-term goal of an advanced
trading economy.
Despite of rich reservoirs of research on Korea’s trade policy, however,
it is surprising that there were few publications considering a region-specific
strategy for Korea’s trade policy in the mid and long terms. It is true that there
were a lot of publications on Korea’s trade policy with specific trade partners
when one of those countries experienced political regime change or a new
administration. This kind of research, however, focused only on short-term
aspects of Korea’s trade policy to these countries, without considering the
long-term view, and included little serious analysis or review of trade policy in
the context of Korea’s mid- and long-term global trade policy.
Bearing in mind the need for formulating Korea’s mid- and long-term
trade policy from a regional perspective, this research tries to suggest a regionspecific trade and economic strategy for the world. Korea’s trade and
economic policy is reviewed from regional perspectives, so that its
comprehensive regional strategies in the fields of market expansion,
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investment and foreign assets, energy, environmental cooperation,
development assistance, and other elements are drawn out.
The research has two notable characteristics, differentiating it from prior
research. First, it elaborates on Korea’s new trade and economic strategy for
the world, reflecting the factors influenced by recent changes in Korea’s
external economic relations. It was a matter of course that Korea’s trade policy
toward the world has been at the heart of its economic policy agenda since the
1960s due to the heavy influence of external factors on Korea. Recent
developments in East Asian economic and financial cooperation and
integration, and China’s rapid emergence provided an impetus to review
Korea’s external economic relations in a different way. Furthermore, in the
course of fashioning regional integration, Korea’s active FTA policy provides a
catalyst to deepen Korea’s relations with the world.
Second, and more importantly, the research looks at Korea’s regional
trade and economic relations from a broader perspective of strategic tools of
trade and economic policy, including market expansion, investment, energy
and environmental aspects, and development assistance. By using and adapting
the core results of an issue-based approach, it can be evaluated that the
research is successful in inducing comprehensive and balanced views.
The implications and suggestions from the research are as follows; as for
the strategies of market expansion, special efforts should be made to lift trade
barriers against Korea’s exports of high- and medium-high-technology
through FTAs with other countries. Second, Korea’s FTA policy needs to have
four future directions: widening, deepening, enlarging, and connecting.
Widening implies that the agenda for FTA negotiations needs to be widened
to grasp non-liberalized areas of the current FTA talks. Some items in
agriculture and manufacturing, and many areas of services can be fields for
further liberalization. Deepening means that the degree of liberalization of a
certain area liberalized in the FTA talks must increase, such that the degrees of
committal and concession in a category should be the target of further
liberalization. Enlarging requires Korea to engage global FTA partner
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countries, given the current performance of FTAs with major economies.
Finally, harmonization of each FTA, so called connecting of FTAs, is
important, as the network of FTA should contribute to accelerate multilateral
trade liberalization. Third, another aspect of market expansion is effective
elimination of non-tariff barriers (NTBs). As the tariff barriers are reduced or
eliminated worldwide, non-tariff barrier have emerged as a major hindrance to
free trade. Korea needs to be more interested in lifting NTBs for trading
partners whether or not they are developed or developing. In this research, the
comparison of NTBs in the twelve economic zones in the world has been
conducted, to clarify which markets Korea needs to focus on when lifting a
certain type of NTB. Fourth, Korea needs to develop lower level of trade
agreement than FTA, in the form of a cooperation agreement or partnership
agreement. These can include investment and cooperation issues, as well as a
substantial degree of market liberalization. In certain cases, political dialogue
needs to be included to deepen diplomatic relations between Korea and other
countries.
As for the overseas investment issues, Korea needs to be interested in
achieving an “advanced country with active overseas investment” through
active overseas investment. In order to do that, it is important to create and
enlarge the number of “Korea desks” in the public institutions of foreign
countries, and facilitate a global Korea Business Development Center. Global
resourcing of foreign people is also very important.
As for Korea’s energy strategy for the world, energy security has growing
importance in this era of skyrocketing energy prices. Korea needs to redirect
its basic energy policy from guaranteed supply of energy sources to
development of energy-efficient technology. In line with the change of policy
direction, cooperation with the EU and Japan is gaining more importance.
Korea’s new trade policy requires considering the increasing possibility of
cooperation in energy technology and the utilization of energy sources in
North East Asia and the world.
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Table 1. Korea’s Trade and Economic Strategy for the World

market
environmental
investment energy
ODA others
cooperation
expansion
China

◎

◎

Japan

◎

EU

○

◎

◎

○

◎

◎

◎

◎

◎

◎

North
America

◎

◎

○

◎

ASEAN

◎

◎

Oceania

○

India

◎

○

Middle
East

○

○

Africa

◎

Russia

◎

◎

◎

◎

◎

◎

◎

◎

Central
Asia
Latin
America

◎

◎

◎

△

◎
◎
○

◎
◎

◎
◎
◎

○

◎

◎

Notes: ◎: very active engagement; ○: active engagement; : possible to engage; For
the “Others,” China includes cooperation for finance and transportation;
Japan for technology; the EU for scientific technology; North America for
technology and Mode 4; Oceania for natural resources, diplomacy, and
agriculture; India for natural resources and infrastructure; Russia for rail,
scientific technology, and Korean networks; Central Asia for natural
resources; and Latin America for natural resources and technology.
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Fourth, in relation to the previous agenda, environmental issues are one
of the hot trade policies that have recently emerged. Korea and the world have
strengthened their cooperation in multilateral environmental arenas. The
recent development in multilateral environment agreements including the
Kyoto Protocol and UN Framework Convention in Bali are a notable
phenomenon. There is still much more development needed for further
cooperation in the fields of climate change, environmental and energy-saving
technologies, and so on.
Finally, Korea’s official development assistance (ODA) policy must be
reshaped, reflecting Korea’s changing status in the world. It is imperative to
understand that the volume of Korea’s ODA needs to grow, but other policy
agendas in Korea’s ODA policy need to be considered. The target countries of
ODA need to be selected in a different way from the past, the necessity of the
countries in need should be considered. Furthermore, selection criteria among
tied and untied loans need to be differentiated.
Table 1 shows a structural formation of Korea’s trade and economic
strategy for the world based on the research in this book.
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A Sectoral Assessment of
a Korea–US FTA and Policy
Implications for the Korean
Economy

Nakgyoon Choi and Hongsik Lee et al. (December 2007)
ISBN 978-89-322-1265-4/A5/434pp./USD 15

The Korea–US FTA (KORUS FTA) has been one of the most
contentious issues in Korean society because it is expected to have a
tremendous impact on each of the economic agents. To investigate the
macroeconomic effects of the KORUS FTA, two related general equilibrium
approaches are used in this study. The static general equilibrium modeling
focuses on efficiency gains from resource allocation. The productivity gains
general equilibrium model, however, takes account of dynamic efficiency
impacts from competitive effects and investment in the economies over time.
The latter can be as important as or more important than the direct trade
liberalization effects.
The results indicate that Korea could gain an estimated 0.32–5.97%
increase in GDP from an FTA. Many of the gains that would accrue to Korea
from an FTA with the US would be productivity gains from increased
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competition between the US producers and domestic Korean production.
Another important area of gain for Korea will be from increased efficiency
from reduced non-tariff barriers. This provides a strong argument that an FTA
between Korea and the US should be comprehensive and would facilitate
regulatory cooperation and reduction of non-tariff barriers.
However, the macroeconomic analysis does not reveal detailed, sectorspecific impacts. Therefore, this study reviews the major issues in each
negotiation chapter to analyze how the final FTA agreements reflect Korean
interests. This study also reveals how the KORUS FTA will affect Korean
economic agents such as the consumer, producer, and government sectors,
and evaluates the positive and negative effects of the KORUS FTA on the
Korean economy. Finally, it will propose policy responses in view of the legal,
political, and economic aspects of the agreement.
The KORUS FTA deals with the agricultural, industrial, and service
sectors, and its scope covers almost all domestic institutions and policy areas
such as competition policy, trade-related intellectual property rights (IPR),
government procurement policy, and so forth. Specifically, the KORUS FTA
negotiators discussed various issues in the seventeen chapters dealing with
agriculture, market access, services, and investment, etc. and two working
groups covered the automobile and pharmaceutical issues. This study classifies
all the negotiation agendas into four major sectors: agriculture, manufacturing,
services and investment, and other issues.
We will start with the agricultural sector. The Korean Rural Economic
Institute (KREI) used an econometric dynamic simulation model ― KREIASMO 2006 ― to analyze the implications of the FTA for the Korean
agriculture sector. The model represents the entire Korean agriculture sector
including rice and grains, vegetables, fruits, livestock products, and other
commodities for the analysis. In particular, import demand functions were
reformulated for the imports from the US and other countries separately so
that the impacts from a FTA with the US can be analyzed directly.
Based upon an assumption that the FTA becomes effective in 2009, the
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analysis shows that the Korean agricultural production value would decrease
by KRW 447 billion over five years, by KRW 896 billion over ten years, and
by KRW 1,036 billion over fifteen years. A fifteen-year production value
reduction, on average, would be approximately KRW 670 billion.
What Korean agriculture needs to do in order to minimize the negative
impacts of the FTA would include structural reform, improvement of
competitiveness, and creation of a safety net for agricultural income. In terms
of structural reform, inefficient operations should be reduced, and efficient
operations should be maintained and improved. Similar to what was adopted
for the FTA between Chile and Korea, the closing-down of farms, as well as
the replacing of commodity farms, needs to be subsidized considering
efficiency and competitiveness with imports from the US.
Policies for the income safety net should be carried out to prevent the
negative impacts of the FTA, since domestic agricultural prices would decrease
and, as a result, the entire agriculture sector’s income would be reduced.
Therefore, the policies for the income safety net should be based on objective
analyses to provide reasonable compensation for a certain time period until the
farmers would be able to adjust their production structure and plans to the
new agricultural situation caused by the FTA between Korea and the US.
Second, Korea and the US agreed to open their markets widely and
eliminate tariffs quite rapidly in the manufacturing sector. They decided to
eliminate the tariffs on more than 94% of manufactured products in less than
three years. The level of 94% is all the more significant because it was chosen
not on the basis of product numbers, but on the basis of import value, which
guarantees effective market openness for each party.
According to a partial equilibrium model we employed to measure the
trade effects of the KORUS FTA, Korea’s manufacturing exports to the US
are estimated to increase annually by $1,387 million, whereas the imports from
the US will increase annually by $591 million. For the automobile and textile
sectors, annual trade surpluses with the US will increase by $764 million and
$171 million, respectively.
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In order to maximize the benefit from the KORUS FTA and to
minimize its market-opening burden, the Korean manufacturing sector should
increase its efforts at advertising, attracting foreign direct investment (FDI),
intensifying technological cooperation, and investing in research and
development (R&D) while preparing an effective system for trade adjustment
assistance.
Third, we will move on to the services and investment sector. Korea
would commit more than what was discussed in the Doha Development
Agenda (DDA) to the KORUS FTA in the services chapter. The KORUS
FTA services agreement provides Korean services firms with levels of market
access, national treatment, and regulatory transparency that are equivalent to
those currently proposed by the US’ DDA offers. The issues in the services
negotiations include the application of the ratchet mechanism, a mutual
recognition agreement, a temporary entry with professional services visa quota,
most-favored nation treatment, market access, an accessible list of state
measures, express delivery services, and foreign legal consultants. Also
included are audio-visual services, broadcasting services, telecommunication,
education and health services, and a screen quota. On the other hand, the
investment chapter includes investor–state dispute settlements (ISDs),
temporary safeguard measures, and obligations for host country governments
such as national treatment, most-favored nation treatment, expropriation and
compensation, subrogation, etc.
The services provisions would likely lead to greater transparency, legal
stability, and increased opportunities for trade and investment in the Korean
services sectors. The negative list system and ratchet mechanism would
contribute to the comprehensive and consistent liberalization of the service
market in Korea. A mutual recognition consultation mechanism is committed
in the Annex, in particular for some professional services suppliers such as
engineering, architectural, and veterinary services; it is expected to enhance the
economic benefits of the provisions in the services chapter. The Korean nonconforming measures, which include stepwise liberalization of legal and
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accounting services, are likely to have a potentially positive effect on the
competitiveness of Korea’s professional services. The services provisions in
the FTA would generate new opportunities for Korean service firms in the
long term and will provide favorable market access for cross-border trade.
On the other hand, investment provisions can contribute to an increase
in the overall level of investment liberalization and investment protection,
which would have a positive impact on FDI in both Korea and the US
because these provisions require each party to eliminate restrictions or
discrimination on foreign investment. These provisions would also protect
existing investments from direct or indirect expropriation. The role of FDI
policy, to support the settlement of affairs and to take care of difficulties of
foreign investors, should be strengthened to prevent potential costs, such as
ISD, that are associated with the investment protection stipulated in the
KORUS FTA.
Fourth, we will turn to other issues. The trade remedies chapter would
provide for certain consultations in the course of antidumping and
countervailing duty investigations and the possibility of accepting undertakings
on price or quantity instead of imposing antidumping or countervailing duties.
The inclusion of the trade remedies chapter in the agreement is one of the
successful results of the negotiation. It would contribute to improvement of
the exporting business environment, since the US trade remedies measure has
been known as a major non-tariff barrier. Specifically, the Committee on
Trade Remedies is expected to play a role as an official channel of dialogue
between the authorities of the two countries. To fully utilize such a committee,
an internal communication system, in which firms transfer their needs to the
government, should be constructed by professionals who are equipped with
practical knowledge on trade remedies issues.
Regarding the pharmaceutical issues, the final agreements adopted the
following provisions: (1) both parties appropriately recognize the value of
patented pharmaceutical products and (2) both parties make available an
independent review process to do justice for the applicant who goes through
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the due remedy process. The sharing of information on the patent processes
was agreed on to prevent the marketing and approval of generic drugs while
the patent on the original drug is still in effect. Also, it was agreed that tariff
lines for pharmaceuticals phase out over a period of, at most, three years. Such
an agreement would likely have a negative effect in the short term on domestic
firms’ market shares and profitability by eliminating duties and by decreasing
the import price. The agreement is likely, however, to encourage R&D in the
industry and eventually lead to research-intensive industry structure. The
Korean government should support the R&D activity of pharmaceutical firms
and promote the pharmaceutical business environment to increase the
competitiveness of the industry and extend its business abroad.
The IPR chapter of the KORUS FTA contains provisions governing the
protection and enforcement of the major forms of intellectual property such as
copyrights, trademarks, and patents. This chapter requires Korea to revise laws
and regulations related to IPR protection. Consequently, it will upgrade
Korea’s standards for the protection and enforcement of intellectual property,
which would likely to have non-negligible effects on Korea’s economy and
likely to harm Korean industries that rely on copyrights, trademarks, patents,
and other intellectual property. This report attempts to assess carefully the
effects of the strengthened IPR protection in Korea as a result of the KORUS
FTA.
Environmental provisions include the following commitments: to strive
to ensure that Korea’s environmental protection laws provide for high levels
of protection and to provide opportunities for public participation (citizen’s
submission). Related to investment provisions, environmental regulations do
not constitute indirect expropriations except in rare circumstances such as
when an action or a series of actions is extremely severe or disproportionate in
light of its/their purpose or effect. Such an agreement is expected to improve
the level of environmental protection in Korea and, in the long run, to help
develop the Korean environmental service market through increased market
access and bilateral cooperation. As the general dispute settlement procedure is
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applied to bilateral environmental issues, Korea might have to pay more
attention to domestic environmental regulations in order to prevent bilateral
environment-related trade disputes. Development of environmentally-friendly
products and production procedures would be crucial as stricter
environmental regulations are introduced.
The labor chapter specifies responsibilities of both countries to maintain
international labor standards and institutional agreements. As a result of
successful agreements in the labor sector, institutional systems such as public
communications and dispute settlement can guarantee sincere implementation
of labor-related laws. In addition, cooperation in the labor sector between
Korea and the US will be strengthened. On the other hand, there are concerns
about infringement of independence of labor policy and the introduction of
excessive flexibility on the Korean labor market. These concerns, however, are
based on anxiety about future uncertainty and are not well grounded. To
improve Korea’s labor environment, the government has to provide the right
information for its people and implement new institutional systems effectively
and transparently.
The competition policy chapter deals with designated monopolies and
state enterprises. Moreover, it includes provisions covering transparency,
cross- border consumer protection, consultations, and dispute settlement. This
report aims to provide a systematic review of the competition chapter by
answering the question of whether this chapter enables us to achieve our
primary goal, that is to say, promotion of economic efficiency and consumer
welfare.
The government procurement chapter provisions ensure that suppliers
may qualify for and participate in a procurement tender without previously
awarded procurement contracts or having previously undertaken work in the
US. The chapter also establishes a working group to address any related issues
on government procurement and to exchange information. The FTA would
likely increase opportunities for Korean companies, particularly small and
medium- sized businesses, to bid on government procurement contracts in the
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US. A government role in encouraging more firms to participate and
supporting their activities is expected.
Rules of origin (ROO) specifies the conditions under which a good
becomes eligible for zero tariffs in an FTA. Both Korea and the US are
supportive of restrictive ROO, and it is not surprising that both parties agreed
on NAFTA-style ROO. This report identifies the differences in ROO
between Korea’s existing FTAs and the KORUS FTA, and analyzes the
effects of ROO in the KORUS FTA.
The agreement on the customs procedure includes the adoption of
voluntary certification of origin, and self-certification of origin. It also deals
with the simplification and facilitation of the customs procedure, which will
contribute to minimizing both import and export costs. In order to maximize
such expected benefits, it will be essential to facilitate the Container Security
Initiative by the Subcommittee on Customs Matter, which will be placed under
the Committee on Trade in Goods.
In conclusion, the KORUS FTA would result in the elimination or
substantial reduction of the US’s trade and investment barriers, and it would
improve Korean access to the US market, one of the world’s biggest markets,
along with the EU, which would be one of the most beneficial effects of the
KORUS FTA on the Korean economy. In addition, the KORUS FTA will be
conducive to advancing Korean domestic institutions and strengthening the
transparency of legal framework, which would contribute to the improved
efficiency of the whole economic system. If the KORUS FTA could possibly
bring about momentum crucial to enhancing the efficiency of the service
sector and level-up the productivity of the manufacturing sector, the Korean
economy will be transformed to a knowledge-based and innovation-led
economy at an accelerated pace.
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The Doha Round and Beyond:
Korea’s Perspectives on
the Multilateral Trading
System
Jin Kyo Suh et al. (December 2007)
ISBN 978-89-322-1266-1/A5/264pp./USD 10

When the current multilateral trade negotiation was launched in Doha,
Qatar in 2001, it was officially named the “Doha Development Agenda
(DDA),” indicating the priority of helping developing countries gain more
from trade liberalization. The development agenda reflected the reality that
developing countries now constitute the majority in the World Trade
Organization and therefore, can determine whether new trade rules are
adopted or not. Many developing countries believe that previous rounds of
global trade talks created rules that primarily benefited the high-income
industrialized countries that dominated global trade. A re-balancing was
needed to provide opportunities for all countries and to take into account the
special vulnerabilities of poorer countries.
Despite that moment of clarity, many of the major players, including the
United States (US) and the European Union (EU), soon gave short shrift to
the development agenda and reverted to their traditional priority of gaining
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market access for their own competitive firms and sectors. However, a new
balance of power has emerged in the global trading system, as large developing
countries led by India and Brazil sit at the negotiating table and insist that any
deal must address their development concerns. At the center of negotiations
are now the talks occurring between the US, the EU, India, and Brazil-called
G4. Major talks that occurred last year can be summarized as follows;
Agriculture
In agriculture, India and Brazil have been pressuring the US to drastically
lower its domestic support levels. However, the US has been reluctant to go
below its original position of $22.5 billion. The chairman’s draft text circulated
on July 2007 suggested a reasonable landing zone but large gaps between the
US and Brazil-India still remain. However, there was significant progress in the
pillar of both the exporting competition and the market access, particularly
export credits, sensitive products, and special products.
Considering the characteristic of Korean agricultural production - the
agricultural production concentrated on a few products such as rice and red
pepper - the Korean government should focus on obtaining the appropriate
number of special products (SP), as well as good treatment of the SP,
including the effective utilization of special safeguard mechanism (SSM) in the
current Doha round.
NAMA
Since the negotiation of NAMA restarted in January 2007, the main
issues such as determination of coefficients of Swiss formula and flexibilities
for developing countries have been stuck. On July 2007, the chairman of
NAMA negotiation released a new draft of modalities to Members. A simple
Swiss formula with two coefficients was adopted almost unanimously. This
modality suggested coefficients of 8~9 for developed countries and of 19~23
for developing countries. In addition, for unbound tariff lines, it suggested a
constant non-linear markup of 20 percents points to the 2001 MFN applied
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rate. Those suggestions would be acceptable for the Korean government even
though Korea insisted that the difference of dual coefficients should be within
a single digit and the markup for unbound tariff lines be 30 percent points.
Another important issue is the range of flexibilities for developing members.
The modality brought forward new flexibility. That is, developing countries
can choose an additional option, which adds 3 to the formula coefficients in
case they choose not to use the old flexibility.
Service
Regarding negotiations on trade in services, there appeared to be a new
momentum to the negotiations on specific commitments since plurilateral
Request/Offer negotiating method was introduced at the Hong Kong
Ministerial. In addition, Hong Kong Ministerial gave mandates to develop
disciplines on domestic regulation pursuant to the Article VI:4 of the GATS
before the end of the current round of negotiations and to intensify the
efforts to conclude the negotiations on rule-making of emergency safeguard
measures, subsidies and government procurement in accordance with their
respective mandates and timelines. Accordingly, there have been 20-odds
plurilateral requests so far. Requesting and requested Members engaged in
intensive discussions, in particular, on technical aspects of each request. These
plurilateral negotiations have succeeded in enhancing understandings on
various technical aspects such as consumer protection, attainment of liabilities
of service suppliers and proper monitoring.
However, there has been lack of progress for these plurilateral
negotiations to result in actual commitments for improved offers among
requested Members. Lack of progress in agricultural negotiations was added to
the difficulties in inducing improved offers. Furthermore, diversion of
interests among modes and sectors deterred progress in rule-making
negotiations. Therefore, without a dramatic turnaround in agricultural
negotiations, it is difficult to expect any progress in reducing the binding gap
between current level of liberalization and specific commitments, let alone in
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bringing any new market opening. On rule-making negotiations in the area of
service, although there is a possibility for progress in disciplines on domestic
regulations to which Hong Kong Ministerial gave specific time deadline, it
seems difficult for Members to agree upon emergency safeguard measures,
subsidies and government procurement in this Round.
Rules
The Doha Rules negotiations aims at clarifying and improving
disciplines relating to antidumping and subsidies (including fisheries subsidies).
Recently, the rules negotiations chair circulated the draft legal text which would
amend the existing Agreements and create new provisions prohibiting certain
subsidies in the fisheries sector. The draft would prohibit WTO members
from maintaining any antidumping duty orders no later than 10 years and
require that investigating authorities consider public interests before deciding
on a dumping measure.
On zeroing, the text would prohibit its use during initial investigations,
but allow transaction-to-transaction and transaction-to-weighted-average
comparisons in original investigations and all forms of zeroing in sunset,
administrative and periodic reviews, even though the methodologies have been
declared illegal in previous WTO rulings. In regard to WTO disciplines on
subsidies, the chairman proposed that the subsidies listed under the Article 6.1
heading of serious prejudice be reinstated. On fisheries subsidies, the text
includes an annex added to the SCM Agreement specifically prohibiting eight
categories of fishing-related subsidies which means that the chair uses a
bottom-up approach.
The WTO members expressed that the chair text lacks balance and that
it could nullify the results of trade liberalization efforts. Because of the
differences between members on issues such as the use of zeroing, restrictions
on subsidies in the fisheries sector, and other issues, intensive negotiations
seem unavoidable to reach an agreement.
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TRIPs
The negotiation of TRIPS was not satisfactory in 2007. Main talks on
TRIPS in 2007 was related with geographical indications. While a number of
countries including EC wanted to reach a conclusion to establish a multilateral
system for notifying and registering geographical indications for wines and
spirits, some countries such as the U.S and Korea showed opposite opinion.
The other main issue is about whether the coverage of products should be
expanded or not. Currently only wine and spirits are protected by geographical
indications via TRIPS, but some members such as EC want to expand it to
other products while most members do not want.
Trade Facilitation
Negotiations on Trade Facilitation in 2007 dealt with various issues
related to improvement and clarification on GATT V, VIII, and X, which
mainly concern with customs procedures. The negotiations also involve
customs cooperation and Technical Assistance (TA) and Capacity Building
(CB) toward developing member countries. In 2007, member countries
continue to develop their previous proposals on trade facilitation to propose
“3rd generation” proposals, which made the negotiation step forward.
However, discussions on TA/CB, which is an important axis of Negotiations
on Trade Facilitation, is yet to be full-blown and are expected to last to the last
minute of the negotiations, since the positions of developed and developing
countries are quite different. Nevertheless, as there would be a breakthrough in
the main issues in the area of agriculture and NAMA in the DDA negotiations,
the TA/CB issues in trade facilitation should not be insurmountable.
Trade and Environment
It was not until Doha Declaration that the environment explicitly
became a negotiating issue. Paragraph 31 of the Doha declaration lists the
issues for negotiation such as (1) The relationship between WTO rules and
STOs (specific trade negotiations) set out in MEAs (Multilateral
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Environmental Agreements), (2) Procedures for regular information exchange
between MEA Secretariats and relevant WTO Committees, and the criteria for
granting observer status to MEAs, and (3) The reduction or elimination of
trade barriers to environmental goods and services.
Main issues which are being discussed center on the first and third issues.
In discussing the first issue, the CTE (Committee on Trade and Environment)
had observed that of the about 200 MEAs now in force, only around 20
contain trade provisions. The scope of MEAS and the definition of STO are
at the core of debates. For the third issue, the challenge is in defining
environmental goods and services.
For Korea, it would be the safest policy to restructure all the industries
on an environmentally friendly basis. In addition, firms should try to make
their processes and production methods more efficient in every aspect. As a
result, it is necessary to set environmental standards higher step by step for the
long-term competitiveness of Korean firms. Korea has promised to
implement its international environmental standards strictly through the FTAs
with the US, and possibly with the EU in the near future. Upon these changes,
it is high time to reconsider Korea’s positions for the environmental issues
which are based on the assumption that environmental measures can be
barriers to trade.
Special and Differential (S&D) Treatment
Regarding the negotiation on S&D Treatment, the negotiations have
been split along a developing country/developed country divide. Developing
countries wanted to negotiate on changes to S&D provisions, keep proposals
together in the Committee on Trade and Development, and set shorter
deadlines. Developed countries wanted to study S&D provisions, send some
proposals to negotiating groups, and leave deadlines open. Developing
countries claimed that the developed countries were not negotiating in good
faith, while developed countries argued that the developing countries were
unreasonable in their proposals.
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By the Cancun Ministerial, developing countries had offered about 85
proposals on S&D provisions, but developed countries had agreed to only a
handful of these. At Hong Kong, members agreed to five S&D provisions for
LDCs, including the tariff-free and quota-free access for LDC goods described
in the NAMA section.
On the other hand, developing countries claim that they have had
problems with the implementation of the agreements reached in the earlier
Uruguay Round because of limited capacity or lack of technical assistance.
They also claim that they have not realized certain benefits that they expected
from the Round, such as increased access for their textiles and apparel in
developed country markets. They seek a clarification of language relating to
their interests in existing agreements.
The delay of DDA negotiation, as well as the collapse of the WTO
Ministerial Conference in both Seattle and Cancun have raised the question of
institutional reform of the WTO. Most member countries appear to have
reached consensus that the WTO’s method of operation has become
fundamentally unworkable. Even those WTO Members most in favour of a
new Round concede that the WTO’s shadowy processes are more “medieval”
than Millennial.
The WTO Charter sets out the formal rules and institutions that govern
WTO decision-making, which, in essence, provide for one equal vote for each
member and universal participation of all members in all meetings. Decisions
are to be taken by consensus, which is reached when no Member, present at
the meeting when the decision is taken, formally objects to the proposed
decision. If consensus should fail, various rules of One-Member-One-Vote
(OMOV) majority voting can be invoked. On the surface, these rules appear to
be a model of democracy.
However, the participatory and “democratic” nature of the WTO’s
formal rules masks the informal procedures that govern day-to-day decisionmaking. Voting has been and continues to be avoided in the WTO, and indeed
has never taken place. Consensus-based decision-making provides an
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environment in which the strong and the few can block decisions until they are
satisfied their interests are protected. It is difficult for developing country
Members to resist a consensus pushed by countries with greater economic
power and higher stakes in the decision, particularly if they fear that they may
lose more than they gain by making any one particular stand. This situation
was best illustrated in the context of the appointment of the WTO’s new
Director General, which most likely would have been resolved differently had
the developing country majority of WTO Members been allowed to express
their numerical power through a vote.
Negotiations would typically begin with the core group of “Quad”
countries (the US, EC, Brazil, and India), and would then, through the “Green
Room” process, seek to accommodate the interests of mid-sized developed
and the largest developing countries. Thus, informal methods have emerged to
fill the power gap between a system that is formally based on OMOV, but that
is regulating economic interests overwhelmingly concentrated in the
governments of a handful of members.
On the other hand, most WTO Members see reform as a need for
“transparency” in WTO operation. They share the view that the goal is to
open the internal procedures and operations of the WTO to small, newer
Member countries (internal transparency) while at the same time opening the
WTO generally to the global public (external transparency). Major trading
countries’ suggestions for improving internal transparency include having the
DG and the Chair of the WTO GC increase consultation with members
through more frequently informal meetings. Other suggestions include videoconferencing with capital-based trade officials, timely flow of documentary
information to all Members, Geneva-based briefings for countries with no
Geneva-based delegations, and focusing on practical ideas for maximizing the
understanding by small countries of the scheduling and structuring of WTO
operations.
Developed countries’ suggestions for external transparency include: (1)
making more WTO documents avaliable to the public; (2) allowing non-
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governmental organizations (NGOs) to attend regular GC and committee
meetings “in an advisory capacity”; (3) expanding consultations and symposia
to include NGO representatives; (4) expanding the use of the internet to reach
more “stakeholders” - firms and individuals affected by WTO activities; (5)
opening up he SD process by (a) holding public panel hearings, (b) permitting
“stakeholders” to file amicus briefs in panel and appellate proceedings.
Everyone now realizes that WTO is too large to operate on unanimous
consent, nor operate effectively if subject to the veto of any single Member.
Many members now concede the necessity of developing a new, fairer
approach that ensures effective influence of each Member in a way that (a)
preserves the essential viability of an organization focused on commercial and
economic objectives and (b) sufficiently reflects the economic and
development concerns of all its Members. The goal should be to adopt
structures and procedures that retain the principle of consensus, while
ensuring that such consensus accurately reflects the convergence of interests
that bring together such elements as market size, volume of exports, global
competitiveness, on the one hand, and stage of economic development and
the importance of international trade such development on the other. At the
same time, the Members of the WTO are going to have to come to terms
with respect to both real transparency in WTO operations and effective
participation in WTO decision making. Consensus may be the ideal for
decision making, but the manner in which consensus is determined may have
to be reconsidered.
The DDA negotiation will continue to reach agreement of modality in
2008. It is, however, unlikely that the conclusion of the talks will be within the
end of 2008. Due to the U.S. presidential elections in December 2008, it is not
so easy for political will to return to the bargaining table. The U.S.
administration’s authority to negotiate trade agreements with a guarantee that
Congress will vote on them with no amendments (on a so called TPA) also
expired in June 2007. That authority could be extended, but it may depend on
the outcome of the negotiation on triangle issues. If the U.S. does good deals
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in agriculture and NAMA, she is likely to extend the TPA. However, should
the U.S. take unsatisfactory results of the DDA negotiation, the future of the
DDA negotiation will be harder to predict. The U.S. may not be ready for a
new push in the Doha Round until 2009, under a new president. By then the
political climate surrounding trade will evolve in other countries as well, and
the overall appetite of the world for a new trade regime may be better or worse.
A two or three year delay in world trade talks is hardly unprecedented.
The Uruguay Round talks took seven and a half years to conclude. The
current round has been underway for only about six years. In general trade
rounds have taken longer to conclude as more countries join global trade
negotiations. Since the last round, WTO membership has continued to expand.
Most of the new members are developing countries. These countries are at
very different stages of economic development and have highly differentiated
export interests as well as defensive concerns for their own firms, workers, and
farmers. It was never likely that a round with many more players, and more
diverse players, would take less time than previous rounds. If such trends keep
going on, this round could take eight to ten years, concluding in 2009 or later.
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This report aims to draw policy implications from the analysis of the
determinants and outcome of global outsourcing carried out by Korean firms.
Global outsourcing is one of the most rapidly growing components of
international trade. At the beginning of the era of global outsourcing, MNEs
(multinational enterprises) tended to contract out peripheral jobs, such as
standardized manufacturing processes, to third parties or to engage in arm’slength transactions to achieve cost savings. The recent development of
transport services, IT, and services liberalization in developing countries,
however, enables more firms to outsource even key activities related to core
competencies, such as data manipulation, higher-end sales and services, and
research and development (R&D).
Since there are no official statistics on global outsourcing trends for
Korea, we conducted a survey of the outsourcing activities of 698
manufacturing firms in Korea to discover the various aspects of Korea’s
position as an outsourcer. The survey result reveals that 169 firms – 24.2% –
are engaged in global outsourcing. China is the leading location for global
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outsourcing, most of which occurs through Korean firms’ own subsidiaries in
China. Global outsourcing of manufacturing as a share of total global
outsourcing is 80.8%, while it is much less for the services sector. Global
outsourcing of services, however, is rising faster than that of manufacturing.
The main motivation for global outsourcing is cost savings. Greater flexibility
in business and production networks to enter foreign markets rank second and
third, respectively.
Using the firm-level data derived from our survey, we examine firm
characteristics that can determine the choice of global outsourcing. The
empirical results of probit and ordinary least squares (OLS) estimations
suggest that a firm with high performance, high levels of IT, greater R&D
intensity, and close affiliation with foreign markets through import or foreign
direct investment is more likely to engage in global outsourcing. Firm size is
also positively associated with global outsourcing, but its statistical significance
varies depending on the choice of variable representing foreign market
affiliation.
We also examine the impact of global outsourcing on firm performance.
There is evidence of a positive effect from introducing global outsourcing on
firm performance when both endogeneity and industry specificity are
controlled for. The effect of the extent of global outsourcing, measured as the
share of imported goods and services on firm performance, however, is not
clear.
The finding of this report has important policy implication for Korean
firms and the Korean government. The positive relationship between global
outsourcing and firm performance suggests that global outsourcing needs to
be considered as a long- term strategy, though the level of outsourcing should
be carefully chosen. Once global outsourcing is initiated, firms need to make
efforts to reduce the monitoring cost and transport cost associated with global
outsourcing by participating in foreign production networks and upgrading
their internal IT level. Regarding the reason for global outsourcing, the
majority of Korean firms still are interested only in cost savings. Global
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outsourcing, however, should be further utilized to enhance the
competitiveness of the firm through employing high foreign human capital,
adopting high technology and know-how, and other means. Also, firms should
increase global outsourcing of services, which can contribute to productivity
growth.
Government support for Korean firms is crucial. The Korean
government should encourage firms to actively engage in cross-border
outsourcing transactions through consulting based on databases of
international insourcers and outsourcers. To provide infrastructure for global
outsourcing by Korean firms, it needs to facilitate direct investment in
manufacturing supporting services such as transport services and distribution
services. Standardization of technology is also required for comparability
between components in production processing. As for ODI (Overseas Direct
Investment) policy related to global outsourcing, the significant potential risk
associated with a high concentration on China should be diversified into other
developing countries.
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As the Korean economy grows in size and importance, in particular, in
the international trading of physical products as well as financial instruments,
the argument of the internationalization of Korean Won is being raised more
often than before. Moreover, the Korean government recently issued a
medium and long-term plan for upgrading foreign exchange system of Korea
and it contains as part the internationalization of Korean Won to complete
Korea’s continual efforts to liberalize foreign exchange market. The rules and
regulations involving the internationalization of Korean Won is the last
remaining regulations and they will be removed or deregulated as the economy
becomes more open.
Although this structural change might cast very deep and serious impact
on the economy, there have been few comprehensive studies on the definition,
direction of the change, and the cost and benefit analysis of the
internationalization of Korean Won. In other words, the question of whether
or not the internationalization of Korean Won is beneficial or harmful to
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Korean economy and, even more fundamentally, the question of whether or
not the internationalization of Korean Won is achievable are important but
there have been few attempts to answer them until now. In this regards, this
study is the first to try to answer those fundamentally important questions.
This study analyzes the direct and indirect costs and benefits of the
internationalization of Korean Won, that is, the danger of speculative attack
and seigniorage revenue as well as the possibility of using the Korean Won as
an invoicing currency and the development of domestic fixed income market
by pursuing the internationlization of Korean Won. Also, this study considers
Japanese Yen and Australian Dollar as cases of currency internationalization.
Based on the theoretical results and the observations made from the case
studies, we conclude that it is premature to fully internationalize Korean Won
right now, and that there remain long way to go and various steps to complete
the process of internationalization of Korean Won.
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Korea-US trade relations have experienced substantial changes due to
Korea’s economic development phases and international trade environments.
However, it cannot be denied that the United States has been the most
important trading partner for Korea since the inauguration of its government
in 1948. Over the years, Korea’s dependency on the US economy continued to
increase, hence forcing Korea to sensitively but passively respond to the US
trade policy toward Korea. In fact, the most important issue in the trade
relations between Korea and the United States might have been to what extent
Korea would accept the United States’ requests on bilateral trade issues.
It seems that the trade relations, as well as trade issues, between the two
countries will certainly change as a result of the KORUS FTA. It is mainly
because the long-time trade issues related to market access have been
substantially resolved through the negotiations; trade in manufactured items is
to be almost completely liberalized; a trade liberalization schedule for the
agricultural sector is clearly proposed even though its protection level remains
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high; and it is expected to make some progress even in service sector
liberlaization, which may yet be the lowest compared to other sectors.
Despite such a progress, there still remain possibilities of trade conflicts
between the two countries in the coming years; that is, various trade issues may
arise in the process of implementation due to differences in ways of
interpreting or applying the bilateral agreements. At the same time, trade
conflicts may arise from existing or completely new areas, regardless of FTA
agreements.
In this respect, it is important to be prepared for the possibility of new
trade conflicts by going through a close examination, not only of the detailed
rules provided in the agreements, but also of the existing bilateral trade issues.
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The purpose of this research is to present a new model of Northeast
Asian regional integration from the political economy approach considering
political and security factor, social and cultural factor, and economic factor
together. This approach is based on the recognition that regional integration
may not be solely explained by the economic factor.
To that end, this research first examines major regional communities,
namely, AFTA, EU, MERCOSUR, and NAFTA and their current state of
integration. How these communities have historically developed is studied
regarding the following four circumstances: functional economic integration,
social and cultural circumstance, political and security, and institutional
integration. Factors that contribute to and hinder integration are also studied.
Most importantly, the direction of Northeast Asian regional integration
policies the Korean government must pursue is presented based on those case
studies.
An objective set of criteria is required to evaluate the degree of
integration. Thus, a regional integration index was constructed to measure the
degree of integration in major regional communities. Indices were calculated
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for four fields of functional integration, political security, social and cultural
integration, and institutional integration. Each field assessed included three
specific criteria, and therefore each community was evaluated on total 12
categories. Each category was graded on a scale of 1 to 5 with higher score
meaning higher accomplishment.
In case of Northeast Asia, in 1991 at the inception of regional
integration, it scored lowest in every field except for the social and cultural
integration index. This fact can be attributed to cold war and the sharp conflict
of ideologies which obliterated the momentum of regional integration.
However, in year 2000 when integration was on its way, much progress had
taken place in terms of social and cultural integration, political security, and
institutional integration. The functional integration was especially noticeable as
intra-trade had remarkably increased. Also, the increased exchange between
Northeast Asian countries had boosted the social and cultural integration
index, and the necessity of integration in terms of political security was
proposed. In addition, institutional integration had improved as regional
integration was called for after the financial crisis: cooperation in many sectors
including financial and monetary cooperation ensued. As of now, in 2005,
continuous improvement in social and cultural integration and political security
can be observed. intra-FDI has greatly increased, and the advent of
information society has increased the social and cultural integration index.
Common concerns such as the North Korean nuclear problem have been
cited as a factor stimulating regional integration.
At the early circumstances of regional integration, NAFTA(2.58) was
the leader followed by ASEAN(2.25) and EU(2.08). MERCOSUR(1.83) and
Northeast Asia(1.42) appear to be in less favorable conditions for integration.
At the development stage, the integration indices were as follows:
NAFTA(3.17), ASEAN(2.92), EU(2.84), MERCOSUR(2.50), and Northeast
Asia (2.33). Again in this stage MERCOSUR’s degree of integration fell
behind those of others.
In 2005, EU leads, the overall regional integration index with 4.83. The
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indices for NAFTA(3.25), ASEAN(2.92), and MERCOSUR(3.08) are close to
3. Northeast Asia’s score is 2.58, which suggest that the conditions for regional
integration are fairly mature.
Northeast Asia relatively possesses facilitation factors for regional
integration. Homogeneous culture, mature civil society, and facilitation factors
information literacy are facilitation factors the regional integration. Meanwhile,
when it comes to functional integration, intra-trade or intra-FDI is high
considering the absence of regional community. The homogeneity and
maturity of political and economic systems are increasing, and the political
leadership is expanding. Northeast Asia’s situation(2.58) in 2005 is reasonably
satisfactory compared to ASEAN(2.25), EU(2.08), and NAFTA(2.58). Its
conditions seem better than MERCOSUR’s(1.83). The index lagged behind
those of ASEAN(2.92), EU(2.84) and NAFTA(3.17)’ at the development
stage but was similar to MERCOSUR’s(2.50).
The cases of regional integration indicate that political security plays a
crucial role in establishing regional integration. However, in Northeast Asia,
much time is expected to elapse before Korea, China and Japan’s political and
economic systems are homogenized. China’s system would be hard to mature
in the short run. Ultimately, because of the regional security dynamics, those
factors will be pivotal in achieving regional integration in Northeast Asia: the
resolution of North Korean nuclear problem, the resolution of historical and
territorial disputes, transition from competition to cooperation framework, and
pursuing integration compatible with the interests of the US. Furthermore,
political leadership to realize the regional integration is very important.
In Northeast Asia, the degree of functional integration falls behind EU
or NAFTA, but it is higher than ASEAN or MERCOSUR where FTA has
already been established: it may well be similar to early European level. Thus,
functional integration factor can serve as the stimulus for integration. The
agenda is to generate institutional integration with already mature functional
integration.
Next, a new model of Northeast Asian regional integration is
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introduced based on the results above. Both current and reverse-current
models are analyzed. Then the issues, facilitators and deterrents of Northeast
Asian regional integration are discussed. The new model is presented based on
these findings.
The factors previously discussed can be introduced in the reversecurrent model to build the new model. This new model of Northeast Asian
regional integration differs from conventional models in that it is an
interdisciplinary model combining three sectors: State, Society and the Market.
Of the two conventional models, the economy-driven current model and the
political security-driven reverse- current model, this model is based on the
latter.
This Northeast Asian model especially emphasizes political leadership
which transforms crises into opportunities. In this model, intellectuals and
local governments should play an important role in the society. Education is
also strongly emphasized. Moreover, although functional integration has
shown considerable progress in the market sector, the following problems
need to be addressed: transformation of North Korea and development of
underdeveloped areas in the region.
To realize the new Northeast Asian regional integration model, strategies
and policies tailored to the region’s needs are required. The Northeast Asian
Way demands Korea and Japan (or Korea and China) as the core, Northeast
Asian Security Cooperation Meeting as the threshold, and the US participation
as the catalyst. The next administration should employ the new Northeast
Asian regional integration model and the Northeast Asian Way as part of the
foreign policy and declare a medium- and long-term program, the “Asian
Schumann Plan.” This program is in part economic and market integration
program in which the Asian union presupposes Northeast Asian community.
Its road map includes signing the Korea, China and Japan FTA through
Korea-Japan or Korea-China FTA and expanding it to Asian integration. For
this program Korea must take a Bold, Comprehensive and Creative (BCC)
approach.
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The North Korean problem is an inherently international problem as
well as a national one. Therefore the solution for North Korean problems
must be sought within the new international order in post-cold war Northeast
Asia. Specifically Korea needs to lead Northeast Asian regional integration and
include North Korea as a member in the process. A paradigm-shift is
necessary for policies: from North-South cooperation to Northeast Asian
cooperation and integration.
There are three proposals for Northeast Asian regional integration. The
first goal is to build a community of common recognition. Activating NGOs
related to regional integration (such as NAIS Korea), benchmarking European
University Institute or the Robert Schuman Center for Advanced Studies
(RSCAS) to establish “Leaders Academy of Northeast Asian Community
(LANACO)” or Asian Erasmus Program is necessary.
Second, the “Northeast Asian Development and Transition Belt Project”
should be promoted to integrate not only North Korea but also other
relatively under-developed areas including Russia and Northeast China. Based
on this project, the “Northeast Asian Marshall Plan” needs to be prepared to
resolve North Korean nuclear problem and facilitate the development of
North Korea. This plan may be initiated by the US, and to do so multilateral
collaboration research team needs to be set up in which research centers and
experts of relevant countries participate.
Last but not the least, North Asian Security Cooperation Meeting
Commission, a Northeast Asian version of CSCE, must be established
including the six countries based on the six-party talks. Having Korea-ChinaJapan summit on a regular basis and installing a permanent office in Korea for
the occasion is desirable. At the same time “Northeast Asia Vision Group”
needs to be established to increase the awareness within Northeast Asia of
why Northeast Asian regional integration is necessary and provide with the
common vision of Northeast Asian regional integration. Northeast Asia
Vision Group needs to first invite prominent individuals in Korea, China, and
Japan and ultimately expand the invitation to politicians, former high-ranking
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officials, journalists, scholars in Korea, China, Japan, Russia, the US and et
cetera. Security cooperation group, Economic cooperation group, and Social
and Cultural cooperation group will constitute this Vision Group. The
Northeast Asia Vision Group could deliberate the vision, strategies, and
specific plans for Northeast Asian economic integration and may provide
policy recommendations to the Korea-China-Japan summit.
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SeungBin Pae, HyunJun Cho (December 2007)
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Most of the existing research adopted the computable general
equilibrium(CGE) model to estimate the economic effects of a Korea-China
FTA. The findings of these research generally show that the effects of an
FTA on Korea’s GDP will be much greater than China’s, and Korea’s trade
surplus with China will expand in the manufacturing sector.
Given the extraordinary nature of the Korea-China trade structure in the
manufacturing sector, however, it is possible that the effect of exports to
China will be lower than expected. The characteristics of Korea-China trade
include the following. First, Korea’s exports to China are designated for
re‐exporting abroad after processing in china rather than meeting China’s
domestic demand. In fact, exports for processing in China make up 56% of
Korea’s total exports to China. Thus, parts and intermediary goods account
for nearly 80% of Korea’s exports to China, and consumer products on which
China imposes relatively high levels of tariff rates account for only 3.3%.
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Second, buyers who purchase the products Korea exports to China are distinct.
Foreign‐invested enterprises, which include Korean‐invested enterprises in
China, account for 76% of them. Third, it is estimated that 48.9% of Korea’s
exporting to China is accomplished by Korean‐invested enterprises in China.
These characteristics of trade influence the relationship of division of
labor between Korea and China, and also China’s real tariff rates on Korea.
First, according to the analysis of the relationship of division of labor and
competitiveness between Korea and China, while general trade largely presents
a pattern of inter‐industry trade, processing trade belongs mainly to
intra‐industry trade. The result also confirms that Korea reveals a high value in
the intra‐industry trade index with China in the parts and capital products
industries, because most of Korea’s enterprises in China invest in the
intermediary products industry and these enterprises purchase raw and
subsidiary materials from Korea. Second, comparing the average real tariff
rates of Korea and China, Korea’s tariff rates are much higher than China’s
because of a Korea-China trade structure based on processing trade. China’s
nominal tariff rate on industrial products is greater than that of Korea, but
Korea is higher than China in terms of imports with trade partner‐weighted
average tariff rates. China’s actual import tariffs on Korea especially maintain
relatively low levels because Korea’s exports for processing in China make up
56% of its total exports to China. When a trade partner exports raw and
subsidiary materials for processing trade to China, the Chinese government
frees or returns import tariffs on them once foreign‐invested enterprises in
China re‐export processed goods abroad. Third, according to the findings of a
survey and interview of Korea‐invested enterprises in China, even if Korea
accomplishes tariff elimination through a Korea‐China FTA, the increased
effect of exports to Korea‐invested enterprises in China will not be so large.
Most Korea‐invested enterprises have expanded into China for processing and
are already benefiting from free tariffs and are localizing operations in China in
tune with the dynamic expansion of the Chinese economy. Thus they are
increasing local procurement of parts and components rather than importing
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them from Korea.
Therefore, Korea should devise the most effective negotiation strategies
to maximize the effects of tariff reduction on industrial products after
establishing an FTA. First, Korea needs tariff reduction strategies considering
China’s nominal, weighted average, and actual tariff rates on Korea overall.
Specifically, Korea should conduct tariff reduction on commodities for which
China’s real import tariff on Korea is relatively high, rather than on those for
which the nominal tariff rate is high, to maximize the price effects of an FTA.
Korea’s products that are subject to high levels of China’s actual tariff rates are
cars, clothing, household appliance, and others. Second, Korea’s tariff
reduction strategies should focus on commodities for which China’s global
weighted average tariff rates are high, confronting intense competition in
Chinese import market. If Korea achieves tariff elimination, it is expected that
both price effects and substitution effects will be high in industries such as
autos, auto parts, apparel and other textile products, household appliances,
rubber, plastic products, steel products, machinery, nonmetallic minerals and
so on. Third, Korea should first negotiate tariff reduction on the export of
items targeting the Chinese domestic market. Most of these items are dealt
with by general trade in the division of trade method in China and belong to
consumer products due to product features.
At the same time, Korea should try to alleviate or eliminate a variety of
non‐tariff barriers to trade such as import control, as well as tariff elimination,
to maximize the increased effects of export to China after establishing a
Korea-China FTA.
Given the export inducement effect of Korea’s investment in China, it is
also an urgent need to improve the business environment for Korea‐invested
enterprises in China through a Korea-China FTA. First, a survey of
Korea‐invested enterprises in China shows that the aspect related to a business
environment that is expected to most improve through an FTA is the mutual
conduction of tariff elimination. Next, desires were revealed, in order, to be
the protection of intellectual property rights, improvement of the business
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environment in China, removal of non‐tariff barriers, openness of service
market, alleviation of the control over the labor movement, and improvement
of irrational commercial practices in China. Second, Korean companies in
China claimed to first solve problems related to customs through an FTA
negotiation. Secondly, they indicated problems of tariff treatment such as
arbitrary imposition of import tariffs. Korea needs to establish diverse
negotiating groups that can discuss a variety of problems such as non‐tariff
barriers and difficulties with business activities in China, as well as a negotiating
group on commodity trade to resolve these problems. Finally, it is anticipated
that imports from China will increase sharply after establishing an FTA. The
increase of imports from China could possibly be comprehensively carried out
by Korea‐invested enterprises, Chinese local companies, and foreign‐invested
enterprises. In fact, Korea‐invested enterprises in China answered that they
would plan to increase the proportion of exports to Korea as a portion of
total sales, and anticipated that exports to Korea of Chinese products,
especially final goods such as autos, apparel, and other goods, rather than
intermediary goods, would increase rapidly after an FTA. Therefore, Korea
should devise strategies that can expand sensitive commodities of the
manufacturing sector, in addition to agricultural products, and strengthen its
FTA commitment on the rules of origin to prevent imports from passing
through China.
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Regions in Korea and China:
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The purpose of this study is to evaluate the business-hub (finance &
logistics hub) policy of the Korean government, which has been in place for
the last five years. In this study, the performance and competitiveness of
Korea’s status as a hub have been compared to those of Beijing-Tianjin
(Binhai New Area) and Shanghai of China, which are rival areas of Korea. At
the end of this study, the future direction of hub policy for Korea is suggested.
Although the hub strategy of Korea, which began in 2003, has achieved
significant outcomes, Korea should accomplish additional assignments such as
people’s negative feelings about foreign capital, improvement to foreigners’
living conditions, and reformation of policy in order to be a business hub.
Beijing-Tianjin and Shanghai areas are centers of finance and
distribution in China. In Beijing, the main finance institutions are established to
decide and supervise the financial policy of China and perform its macro
control. In addition, the distribution sector is rapidly growing around Beijing
airport and Tianjin port. In Shanghai, both finance and distribution are
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achieving good results. Since the Shanghai Pudong Area was designated as a
special economic zone in the 1990s, various infrastructures have been
constructed and systematic assistance has been centered in the area according
to the government’s plan to nurture the area as the center of trade, finance,
and distribution of Northeastern Asia. Therefore, the area is developing as an
international finance city and it has the highest competitiveness in China in the
field of airport and port distribution.
The study performed was a questionnaire for the specialists concerned
with the finance and distribution industries of three areas of Seoul-Incheon,
Beijing-Tianjin, and Shanghai. The results are as follows.
In the evaluation of the competitiveness in the finance sector, the most
important factor was “the conditions for economic activity.” In detail, it was
evaluated that the competitiveness of globalization, the competitiveness of the
system, competitiveness of specialized manpower, potential power of growth,
and competitiveness of enterprise were important. It was found that among
12 evaluation factors, only in the competitiveness of globalization and
potential power of growth factors was Seoul-Incheon Area behind the
Shanghai area, but in other factors, it has a higher competitiveness than
Beijing-Tianjin and the Shanghai area.
In order to evaluate the competitiveness of the distribution field, analytic
hierarchical process (AHP) was adopted. The analysis results showed that “the
condition for economic activity and distribution” was the most important
factor. As detail factors, the competitiveness of the hub, competitiveness of
enterprise, potential power of growth, and competitiveness of technology
were evaluated as important factors. In the field of distribution, it was found
that the Shanghai area had the highest competitiveness of economic activity,
distribution conditions, and port conditions, and the Seoul-Incheon area had
the highest competitiveness for airports.
Korea’s hub policy shall maintain superiority in advanced areas through
continual reformation and improvement the lagging areas, depending on
priority. Moreover, it is necessary to establish a strategy considering
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cooperative factors as well as competitive factors in Korea’s relationship with
China.
In order to develop the finance area, Korea has to continuously reform
and develop the competitiveness of the system and of specialized manpower
that are superior to other areas, and search for a method to reconsider its
competitiveness through globalization and the potential power of growth,
which are inferior. Therefore, it is necessary to review the method to construct
a framework allowing the constant reformation of financial regulation,
strategically nurture specialized finance markets such as asset management,
relieve regulations concerning domestic finance companies’ advances into
foreign countries for nurturing the competitiveness in the globalization of
finance markets, improve accessibility and living conditions, and nurture
experience-oriented specialized manpower. Moreover, the inflow of invested
capital caused by the openness of China shall not be restricted to investment
in China, but shall be distributed to regional finance centers (Hong Kong,
Singapore, Tokyo, and Seoul) in order to improve the opportunity to activate
the financial industry of the entire area. It may have positive effects for Korea;
however, the most important assignment is to minimize the China risk
through cooperation with the eminent companies of Hong Kong, rather than
inland areas of China including Shanghai, and use them as leverage for
advancing into the inland area of China in the future.
As part of Korea’s strategy to promote itself as a distribution hub of
Northeastern Asia in the future, important ideas are to use well the
competitiveness of airport conditions, technology, and enterprise, which are
relatively advanced, and reinforce the potential power for growth, the
competitiveness of ports, and the competitive nature of a hub. Therefore,
Korea should spur the embodiment of e logistics by reconsidering the quality
of the distribution industry, systematically improving the environment for
attracting investment, converting to a distribution policy based on value added,
and developing new technologies for next-generation distribution of
information such as RFID, SCM, and other technologies.
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As shown in the comparison of competitiveness, as a strategy to be a
distribution hub, Korea needs to construct cooperative and competitive
systems in the area because the confrontation of planning for a single hub
caused by the competition in infrastructure construction with China is
unfavorable for Korea. Therefore, the enlargement of investment in local
ports such as Dalian, Tianjin, and Qingdao, which are recognized as rivals, can
be viewed as a method to continue Korea’s hub-port strategy. In the process,
Korea’s competitive superiority in technology, enterprise, and airport
distribution, which were found in the analysis of competitiveness, can be fully
used.
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The concept of a “global production network” is important for
understanding a country’s or a firm’s economic competitiveness. A big firm,
called a flagship, is likely to form a production network, which comprises of a
lot of other related firms. The economic performance of a firm in the
production network depends on the efficiency of the production network. So,
it is necessary to survey the characteristics of a production network for us to
fully understand how strong the economic power our certain industry or firm
has.
In this paper, we have analyzed the production networks of the
automobile industries of Korea and Japan. The automobile industry is very
important for both countries. Recently, the two countries’ automobile firms
have expanded investment in China. According to the expansion of
production potential in China, each country’s automobile firms have formed
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their own production networks in China. We have surveyed and compared
each country’s production network in China and suggested some policy issues.
We suggest that our government should support localization of Korean
firms in China. It is also necessary for many material- and parts-related firms
in Korea to extend their economic activities to China. This will contribute to
Korean firms’ localization and strengthen their economic performance in
Korea. We also suggest that a Korea-Japan-China FTA or Korea-China FTA
will contribute to cutting transaction costs of in the Korean automobile
industry. Since Korea’s and Japan’s automobile industries have their own
production networks in China and there is only a limited volume of economic
transaction between them, we suggest that more efforts to expand economic
transactions between the two countries should be made.
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The objective of this study is to analyze the possibility of development
of Indian industry and to use the study as a basis to propose direction and
action plans for Korea-India industry cooperation. The analysis of industry is
centered on steel and metal, electronics, automobiles and components,
petro‐chemicals, textiles, and machinery, observes the commercial policies,
industrial growth, trade structures, and potential for growth. The correlation
between Indian and Korean industry will be analyzed using econometric and
comparative methodology, and a proposal for bilateral industrial cooperation
will be introduced. Indian industry is expanding, but the manufacturing sector
will not witness a rapid growth in the mid term period. Steel and metal,
automobiles and components, and the machinery industries are expected to
post relatively greater growth. In addition, the Indian manufacturing sector is
expected to create a complimentary relationship with that of Korea, rather
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than a competitive one. Nevertheless, additional potential for trade is found to
be low. Major findings of the research are as follows:
First, the Indian government has recognized that development of the
manufacturing sector is crucial for stable and continuous economic growth,
and it is pursuing a variety of pro-manufacturing policies. Recently, the effects
of these policies have been materializing. In addition, the Indian government
has plans to develop the steel, petrochemical, machinery, automobile, and
clothing industries. The study also found that the Indian FTA policy is being
pursued in a direction favorable for the growth of the Indian manufacturing
sector. Second, the growth of the manufacturing and service sectors, the two
main growth engines leading the Indian economy, is accelerating. The
economy, however, is not expected to post rapid growth in the mid to long
terms, and the growth rate is also expected to fluctuate. The heavy industry
sector, however, is expected to post higher growth relative to light industry
such as food or clothing, playing a central role in the future growth of the
Indian manufacturing sector. Third, it is found that by econometrically
projecting the potential size of the industry and trade focusing on six major
sectors of the Indian economy, the machinery, steel, clothing, electronics, and
chemical industries, in this order, form the major industries of the Indian
economy. As for the structure of trade, the chemicals, steel, and machinery
sectors are found to expand their share in the total trade figure. Fourth, in
analyzing Korea‐India industrial cooperation, Korean companies’ successful
advance to India centered on large firms. The size and level of economic
cooperation, however, is found to be minimal. Although the trade structure
between the two countries is found to be complimentary, the trade is
concentrated on automobile, electronics, machinery, steel, and chemical
products. The competition between the trade items of the two countries is low,
but because trade substitutional relations are quite low, the potential for trade
was not found to be significant. Finally, in order to face the growth of Indian
industry and to strengthen industrial cooperation, it is found to be necessary to
pursue strategic economic partnerships and complimentary industrial
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cooperation. As a result of the findings, in order to face the growth of the
Indian industry and strengthen bilateral industrial cooperation, the study
proposes the following cooperative action plans and policy insights. First,
explore areas to expand trade and investment, and expand cooperative
relations in the areas where bilateral trade exists. In particular, as the Indian
economy grows rapidly, the possibility that India will become a global
economic player and that other countries such as Japan are expanding their bid
to venture into the Indian economy must be recognized as factors for Korea
encouraging advancement into the Indian economy. Second, bilateral
cooperation should expand in automobile parts, house appliances, mobile and
wired phones, electric cord and cables, wool and textiles, nonalloy and stainless
steel, resins and rubber, organic chemical goods, mould bases, and machines
areas. Third, when establishing a strategy to advance into the Indian market,
the possibility of utilizing India as a hub to expand into the South Asian
market, which comprises one‐quarter of the world’s population and is one of
the five areas posting the largest annual growth rates, should be considered. A
flexible approach is required, since India is located in an area where it can act
as a hub for South Asia, Europe, the Middle East, Southeast Asia, and China.
Fourth, India is not expected to post growth in the core industries of Korea,
such as the automobiles, electronics, and machinery. Since these are areas
expected to grow continuously in the future, Korean companies should make
efforts to sustain their competitiveness and potential for trade. To this end, the
Korean government should conclude a CEPA in the near future. In particular,
the Korean government should sign CEPA before Japan, so that the
management environment for the Korean companies already doing business
in India will be further promoted. Second, considering that there is limited
information on the Indian market, the Korean government should gather as
much information as possible regarding the possible areas for investment and
trade with India, and provide it to the Korean companies. Third, it is
important to expand trade for not only the manufacturing sector, but for the
service sector, in which India possesses comparative advantage. It is necessary
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for the Korean government to expand the usage of its “golden card”:
expanding employment for Indian workers, supporting the establishment of
Indian colleges and graduate schools, and using academic forums. Finally, it is
necessary to establish a “Korea‐India R&D Cooperation Fund” to expand
bilateral industry cooperation that will help form the “Korea‐India Scientist
Exchange Forum” and the “Korea‐India Business Forum.” In addition, in
order to support SMEs’ advancement into the Indian market, the “Industry
Complex for Korean SMEs” and the “Foundation for Municipal‐Level Trade
and Exchange” is found to be a useful cooperation schemes.
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The Russian government is trying to enter the WTO by enhancing its
international competitiveness and gaining pace in participating in the
superpower circle. Russia applied for membership in the General Agreement
on Tariff and Trade (GATT) in 1993, and since then it has undertaken various
institutional reforms. Russia’s WTO accession is expected to provide many
economic benefits in mid- and long-term perspectives: trade facilitation,
enhancement of industrial competitiveness, industrial diversification, growth in
consumers’ welfare, and so on. By signing the bilateral agreement with the
United States in 2006, Russia became close to joining the WTO. As of
October 2007, Russia now has to complete bilateral talks with Georgia and
Saudi Arabia, and is expected to enter the WTO officially in 2008. Russia’s
accession to the WTO will lead to the changes of the trade and investment
climate in Russia. Thus, this study analyzes how the changes of the trade and
investment climate in Russia after Russia’s accession to the WTO will influence
Korea-Russia economic relations, and suggests appropriate Korea’s trade and
investment policies.
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Although Russia has been steadily reducing trade and investment
barriers since 1999, there remain many factors that do not meet the
international standards. Most of the tariff structure is rather stable in Russia,
which depends on ad valorem tariffs, and, as of 2005, the simple average tariff
rate including the special tariff is 12.1%, and the applied tariff trade-weighted
average is not very high at 14.0%. It is evaluated as lacking transparency,
however, because the share of goods imposed by non-ad valorem tariffs is still
13.1%. Special tariffs also raise applied tariffs. In addition to tariff barriers,
non-tariff barriers such as customs procedures, government procurement,
intellectual property rights, and service barriers to restrict entry into finance
and insurance markets create severe problems.
The results of the bilateral agreement on Russia’s accession to the WTO,
until now, are summarized as follows. First, non-agricultural tariffs will be
reduced to 8%, meaning they would be lowered about by 30% compared to
tariffs in 2007. Goods, imposed by combined duties, will decrease from about
1,300 to about 1,100 items, and be coordinated by international prices every
year in the last three years. Russia also has agreed to sign the WTO’s
Information Technology Agreement (ITA) and commit to gradually
eliminating related goods. Second, Russia will open its service market in 116
sectors, particularly among which 30 sectors are agreed to be fully open. Still,
the openness level of other sectors may not meet the standard suggested by
WTO. In particular other strategically sensitive sectors, including production
and transportation of raw materials and energy, electric power, and air and rail
transportation, will not be obligated to open their markets. Also, there is
permitted discrimination between domestic and foreign companies in the total
service market. Even in open sectors of the service market, there would
remain regulations to maintain the service quality and protect consumers’
rights. Finally, Russia should cut its amber box subsidies by 20% in stages
within six years of accession according to the WTO’s agricultural agreement.
By doing so, Russia would be estimated to reduce $16.2 billion of agricultural
subsidies and $726 million of agricultural export subsidies. In March of 2001,
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the Russian government submitted to the WTO its plan to cut agricultural
subsidies, worth $12.9billion, and agricultural export subsidies, worth $464.7
million, within six years of its accession.
In this way, Russia’s entry to the WTO is expected to call for tariff
reductions of varying levels. It is impossible to exactly evaluate the openness
of Russia’s import market because the bilateral agreement by concrete sectors
is not announced however, in view of the limited information so far analyzed,
Korea’s major export items toward Russia, such as electrical goods and
electronics, automobiles, steel, machines, and other goods, would gain
comparatively high benefits from the market openness required for WTO
accession.
Korean companies are actively making inroads into the Russian market,
keeping pace with the change of the trade investment climate through
converting the current export-oriented policy to a greenfield investment one.
In particular, Korean entities are expected to undergo considerable changes in
the investment climate due to Russia’s accession to the WTO. Therefore, this
study examines different investment climates and trade conditions related to
Russia’s accession to the WTO, and has surveyed Korean companies in order
to analyze their advancement strategies and the Korean government’s support
strategies for them after the accession. The results indicate that the investment
climate and trade conditions in Russia are gradually improving and that Russia
is still evaluated to be a favorable trade and investment partner of Korean
entities. The results, however, also suggest that tariffs, VAT, and other barriers
should be reduced and that various non-tariff barriers have to be eliminated to
create more active trade and investment by Korea in Russia. In particular, they
pointed out several severe non-tariff barriers, such as traditional red-tape,
ineffective customs procedures, and complicated tax accounting standards.
Moreover, it is noticeable that Russia’s entry into the WTO may not be a
favorable occasion for Korea. Thus, Korea has to find a strategic response to
Russia’s entrance into the WTO and must find new methods of enhancing
trade and investment in Russia.
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To secure strong market share in Russia, first, Korea and Russia should
institutionalize intergovernmental trade partnerships under the concrete rules
and standards in case of its accession to the WTO. Second, the Korean
government should actively support Korean business activities in Russia. Third,
it is necessary to improve the infrastructure of trade with Russia. To do this,
Korea should cultivate experts on Russia, increase work related to Russia in the
government, and foster collaborations with industry, academia, and
government. Finally, the Korean government should consistently realize
partnership-development projects, especially as the establishment of industrial
infrastructure and development of energy resources will strengthen energy
security in Korea and provide a firm foothold of economic growth in Russia.
On the private level, Korean companies also should devise strategies to
enlarge their aggressive advancement and investment in Russia: promoting
investment in Russia, increasing R&D investment and technical partnerships,
establishing private trade networks, and other programs.
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Learning from and emulating developed countries is useful for the
industrialization of developing countries. It is most evident in the case of
development process in hardware technology, but this is also the case for the
software sector. It means that the policies adopted by already industrialized
countries, and their results, whether they were good or bad, can be helpful in
developing countries for making their policy and minimizing the mistakes.
Therefore, one of the ways to contribute to economic development and
poverty reduction in developing countries is for already industrialized countries
to share their knowledge gained through development experience.
Lately Korea’s experience in economic development is drawing much
attention from developing countries, and Korean government has
correspondingly developed a plan to share its experience with developing
countries, which shall be a major part of its foreign aid activity. The basic
feasibility studies for this sharing, however, have not been carried out
sufficiently. First above all the question whether Korea’s development strategy
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could be applied to present developing countries with different historical,
social, and economic conditions and under different international
circumstances must be answered. This study starts with this question. In
practical terms, this study is the preliminary ground work for developing the
contents of its knowledge-sharing program.
This study focuses on Korea’s experiences in the 1960s and 1970s, the
early stage in its industrialization process. This study also addresses whether
sub-Saharan African countries in particular can adopt or emulate Korea’s
development strategy at an early industrialization stage. The African countries
that are much different from Korea in terms of resource endowment and
natural conditions, or those not equipped with minimum requirements for
economic growth were excluded from our consideration.
Each co-author was aware that we should be very careful in applying the
experience of one country to any other country, and they believed
unanimously that the optimal policy for one country is not ready-made or
given from outside, but should be searched for through individual trial and
error. For African developing countries, nevertheless, we tried to draw from
Korea’s experience several lessons or implications, which are as follows.
At the early stage of industrialization of a developing country, the role
of government is very important, because the institutions necessary for the
operation of market mechanism are unlikely to be established and the
economy is lacking a leading entrepreneur group. Compared to Korea which
had many private companies and entrepreneurs in the colonial age and the
1950s, sub-Saharan African countries have only a limited industrial base. In this
circumstance, the government can not help playing a role as an entrepreneur
for economic development in Africa.
The most important thing for the economic policy of a developing
country is whether it can implement its plans, rather than whether it can
develop a good strategy. In implementing policies, a good result-management
and assessment system is crucial for success. For good policy implementation,
the technocrats should be competent and not be captured by private interest
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groups. If the government and technocrats are captured by interest groups
and, consequently, corruption becomes systemized, no policy can be expected
to achieve its goal. A transparent and objective recruiting system for public
officials is essential for the creation of a competitive technocrat group.
The sequence of policy also should be noted for successful
industrialization. Disordered policies are unlikely to bring the expected result
due to the lack of preconditions for the policy, and may induce unnecessary
costs. Korea adopted a step-by-step approach of first gaining price
competitiveness in mature industries, and later entering into advanced
industries. Even if it takes long time, it is necessary to accumulate some
successful, if small, experiences in the sectors with comparative advantage, and
spread these successes over other sectors.
One of the most disputable issues around Korea’s industrialization
history is whether selective industrial policy was necessary or desirable. The
Korean government continued partly a policy of import substitution, as well
as one of export promotion, after the 1950s. That policy mix can be called
“export substitution”, through which Korea tried to substitute local products
for imported ones for intermediate or capital goods for export production. In
that sense, Korea’s industrial policy needs to be understood as the proper
mixture of export promotion and import substitution policies.
Such an experience, however, can not be duplicated easily in the present
African countries. What is necessary for them is not the industrial policy for
promotion of local companies, but the creation of successful momentum,
even through simply supplying its labor force to multinational companies, also
known as international subcontracting. The Korean style of industrial policy
that was aimed at creating “national champion” companies was possible only
under very special conditions. Thus, its emulation by other developing
countries may impart a lot of costs and risks.
Though it is risky to adopt a selective industry-promotion policy,
developing countries are able to try to absorb and internalize foreign
technologies. At first, mature technologies rather than new, high-end ones is
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easy and desirable. In Korea, the government-established science and
technology institutes played an important role in catching up and developing
technology, which can now be duplicated in developing countries.
At an early stage of industrialization, the development of agriculture is
very critical. Agricultural development contributes to not only the expansion
of the domestic consumption market, but also universal education and
political stability in the agricultural regions. The poverty of agricultural
communities possibly leads to the formation of a huge urban informal sector,
high frequency of crime, and social instability.
Last but not least, the importance of education and democracy for
successful industrialization should be emphasized once again. Education level
is where we find the big difference in initial conditions between Korea and
sub-Saharan African countries. Literacy rates and school enrollment ratios in
most African countries are much lower than in the Korea of the early 1960s.
Education affects not only the quality of labor, but determines the quality of
governance for the industrialization. Above all, universal education, as well as
basic democracy, is the strongest firewall against corruption. Therefore,
African countries and international society should try to extend universal
education and maintain democracy that was achieved in the 1990s.
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See pages 11-16.
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Since entering into the WTO, China has turned its protective foreigntrade policies into more engaging ones, as it is expected to reach a responsible
attitude corresponding to its higher position in the global economy. Moreover,
the economic relations between the People’s Republic of China, Hong Kong
Special Administration Region, and Taiwan have accelerated the formulation
of the greater Chinese economic sphere. These changes urge us to tackle a
paradigm shift in the strategic trade policies toward a greater China.
Korea’s economy is heavily dependent on China and is inevitably
sensitive to the impact of Chinese economic changes on the world, especially
on the East Asian economy. Korea is confronting increasing uncertainty in its
present competitive industries in the global market, in which China is rapidly
building up its competitiveness. Therefore, we need to understand correctly
the chances and challenges caused by China’s increasing economic power so
that we can establish strategies for sustainable economic development in the
future. What is the exact meaning of the Chinese or Greater Chinese economy
to us? This is the first question that we are to answer in order to cope with the
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detailed problems of the changing environment in China.
This book presents the shifting of direction toward new trade policies
for Greater China in the mid and long terms.
First, economy-oriented cooperation needs to be developed to be more
comprehensive and have more than one focus to diversify the cooperation
agenda of Korea-China relations. It is time for us to consider long-term
economic security as our economic dependency upon China has deepened,
despite that there is no guarantee that China will secure high economic growth
in the future. We should widen the foreign trade-policy venue to encompass
political, diplomatic, and economic issues. We can also take into consideration
the competition not only between China and the United States,but also
between China and Japan, and China and Russia to establish regional trade
policy for China. In the Korea-China FTA, one of the main issues of
economic cooperation between the two nations, Korea should take an
initiating role in the regional economic integration of the East Asian region by
deciding the proper time and exerting negotiation power.
Second, the strategic importance of Hong Kong and Taiwan needs to
be considered when establishing a regional trade policy in the public sector,
and the specific character of regions and the several economic segmentations
in Greater China should be remembered when proceeding with Chinese
business in the private sector. China seems to accelerate Greater China’s
economic integration and allots the roles in finance and logistics through
competition and cooperation. Furthermore, China will multiply its growth
points in the longer terms. Three northeastern provinces and the southwestern
regions of China will witness the formation of new economic clusters
following the Pearl River Delta, Yangtze River Delta, and Bohai Bay Rim, on
which our interests are focused. We need to pay more attention to arising
regional clusters in China.
Third, we have to upgrade and realize high-value-added industries in the
manufacturing sectors in order to maintain our benefits from China as part of
the 15-year economic relations between the two countries. We need to
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concentrate more on the high-value-added processesin the manufacturing
sectors such as research and development, designing, developing core
components, and marketing. In terms of industries, the life spans of the main
manufacturing industries such as steel, electronics, petrochemicals, and
shipbuilding should be lengthened. Developing components and capital goods
will help the producer markets as well as the consumer markets in China. In
addition, enterprises should build up their competence to deal with the
segmented market’s needs.
Finally, it is urgent that we enhance negotiation power in trade deals with
China. FTA negotiation agendas should include more comprehensive issues
such as intellectual property rights, competition, and environment policies, as
well as trade and investment. Increasing economic activities between the
nations will inevitably incur more trade disputes. We need to establish a
network among professional negotiators with China who are familiar with the
matters concerned. Also, we can cooperate with other significant countries or
international organizations to enhance our negotiation power with China.
This book also comes up with the strategies and tasks for each field
under the new direction of trade policy toward China mentioned above.
In terms of trade, we must maintain the structure of division of labor
between Korea and China in the longer term. In order to continue to expand
Korean exports to China, it would be a strategic choice to strengthen
competitiveness in components and materials for advancing into Chinese
niche industry markets. As a longer-term strategy, we should boost exports to
the Chinese local and FDI firms in China in order to cope with shrinking
exportsto Korean FDI firms in China in the future.
On the investment side, China+1 strategy, in which we select one more
investment destination in addition to China, should be considered because it is
sure to strengthen selective policy implementation in foreigninvestment and it
will reduce the room for us to utilize China as manufacturing center. Also,
investments targeting the consumer market in China should be reinforced.
The manufacturing sector supporting service industries such as finance,
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distribution, and logistics will see an opportunity to advance into China, as it is
opening its service market. In addition, China will boost its outward foreign
investment to utilize its huge foreign-exchange reservoir and it will change the
present investment structure, in which China is only the investment destination
of Korea. Interactive investment between the two nations will demand a new
investment paradigm and we need to strive to attract more capital from China.
The Korea-China FTA, the main trade issue of the two nations in the
near future, should be approached in a cautious manner. We take a prudent
attitude toward the Korea-China FTA, carefully studying the impacts and
changes caused by the Korea-US FTA. We can also try the Korea-Japan FTA
and Korea-EU FTA to secure more negotiating power in the Korea-China
FTA. For maximizing the export-increasing effect of a Korea-China FTA, we
should pursue a more comprehensive FTA with China that includes the easing
of non-tariff measures, protecting intellectual property rights, improving the
business environment for FDI firms in China, and opening the service market.
This book also suggests specific cooperation strategies in several areas such as
finance, logistics, energy, and technology so that Korea can develop some
fields that we can dominate in competition with China.
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Korea was a priority trading partner of Japan till early 2000s, but its
status was lost when FTA negotiations between the two countries reached a
deadlock. Japan also was an important entity for Korea during the same period,
but has recently been treated as less weighty than the US, the EU, China, or
others. Therefore, Korea and Japan have been confronted with an entirely
different situation from the primary FTA discussion between two counties of
the early 2000s, and it seems that the two countries are searching for the
proper moment and justification for a solution to that problem.
In line with this necessity, this report presents Korea’s trade policy
toward Japan in the mid and long terms. The existing research on Japan’s
bilateral and multilateral trade policy was roughly carried out, but on the other
hand, this study considers the main features of and changes to Japan’s trade
policy, and focuses on analyzing the trade policies toward Japan of countries
like the US, the EU, and China. Furthermore, this research suggests a strategic
direction for Korea’s trade policy toward Japan and submits a scheme for
strengthening economic cooperation between the two countries.
Traditionally, Korea treats seeking the Japanese market and attracting
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Japan’s investment as an important goal for economic policy with Japan; but
these policies have failed to realize the anticipated results. For example, car
products, Korea’s typical export item, have difficulty penetrating the Japanese
market, and also, our investment to Japan is small and the greater part of the
investment is in non-manufacturing industries. Recently, investment into nonproductive factors like the purchase of golf courses has increased. On the
other hand, our chronic trade deficit to Japan became a hot political issue in
the relationship between the two countries. With the Korea’s current trade
structure to Japan, our imports from Japan increase when our exports to the
whole world increase, and the situation has become sticky. It does not seem
that Korea’s trade policy toward Japan is very successful.
The case of Korea, however, is not the only one among countries with
failed trade policies toward Japan. For instance, even great powers like the US,
the EU, and China have failed to find a solution to their trade deficits with
Japan, and they change their strategies microscopically to fix cooperative
sectors and drive forward a concrete cooperative project against very
macroeconomic issues like trade deficits.
The results obtained from our study are distinct. That is, our traditional
trade policy toward Japan is not adequate in light of recent changes in the
economic environment between Korea and Japan. How should our trade
policy toward Japan in the mid and long terms be restructured? One solution
is that we could set up a cooperative sector with Japan to make the best use of
Japan’s strength, and concentrate our policy on cooperative consolidation in
this field. In particular, cooperation with Japan in three sectors such as
technology, the environment and energy, and economic integration is very
important.
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Since the Asian Financial Crisis, ASEAN has kept accelerating the
regional integration process to achieve a single production base to cope with
economic crises, and it’s still attempting various measures such as AFTA, AIA,
AICO, intellectual property protections, and other plans to magnify the
benefits of market integration. With a total population of 574 million and a
combined GDP of almost US$1 trillion, ASEAN gets more attention as a
major emerging market with its rapid growth, and its strategic value shows
rapid growth as a group of post-BRIC economies.
As the fifth-largest trade partner and third-largest investment recipient
of Korea, ASEAN has maintained a close economic relationship and it is
gaining further importance as a major source of petroleum, natural gas and
other natural resources. In addition, as the East Asia economic integration and
ASEAN+1 FTA accelerate their pace, a Korea-ASEAN FTA would serve as a
building block for East Asia regional integration in the near future.
As economic cooperation with ASEAN such as an FTA or regional
integration increases, the Asian countries face fierce competition to take on
leadership roles. Curbing the rapid growth of China, the leading economies of
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Japan, India, and Australia are competing with each other in order to secure
the leadership for market integration and economic cooperation in East Asia.
Additionally, hosting the ASEAN-centered multilateral cooperation schemes
such as the ASEAN+1, ASEAN+3, and ASEAN+6, and accelerating the
FTA process with major economies, ASEAN could maintain the leading role
as a hub in market integration and economic cooperation in East Asia.
As the strategic value of ASEAN as a hub for competition in order to
take the leading role for the East Asia market integration and economic
cooperation increases, it is urgent for a partnership with ASEAN to be
established in order to get the leading role and accompanying influence for
East Asia economic cooperation. There are a few priority policies to obtain a
strategic partnership with ASEAN: building effective and strategic
organization for Korea-ASEAN cooperation, extending industrial cooperation,
removing non-tariff barriers, and strengthening cooperation with LDCs.
These policies would ensure a strategic partnership with ASEAN that would
determine the Korean government’s economic policies for East Asia
economic cooperation in the future.
Most of all, Korea needs to pursue global and strategic trade policies in
order to prepare for interregional cooperation under a strategic alliance with
ASEAN, and to expand investment and trade based on industrial cooperation
with ASEAN members. In addition, as multilateral interregional FTAs are
widening their scopes, the EAFTA is expected to be promoted around 2010.
Utilizing a Korea-ASEAN FTA, which would be a building block to prepare
for interregional economic integration, Korea needs to widen and deepen its
strategic partnership between ASEAN in the future.
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Oceania is comprised of numerous lands, mostly islands in the Pacific
Ocean such as Cook Island, Fiji, and French Polynesia, and includes Australia
and New Zealand, the two developed nations in the region. Although these
countries are classified as Oceania, there is immense diversity in political,
economic, social, diplomatic, and historical aspects among these nations.
Located apart from the center of the global economy, Oceania nations’
geographical condition is acting as a geopolitical constraint and, at the same
time, as a major barrier against activating trade with Korea. Because of
differences in economic development among nations in the region, Oceania
has been perceived by Korea as two different entities rather than one common
region: Australia and New Zealand, and other countries.
In 2006 Oceania’s share of Korea’s total exports was about 2%, while
imports from Oceania accounted for only 4% of Korea’s total imports. In
addition, economic relationships were maintained mostly with Australia and
New Zealand, while exchange movements with other developing and
underdeveloped countries in the Pacific islands were hardly existent.
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Considering economic aspects alone, Oceania cannot be one of those
countries in which Korea should have interests. Although Australia and New
Zealand, two representative countries of Oceania, are developed countries
with high per capita GDP, their small populations – 20 million and 4 million,
respectively – have reduced interest from Korea, whose major export is final
consumer goods such as cars and electrical apparatus. In the case of the Pacific
island countries, it is difficult to expect profits through trade enlargement or
economic cooperation considering their poor trade-related infrastructure.
Oceania countries’ economic, political, and cultural diversity, however, has
complementary aspects. Australia’s abundant natural resources, New Zealand’s
agricultural technology, and the Pacific islands’ voting power in international
organizations provide the basis for having complementary economic and
diplomatic relationships with Korea.
Therefore, Korea should take into account the uniqueness of those
countries, as well as economic factors, when establishing trade strategy for
Oceania. In other words, rather than directly promoting export enhancement
or trade enlargement with Oceania countries, Korea needs to come up with an
economically and politically comprehensive strategy that utilizes the
comparative advantages of these countries. Securing resources supply,
enhancing technological cooperation in the agricultural sector, and
strengthening Korea’s base of support in the international community through
expanding diplomatic cooperation are good examples.
Basically, Korea needs to make use of its position as a mediator for
Australia and New Zealand, which want to take part in economic integration
of East Asian countries. For both Australia and New Zealand, which had been
isolated in the process of European integration due to their geographical
position, having an entrance to the East Asian economy carries great
importance for surviving in the world market in which regionalism is
emphasized more than ever. While competition and conflict between China
and Japan is intensifying in the East Asian economic unification movement,
Korea holds the casting vote in Australia and New Zealand’s entry into the
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East Asian economy. In this context, Korea is not just a major exporting
country to Australia and New Zealand, but a country with a great significance
that can exert immense influence on whether those two countries can enter
the East Asian bloc. It would be desirable for Korea to enhance its role as an
arbitrator between those two countries and other East Asian countries by
utilizing politics within East Asia rather than simply pursuing a one-sided
strategy in haste.
Also,

since

Australia

and

New

Zealand

retain

world-class

competitiveness in the agricultural sector with their naturally endowed
environments, they are two countries with strategic importance to Korea for
agricultural cooperation and expansion. While experiencing an economic crisis
in 1980s, both countries went through various active reforms and stood up as
countries with the lowest producer subsidy estimate (PSE) to total production,
having the greatest competitiveness in the agricultural sector. Currently,
Australia and New Zealand are countries with great competitiveness in the
international agricultural products market with the lowest PSE among
countries in the Organization for Economic Co-operation and Development.
This is a good example of the two countries’ comparative advantages in
agricultural production.
In addition to their technical expertise in the agricultural sector, both
countries’ official language is English, which would serve as a convenience for
Korean people or companies that wish to communicate and advance their
businesses in those countries. Additionally, their governments are positively
inducing immigrants in the agricultural sector, which is an affirming factor for
Korea’s agricultural advancement. Therefore, the Korean government should
make a strategic effort to expand agricultural cooperation through
governmental contact by reducing institutional barriers in this sector and
providing information to those individuals or businesses interested in
agricultural exports.
In addition, being a diplomatic cooperation partner with Oceania could
be a main strategic goal for Korea. In international relations, Oceania is
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considered to be a significant power that “punches above its weight.” This
means that Australia and New Zealand are making active diplomatic efforts,
and other island countries in the Pacific are casting their voting rights in several
multilateral negotiations, despite their limited economic influences.
In this respect, Korea needs to intensify its diplomatic partnership with
Oceania to obtain support in international society. Cooperation with Oceania
could improve Korea’s diplomatic capacity to solve the North Korea issue. As
Australia and New Zealand have close relations with the countries
concerned(USA, UK, Russia, and China), getting support from Australia and
New Zealand should be important for Korea to drive international opinion in
positive way. Also, expanding Korea’s official development assistance for
Oceania is an effective strategy to obtain Oceania’s support in international
society.
Finally, Korea should consider promoting the Korea-Australia and
Korea-New Zealand FTAs. Even though Australia and New Zealand have
demanded to achieve FTAs, the Korean government has held that it is
premature to discuss them at this point. Free trade agreements with Oceania
require a mid-term strategic attitude by the Korean government. Instead of
focusing on a simple economic approach, the Korean government should
keep expanding its approach regarding the distinctive societies and economies
of Oceania. Although the core issue of FTA negotiation is lowering Oceania’s
tariffs to improve trade, the ultimate goals should be to remove the controls on
investment and service movement, and to expand cooperation in technology
and science. It will be a significant steppingstone for Korean companies to
make inroads into Oceania’s markets. Through the FTA, Korea should
develop strategies to secure a supply of natural resources from that region.
Concluding an FTA with Australia or New Zealand would not only
consolidate bilateral diplomatic cooperation, but also restrain the influence of
China and Japan in the Oceania region, providing a good opportunity for
Korea to strengthen its role as a mediator in East Asia.
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The Indian government, after its independence in 1947, pursued a
closed economic development strategy. The policy brought about inefficient
resource allocation and low productivity in its economy and, as a result, the
Indian economy was trapped in the so-called “Hindu growth rate” of 3-5%.
This trend changed dramatically after the Indian government adopted an open
and reformative economic policy in 1991. From 1991 to 2002, the Indian
economy experienced over 6% growth and expanded further after 2003 at
more than 8% growth rate per year.
India’s GDP in 2006 was $826 billion, ranked 13th globally, and when
estimated at purchasing power parity, its GDP ranked fourth after the United
States, China, and Japan, respectively. World-renowned economic forecasting
agencies, such as Goldman Sachs, estimate that the Indian economy will grow
at more than 8% in the short term, and by 5-6% in the medium and long
terms, outpacing any other countries in the world by 2015. Backed by the rapid
growth rate, the Indian economy is expected to outperform Japan to become
the third-largest economy after China and the United States by 2020.
In addition to the rapid growth of the Indian economy, bilateral
economic cooperation between Korea and India also entered a new phase.
Their bilateral trade has expanded more than 20% per year for the last five
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years. Korea’s exports to India grew 20% annually since 2004 to reach $5.5
billion, while imports. The growth pattern was far more dramatic in the case
of imports from India, which was less than 1% in 2002, but witnessed a brisk
upward trend since 2005 to reach 14.2%, and in 2006, 72.4% to reach $3.5
billion. Moreover, Korea is India’s seventh-largest recipient of foreign direct
investment, with total of 271 transactions and $1,089 million.
Korea also strives to forge a strong partnership with India in various
areas such as customs, energy resources, science and technology, security, and
construction. Among others, the governments of the two countries have
negotiated an FTA, the so called “Korea-India Comprehensive Economic
Partnership Agreement (CEPA)”, which is expected to be a stepping stone for
a closer cooperative relationship between the two countries.
India is regarded as key partner for making international economic
policies for most major countries. The United States has carried out various
programs for economic cooperation with India, including bilateral trade
promotion, energy security, joint space development, military exercises, and
joint efforts to contain the expansion of weapons of mass destruction.
Through these various measures, the US is expecting hi-tech cooperation,
alliances in the war against terrorism, restraint of China and Russia, and
maintenance of its influence in East Asia.
For China, India is of strategic importance to check the unilateral
influence of the United States in East Asia, thereby strengthening its status in
the region. In addition, China is pursuing an FTA with India in an effort to
expand trade with new markets, as it expects to lessen trade friction with the
major trading partners such as the US. To secure an energy supply for its
rapidly growing economy, China is pursuing cooperation rather than a rivalry
with India in terms of energy procurement or exploration.
As for Japan, India is considered a new consumer market, as well as an
export base to European or Middle Eastern countries. Japan is pursuing this
collaboration to bring about synergy effects through IT cooperation, and to
check the regional influence of China in association with India. To this end,
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Japan is also pursuing an FTA with India while other cooperative efforts in
diverse areas such as the construction of infrastructure, provision of nuclear
fuel and related technology, joint military exercises, ODA, and the attainment
of UN Permanent Security Council membership are ongoing.
Even for EU, based on politico-economic considerations such as the
potential for the growth of the Indian market and the checking of the growth
of the US and Chinese presences in the Asian region, India is recognized as an
important strategic country. The EU established detailed strategies, namely (1)
strengthening EU-India diplomatic mechanisms, (2) deepening political
cooperation, (3) expanding human and cultural exchange, (4) expanding
economic policy cooperation, (5) expanding cultural exchange, and (6)
increasing trade and investment.
With the rise of the Indian economy, Korea will have to establish diverse
trade strategies and bilateral economic cooperation by considering
comprehensively its diplomatic and economic relations with neighboring
countries. The basic trade strategy for economic cooperation with India should
consider the fact that India is (1) a potential large market, (2) a strategic hub
country in South Asia, and (3) strong in knowledge-based industries. Korea
should focus on (1) maximizing compensatory industrial relations between the
two countries, (2) increasing synergy effects in investment, and (3) utilizing and
exchanging high-quality labor forces.
In order to realize such strategies, it is necessary to sign a Korea-India
CEPA as soon as possible in short- to mid-term basis, utilize compensatory
relationships to expand trade and investment, and pursue cooperation in fields
such as IT; science and technology; health, biotechnology, and medicine; metal
and mineral development; and cooperation. On a mid- to long-term basis,
Korea should forge a strong partnership with India in areas of finance, South
Asia economic integration, space and aeronautics, infrastructure such as port
development and high-speed rail, nuclear energy, and the environment on a
global scale.
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While the international price of oil has been continuously skyrocketing
for several recent years, the all-time highs for oil prices will possibly continue in
the middle and long terms. After the arrival of newly high oil prices, immense
oil money has poured into the Middle East. With the revival of the Middle
Eastern economy based on the oil money, this region has become a cynosure
of global economies. This study begins with a comprehensive analysis of the
economic trends in the Gulf region and aims to suggest the direction of mid and long- term trade policy toward the Middle East. In particular, this study
analyzes the economic development strategies and economic outlook of the
Gulf Cooperation Council (GCC) countries; the positions and policies of
foreign economic cooperation of these countries; and the world’s major
economies’ cooperative policies with the Gulf region. Finally, this report
suggests mid- and long- term trade policy strategies for Korea toward the Gulf
region.
The supreme goals of economic development strategies in the Gulf
region are mainly the following: to secure stable income from energy exports
such as oil and natural gas, to diversify the industrial structure for the
alleviation of dependence on the energy industry, and to create more jobs for
people of the Middle East. Securing incomes from energy is essential both for
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stable life of people of the Middle East and for the preparation of the
investment resources necessary for diversification of the industry in the long
run. Industrial diversification is meant to relieve the economic impact of a
sudden decline in oil prices and to insure the future after the exhaustion of
energy resources. Job creation is intended to prepare both for the increase of
youth unemployment due to high population growth and for the
socioeconomic problems incurred from the excessive dependence on foreign
labor.
While considerably opening its import market, the GCC countries’
market access to the service sector and foreign investment are restricted. Since
the GCC reopened FTA negotiations with the EU, the GCC has been
negotiating FTAs with China, Japan, India, and MERCOSUR at the same time.
The reason that those countries are moving forward with FTAs is to expand
the export market and to tighten the relationship in the energy sector. Korea is
going to open FTA negotiation with the GCC in 2008.
The world’s major economies such as the US, the EU, China, and Japan
are trying to strengthen their cooperative relationships with the Gulf region
not only because energy security and market expansion have acquired greater
importance due to high oil prices, but also due to Islamic issues that are closely
related to these economies’ own inland security and social stability. The US set
up the goal of regime change in the Middle East to create political
democratization and economic liberalization. The EU is pursuing an increase
of influence through economic integration with the Gulf region. China is
seeking to strengthen its energy security by utilizing the crack between the US
and the Middle East. In addition, those four economies are actively using
FTAs for cooperation with this region.
This study suggests four strategic goals of mid- and long-term trade
policies to strengthen the economic cooperation between Korea and the
Middle East. First, Korean government should strengthen its relationship with
oil-producing countries to secure its energy supply and to establish feelings of
mutual trust and economic solidarity that will help energy security in an
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emergency. Second, Korea should diversify and deepen its economic relations
with the Middle East. Until now, trade relations have mainly relied on product
exports, energy imports, and plant exports. Specifically, a deepening economic
integration between the economies through investment will make a great
contribution to energy security. Third, attracting the investment of oil money
should be the main goal of Korea’s trade policy. Both portfolio investment
and direct investment are important. Fourth, the government should
strengthen its competitiveness and the rate of awarding contracts in the plant
industry of the Middle East, which is expected to continue expansion in this
market.
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Africa should be recognized as a new cooperation partner for the 21st
century, no longer as a ‘continent in crisis.’ African countries still remain an
underdeveloped niche in the global market, and we need to pay attention to
their massive potential. Our neighboring countries, such as Japan and China,
have been attracted to Africa’s potential value and have made efforts to
develop Africa by supporting official development assistance (ODA) and
various cooperative channels. Africa’s strategic value for Korea is listed below.
First, cooperation with Africa means access to a significant supply of
natural resources. Currently, Korea’s oil dependency ratio on Africa has
remained at 4%, but it could be increased largely enough to be a substitute for
imports from the Middle East. In Africa, there are also large mineral resources
which are necessary for industrial development in Korea. Considering the
characteristic of minerals of having no substitute, Africa is a strategically
important region for mineral resources.
Second, Africa has the potential to grow its construction industry for
plants. Some African nations in the early stage of industrialization have made
haste in their development plans to improve the currently poor industrial
infrastructure. Such development plans are expected to have a ripple effect on
the growth of plant construction.
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Third, we need to pay attention to Africa’s value as an export market.
Even though Africa has small market size and low purchasing power, if the
recent growth trend is maintained, it could be a future consumption market.
Until now, Korean production has not been widely exported to Africa and
Korea’s market share in Africa is very low. As there is relatively low
competition compared to other emerging economies in Africa and Africa has
a good impression of Korean products, however, the potential for Korea’s
market expansion is significant.
Fourth, Africa has not only economic value in terms of natural
resources and an export market, but it also has a chance to be a strategic
cooperation partner for obtaining support in international arena. Cooperation
with African countries could improve Korean diplomatic capacity considering
Africa takes charge as almost one-third of the members of the UN.
Even though Africa has enormous strategic value, we have neglected its
worth and have stayed far away. Korea’s ODA for Africa accounts only for 7-8%
of the total ODA budget, and Korea’s oil-dependency rate on Africa has
remained at 4-5%. Despite the fact that we are late to the game, Korea should
pay attention to the various values of Africa. This report develops a roadmap
for access strategies to Africa. In our current position, having no mature
relationship with Africa, it is impossible to develop cooperative relationships
with all 53 African nations. Thus, we need to focus on certain markets by
strategically choosing countries. In this report, we propose an access strategy
called “3 plus 3”by focusing on 6 main countries that have significant
importance from the point of Korea’s strategic view. These countries, which
have high growth potential and lots of natural resources, have been evaluated
as a core market. This report also suggests a strategic plan for Africa that has
six main categories: trade, investment, natural resource development, plant
construction, information technology (IT), and development cooperation. It
tries to draw an outline, define objectives, and consider related policies for
overall issues.
This report insists that the most important thing for achieving a free
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trade agreement (FTA) with South Africa is the Korean government’s strong
will. It requires an optimistic attitude by the Korean government with
initiatives in consideration of the strategic value of South Africa. South Africa
is a member of the Southern African Customs Union (SACU), the group that
does not practically permit FTAs with non-member countries without the
consent of all members. Korea, however, would be better off by discussing
directly with South Africa, because the influence of South Africa is actually
great enough to lead the SACU. In the first stage of FTA negotiation with
South Africa, Korea should take on only one sector, such as trade, and offer a
limited field of negotiation. We should keep expanding the field, however, to
negotiate other fields, such as service sectors, in later stages. In the case of the
US, there has been no progress in the FTA negotiations with the SACU,
because neither party could agree on the degree of liberalization within the
FTA. In other words, the US insisted on a comprehensive FTA including
rights on intellectual property and government procurement, whereas the
SACU wanted only to negotiate on basic market access. The core issue of
FTA negotiation is low South African tariffs in specific sectors that have the
greatest potential to improve Korea’s exports, such as vehicles or their parts.
According to one study, if South Africa cut the tariff rate on vehicles and their
parts, the increase in Korean exports would be $260 million.
The key success factors in the natural resource-development industry are
capital and technology. Korea’s capacity, however, is much lower than for the
oil majors. To overcome our lack of capacity, we should develop a ‘package
strategy’ that connects natural resource development with plant construction
in which Korean companies have comparative advantage. As we know from
the case of Nigeria, African oil-producing countries have a tendency to resolve
the lack of infrastructure problems by drawing on foreign oil companies to
invest in infrastructure. As Korea has an advantage in infrastructure
construction, the package strategy, which connects infrastructure construction
with energy development, would be efficient.
Diplomatic efforts are also important because the overseas energy-
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development business requires strong cooperation with partner governments.
As there are many successful cases of overseas natural resource development
led by governments’ capacity for diplomacy, the most effective way to obtain
the right to develop natural resources is to use diplomacy. This is because it is
easier for a government to negotiate with its counterpart in an oil-producing
country, whereas it is difficult for a private corporation to get a chance to meet
important government officers. If we observe the cases of China, France, Italy,
and Spain, we can easily conclude that their resource-focused diplomacy has
been used to obtain overseas natural resources.
The market demand for plant construction in Africa is expected to
rapidly increase. First of all, to ease the approach into the African construction
market, stable access conditions must be created. For that, it is important to
develop close relations with the host country’s government and the companies
that are placing construction orders. This is because the operator is generally
decided by noneconomic factors such as support from men in power, as well
as economic factors such as technical expertise, low price, and others. Most of
all, considering that government officers in Africa have great influence on their
domestic construction industry, it is clearly necessary to maintain good
relations with related government departments and companies.
The IT industry in Africa is another emerging sector. Although Africa
has lagged behind in the information society until now, the demand for IT
services has been increasing. Now, 130 million people in Africa use mobile
phones, but it is anticipated that the population using mobile phones might
reach 200 million by 2010. The IT sector is the most promising industry with
which to promote industrial cooperation between Africa and Korea. For
cooperation in IT sector, it is important to build a successful cooperation
model. For example, Korea needs to participate actively to resolve the digital
divide in Africa, which would create a preferential cooperation environment.
Until now, Korea’s support in resolving the digital divide has focused on Asian
countries. In Africa, Korea has offered limited support such as an invitation
for basic technology training. To maximize the effect under a limited budget,
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Korea needs to adopt a different access strategy, such as grouping African
countries by their traits. It is the realistic way to ‘choose and concentrate’ on
the most promising countries with the greatest potential for cooperation.
One of the points stressed in this report is that cooperation with Africa
should be done in the long term, not as a single trial. So far, many projects
have followed since the Korean president’s visit to Africa, including the
‘Korean-African Forum’ and ‘Korea-Algeria T/F team.’ It is more important,
however, to manage and operate these projects as a sustainable government
plan with regular feedback.
Additionally the cooperative strategy in the future should be harmony
between development cooperation and economic benefits. As mentioned
before, the initial interest in Africa could be said to be in natural resources. It
might result, however, in only a temporary effect if we only pursue obtaining
natural resources and obsess with economic benefits. The broader and longerterm view led us to build a reciprocal development model. During the Cold
War, diplomacy in Africa was all about international politics, but in these days,
the cooperative direction in which we should move is toward harmony
between development cooperation and economic benefits. To achieve this, we
should not concentrate on economic benefits, but we need to develop a new
cooperative model, including effective aid. Basically, it is important to
implement the roadmap for cooperation with Africa, called the ‘Korean
Initiative on Africa's Development.’
The substance of aid is as important as aid expansion. Global society
learns an important lesson from the history of aid: how it is spent rather than
how much they spend. Thus, it is more important to raise the efficiency of aid,
even if the scale of aid is small. The way to increase the effectiveness of aid
and national brands under a limited budget could be found in the process of
choosing and concentrating on the sectors in which Africa’s needs for
cooperation are the greatest and in which Korea has comparative advantages.
There are some considerable sectors in which Korea has comparative
advantages.
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First, Korea can share its development experiences with Africa.
Considering that poverty reduction in Africa is the most urgent objective of
aid, our development model could very efficiently support underdeveloped
African countries. Even though Korea has been known as the only country to
grow out of poverty and a backward state in the last half-century, its value has
not been fully recognized. Sharing Korea’s development experiences with
Africa could provide a special cooperation model with lower costs and
substantial results. Moreover, many African countries hope to learn the
Korean development model that achieved rapid economic growth after the
colonial period and the war, and they want to benchmark Korean cases.
Despite the fact that China offered enormous aid, our development
experience clearly can be valuable to Africa. Since the sharing of economic
development experience is included in the knowledge-sharing sector, it needs
to offer a comprehensive policy of consulting rather than temporary seminars
or short-term training.
Second, Korea’s comparative advantage is in human resource
development (HRD), which could help to develop potential and self-help
capacity in Africa. As Korea has experienced the importance of human
resources in the process of economic growth, it makes sense for Korea to
support Africa’s development of human resource in various ways.
Third, we are able to significantly contribute to the IT sector in Africa
with our high-level technology and our status as a global IT leader. The rapid
development of IT has deepened the digital divide between developed and
developing countries, and this issue must be treated seriously in Africa. IT
support is different from humanitarian support such as medical or food aid.
While food aid or relief funds could be classified as temporary support, IT
support should be continued until the recipient countries completely develop
their own service production and supply systems. During this process, our
technology and production expertise could be exported. As a global IT leader,
Korea should put emphasis on technology transmission, IT network
construction assistance, and establishing IT training centers. Those efforts will
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be conducive to raising African IT capacity and resolving the digital divide.
Korea should develop its own development model, which selects certain
countries and intensively supports those countries. By concentrating on certain
recipients, we could offer systematic support based on long-term plans.
Additionally, it would be an internationally approved development model, in
case other African countries are willing to accept this model.
In addition to ODA, we could ease Korean market access to African
countries by introducing a special tariff system. As part of this plan, President
Noh announced during his visit to Africa in March 2006 the ‘Korea Initiative
on Africa’s Development,’ which includes tariff and quota reduction to expand
imports from African countries. The special tariff system eases the market
access to African countries and it even demonstrates Korea’s responsibility as a
developed country in the international society.
Finally, this report suggests a practical cooperation program for
agricultural development in Africa. Historically, Korea successfully
transformed its pre-modern and huge rural sector into a modernized one in a
short period. Korea’s rural development experience could be a good
benchmark model for Africa. Rural development is a core task for poverty
reduction and national development in Africa.
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Korea’s Mid- to Long-Term
Economic Strategy for
the North America

Junkyu Lee et al. (December 2007)
ISBN 978-89-322-2131-1/A5/220pp./USD 10

Korea concluded a free trade agreement (FTA) with the United States
(KORUS FTA) in June 2007 and Korea is expected to conclude an FTA with
Canada in 2008. The KORUS FTA is the most comprehensive FTA among
any Korea has ever concluded. The Korea-Canada FTA is supposed to achieve
a level of commitment very similar to that of the KORUS FTA. It is even
discussing a chapter on Temporary Entry of Natural Persons, which could
contribute to the movement of business persons, traders, and professional
service suppliers. Because of these FTAs with North American economies
such as the US and Canada, Korea’s economic relationship with these
countries will be different from what they once were. New economic, legal,
strategic, and political horizons will arise from the previous one without an
FTA between Korea, Canada, and the United States.
In 2006 the United States had the largest GDP and Canada ranked
eighth in global GDP. The US is the largest recipient of inward FDI (stocks)
and largest investor of outward FDI (stocks) in the world. Due to high oil
prices, in recent years the EU, Japan, and China have sought to deepen their
economic and strategic ties with Canada, which ranks the second in oil

100

2007 Summaries of Research Reports

reserves, including the oil sands in Alberta. The economic importance of the
North American economy cannot be over-emphasized for Korea, which is
striving to sustain economic development and high-quality jobs. Therefore,
this study pursues how Korea can deepen the economic ties, not in just trade
and investment, but also in new opportunities in advanced markets, energy
cooperation, technology cooperation, movement of natural persons, and the
enhancement of Korea’s leadership on the multilateral liberalization front. This
research presents five economic strategies for cooperation with the North
American economies from the perspective of maximizing Korea’s economic
growth. Those strategies presented are strategies to enhance the business
opportunities in the North American markets increase investment in the
region pursue multi-faceted and different energy cooperation approaches for
Canada and the United States at the state and federal levels explore more
cooperation on technology of industry, science, and the environment and
encourage movement of natural persons, including a professional visa quota
and visa waiver program.
This study presents a new type of economic approach on cooperation
to the North American economy. The enhanced cooperation of Korea with
Canada and the United States bilaterally after the conclusion of the FTAs will
strengthen Korea’s leadership globally and will help make Korea a leader in the
advanced economy of the future.
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Korea’s Mid- to Long-Term
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Ki-Su Kwon, Jin-O Kim, Swan Park, and Won-Ho Kim
(December 2007)
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Since the 1990’s, Latin America’s abundant natural resources and reform
policies have increased growth and development potentials in the region. As a
result, Latin America is now considered as one of the most noteworthy
emerging markets in the 21st century. In the last three years, Latin America’s
high growth rate of 5% transformed the region into a dynamic economic
center and further increased its strategic value.
Traditionally, Latin America’s market size is not big however, the region
has been important for Korea as a trade surplus partner. In recent years, our
export to Latin America has increased immensely and regained its importance.
In addition, its abundant natural resources, mineral energy, and biological
resources have raised its strategic value.
Despite the increase of Latin America’s strategic importance, Korea’s
trade relation with Latin America has been hindered by lack of interest and
understanding. This study, therefore aims in providing general, systematic, and
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continuous mid and long-term trade strategies.
The research is divided into six chapters. In chapter 2, followed by
introduction, analyzes the current status and forecast of the Latin American
economy. In this chapter, Latin America’s structural reform and each country’s
development strategies are analyzed in order to examine the development
potential of the Latin American economy in various angles.
In chapter 3, Korea’s rival countries’ strategies in entering the Latin
American economy are analyzed. China, Japan, Spain, and the United States
have been chosen as comparative countries and each country’s strategies and
current status are analyzed to derive policy implications for Korea.
In chapter 4, economic partnership between Korea and Latin America is
analyzed and evaluated. General evaluation of the current Korea-Latin
America economic relation is presented and derives tasks to improve this
relationship in the future.
In chapter 5, Latin America will be viewed in three different angles:
strategic international cooperation partner, export market for goods, and
source of natural resources. First, in order to strengthen this partnership,
Korea needs to overcome ideological divisions, change in the ODA policy,
reestablish technological cooperation, and share an intellectual community
with its strategic partner. Second, in order to value Latin America as an export
market for Korean goods, establishment of FTAs, diversification of export
items and destinations, strengthening of the launch of infrastructure sector in
Latin America, preparation of soft infrastructure, and identification of new
cultural industry outlets are necessary. Third, in order to take full advantage of
the abundant natural resources, establishment of prompt network, increase in
the number of experts on Latin America, provision of consulting services on
Latin American natural resources development businesses, and strengthening
of political ties regarding natural resources between governments are needed.
Finally, in the concluding chapter, all the analyses and trade expansion
schemes are summarized while providing a meaning of this entire study and
delineate future tasks.
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Korea’s Mid- to Long-Term
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This report addresses where Korea’s mid- and long-term strategies must
be directed in order to effectively respond to the rapid change in the EU’s
internal and external territories such as the expansion and deepening of the
EU, as well as the rapid globalization, the expansion of regionalism by free
trade agreements(FTA), and the change of the global economy and trade
structures landscapes by the rising of China’s economy.
It is expected that factors setting up Korea’s mid and long-term
strategies for the EU is to be classified diversely as the EU is the largest
economic integration and simultaneously has the largest market size and trade
volume. In this report, however, we focus on direct factors such as the
situation and forecast on the EU’s economy growth, industries, trade, foreign
direct investment, economic policies, the economic relationship between
Korea and the EU, and the major countries’ strategies against the EU.
The mid- and long-term goal of Korean economy is to become an
advanced welfare country. As Korea’s trade dependence is at 80%, Korea’s mid
to long-term economic strategy can be summarized as follows: securing
markets, expanding foreign direct investment(FDI), enhancing technical levels
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for the industrial development, and securing natural resources such as energy.
The EU is Korea’s most important strategic partner except for securing natural
resources. Therefore, the basic principles of Korea’s mid- to long-term
economic strategies for the EU are (1) securing the EU market, (2) expanding
bilateral FDI, and (3) enhancing scientific and technological cooperation.
First of all, the EU is a complex single market which comprises 27
member states, which have very different economic strengths. Therefore, we
have to utilize a “selection and concentration” strategy, which includes the
differentiation of markets and goods, the utilization of the Korea-EU FTA,
and the advancement of strategies toward new member states in order to
expand or maintain the Korea’s share of the EU’s import markets. EU
member states are classified as two groups. One is the EU-15, which are
developed countries. The other is new member states, which are developing
countries.
While EU-15 holds dominant positions on medium-low-technology
industries, EU-15 industries and trade structures are inferior with respect to
high- technology industries including ICT. New member states are rapidly
transforming from low-technology industries to medium-low-technology
industries according to the significant economic performances in recent years.
Thus, we have to make aggressive promotions to EU-15 markets with hightechnology goods and new member states’ markets with high-technology and
medium-low- technology goods.
Furthermore, as the average income level in new member states
converges on the level of the EU-15, the markets of new member states are
expected to enlarge more rapidly than EU-15 markets. Thus, the market
superiority in new member states is a key factor with respect to future market
share in the EU.
Second, we also must have different strategies according to the
economic strength of the EU member states with respect for FDI. As EU-15
industrial structures generally have been stable over last ten years, the share of
the “finance and business service” sector in EU industries has increased most
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among all sectors. It is very important for Korea to improve its
competitiveness in the service sector. We have to find various advanced ways
into the EU’s finance and business service sectors. Participation in the finance
and business service sectors via mergers and acquisitions is a good example.
The investment environments in new member states have improved
steadily toward the average level of the EU-15 after central and eastern
European countries became member states of the EU in 2004. Therefore, we
have to increase FDI into new member states. The type of investments is a
mix of effectiveness-enhancing and market-approaching strategies.
Finally, we have to foster conditions to enhance scientific and
technological cooperation between Korea and the EU through the Korea-EU
Scientific and Technological Agreement, Korea-EU FTA, and the Framework
Program-7th. Specifically, we have to try to persuade the EU to guarantee
Korea that it will be treated equally as the EU member states in the EU
internal territory for maximizing the cooperation effects between Korea and
the EU. In addition, individual and bilateral cooperation between Korea and
each member state is also necessary.
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Korea’s Mid- to Long-Term
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It has been 17 years since the diplomatic relations between Korea and
Russia normalized. Recently, economic cooperation has steadily developed in
trade- investment cooperation fields, along with energy, railroad, sciencetechnology and aerospace industries. According to 2005 data, the trade volume
between the two countries reached approximately US$10 billion and Russia
was the 12th largest importer of Korean goods and the 16th largest exporter to
Korea. By the end of 2006, the accumulative amount of Korean investment
toward Russia was $371,560,000, and Russia is marked as the 28th largest
recipient of Korean foreign investment.
For Korea, it should be noted that Russia has become a subject to the
actively projected diplomatic security and economic strategies of Korea. If
Korea expands its 21st national strategy orientation toward the Eurasian
continent in order to optimize the Korean peninsula's opportunities, Russia is
considered the key state playing a corridor role for realizing the ‘oceancontinent combination strategy.’ Along with trade and investment cooperation,
Russia also shows keen interests in developing the ‘Iron Silkroad’ and the
‘Energy Silkroad,’ connecting the Transkorean-Transsiberian project (TKRTSR). The ‘Energy Silkroad’ is, specifically, planned to bridge the Northeast
Asian energy networks, and Russia shares common strategic interests in these
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networks with Korea.
Taking into consideration the strategic values of Russia, Korea should
prepare for key strategy schemes and practices in trade by sector toward Russia.
First, local productions are recommended, rather than exports, so that
prices could be competitive. Also, Korean enterprises must enter the Russian
market more actively. Particularly, in order to revitalize investment and establish
a local production system by Korean companies, it should be urged to simplify
complicated cooperation units that can take charge in investment information
and relevant services. Meanwhile, building the transportation network for
developing, producing, and distributing goods to the Russian local market
should proceed in order to realize market penetration strategies. When the
competition in the metropolitan markets such as Moscow has already reached
its peak, Korean companies should differentiate and diversify their strategies by
region. In this aspect, the Siberian and Far Eastern regions should be given
priority. At the same time, a treaty for a comprehensive economic partnership
agreement (CEPA) with Russia should be accomplished as soon as possible if
Korea expects to carry out the roadmap of the Great Economic Zone and an
FTA. When noting that an FTA has been developed as a comprehensive
national market integration agreement, the Korea-Russia FTA negotiations
should be focused on fields of investment cooperation between both
countries and further optimized to promote closer industrial cooperation
project.
Second, Korea seeks to develop a ‘strategic cooperation for investment
project’ that maintains the principle of sharing common interests with Russia.
In addition to the modernization of infrastructure concerning regional
development and IT-related fields, the project of connecting the TKR-TSR
lines and developing energy cooperation fields are the very proposals that
Russia would support. Also, it is noted that the development of transportation
infrastructures such as roads, airports, and ports are meaningful markets for
private investment. Furthermore, careful consideration should be taken when
establishing a large-scale distribution complex in association with Russia and
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visualizing the results of an ‘Economic Cooperation Triangle of South and
North Koreas and Russia’ at the same time. Indeed, the Russian government
has shown strong interest in the Economic Cooperation Triangle in order to
develop its underdeveloped far-eastern region, assure economic interests in
North Korea, and influence the Korean peninsula. Russia actively invests its
accumulated capital into foreign markets without hesitation if the feasibility of
business is examined. Particularly, in a last few years, the possibility of an
‘Economic Cooperation Triangle of South and North Koreas and Russia’ is
growing, since the approximately $8 billion financial obligation between North
Korea and Russia, which functioned as the key obstacle to their economic
cooperation seems to have been solved.
Third, it is required to reinforce energy cooperation in more concrete
ways. To achieve this goal, the level of economic cooperation should be
elevated to strategic levels, rather than remaining at level of comprehensive
economic cooperation. Once the ‘strategic cooperation in investment’ is
shaped between the two countries, it is particularly desirable to invest in
businesses such as IT, shipbuilding, construction, plant industries, etc., in
which Russia has great expectations for Korea’s participation. Meanwhile,
establishing a multilateral cooperation framework to guarantee Korea’s energy
supply security with consumers of Russian energy, and preparing the policy to
assure negotiation conditions in Korea’s favor should be considered. Also, in
the energy cooperation framework for Russia, Japan can be considered as a
partner seeking common goals and investment cooperation in order to secure
Russian energy transportation and supply security, as well.
Fourth, to promote the TKR-TSR project, the levels of conversation
should be diversified. In case of pressuring and persuading North Korea,
Russia is the key state that South Korea could take advantage of. Thus,
building Russia’s confidence is one of most urgent tasks of Korea, while
preventing excessive reliance on Russia’s role in North Korea issues. Such an
attitude might exert a negative influence on South Korea’s negotiation
capability. To persuade Russia of Korea’s position, the Second Railroad
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Operators Council of South & North Korea and Russia should be realized as
soon as possible. Also, recognition of the Najin-Khasan Project between
Korea and Russia as a pilot project connecting the TKR-TSR line and
activation of the Combined Transportation Network of the East Sea Ring is
needed. Here, Korea should reinforce the network of ports and railroads in
the East Sea region, convincing the neighboring countries of this win-win
project. On the other hand, practical discussion of the creation of the
Northeast Asian Development Conference for Key Distribution Centers,
linked with port and railroad cities and actively led by the Korean government
in the mid to long term is needed.
Fifth, scientific technology cooperation, sharing the basic principles of
reciprocal cooperation, should proceed within the frame of systematically
coordinated short- and long-term strategies. The short-term strategy focusing
on the exchange of human powers and cooperative technology development
should be formulated within the distinction and concentration principle.
Rather than expanding quantitatively, it would be better to narrow the strategic
fields in order to assure development of high-technology and experienced
professional research and development (R&D) staff. Great synergy is expected
from connecting small- and medium-sized enterprises to institutions and
universities. Along with networking with Russian experts who have had
experience working in Korean companies and institutions, establishing an
official cooperation would help to overcome the fragmentary situation of
current Korea-Russia cooperation and, eventually, exert positive influences
over Korea-Russia cooperation on science, both for short- and long-term
strategies. For the long term strategy especially, we should proceed to develop
various cooperation and business models that break from conventions. In
addition to strengthening existing relationships with key research centers,
mainly located in Moscow and supported by the R&D budget of the Russian
Federal government, it would be meaningful to strengthen the corresponding
and lesser structures in other regions of Russia. Indeed, there are a number of
goal-oriented scientific academies that are interested in technology cooperation,
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especially in Siberia and the Far East. In this vein, it is urgently recommended
that we establish a scientific technology cooperation system with these regions,
which have significant scientific technology potential.
Finally, Korea should make full use of the Korean-Russian resources
living in Russia, who could play the bridging role between Korea and Russia in
areas of economy and commerce. Linking Korean-Russians with Korean
investors, stimulating solidarities between Korean and Korean-Russian’s smalland medium-sized enterprises, and inducing investments by Korean-Russian
business people in Korea would consequently lead to the revitalization of
Korea-Russia economic cooperation. Also, establishing a ‘Korea-Russia
Business Center (tentatively)’ would help to recruit professional KoreanRussians to Korean enterprises and make a database of successful cases of
Korean and Korean- Russian cooperation.
In sum, the government should play a pivotal role in developing the
economic relations between Korea and Russia. When keeping an eye on the
recent tendency of Putin’s government to strengthen the role and position of
energy resources, the Korean government should provide the safety devices
demanded by Korean companies facing obstacles and difficulties when starting
businesses in Russia. At the same time, it is expected that the Korean
government would actively participate as an intermediary in negotiations to
guarantee investment by Korean businesses in various private cooperation
projects.
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Recently Central Asia has emerged as one of the world’s strategic trading
partners, overcoming a steep economic decline during the transition. Central
Asian countries are diversifying their industries in order to expand their
economic driving forces, and are cooperating with nearby big countries based
on intra-regional economic cooperation organizations. Central Asia is a newly
emerging source of supply of natural energy resources because it holds huge
amounts natural resources in its territory. Moreover, it is a point of
international strategic importance because it is surrounded by the EU, Russia,
the Middle East, and China. Therefore, this research points out three strategic
roles of the newly emerging Central Asia: a trade and investment partner, an
important source of supply of energy resources, and the center of a New
Great Game in an international order.
Major foreign countries try to strengthen their relations with Central
Asia in various ways, and have distinctive characteristics in their statuses and
strategies for entering Central Asia. The US is building bilateral and
multinational dialogue channels with Central Asia and is participating in the
energy development sector with economic aid to Central Asia. China’s positive
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diplomatic relations and economic support in Central Asia based on the
Shanghai Cooperation Organization are enhancing the Chinese influence in
terms of energy security. The EU and its member countries are interested in
Central Asia as a new energy supplier and trade partner, and give positive aid
to Central Asia through the European Bank for Reconstruction and
Development. Russia, which has been Central Asia’s traditional cooperation
partner since the Soviet Union, is taking a positive attitude for restoring its
partnership with Central Asia. Korea also has been one of the Central Asia’s
trade partners based on commodity trade, foreign direct investment, energy
development, and foreign aid. Nevertheless, Korea’s performance is lower than
its potential. Therefore, we suggest that we should establish a positive mid- and
long-term trade policy toward Central Asia on the basis of Central Asia’s
strategic value.
This research took on four major tasks for the mid- and long-term trade
policy: promoting trade and investment, giving positive foreign aid,
constructing an intra-regional economic community, and strengthening energy
security. Furthermore, it suggested some policies in detail for each task. For
promoting trade and investment, Korea needs to encourage Central Asia’s
WTO accession and contract a comprehensive economic partnership
agreement with Central Asia. In terms of giving positive foreign aid to Central
Asia, we should increase the amount of foreign aid given to Central Asia and
reorganize the recipient countries. Additionally, the Korean government needs
to grant a generalized system of preferences to Central Asian countries. In
order to construct an intra-regional economic community, we should
participate in the Shanghai Cooperation Organization, and deepen
multinational cooperation on the basis of the Korea-Central Asia Cooperation
Forum. Strengthening energy security is the main task of Korea’s trade policy
toward Central Asia. For this, Korea needs to pursue “give-and-take” and
“package entry” policies, and unify the government support system for energy
development by establishing the tentatively named Overseas Energy
Development Committee.
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Central Asia, located near the emerging markets such as Russia, China
and India, is gaining attention with its abundant energy and mineral resources.
The market size in Central Asia is rapidly enlarging due to its high economic
development, and the increase of population, showing high potentials of
economic cooperation. The world is eager to enter into this value-rising region.
In these circumstances, it is important for Korea to plan a systematic
entry strategy. The main objective of this research is to provide basic
information in formulating a plan to enter Central Asia. This research will
analyze the strategic environment in Central Asia, select important cooperation
countries in Central Asia by its political and economic status as well as its
prospects. This research will conclude with the confronting measures for
Korea by comparing the strategies of the major countries that have already
entered Central Asia, such as China, Turkey and Japan,
All countries in Central Asia are showing their political uniqueness. In
case of Kazakhstan and Azerbaijan, they are willing to politically transform,
however, their level of democracy is still low. Uzbekistan is still keeping a tight
rein on their society. The political system in general is expected to be settled in
the near future.
The economic development level is also differed by the country,
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according to their domestic political situation, natural resources, performance
of the market economy and their openness of the economy. The countries in
the Central Asia are expected actively diverse their industries, enabled by
exporting energy resources. Regarding the marketability, growth, potentials of
economic development, trade environment, among the Central Asian
countries, Korea should focus our economic cooperation with Kazakhstan,
Uzbekistan, and Azerbaijan as our important cooperation country before
expanding our access to other Central Asian countries.
The eligible countries for Korea to benchmark are China, Turkey, and
Japan, as they have distinctive characteristics in their status and strategies in
entering Central Asia. In case of China, their strategic plan is pursued not at
the regional level but at the global level. China’s positive diplomatic relations
and economic support in Central Asia are enhancing the Chinese influence.
Most of all, China is actively entering Central Asia with their aggressive energy
securing strategy, of which is lead by the strong government.
With their active cultural and educational exchange in order to facilitate
economic penetration, Turkey is strengthening their emotional and cultural
band with the Central Asian countries of Turkish descent. Besides, the Turkish
government is actively supporting the private companies’ entering Central Asia.
Japan is practicing a strategy to promote their image as the collaborator
of economic development in the Central Asian countries by giving financial
support for infrastructure as well as material and humanitarian support.
Japanese government is also encouraging their companies by offering an entry
plan and road map to Central Asia, as well as providing information and
support.
Since early 1990s when Korea established diplomatic relations with the
Central Asian countries, although the economic cooperation has steadily
expanded, it has not met the potentials yet.
Central Asian countries possess abundant natural resources, which
would excellently complement the Korean resources and technology. The
countries in the Central Asia desire to develop cooperative relations with the
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Korean economic sectors, such as communications, construction,
transportation, etc. Although it is an outstanding opportunity for Korea, Korea
should establish differentiated investment penetration strategies regarding their
characteristics since each country has diverse economic environment. On this
score, it is necessary to establish a generalized Central Asia entry strategy at the
government level. Moreover, it is important for the Korean government to
establish a supporting system for the enterprises that are expanding overseas to
open a new market.
The most important issue for Korea in establishing countermeasures to
reinforce cooperative relations with Central Asia is to set priorities. The core
objectives of Korea should be enlarging economic cooperation and securing
energy resources, enhancing the geopolitical values, establishing a bridgehead
to enter Eurasia, improving the status of Koreas as well as securing their safety.
Sustainable entry strategies in the Central Asian countries are possible only
after establishing concrete mid- and long-term plans to fulfill these objectives.
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Political Economic Strategy of
Korea’s Mid-Term Trade Policy
and Soft Power Trade Policy

Geun Lee (December 2007)
ISBN 978-89-322-6092-1/A5/110pp./USD 7

Previous studies on political economy of trade strategies have been
either quite rare or focused too narrowly on internal political processes of
trade policy making among different interest groups. In other words, political
economic researches that pertain directly to the development of a country's
desirable trade strategies are very few. Despite historical and practical
importance of political factors in designing a country’s trade strategies, these
underdevelopment of political economic researches on trade strategies have
not been noticed by many.
The purpose of this research is, therefore, to fill in this gap by suggesting
a few political economic strategies not only to create stable trade environment
for Korea but to expand Korea’s overseas markets and to increase foreign
direct investments to Korea as well. At the same time, this research contributes
to the development of political economic studies of trade policy by
introducing new ideas about how to apply soft power to designing proactive
trade policies that do not violate existing international standards and norms.
One of the most important political aspects of a trade policy is to
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reduce uncertainty and minimize risks in overseas markets. From Korea’s
perspectives, there are two kinds of risks that Korea needs to manage through
non-economic measures: Volatile high risks, and mid to low-level risks. Volatile
high risks include instability in the Middle East that creates energy supply
problems to Korea, and also the uncertainty of nuclear North Korea. Mid to
low-level risks are the uncertain future of China, and the problems of
transition economies and the failed states. Non-traditional transnational threats
that accompany globalization process can also be included in this category of
mid to low-level risks.
Management of Middle East problems by Korea does not require a
direct and quick engagement in the Middle East by Korea. Instead, Korea can
contribute to the stability of Middle East by participating in international
cooperation to contain the proliferation of terrorism. To resolve the energy
supply problems, Korea needs to find other energy sources in other countries
and in alternative technologies. It can create a energy-saving or alternative
energy technology consortium with countries in Northern Europe as well as
countries in the Asia Pacific.
The risks relating to North Korea involve sudden breakout of a war on
the Korean peninsula and also a sudden collapse of North Korea. In order to
manage these risks, Korea and international society need to come up with a
well-designed road maps and time tables to exchange North Korea’s nuclear
programs with political and economic assurances for North Korea’s survival in
international society.
With regard to the management of mid to low-level risks, Korea has to,
together with international society, engage with China so that China will
become a responsible stakeholder in an interdependent world. To prevent
China from becoming a hegemonic country in the Asian region, it is also
necessary to create multiple economic cooperative mechanism in Asia within
which China is a member. As for other mid to low-level risks such as transition
economies, failed states, and transnational threats, Korea should adopt a more
proactive ODA policy.
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When traditional state policies to promote trade and to expand markets
are constrained by international norms and global standards, states need to
find new approaches to promote trade, to expand markets, and to attract FDIs.
One of such new approaches is a soft power trade policy. Soft power, in
contrast to hard power generally refers to power to “make others want what
you want.” In this report, I define soft power more broadly as power to “make
others behave as you want them to behave by using symbolic (soft) resources.”
This definition is more useful in developing trade strategies because it has
shorter time frame, and specific targets to influence while encompassing the
traditional definition of soft power.
Soft power can be used to expand markets and also to attract FDIs to
Korea. Soft power strategies discussed in this report are “strategy to accelerate
changing situations”; “network effect soft power strategy”: “identity distinction
and image manipulation strategy”; and “credibility-driven influencing strategy.”
By giving advises to or consulting developing countries that want to learn
Korea’s experiences through various channels such as economic strategic
dialogues, Korea can accelerate economic policy changes in the developing
countries when such changes are soon to take place. Korea also can expand its
markets in the developing countries by creating demonstration effect through
constructing Korean company towns or Korea towns that can spread Korea’s
various standards in the host countries. Again, Korean think tanks, scholars,
and experts can create markets by applying “self-fulfilling prophecies” to the
emerging markets. Korea can also publish “report on trade barriers” together
with the USTR or EU Commission.
In terms of attracting FDIs to Korea, Korea can accelerate FDIs to
Korea by locating globally renowned multiple investors during a target period.
Korea can also attract FDIs by becoming a center of East Asian trends, and
also by becoming a credible forecaster in predicting future market trends in
East Asia as well as Korea. FDIs will come to Korea to occupy the future
markets in East Asia ahead of others.
These soft power trade strategies and new ideas need to be refined and
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developed further by new researches. However, the soft power trade strategies
suggested in this report may open a new horizon in producing innovative trade
strategies for Korea in the age of globalization.
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Trade Strategies and
Economic Cooperation of
Developed Countries
towards China
Eui-Hyun Choi and Wan Joong Kim (December 2007)
ISBN 978-89-322-6093-8/A5/112pp./USD 7

This research analyzes the trade strategies of US, EU, Japan towards
China, and seeks to find implications towards establishing Korea’s own trade
strategy towards China. This analysis is significant in that it regards mid to long
term trade issues, areas that need mutual cooperation, issues that need to be
resolved between China and Korea, and predicting and coping with possible
effects on the economy of Korea and China from the trade strategies of the
developed countries. The results are summarized below.
1. The leading countries are engaging in concrete negotiations based on
recently established trade policies. US has established a five-year New Trade
Policy at 2007 which serves as a guideline and direction for trade policies such
as FTA. Likewise, Korea should establish a standard guideline before enacting
trade policies with each nation.
2. The leading countries trade strategy toward Chinais increasingly
concrete and sophisticated, divided into several phases. US and EU has
adopted different trade strategies and tactics suitable to China’s development
phase, and has large implications towards Korea.
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Main Trade Issues

US

EU

Japan

Economic Cooperation
Outlook

Mid-Long Term Strategy

－Reducing trade deficit and －Expanded cooperation in －Continuous demand for
revaluing Yuan
the service industry from trade law reforms
China’s removal of
－Protection of Intellectual
－Conflicts between two
regulation
property rights
parties will be resolved by
－Expanded cooperation
trade negotiation
－Open financial markets
from abolishing laws
－Conflicts between
－Safety of china produce
concerning high tech
multiple nations will be
－Reforming laws that limit
transfer limitations.
resolved by WTO, DDA,
new investment
－Higher chance of conflict IEC.
－Open markets for the
from exchange rates,
service industry
environment, intellectual
property rights, and work
standards
－Low expectations for
FTA
－Reducing trade barriers
－Low trade importance
compared to Middle East
－Abolishing new
and Eastern Europe
Non-tariff tax barriers
－Concerns for intellectual
－Possibility of rapid
property rights and
increase of industrial
exposure to illegal
product imports
－Reforming laws that limit software
－High chance of trade
new investment
conflicts with new
－Open markets for the
members of EU
service industry
－Concerns for aggressive
exploitation of overseas
natural resources

－Expanding market access
for EU business firms
－Demands for a global
standard system
－Solving global imbalances
－Restraining Chain’s
exploitation of overseas
natural resources
－Increasing adaptability of
EU

－Safety concerns from
－Greater economic
China’s imports
cooperation, but not
－Protection of intellectual excessive economic
reliance.
property rights
－Continuing dangers of
－Possibility of leaking
technology from investing investment toword China
due to political and
firms
economic reasons
－Continuing ODA
assistance

－Checking safety of China
produce
－Addressing technology
leaking problems
－Supporting ASEAN+3.
－Opposed to economic
community and bilateral
FTA with China
－Increased cooperation in
energy, environment.
－Continuing a cautious
economic partnership.
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3. US has continuously demanded open markets in industries in which
US has competitive advantage, such as finance, pharmaceuticalproducts and
agriculture, and induced favorable trade negotiations toward China through
leveraging other issues.
4. Congress has demanded retaliatory tariffs related to China’s exchange
rate policy. This has caused conflict between the Bush Administration and
Congress. However, the Administration has used the conflict to gain the
advantage in trade negotiations with China on grounds of congressional
pressure.
5. There are many similarities among US, EU and Japan trading policies
toward China such as protection of intellectual property rights, open markets
for service industries. When negotiating with China, Korea should address
those common issues but put more emphasis on matters unique between
China and Korea, and reap the benefits from adopting a specifically tailored
negotiation strategy.
The major difference in the current trade situation in Korea compared
to US, EU, and Japan is that Korea has the most trade surplus (although
reduced recently) from China while others had constant trade deficits. It
cannot be denied that Korea kept a less aggressive stance on the Chinatrade
compared to others due to the constant surplus.
It would be impossible for Korea to instantly adopt a more aggressive
trade policy towards China, but should use passive or aggressive policy on a
case by case basis. For example, if China shows comparably more desire for a
bilateral FTA between Korea, Korea can more easily name the terms in the
negotiation. Similarly, for violations of WTO rules or issues that are a major
international concern, an aggressive stance can be maintained. On the other
hand, for specific issues that rise between Korea and China only, Korea should
keep an eye on China’s schedule for open markets and adopt appropriate
measures, which is rather passive strategy.
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Trends in Japan’s Recent
Trade Policy and Implications
for the Korean Economy

Hoon Chung (December 2007)
ISBN 978-89-322-6094-5/A5/108pp./USD 7

‘From multilateral to bilateral’ is one of the important trends at present
in the world trade environment. Since the late 1990s, Japan has supported a
FTA-based trade policy for both a WTO-based multilateral trade system and
an active participation in promoting regionalism in relation to bilateral free
trade agreements. This policy shift began in earnest with the Japan-Singapore
FTA in 2002.
Thus, this study aims to analyze how Japan has responded to overall
environment changes and promoted its trade policies recently. It also takes a
look at what relationship exits in East Asia Community and FTA, and how
Japan’s EPA, a center of Japan’s trade policy, has progressed.
This study offers policy suggestions and future strategic responses to
Japan’s trade policy shifts.
Chapter 2 of this paper deals with relationship between East Asia
Community and FTA.
Chapter 3 will address the present situations and characteristics of
Japan’s EPA-centered trade strategies.
Chapter 4 will cover the recent commercial relationship between Korea
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and Japan, and suggest Korea’s strategic responses to Japan.
At last Chapter 5 will provide implications for the Korean economy in
view of general aspects.

127
Regional Study Series 07-05

India’s Economic
Cooperation with Partner
Countries: Current status
and Potential

Anjan Roy (December 2007)
ISBN 978-89-322-6095-2/A5/224pp./USD 10

This book traces the development of India’s external economic policy
right from Independence to present day. India followed a closed-door and
almost autarkic economic policy. This was the outcome of some
extraordinarily trying circumstances through which the country passed
immediately after Independence. However, the autarkic policies were further
queered by the mind-set of politicians and policy-makers about domestic
shortages and ability to meet international obligations, until some of their fears
actually resulted in the economic crisis of 1991-92.
India’s economic policy was recast as a result of the experience of the
1991 crisis and India took a leap of faith in opening up and integrating with
the global economy in the 1990s. The process of globalization and opening up
has continued till this day, with some variations in pace and content. However,
the direction to opening up has remained with some changes in nuances.
There have been two such changes. One was to take a look at the countries on
its east from Thailand to Japan for building concrete economic linkages. The
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other strategy has been to forge bilateral economic co-operation agreements
and enter into regional trading arrangements. Of course, traditional links with
the developed economies of the West were also sought to be beefed up.
Although these processes have been pursued simultaneously, but the
movements have never been smooth and uni-directional. There have been
pauses and turns, fresh evaluation and re-looks. However, as long as India’s
domestic economy remains strong and progressive, India will carry on its
efforts at integrating with the global economy, the book concludes.
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Palestinian Issues and
the Role of Korea

Nam-sik In (December 2007)
ISBN 978-89-322-6096-9/A5/80pp./USD 5

The main purposes of this research are to examine the current situation
and its implications in and around Palestinian territory, and to make policy
recommendations for Korea in this area. Palestine has been the main focal
point of ceaseless conflicts in the Middle East. For this reason, in order to
establish a meaningful and peaceful regime in the region, it is inevitable that we
must set up sustainable peace mechanisms in Palestinian territory.
Palestine has several implications in the realm of international politics,
which are as follows: (1) it is the core area of Arabs’ prolonged , (2) virtual
bulwark for Iranian Islamic revolution in fighting against Israel, (3) it is a
potential hotbed of global terrorism, (4) it is a battlefield in terms of
civilization discourses, and (5) there is a possibility of change in the US's basic
position on the Israel-Palestine conflict.
Palestine, having been troubled with protracted social conflicts until this
point, has faced a series of fatal challenges in and around the region during the
last few years in particular. Overall instability in the region after the Iraq war,
Iranian nuclear weapons issue, domestic complexity in Israel, emergence of
the Hamas regime in the Palestinian National Authority (PNA), and so on. In
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this context, the international community shares the common views that,
without proper cooperation for building stability in Palestine, it is highly
unlikely to achieve the ultimate goal of peace. Korea should take part in
international cooperation to implement the suggested peace process in this
region and become one of the most salient members of the donors’ group for
Palestine.
When it comes to more concrete contribution, some recommendations
are as follows: host the Israel-Palestine Peace Forum on the Korean peninsula,
propel exchange programs of high-profile personnel, and participate actively
with international regimes on Peace-building in Palestinian territory. In
addition, several economic aid programs, such as helping to establish the SOC
program, building industrial complexes, and leading instruction programs for
economic development, should be considered.
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Rural Development for
Poverty Reduction in Africa:
By Focusing on Transfer of
Korea’s Experience of
Agriculture Development

Seung-Hun Chun, Gill-Hang Huh, Chull Yoo, and Mi-Ae Choi
(December 2007)
ISBN 978-89-322-6097-6/A5/94pp./USD 7

The causes of African poverty
Africa is predominantly an agricultural continent, so that economic
growth there largely depends on agriculture. In order to analyze the cause of
African poverty, we must focus on many aspects of African agriculture. In
Africa productivity rate in agriculture has not caught up with population
growth rate. Especially, sub-Saharan African per capita agricultural production
has decreased or stagnated since 1975. The low agricultural productivity and
decreasing volume of agricultural export are major causes of African poverty.
Ignorance of agricultural policy, low attitude for modernizing farming
industry, low use of fertilizer, poor agricultural infrastructure, desertization and
soil degradation are responsible for low agricultural productivity in Africa.
Geographical characteristics, size of household, education, aging rural
community, and rural health condition especially in relation to HIV/AIDS also
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affect African rural economy. Thus, increase of agricultural productivity and
improvement of rural living condition and infrastructure became major
development concerns for African poverty reduction.
The experience of Korean agricultural development and its
application to African rural development
Korean rural conditions and rural income have significantly improved
through Saemaul-Undong and rural development projects since then. Korean
rural development projects have changed conforming to variables in each
period. To elaborate proper models for African rural development one must
consider African countries’ societal, economic and cultural conditions. In order
that Saemaul-Undong is effectively transferable to African countries, it is
necessary that African countries have coherent local communities and the
government and community leaderships have strong wills for development,
because Saemaul-undong is a community-based project with active
participation by local people and the Korean government led the project with
poor resources available.
Model for African rural development and its support program
In improving agricultural productivity and production capacity,
increasing food production since the 1950s in Korea and green revolution in
the 1970s would be effective models. In order to strengthen comprehensive
rural development capacity, it is recommended that high government officials
of African countries be invited to appreciate the value of the SaemaulUndong through study tour and seminars. Once the leadership of the recipient
countries understand the importance and necessity of comprehensive rural
development, education and training for government officials and professional
instructors must follow for their capacity building.
Korean experts would have to be dispatched to the recipient countries to
help them plan their rural development. Basic materials such as cement and
fertilizers must also be supplied to facilitate their initial rural take-off.
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African rural development have to be driven as a comprehensive
strategic development including various projects with long term perspectives.
Our eventual goal is to help African countries develop their own model of
rural development by transferring the experience and know-how of our
unique rural development.
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EU’s Recent Trade Policy
to North America and
Implications for the Korean
Economy

Dukgeun Ahn (December 2007)
ISBN 978-89-322-6098-3/A5/106pp./USD 7

The European Union (EU) has been one of the most important
members of the global trading system. The trade policy of the EU has
therefore been the crucial element to construct the structure of the
GATT/WTO system. In that regard, the “New Trade Policy” announced in
October 2006 set forth new policy paradigms for the EU and reflects various
changes in the international trade environment. This paper reviews the “New
Trade Policy” from the perspective of the North America, especially the
United States, and tries to draw some implications for multilateral as well as
transatlantic economic relationships.
The trade policy strategy of the EU against the United States seems to
embrace seemingly contradictory aspects of competition and cooperation
simultaneously. First, the “New Trade Policy” appears to declare more directly
competitive measures or countermeasures against the US trade policies,
notably in the FTA policy area. In addition to announcing its intention to
reinitiate FTA policies that were almost abandoned since the last trade policy
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initiative in 1996, the EU actually began the FTA negotiation with Korea from
among several candidate countries explicitly listed in the “New Trade Policy”.
One of the main reasons to start an FTA negotiation with Korea after the
long dormant period of almost a decade is to counter the Korea‐US FTA. It
remains uncertain how the Korea‐EU FTA can be concluded, but, depending
on how much liberalization can be accommodated by the EU that now
includes 27 countries, the Korea‐EU FTA may work as an important
benchmark to compete with the FTAs concluded by the US, particularly with
emerging countries in the Asian region.
Second, despite such competitive elements compared to those of the
United States in terms of trade policy implementation, there are still strong
incentives for the EU to deepen its economic cooperation with the United
States. Although a transatlantic economic relationship has already embraced a
wide range of cooperative arrangements, there are many areas to improve
mutual trade and investment through behind‐border regulatory harmonization.
Moreover, after the inception of the WTO, the need to cooperate with the
United States to deal with developing countries, notably led by Brazil and India,
has gotten even stronger. In particular, as indicated in the “New Trade Policy”,
more substantial economic interests are at stake in areas such as intellectual
property protection, investment, competition, and public procurement. The
effort to enhance market opportunities in these areas inevitably demands
cooperation with the United States to establish new rules or amend current
systems.
The change in EU trade policy to pursue FTAs will clearly be one of the
most noticeable elements of the “New Trade Policy” for a certain period of
time. The current aim to have FTAs with India, Russia, MERCOSUR, GCC,
and others, however, may not be sustainable if more substantial market
liberalization with these potential partners causes more domestic controversy
in the course of introduction into member countries, especially the 12 newly
added members. Also, more FTAs by the EU could raise another systemic
issue to preferential trading arrangements with ACP countries by reducing or
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eliminating special benefits accruing to those countries. Therefore, in the
longer term, the EU appears to have more incentives to resort to the
multilateral trading system, as reaffirmed in the “New Trade Policy”.
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China’s Recent Trade Policy
to North America and
Implications for the Korean
Economy

Jae-woo Choo and Mihn-Soo Kim (December 2007)
ISBN 978-89-322-6099-0/A5/98pp./USD 5

1. China’s Diplomatic Security Policy and its Strategy toward North
America
This part of the monographic attempt analyzes the impact of political
relations between China and the North American on their economic and trade
relations. The work asserts that there is no direct, causal linkage between
political influence and the outcome of economic relations. Notwithstanding
the absence of a causal relationship, politics, however, have a significant impact
on the decision-making process per se, as well as the outcomes. Politicization
of the economy still plays an extensive role. It would be too naïve to assume in
today’s global politics that economic interests can be secured through
economic measures and only by those measures. Negotiations and bargaining
are all processes of politics. Hence, the stronger the power a state has, the
greater its leverage usually is. Nevertheless, strong and developed states more
often tend to outsource the causes of their economic difficulties. In other
words, they have a great propensity to blame the relatively weaker ones for
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intrusion-like advancement into their markets, thereby undermining the extant
industrial fundamentals with cheaper products. From the developed states’
perspectives, a scapegoat is necessary for decision-makers (usually lawmakers)
to appeal to their constituencies and nation, thereby covering up their poor
management of the nation’s economy. Cognizant of the domestic effect on
the trade disputes arisen from the US, China has shown a great deal of
patience and cooperation, as it has in the security realm. China has been
resilient in abiding by the principle of peaceful resolution of conflicts of
interest, and this principle remains effective in China’s economic and trade
negotiation strategy.
2. China’s Trade Conflicts with North America and its Strategy
From the perspective of economics and trade, the most important
background for the trade conflicts between China and North American
countries is that China’s economy has been growing very fast since its reform
and opening policy. In fact, China has been depending on investment and
export for its rapid economic growth. In this process, China has become a
major exporting country in the global trade system, especially after its
accession to the WTO. On the contrary, the US, which is the major export
market for China, has been suffering from an enormous trade deficit and has
accused China of being a major cause of the deficit. So, the US is demanding
that China appreciate the value of the RMB and further the opening of the
Chinese market.
China, however, has been making a resolute stand regarding the
appreciation of the RMB, since China does not want to create any policy that
might cause a negative effect on the current trend of economic growth. So,
China wants to make gradual changes while trying to reduce its expanding
trade surplus in order to ease the trade conflicts with the US. For example,
China has been cutting back on its export subsidies, improving the legal system
for intellectual property rights, and resolving various market barriers. China has
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been trying to amend the unfair trade practice of which it has been accused by
the US in order to ease the trade conflicts. Also, China has been reducing its
export value-added refund rate and restraining its process trade in order to
reduce the trade surplus. All these efforts, however, have not been efficient for
stopping the expanding size of it trade surplus.
Therefore, the anti-dumping disputes, countervailing duties, and WTO
lawsuits against Chinese exports have recently been increasing. Also, new trade
conflicts are emerging, including as a rising concern for the safety of Chinese
products and foods. China has been confronting these conflicts with soft and
hard measures simultaneously. Externally, China is counteracting by criticizing
the political aspect of the conflicts; but China is simultaneously conceding and
cooperating in order to resolve the conflicts. Moreover, China is internally
trying to improve the quality and safety of its exports and to advance into
high-tech industries by upgrading its technological capabilities.
Now that China has risen as a major economic and trade power, its
measures for counteracting the trade conflicts are also becoming more divers,
with more impact on the global market. So far, China has been rather passive
about the conflict in order to focus on its economic development, but now
more active trade policies are beginning to show up. China has been
reinforcing its defensive and offensive capabilities by acquiring more market
economy status and fixing its trade remedy laws. Recently, however, China has
been raising its voice that it can use its $1.4 trillion of foreign reserve to
counteract “unfair trade pressure” and take an appropriate role in the global
market. For example, China can implement a policy to diversify its foreign
reserves or to sell out its shares of US bonds to counteract the conflict over
the RMB. Also, China can use its foreign reserve to facilitate its local firms to
undertake global mergers and acquisitions, or form a sovereign wealth fund in
order to take an influential role in the global financial market.
The implication of the trade conflicts between the US and China is that
China is opening its domestic market in the process of resolving the conflicts.
When the Korea-China FTA negotiation begins, one of the major interests for
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Korea will be accessing the Chinese financial and services markets. China,
however, will not allow Korean firms to access its market any more than the
US-requested level; however, Korea can still acquire more amicable conditions
through the FTA negotiation. So, Korea should use the US-China agreement
as leverage to take an active role during the Korea-China FTA negotiation to
increase its access to the Chinese.
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Japan’s Recent Trade Policy
to North America and
Implications for the Korean
Economy

Hoon Chung (December 2007)
ISBN 978-89-322-6100-3/A5/138pp./USD 7

The change from multilateralism to bilateralism is one of the important
trends at present in the world trade environment. Since the late 1990s, Japan
has supported a free trade agreement-based trade policy for both a WTObased multilateral trade system and active participation in promoting
regionalism in relation to bilateral free trade agreements (FTAs). This policy
shift began in earnest with the Japan-Singapore FTA in 2002.
This study aims to analyze how Japan has recently responded to the
overall environmental changes and promoted its trade policies. Specifically, it
focuses on how Japan’s recent trade policy to North America has progressed.
This study offers policy suggestions and future strategic responses to
Japan’s trade policy shifts in relation to the US and Canada.
Chapter 2 of this paper deals with the present situation and current
issues of Japan’s recent commerce with North America.
Chapter 3 addresses the main characteristics of Japan’s recent commerce
with North America.
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Chapter 4 reports the main contents and characteristics of Japan’s EPAcentered trade strategies.
Chapter 5 will cover Japan’s recent trade strategies to the US in view of
the political economy and international relationships.
Finally, Chapter 5 will provide implications for the Korean economy.
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Chavez’s Energy Policy in
Venezuela: Its Background
and Future Prospects

Baejin Lim (December 2007)
ISBN 978-89-322-6101-0/A5/84pp./USD 5

Since 1999 when Hugo Chavez assumed the presidency of the
Venezuelan government, Venezuela has pursued economic policies that are
incongruous with neoliberalism. As the Venezuelan economy for many years
before 1999 had been largely governed by neoliberal policies, Chavez’s rule
brought about a drastic change to the country’s energy policy. Here, the oil
industry, which had long been the pillar and basis of the national economy,
was particularly impacted. For instance, despite the denunciations by the U.S.
government and international oil companies, the Chavez government set out
to gradually re-nationalize the petroleum industry and sought to establish more
Venezuela-centered energy cooperation regimes.
In order to acquire a critical understanding of Chavez’s energy policy
and to predict its future prospects, it is necessary to go beyond the energy
sector in our analysis: we must seek to understand the overall policy direction
that underpins all aspects of Chavez’s governance, encompassing political,
economic as well as social spheres. Indeed, Chavez’s energy policy has been
created as an extension of various other polices such as welfare, economic and
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diplomatic policies. Therefore, the so-called “Chavez phenomenon” is not an
‘accident,’ but rather a historical product arising out of the dynamic interaction
between Chavez’s charismatic leadership and particular political, economic and
social systems that are unique to Venezuela. Therefore, even if Chavez’s
regime collapses in the future due to some endogenous or exogenous variables
that disrupt the current political and economic balance, his energy policy line
may still remain in place for some time
Therefore, in order to better analyze and respond to the future trends in
the international energy market, one must not consider the “Chavez factor” as
an abnormal or ephemeral phenomenon, but rather take it as a general factor
of critical analysis. Furthermore, it is advisable for energy-importing countries
to go beyond the traditional framework and to take a more flexible approach
to securing energy resources ― for instance, by exploring the possibility of
utilizing some of Chavez’s ideas on alternative energy cooperation regimes.
Keywords: Hugo Chávez, Institutional Economics, Energy Policy
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Korean Companies’ Launch
into the Brazilian Market
through Korean Immigrants
in Brazil

Young Chul Kim (December 2007)
ISBN 978-89-322-6102-7/A5/68pp./USD 5

Brazil has strengthened its economic fundamentals due to open market
and stable macroeconomic policies. Domestic market and the exports are
taking a favorable turn, stable economic growth has continued over the last
few years. In the domestic market, consumer economy has expanded and
consumer patterns have changed due to higher income level in recent years.
Brazil’s exported goods were diversified from raw material goods to
automobiles,

machinery

sectors

and

electrical

machinery

through

diversification of export market. Under the new economic setting, both
domestically and internationally, corporate investment is expanding not only in
the traditional sector but also in various fields. Korean enterprises branch out
to Brazil with the aim of securing an early dominance of the local market.
Meanwhile, Brazil has been the overseas supply of raw materials for
industrialization and the export market of Korean manufactured goods.
However, Korean corporations couldn’t build logistics and human network in
Brazil, due to the absence of mid- and long-term investment. And the ‘Brazil
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Cost’ interferes with Korean firms in entering the local market. The ‘Brazil
cost’ is a generic expression including certain factors that are unfavourable to
the competitiveness of sectors or companies within the Brazilian economy.
Currently there is great confidence that in Brazil these cost factors will be
eliminated in conjunction with productivity increases as means of reverting the
trend by narrowing the trade gap, without major changes in exchange rates.
The aim of this study is to seek expansion of export and investment of
Korea to Brazil market through Korean Immigrants in Brazil. First, if a
Korean company establishes industrial belt and cluster like the Hansang Textile
Belt Project, the Korean IT Company will expand its market share in the
Brazilian IT industry and consumer market. Second, if a Korean firm uses
Korea-Brazil human network, it is to establish useful cooperative networks
with Brazilian businessman. Third, it makes use of human resources in each
field. With Korean corporate investment changed to completed-type, they
need talented people in sales management, market analysis, legal advice etc.
Finally, Korean companies will expand investment in the textile industry, IT
industry and electrical and electronic sector in cooperation with Korean
immigrants’ companies in Brazil.
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Peronism and its Transformation
within Argentine Economic
Development Models:
Historical Assessments and
Prospects

Sang Sub Ha (December 2007)
ISBN 978-89-322-6103-4/A5/96pp./USD 5

Historically, Argentina has experienced successive political and economic
crises during the 20th century. The structural background of these repeated
crises exists in which Argentine development models always confronted
unharmonious and have a feud between state-led strategy and market-driven
one. In this context, particularly Peronism and its ideological meanings always
centered in its conflict and have transformed throughout Argentine history.
Since the 1930s, it has mainly played great roles to be pitted against each other
as a mechanism in decision-making processes both structures and actors. That
is, it even played a primary role in deciding directions and contents of
development in Argentine political economy, worked as pendulum swings
towards the state, or market’s rule. In addition, changes in the alignment of
various political and economic actors have been involved within this
confronted development structure. This research paper aims to identify the
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long-term structural development and actors around Argentine Peronism and
analyze periodical transformation of its roles around Peronist ideas in
Argentine political economic history until today.
Firstly, overcoming the great theoretical debates about Peronism
connected with Latin American populism arguments, this research puts
(anti)Peronist ideas into the real political games among various social actors
and economic policies and identifies transformed structures during Peronist
governments(Perón, Menem, and recently Kirchner government) and
(anti)Peronist government(military regimes and Radical's Alfonsín government,
and others).
The very starting of Argentine conflict history of development models
involved with Peronism with political economy went back to the 1940s when
Perón operated his strong state-led developmental model. Based on
nationalism ideology, ISI strategy and Peronist welfare regime and preferred to
the main social groups who played a great role with political supports, such as
unionized labour, the poor and the urban middle-class, he strongly controlled
national economic resources, expanding social welfare system and supported
the growth of state capitalism with reducing external dependency from
European countries. Controlling of exchange rates, trade protection, industry
subsidy, and tax policies have major roles to promote Peronist economic
strategy. However, these policies did neither make good harmony among
various social groups, nor resulted economic growth in Argentine political
economy.

Military

regimes

(1960-70)

and

Alfonsín’s

democratic

government(the Radical) had same results with hyperinflation and high foreign
debts.
Due to these bad results and more ironically, Peronist Menem
government transformed the classic Peronist strategies and operated neoliberal
economic adjustment policies followed by many market-driven economic
practices supported with strong Peronist leadership. Even though Menem’s
presidency (1990-95) was somewhat had great results with many macroeconomic indexes such as low inflation, high foreign investment and stable
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economic growth, social costs was also increased greatly and impacted on his
secondary presidency (1995-99) with increased unemployment, poverty rates
and social inequality with expanding income gaps, thus faced great economic
crisis again in 2001.
Unlike many severe experiences of ex-peronist governments by the end
of the 20th century, however, the current Peronist governments (included
Kirchner, 2003~07 and his wife, Cristina, 2008-now) have been somewhat
stable and met the challenge. They have tried to change those formed
extremely unilateral structures and policies between market and state and even thought it is not yet institutionalized - made a new paradigm with
harmonizing those two spaces each other. The change has just started.
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Resource Nationalism and
the Restructuring of
the Natural Gas Industry of
Bolivia

Sanghyun Yi (December 2007)
ISBN 978-89-322-6104-1/A5/76pp./USD 5

In May 2006, president Evo Morales announced the “nationalization”
of the country’s oil and gas industry. The “nationalization” of Bolivia’s oil and
gas industry came realized in October 2006 when the Bolivian government
signed new exploration and development contracts with the companies
operating in Bolivia.
By analyzing the restructuring process of Bolivia’s natural gas industry,
this research aims to identify practical and theoretical meanings of the recent
emergence of resource nationalism around the world. First, the Bolivian case
shows that the recent emergence of resource nationalism in Bolivia is not an
impromptu policy but a historical product. That is, the resource nationalism in
Bolivia has evolved with various historical experiences. Also, the case of
Bolivia’s natural gas industry confirms that emerging resource nationalism in
Bolivia tends to emphasize practical goals while the past form of resource
nationalism focused more on ideological goals. The main contents of Bolivia’s
gas “nationalization” in 2006 are expanding role of the state energy company,
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YPFB, in the industry and raising tax and royalty contribution imposed to the
existing companies. In this sense, the restructuring of Bolivia’s gas industry
aims at maximizing profits without adamantly trying to change its ownership.
According to the evidences presented in this study, several conditions created
the present form of practical resource nationalism; 1) the historical experience
of negative consequences from the past form of radical resource nationalism,
2) the structural limitations of Bolivian gas industry where investor turned out
to be major consumers, and 3) the previous energy industry liberalization
policies that achieved neither the Constitutional revision nor the transfer of its
ownership from the state to the private.
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Trade Strategies of Major
Countries towards Russia

Jong-Man Han (December 2007)
ISBN 978-89-322-6105-8/A5/166pp./USD 10

This study is roughly classified into five parts–trade policies of the EU,
the U.S., China, and Japan towards Russia, and its implications for Korea.
With the improvement of economic conditions in Russia, world’s
advanced countries are doubling their efforts to cooperate with Russia in trade,
investment and energy. Their trade policies have one common denominator:
securing a stable supply of energy and raw materials at reasonable prices,
directly and indirectly promoting trade to withdraw Russia’s abundant hard
currency, and increasing income through revitalizing investment activities in
various sectors in Russia.
The volumes of trade with Russia are in the order of the EU, China, the
U.S., and Japan. Except for Japan, most of the advanced countries trading with
Russia register higher deficits. The more they chalk up trade deficits with
Russia, the more they get enthusiastic about investing in Russia. The EU
accounts for over 75 percent of investment in Russia, followed by the U.S.,
Japan and China. China has recently beefing up its investment in Russia.
Similarly, the largest amount of Russia’s overseas investment is being made in
the EU, followed by the U.S., China, and Japan.
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In the course of economic cooperation with Russia, the advanced
economies are either cooperating with each other, or competing with each
other, depending upon their national interest. In energy cooperation, they are
more interested in maximizing their national interest through vying for energy
than in working closely with each other.
The U.S. and the EU are demanding the opening-up of Russia’s service
sector including banking, insurance, legal affairs, communications,
transportation, and intellectual property rights (IPR), while asking for abolition
or alleviation of tariff and non-tariff barriers (NTBs). Compared with China
and Japan, the U.S. and the EU are more aggressively demanding Russia’s
market-opening and reforms in the course of WTO negotiations.
Japan is seeking ways to promote its export of capital goods and
machinery to Russia, taking advantage of its higher competitiveness in the
manufacturing sector. On the other hand, despite a rapid increase in its trade
with Russia, China has mainly exported consumption and production goods
which had less added value, or cooperated with Russia in human resources
especially in frontier trade, logging and timber processing. Gradually, it is
switching gears to intensify omni-directional cooperation with Russia, and
enhance cooperation in industrial sectors with high added value such as the
automobile industry. At the same time, China and Japan, sharing geographical
proximity, are especially interested in working together to develop Siberia and
the Far East with a view to achieving balanced development of land or to
checking each other.
The EU and the U.S. are taking part in resources development in Russia,
falling back on international major oil companies which have abundant capital
and extensive experience in resources development. Since the 1970s, Japan has
been part of resource exploration in Sakhalin, Sakhalin Project I, and II, while
China is striving to secure resource development rights all over the world
including Russia to get energy resources essential for its rapid growth and
economic progress. Korea falls behind its neighboring China and Japan in
securing energy, raw materials, forest products, or import of resources. For
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stable procurement of vital resources, it is imperative for its investment in and
trade with Russia to be based on comprehensive and systematized mediumand long-term strategies at a governmental level.
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Major Countries’ Trade Policy
toward Central Asia and
the Implications for Korea

Sang-Nam Park and Myung-Gu Kang (December 2007)
ISBN 978-89-322-6106-5/A5/168pp./USD 10

Since the Soviet Union disappeared into the history, the Central Asia has
been emerged as one of the regions rapidly gaining huge attentions over the
world. Under the new international order dynamically formulated in the
Eurasian Continent, indeed, the Central Asia has been frequently taken places
in the world politics. There can be three factors which resulted the new
international conditions in this region.
First of all, the Central Asia owns the traditional value which is described
as the geopolitically strategic region, being located at the crossroad of the East
and West and the Christianity and Islam. Secondly, it is the geo-strategically
important region since the Russian-led “Eurasian vector” and the U.S.-led
“Transpacific vector” come to collision in the heart of the Central Asia. Lastly,
in terms of the geo-economy, the Central Asia has been recently gaining
emphaseswith its abundant energy and natural resources. For this reason, the
value of the Central Asia, as the possible alternative to the unstable Middle
East, has been increased among the international communities facing with
soaring high price of hydrocarbon.
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Since the independence from the former USSR (The Union of Soviet
Socialist Republics) in 1991, the major countries have taken a growing interest
in investment and commerce for Central Asia. The Central Asia is the main
hub linking Europe and Asia and has abundant in energy resource like
petroleum, natural gas and mineral wealth and tourism. There is geopolitical
advantage causing increase of foreign investment continuously in the future.
To keep foreign investment, the major countries’ foreign trade in Central Asia
will go up actively caused by economic growth, increasing SOC (Social
Overhead Capital) and development of industries.
Their investment to Central Asia has been increasing rapidly in the 2000s.
There are herewith two features of their investment to Central Asia. First, the
Central Asia may guarantee energy security to them. The United State hopes
to cut the Gordian knot to resolve energy security caused by military crisis in
the Middle East and anti-U.S in the South America after the terrorist attacks of
September 11, 2001. The China has tried to make up energy deficit from
Central Asia for his continuos economic growth. The japan has been
aggressively seeking to strengthen relationships with Central Asia countries as
it grows more heavily reliant on imported energy resource. The EU, 40%
reliance on imported natural gas from Central Asia, has been investing in
Central Asia to diversify energy resource. The Russia has been investing in
Central Asia to maintain and recover former initiative.
Second, it is an enhancement of the national image through ODA
(Official Development Assistance). So, the major countries have been trying to
set up profitable mood for their own companies’ investment through foreign
assistance. The investment of major countries is based on realistic and
practical aspect thoroughly.
Their trading with Central Asia had been launched in 1992. However, it
was not large volume in 1990s. Since 2000, trading volume has been increased
according to high international oil prices and Central Asia countries’ economic
growth and dealt in wild variety of the goods. The Central Asia countries
depended on imported capital goods and consumer goods due to collapse of
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industries and infrastructure since their independence. However, an increasing
of national income diversifies consumers’ spending habits since 2000s. Also
they have imported the goods from China, Turkey and Europe broadly.
Economic growth Central Asia countries will effect on the major
countries Central Asia trade policy. Currently the major countries trades in
Central Asia mainly about capital goods and lower price consumer good’s,
however, needs at high price goods become increase and it will effect on trade
goods change. Central Asia is in close connection with Korea in politics,
economics, and nationality. Korea’s advance in Central Asia still weak and place
in the primary stage of systematic policy making. So, meet the market expands
with Central Asia economic growth we should construct diversified trade
connection. For this, we should improve the image of our goods though out
participation in mutual cooperation with other country. And, we should frame
policies which meet our economic situation through bench-marking to mainly
advance country in Middle-Asia. First of all, through grasping other countries
advance policy, we should grope entering comparative field. Secondly, for
national energy security we advance with government’s support and guarantee.
Lastly, cooperation with Koryoin is national property. So, we should recognize
and make the good use of that to use our strategy. As mentioned, Central Asia
is very important place to us. Therefore we should advance positively base on
mutual reliance among government, corporations and nationals.
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Korea-China FTA:
Antidumping

Jione Jung, Hyeri Park and Jina Yeo (August 2007)
ISBN 978-89-322-2113-7/A5/128pp./USD 7

Since China promulgated antidumping regulations in 1997, the number
of Chinese antidumping investigations has continued to rise. Among the
investigations, Korea is a major antidumping target. As the balance of trade
between the two countries becomes increasingly disproportionate, China has
actively utilized antidumping regulations to protect its industries. Korea is very
likely to bring antidumping issues to the table once the bilateral free trade
negotiations between the two countries begin.
This study analyzes the antidumping laws of Korea and China and
compares them with the WTO Antidumping Agreement. China’s
antidumping law is based on the WTO agreement and improvements have
been made in administrative procedures, however China still lacks
transparency in the application of its antidumping regulations; Korea’s
antidumping law and the WTO Antidumping Agreement also have their
deficiencies. Therefore, it is expected that the two countries will primarily
emphasize the clarification and improvement of international and domestic
antidumping laws at the negotiation table.
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The Analyses on Expected
Issues and Effects for Medical
Service in Korea-China FTA

Hankyoung Sung, Jun-Gu Kang, and SeungBin Pae (October 2007)
ISBN 978-89-322-2115-1/A5/96pp./USD 5

The purpose of this paper is to examine the possible issues and
influences of the Korea-China FTA in medical services. This paper provides
an overview of the current state of medical expenditures, medical facilities and
the medical labor force in each country. Medical expenditures and facilities in
Korea starkly contrasts those in OECD member countries, but are being
augmented as of late. China, on the other hand, has been characterized by a
surge in medical expenditures causing a considerable gap in medical
expenditures between urban and rural areas and a rapid expansion of private
for-profit hospitals. In terms of market opening, China has opened its medical
services market with some restrictions, while Korea has not yet liberalized its
market at all. This paper classifies the issues in market opening into three
categories: medical expenditures and services, Korean traditional medical
services (Han-ui-hak), and the movement of natural persons. It discusses the
positive and negative effects expected to arise in each category.
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IPR Related Issues in
Korea-China FTA

Mee Jin Cho, Boo Young Eom, and Hyunjung Park
(November 2007)
ISBN 978-89-322-2116-8/A5/82pp./USD 5

In recent years, China has undertaken substantial efforts to increase the
protection of intellectual property rights; however, there seems to be no
significant reduction in IPR infringement levels. Counterfeiting and piracy in
China cause economic harm to Korean business in many sectors and have an
overall negative effect on our consumers, businesses, and economy. In this
situation, if a negotiation for an FTA between Korea and China begins, it is
not difficult to see that IPR-related issues will be critical. Considering the
importance of IPR in the Korea-China FTA negotiation, this study examines
the IPR protection system for both countries, and reviews the expected issues.
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World Economy Outlook:
Analysis of Ten Regional Key
Issues

KIEP Center for Regional Economic Studies (March 2007)

One of the critical questions of our time is whether the global economy
will be able to sustain adequate growth. To answer this question, we should
deeply understand the phenomena of globalization and global economic
integration in terms of current economic performance.
This paper provides ten issues that are based on economics, politics, and
global cross-social movements, covering the various key areas and nations. As
this book provides important information and viewpoints on the global
economy, the readers may step forward to properly understand international
economies.
According to factors that include the soft landing of the US market,
other countries’ reactions to the US’s performance, and oil prices, among
others, the global economy will be determined. Additionally, national elections
are coming soon in many regions, thus national political transformations will
show us a specific outline of economic and political performance within and
beyond regionalism in the near future.
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Emerging Central Asia and
the Korean Countermeasure

Jae-Young Lee and Sang-Nam Park eds. (April 2007)
ISBN 978-89-322-6091-4/A5/220pp./USD 10

See pages 115-117.
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Restructuring and
Competitiveness of Major
Metropolitan Regions
in Northeast Asia

Won Bae Kim, Hyungdo Ahn, Se Hoon Park, Ok Ju Jeong,
and Sung Su Lee (June 2007)
ISBN 978-89-322-2110-6/A5/256pp./USD 10

Large urban-regions are becoming a leading force for national
economies as globalization deepens. Increased intra-regional trade, capital and
movement of people within Northeast Asia as a result of economic
liberalization, as well as the rise of China, are thought to intensify inter-city
competition and cooperation. Given this background, this report attempts at
finding out how the selected metropolitan economies have evolved, how
regional competitiveness has changed over time and the factors underneath it
through a comparative analysis.
In contrast to previous studies that simply rank cities in terms of
competitiveness based on a few indicators, this study focuses on long-term
competitiveness by analyzing the economic and spatial restructuring processes.
The concept of restructuring is employed to understand regional
competitiveness as a result of a feedback process between regional assets and
governance structures, wherein regional actors, including the government,
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respond to changes in external and internal environment of the region.
Regional assets are defined as to include human and knowledge resources,
economic structures, spatial infrastructure resources, and socio-cultural
resources. Due to the limited availability of comparable statistical information,
a dozen of these asset indicators were constructed for the analysis.
The results of the analysis suggest that these asset indicators are strongly
correlated with the outcome indicators, such as GRDP (gross regional
domestic product) and/or per capita GRDP. Incorporating these indicators to
the stages of regional economic development, one can infer that the
metropolitan Tokyo region is a mature economy, in which the regional
economy is driven by innovation. The metropolitan regions of Osaka and
Nagoya closely follow Tokyo. The Seoul region, even though far behind the
Japanese metropolitan regions in terms of per capita GRDP, appears to have
entered into the innovation-driven stage. Metropolitan Busan, however, seems
to be stuck at the investment-driven stage because of its failure to reconstruct
its economy. In contrast, the three Chinese metropolitan regions of Beijing,
Shanghai, and Guangzhou are in the investment-driven stage after more than
two decades of development exploiting an abundant, low-wage labor force
and extensive land resources.
A major finding from the comparative analysis is that long-term regional
competitiveness is dependent upon restructuring processes and underlying the
political and social contexts of the metropolitan region. The matrix of actors
and governance count heavily in both innovation generation and restructuring
processes. The governance structure in the three Chinese metropolitan regions
is hierarchical; thus, the government sector has played and is expected to play a
leading role in regional development. On the other hand, the private sector is
playing an increasingly important role in restructuring and innovation
production in the Tokyo and Seoul. Redirecting the role of the public sector
from a leader to a facilitator is essential for the metropolitan economies (Seoul
in particular) at the innovation-driven stage.
Relatively poor performance of the Osaka and the Busan regions seems
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to be partially associated with their delayed restructuring and fragmented intercity cooperation. Spontaneous and timely responses to external and internal
changes by regional actors, including governments and enterprises, are found
out to be critical for maintaining long-term regional competitiveness.
The study confirms that the future of metropolitan economies depends
on knowledge-based industries: knowledge-based services are more important
than knowledge-based manufacturing, especially for the Japanese and Korean
metropolitan regions in the post-industrial stage. It is, therefore, crucial to
expand knowledge-based services by utilizing regional assets. A comparison of
Tokyo, Seoul, and Beijing, on the one hand, and Osaka, Busan and
Guangzhou, on the other, suggests that the central core of the city exerts
substantial influence on a region’s economic and spatial restructuring
processes.
There is no doubt that long-term competitiveness of a region depends
upon the expansion of regional assets. Among the various types of regional
assets, human assets and, in particular, skills are the most important element
for sustaining regional competitiveness. Since regional innovation capacity is
not simply a function of an aggregate of talents or enterprises, regional
innovation systems and networks should play a greater role. In addition to
these skill and innovation systems, a world-class infrastructure is also necessary
for regional competitiveness.
Major policy implications from the study are as follows: 1) it is crucial to
pursue spontaneous restructuring efforts among diverse actors; 2) consistent
policy efforts are necessary to expand knowledge-based services; 3) an openminded and accommodating culture and living environments are essential to
attract and retain skilled workers; 4) policy efforts need to focus on the
clustering of enterprises in the same industries; 5) a governance structure to
promote voluntary cooperation among diverse actors needs to be built in
accordance with the socio-cultural background of the regions.
Finally, the study suggests that the Seoul region transition into a
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knowledge-based service economy as early as possible. Otherwise, it will not
be able to secure its competitiveness vis-à-vis major Chinese city-regions. The
Busan region needs a dual approach, in which the city of Busan should focus
on high value-added services, such as logistics and multi-media, and Ulsan and
Gyeongnam should upgrade their existing manufacturing sectors into
knowledge-intensive industries. For the region as a whole, regional innovation
strategies has to be developed greatly through existing regional innovation
agencies or other means. With respect to regional governance, both the Seoul
and the Busan regions need to reduce their dependency on the central
government and to move away from domestic regional rivalry. All the actors at
the local and national level should work together to build competitive regional
economies so that the Korean economy can move forward.
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A Review of China’s
Performance in the WTO A Five Year Assessment:
Changes in China’s
International Economic Policy
and Korea-China Economic
Relations

Pyoung Seob Yang and Eunah Koo (July 2007)
ISBN 978-89-322-2111-3/A5/146pp./USD 7

December 11, 2006 marks the fifth anniversary of China’s entry into the
WTO. Since becoming a member of the WTO, China has made various
strategic changes in its trade, foreign investment, overseas investment and
regional cooperation policies. Such developments have influenced the
investment environment in China and brought about many changes in the
economic relations between Korea and China, especially in terms of trade.
China has fulfilled its commitments in the goods market and service
sector in full and on time, but its protection of intellectual property rights still
lags behind the level of other WTO member countries. Tariff reductions have
been implemented ahead of schedule, and the opening of the goods sector
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has been fully carried out as revealed in the change from a license system to a
registration system in trade businesses. Service sectors, such as banking,
insurance, retail, and logistics, have also opened according to the concession
schedule. However, the protection of intellectual property rights remains at an
unsatisfactory level with continuous appropriation of foreign trademarks;
moreover, arbitrary interpretation and application of the system remain as
problems yet unaddressed.
After entering the WTO,China has beenadvancing a policy of ‘harmony
and balance,’ in which it seeks to harmonize its domestic system with
international standards, balance the growth of domestic businesses and export
industries, harmonize Chinese businesses with foreign invested businesses,
manage foreign trade through market regulation functions, and establish free
trade with major trading partners. To this extent, China has, first and foremost,
tightened control over its exports in response to increasing trade pressures and
calls to revaluate the yuan as a result of the continuous expansion of its trade
surplus, as well as address the problem of excess liquidity in the domestic
market. China is reinforcing a selective trade strategy which will enforce stricter
regulation on process trade, control low value-added, environmentally
hazardous, and excessive resource-consuming exports and will also restrict
exports in sectors that could lead to trade disputes. Second, subsequent to its
entry to the WTO, China’s foreign investment policy has particularly focused
on alleviating the excessive dependency of its economic structure on foreign
investment, and has also sought to use foreign investment as leverage to
advance China’s industrial structure and strengthen the global competency of
Chinese firms. Third, the Chinese government has also been encouraging
overseas investment by domestic firms, through which it hopes to achieve
national objectives, such as securing natural resources(e.g.petroleum),
procuring sophisticated technologies, strengthening the global competency of
Chinese firms, increasing China’s influence abroad, and mitigating pressures to
revaluate the yuan. Finally, China is looking to diversify international
cooperation channels, such as free trade agreements with neighboring
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countries, provision of economic aid to developing countries, and so on.
The overall business environment in China has also shown great
improvement upon its entry to the WTO. The opening of China’s domestic
market, and services market in particular, has led to a substantial increase in
Korean investments in Chinese firms, especially by those that are targeting
China’s domestic market. However, with the adoption of a selective policy
related to attracting foreign investment, it can be said that the investment
condition has worsened for Korean investors that have looked to China solely
as a manufacturing base.
China’s accession to the WTO has intensified Korea’s trade and
investment dependency on China and, therefore, it is highly possible that
changes in China’s international economic policy will negatively influence
Korea’s trade and investment with China; this is a factor that works against
Korean firms doing business in China. Although Korea’s exports to China had
maintained a growth level of over 40% since China’s entry to WTO until the
first half year of 2005; it then fell sharply in the second half of 2005, and
witnessed a limited 12.2% increase in 2006. In fact, the volume of Korea’s
trade surplus with China has been experiencing a decreasing trend since 2005:
according to China’s Ministry of Commerce, Korean investments in China
have continuously decreased by around 30% in 2005 and 2006.
Korea’s main exports to China are intermediate goods, which are for
export or domestic sale to foreign invested firms in China, especially overseas
Korean firms operating in China. Due to such characteristics, Korea’s exports
to China are unavoidably contingent on the changes in China’s foreign
investment and trade policies. Thus, it is necessary for Korea to establish a new
‘China strategy’ that takes into account the factors, such as changes in China’s
trade regime and international investment policies, which will impact Korea’s
exports to China in the mid-to-long run.
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Global Imbalances and
Developing Countries:
Remedies for a Failing
International Financial
System

Jan Joost Teunissen and Age Akkerman eds.(November 2007)
ISBN 978-89-322-2114-4/A5/148pp./USD 7

The abrupt unwinding of global imbalances is a major risk for the world
economy; it affects countries across the globe, but is particularly harmful to
developing countries.
This volume on global imbalances includes an unorthodox, long-term
view on global imbalances, an in-depth discussion about the role of the IMF,
and a discussion about the need for reform of the international monetary and
financial system. It pays special attention to Africa and East Asia.
Recalling that the US current account deficit -- which accounts for 70
percent of the world sum of current account deficits, henceabsorbs 70
percent of net available global saving -- lies at the heart of the problem, the
contributing authors stress that the present global imbalances cannot be
sustained indefinitely.
The authors suggest various remedies, ranging from capital market
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integration in East Asiato the creation of an international clearing agency that
would serve as the institutional platform for a new global payments system.
Some authors question the viability of far-reaching reform proposals while
others stress the need for designing challenging remedies -- not only for the
sake of anticipating a breakdown in the world financial system but also
because the current system (or non-system as some call it) can benefit from
ideas for improvements.
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Korea-New Zealand Trade
Strategy

Hansung Kim and Heeyeon Bae (December 2007)
ISBN 978-89-322-2117-5/A5/100pp./USD 7

Located in the South Pacific, New Zealand’s population is four million,
but its per capita income is more than US$26,000, and it is well known for its
competitiveness in the areas of high technology and agricultural. Due to its
geographical constraint of being isolated from the main global trade locations
and small population, however, it is not an attractive export market for Korea.
Korea’s exports to New Zealand in 2006 added up to $670 million, an
increase of 0.4% from the previous year. Imports, on the other hand, were
$970 million, an 8.6% increase from the previous year. New Zealand is Korea’s
55th-largest export partner and the 32nd-largest import partner. Korea has
suffered a trade deficit with New Zealand since 1990.
Unlike Korea, New Zealand considers Korea to be one of its most
important trading partners. Korea is the sixth-largest trading partner to New
Zealand following Australia, the United States, Japan, China, and England. In
2006, exports to Korea were 3.98% of New Zealand’s total exports and 2.92%
of its total imports. Therefore, Korea’s importance to New Zealand is far
greater than New Zealand’s importance to Korea.
As mentioned above, in New Zealand’s economy, Korea’s ability to
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obtain further economic benefits through expanding trade relations is limited.
High income per capita and stable and clear economic and social systems are
some of the most attractive factors of the New Zealand economy.
Nevertheless, the small population is definitely an impeding factor for
expanding this trade relationship. In most cases, economic benefits are one of
the most important factors in defining a trade relationship between two
countries however, for the Korea-New Zealand trade relationship, one must
consider New Zealand’s non-economically outstanding factors, which go
beyond the economic realm.
First, Korea can consider for its trade with New Zealand the country’s
agricultural, forestry, and dairy industries’ global competitiveness. New
Zealand’s globally recognized agricultural industry is based on its natural gifts.
Even during the 1980’s economic crises, New Zealand actively promoted
reforms and reestablished itself as one of the most competitive agricultural
economies among the members of the Organization for Economic Cooperation and Development by maintaining the lowest producer subsidy
estimate rate. Even without the governmental support in the agricultural
industry, New Zealand has been able to obtain the most competitive
environment and technology.
Utilizing New Zealand’s competitiveness, Korea should extend its
partnership and branch out into this specific area. In April 2007, for instance,
Korea and New Zealand signed an agricultural cooperation agreement to
further cooperate in this area. This is expected upgrade Korea’s agricultural
environment to a higher level and may have a positive effect on the
advancement of Korean companies to New Zealand, which will consequently
lead to the stabilization of the supply of food resources.
Also, even though New Zealand is a small economy, it has a strong
international presence and remains as a middle power in international politics
with regards to issues such as aid and development, military, and
environmental issues. In the short term, New Zealand’s middle power policies
clashed with other major powers, but in the long run, New Zealand’s moral
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diplomacy obtained international understanding and support, which increased
its foreign policies’influence and reputation. Furthermore, New Zealand is
stepping up its efforts to establish a middle power alliance amongst the
Oceania countries by maintaining a close relationship with them.
Because of its particular circumstances with North Korea, South Korea
is unable to follow the middle power alliance. Thus, Korea should maintain a
close relationship with New Zealand in order to benefit from New Zealand’s
international political reputation and influence in order to obtain the same
international support for Korea’s foreign policy. It would be best to establish
its presence as a participant rather than the middle power axis to present its
policy to the world.
For the reasons mentioned above, a Korea-New Zealand FTA should
consider the enforcement of diplomatic cooperation. New Zealand’s trade
with Korea is already experiencing some difficulties due to Korea’s FTA with
Chile and the United States. New Zealand’s exports of kiwis and beef are
already decreasing significantly. Also, Korea’s FTAs with Canada and the EU
might further decrease New Zealand’s main export items such as lumber and
dairy products. Thus, the reassurance of fair competition for New Zealand’s
products in the Korean market through the establishment of an FTA will play
a positive role in the relationship between the two countries.
Despite having a small economic importance to Korea and being located
in the South Pacific with a population of only four million, New Zealand has
an importance beyond its outward factors. High income per capita,
competitiveness in the areas of agriculture and biotechnology, and its influence
on other countries in the South Pacific region are some of the reasons why
Korea must be interested in expanding its relationship with New Zealand. In
addition to short-term export and trade increase, Korea’s approach to New
Zealand must maintain a long-term view to define Korea’s needs and invest
and cooperate in areas that are beneficial to both countries.
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Whither Korea’s Foreign Aid?:
Hints from its Predecessors

Bokyeong Park (December 2007)
ISBN 978-89-322-2118-2/A5/86pp./USD 5

Lately more and more experts say that Korea needs to make out its own
uniqueness in international aid activity soon. However, the study on what
should be concretely ‘Korean Model of foreign aid’ has seldom been done,
contrasting with a great deal of discussion on its necessity. The purpose of this
study is to compare the foreign aids of the advanced donor countries and
classify them into a few categories according to their features. Furthermore, it
is addressed what determines the feature of foreign aid of each country. Based
on the analysis, the direction where Korea’s foreign aid should go is suggested.
It is true without exception that foreign aid is a way to alleviate the
poverty of poor countries and, at the same time, is an instrument of foreign
policy of donor country for its national interest. Therefore, foreign aid has
multi-purposes and is a product of social compromise in each country. Which
purpose of foreign aid is more emphasized when a donor provides its aid is
influenced by its political, economic, and socio-cultural characteristics. In
addition, international trend in foreign aid also affects the aid allocation of
individual donor country.
This study classified 21 donor countries into four groups according to its
features in foreign aid. The donors with ‘humanitarianism type’ allocate their
foreign aid funds considering the necessity of recipient countries. Scandinavian
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countries are included in this group. These countries commonly have the deep
tradition of social democracy. ‘Ex-colony management type’ is defined as a
foreign aid strongly aimed at maintaining the tight relation between donor and
its former colony, a recipient. France, Belgium, Australia, Portugal, and the U.K.
are classified as this type. They allocated more than 50% of their total foreign
aid into the countries of their former colony. The aid of ‘economic relation
type’ is one that allocation of aid fund is deeply related to economic ties
between a donor and its recipients. In other words, a donor country with this
type tends to provide most of its aid to the poor countries economically
connected with itself in terms of trade or overseas investment. Japan, Austria,
Italy, Spain, New Zealand, and Canada fall on this group. These donors are
characterized by ‘middle power’ in the international politics and a relatively
new donor if only Japan is excepted. Lastly the foreign aid of the U.S. can be
called ‘national security type’ aid. In the U.S. containment of communism, the
peace in the Middle East, and anti-terrorism has worked as the primary goal of
foreign aid.
When these patterns of foreign aid in the advanced donors are
considered, it might be assumed that Korea's foreign aid will be close to
‘economic relation type’. The assumption is supported by the fact that Korea is
one of new donors, a ‘middle power’ at middle income level, and a relatively
conservative society. This assumption, however, never means that Korea’s
foreign aid policy should be oriented for its economic interests. On the
contrary its humanitarian side should be strengthened in order to comply with
global standard in foreign aid, because now Korea’s aid is too much aimed at
narrow economic benefit of the donor.
This study shows that the size of aid by individual country is significantly
affected by its economic factors such as population, income level and the ratio
of trade, and its socio-political conditions such as military expenditure, the
share of government sector, and ideological position. When these factors of
Korea are taken into account, the optimal size of its foreign aid in 2010 is
estimated at around 0.25% per GNI.
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The Effectiveness of Korean
Regulations of Foreign
Capital as a Defensive
Mechanisms against Foreign
Hostile M&As

Yeongkwan Song and Junseong An (December 2007)
ISBN 978-89-322-2119-9/A5/70pp./USD 5

This study explores the possibility of the hostile M&As by foreign
capital in Korean industries, which are subject to regulations of foreign capital
inflows. These include industries such as the defense, energy, broadcasting,
telecommunication, and airline industries. Most regulations of foreign capital
in Korea have the form of foreign capital ownership controls, which could be
circumvented, as we see in the Livedoor scandal in Japan. Nonetheless, this
report shows that Korean firms are not vulnerable to hostile M&A attempts
by foreign capital as long as those firms are in industries that are under the
regulation of foreign capital. This is not because the current foreign capital
regulations in Korea bypass the problem of ownership controls, but because
business activities like M&As are subject to government authorization within
those protected industries. The Korean economy needs to attract more foreign
capital to sustain its development into an advanced country. Therefore, it is an
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urgent task for Korea to clarify its foreign capital policy objectives and to
update its foreign capital regulations in many areas, such as education, which
requires inward foreign direct investment.
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Analysis on Export
Competitiveness Pattern of
High Technology Items of
China, Japan and Korea

Hokyung Bang (December 2007)
ISBN 978-89-322-2120-5/A5/76pp./USD 5

This paper studies the recent international trade trends of hightechnology products, the foreign and intra-trade of high-technology products
of Korea, China and Japan, and analyzes the international competitiveness
patterns of the three countries. High-technology products were categorized
based on the Harmonized Commodity Description and Coding System (HS
Code) of the U.S. Census Bureau.
High-technology products show a rapid increase in world trade
compared to other products and China has risen as a major trade country in
the world high-technology trade market.
As of 2006, taking into consideration the major high-technology trade
products of Korea, China and Japan, Japan has shown a relatively diversified
export pattern in high-technology products while the export of Korea and
China still rely highly on specific fields such as information technology. The
study shows that each country rely highly on intra-trade for high-technology
trades. Among offshore countries, the countries show a high trade reliance
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towards the U.S. and Germany. The high-technology intra-trade rate for Korea,
China and Japan grew rapidly in 1996-2006 which demonstrates the
importance of high-technology products in intra-trade.
The study utilizes the methodology proposed by Aiginger (1997, 1998)
to analyze the international competitiveness pattern of high-technology
products for Korea, China and Japan. According to the analysis, as for
comparative advantage industries, in 1996 the patterns of the comparative
advantageous industries of China, Korea and Japan showed that the
comparative advantage for production cost was greater than the comparative
advantage for technology. However, in 2006, The comparative advantage for
production cost and technology was similar for Korea and Japan. On the other
hand, in 1996, Korea and China showed a greater comparative advantage in
technology while Japan showed a similar comparative advantage in technology
and production cost. In 2006, the analysis shows that the comparative
advantage for technology was dominant in all three countries - Korea, China
and Japan. While China showed a slight decrease in comparative advantage for
both technology and production cost, Japan showed the opposite. Korea
showed a decrease in comparative advantage for technology but an increase
for production cost.
To evaluate the achievements of high-technology products of Korea,
China and Japan, we calculated the trade balance weight by type. Taking into
consideration the trade balance weight for the trade of high-technology
products for each country, in 2006, Japan showed a 43.7% trade balance
weight demonstrating greater weight than other products with comparative
advantages in production cost, comparative disadvantages in technology and
comparative disadvantages in production cost. On the other hand, Korea
demonstrated an increase in trade balance weight for products of comparative
advantage in technology in 1996-2006 (1.9% → 8.2%). However, the trade
balance weight for products with comparative advantage in production cost
was the greatest with 35.4%. This indicates that Korea needs to improve its
competitiveness pattern for the high-technology industry, especially the
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comparative advantage weight for technology rather than the comparative
advantage of production cost.
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Economic Policy of the US
Democratic Party and
Implications for Korea

Junkyu Lee and Heechae Ko (December 2007)
ISBN 978-89-322-2121-2/A5/100pp./USD 7

United States (US) trade policy, by law, is under the control of Congress.
Therefore, depending on the political dynamics of the Congressional elections,
US economic and trade policies would be greatly influenced by its majority
party. On November 7, 2006, the Democratic party won a majority of the
state governorships and the US House of Representatives and Senate, which
ended 12 years of Republican rule in the Congress. Following the election
outcome, it was expected that there would be a change or shift of economic
and trade policy under the current controversial debate about trade and
economic growth and jobs lost in the United States. In 2008, the US is facing
presidential and Congressional elections, which mean economic issues such as
growth, jobs, trade deficits, FTAs, and health care would be under heavy
scrutiny during political discussion. Some candidates pandering to political
sentiments against international trade openness maintained tough positions on
the issue in the US. Notably, Democratic presidential candidates, such as
Obama and Clinton, were opposed to the Korea-US FTA. Additionally,
currently sluggish economic growth in the US due to the subprime mortgage
crisis, which has been unfolding since 2007, would likely escalate the negative
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sentiment of some US workers who are opposed to trade liberalization on the
bilateral or multilateral front as the election campaigns move forward in 2008.
Given the negative sentiment and environment about the trade liberalization
policy, politically and economically, it is hard to argue that Korea and the world
can avoid US trade policy change after the 2008 US presidential and
Congressional elections because there is a convincing argument and
expectation Democratic candidates being elected in the 2008 election.
Therefore, it is necessary to look into Obama’s and Clinton’s major economic
policies, such as globalization, FTAs, growth, health care, and others, for the
sake of Korean policy development purposes. This study provides a
comparison of Democratic and Republican economic policies, for example, in
the areas of international trade, tax, environment and energy, and health care.
In May 2007, the US announced its “New Trade Policy for America,” which
introduced new components and policy changes to US trade policy. The New
Trade Policy is suggested to reflect the ideology and concerns of Democratic
party and its leadership, which would likely determine the future direction of
the US trade policy for Korea and the world after the 2008 election. Finally,
this study provides policy implications for Korea and how it will deal with a
possible international economic policy change via the US. Given the possibility
of trade policy change, the study proposes that both the Korean National
Assembly and US Congress get the Korea-US FTA approved as early as
possible in 2008. It also argues that the economic partnership between Korea
and the US shall enter a stage of advanced cooperation of high quality. It is the
right time for Korea and the US to build new partnerships on high-quality,
advanced cooperation in the areas of strengthening bilateral investments and
economic cooperation in energy, high technology, human resources, and
culture. It also recommends that Korea and the US upgrade and strengthen
their bilateral economic relationship for multilateral cooperation.
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EU’s Common Trade Policy
and International
Commercial Relations

Cae-One Kim (December 2007)
ISBN 978-89-322-2122-9/A5/212pp./USD 7

The EU has exclusive competence to pursue common commercial
policy on behalf of its member countries as it does for common monetary
policy and common agricultural policy. The foundation of the common
commercial policy is the fact that the EU is based on supranational economic
integration. In concrete terms, the common commercial policy constitutes a
part of economic integration that prescribes that products imported from
extra-EU region to intra-EU region through the due course have right to
receive equal treatment as produced in a member country. Since the EU has
independent authority to pursue commercial policy, there has constantly been
serious debate on distribution of competences between the Community and
its member states. This is because the more the scope of common commercial
policy is extended, the more the economic sovereignty of member states
becomes constrained. In the initial stage, the EU’s competence was limited to
trade of goods. After the Uruguay Round, however, it has come to include
intellectual property rights and the service sector.
The EU has considerable bargaining power, leading the international
economic order alongside the US. It is not only because the EU is world
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biggest market with 27 member countries, but also because of its common
commercial policy. The EU already completed its internal market (common
market) plan through the EC-1992 plan and Economic and Monetary Union
(EMU). Also, the number of member states has been enlarged from the
original 6 member countries to the current 27. These developments have led
the EU to take a more liberal and active attitude in international trade
negotiations, especially those such as the WTO Doha Development Agenda
(DDA) negotiations.
The EU possesses independent competence for multilateral trade
negotiations within the WTO, as well as bilateral trade negotiations with
countries outside of the EU. The policy-making process, however, is very
complex. In addition to the European Commission and EU Council/Article
133 Committee, the European Parliament, COREPER, and IGC are
participating directly or indirectly in the negotiations. Recently, there has been
growing opportunity for participation of civil society, which is composed of
the business sector and NGOs including environmentalist groups.
During the trade negotiation process, the European commission,
obliged to deal within the mandate of the EU Council and assisted by the
Article 133 Committee, enjoys a relatively limited discretionary role compared
to that of the US. Such a bureaucratic process of the EU’s common
commercial policy leaves lobbyists with limited room for their activities. The
common agricultural policy, which was protectionist in nature, and Europe’s
trade preferences for former colonial countries, had narrowed, to some extent,
the stance of the European commission. The EU has been progressing,
however, on agricultural reform and termination of trade preferences since the
early 1990s. At the WTO DDA trade negotiations, there have been significant
changes in the EU’s stance.
The instruments of common commercial policy can be divided into two
categories: unilateral practices and conclusion of diverse agreements. The
former includes anti-dumping duties, countervailing duties, safeguards,
commercial defense instruments including trade barrier regulations (TBRs),
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and non-tariff barriers. Concerning the latter, besides the generalized system
of preferences (GSP) applied to developing countries, the EU has been
offering trade preference policies to large number of countries that are former
colonial countries or that have regional proximity to the EU. The EU’s trade
preference agreements with Mediterranean countries and the Cotonou
agreement with Africa, Caribbean, and Pacific countries are typical examples
of the EU’s regionalism. It has been the main target of criticism from other
developing countries such as Latin American countries.
Recently, the EU announced the end of its trade preferences policy and
is trying to convert it to WTO-compatible FTA policy. There are still
remaining questions, however, about whether it could successfully establish a
free trade area with those countries in a reasonable transitional period of time.
On the other side, the trade relations between the EU and developed
countries such as the US and Japan have been promoted within the
multilateralism of the WTO. In particular, the Framework Agreement between
the EU and the US in 2007, which followed the Atlantic Economic
Partnership in 1998, is expected to have progressive effects on the
development of trade relations between the two parties, as well as international
economic relations. This is because the various trade agendas discussed
between the EU and the US could be moved into the WTO’s multilateral
negotiations as new trade issues.
The new commercial policy was adopted in 2006 within the principles
of the Lisbon Strategy, which emphasizes growth and job creation. It is a
product of the joint work between President of the European Commission J.
M. Barroso, who is a market economist, and Commissioner of DG Trade P.
Mandelson, who also advocates trade liberalism. The core strategy of the
policy lies in promoting exports to markets outside the EU through trade
agreements, especially in emerging market economies including Korea and
ASEAN. The removal of non-tariff barriers is the most important item for
negotiation on the agenda. In addition, the service sector, intellectual property
rights, government procurement, and sustainable development are also
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emphasized. Interestingly, the new FTA strategy appears to be the most
important policy instrument. The EU proposes, in principle, to conclude its
FTA-plus policy with those countries that could lead to effective market
opening via a broad and deep range of negotiation. In other words, the EU
seeks more market-integrative FTAs with countries outside the EU, especially
in emerging markets.
In this respect, the EU is negotiating an FTA with Korea as a first trial
of its new strategy. The Korea-EU FTA’s ongoing negotiation is facing
numerous difficulties in regard to its market-integrative agenda. It seems,
however, that there will be no major obstacles for the two parties to conclude
at least an FTA satisfying the conditions required by GATT. A WTOcompatible FTA agreement with other countries such as ASEAN and India,
however, seems not to be very likely. The ASEAN countries, for example, are
not up to the conditions concerning even an ordinary FTA agenda. In this
respect, it is suggestive to understand that ASEAN itself has remained a trade
preference area for a long time.
The EU’s common commercial policy has been promoted in three
directions: multilateralism in the WTO, traditional regionalism based on trade
preference agreements, and the new commercial policy. These three aspects
are not independent each other. Officially, the WTO principle is the pivot and
traditional regionalism is converging toward this framework; the new
commercial policy is based on WTO multilateralism from the initial stage.
Various trade agendas for new commercial policy reinforce the Singapore
issues already proposed by the EU. Additionally, it leaves us to anticipate the
nature of the future agenda of the next WTO negotiations. Thus, the EU’s
new FTA policy could be understood as a pilot project. The Korea-EU FTA
negotiation is its first trial.
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Main FTA Issues in Electronic
Commerce and Korea’s
Strategy

Chang-In Yoon (December 2007)
ISBN 978-89-322-2123-6/A5/90pp./USD 5

The importance of electronic commerce based on the emergence of the
Internet as a global distribution platform for digital products has become
evident. In accordance with changes like this, the WTO has discussed the
possibility of free trade of digitally delivered content products since the end of
1990s. The multilateral trade talks at the WTO for a predictable and liberal
trade regime for digital products, however, has not brought any conclusive
results for the various issues such as the exemption of tariffs on electronic
transmission, customs valuation of and market access commitments for digital
content, and application of trade rules for electronic commerce.
The Doha Development Agenda did not mandate negotiations on
electronic commerce with the rapid digitization of traditional and new content
however, with the expansion of regional trade agreements in the 2000s,
countries like the US have effectively started to expand their trade policies to
address electronic commerce. This attainment has taken place in the context
of an acceleration of the number of free trade agreements and in the absence
of progress on the diverse items of the Doha Negotiation Mandate on the
multilateral front.
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Korea, which has not set up any negotiation positions with regard to
trade flows of digital content, had to choose related actions to take at the trade
negotiations with the US. Through the negotiations with the US, Korea could
establish its positions on digital trade both at the regional and WTO levels. Of
course, Korea’s digital product is weaker than that of the US.
Under the presumption that Korea has a global comparative advantage
in digital products, however, Korea took a more favorable position on
electronic commerce, in favor of a freer trade environment for digital products.
The rapid development of broadband Internet, a global medium that crosses
national borders, has led to growing potential for electronic trade of digital
content such as software, music, games, films, and cinema, which can be linked
to the Korean wave.
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Determinants of Intra-FDI
Inflows in East Asia:
Does Regional Economic
Integration Affect Intra-FDI?

Jung Sik Kim and Yonghyup Oh (June 2007)
ISBN 978-89-322-4179-1/A5/38pp./USD 2

This paper analyzes the validity of macroeconomic variables, such as
exchange rate uncertainty, macroeconomic instability, and openness, in
determining intra-FDI inflows in the ASEAN countries, China, Japan, and
Korea. Our empirical results show that openness, exchange rates, exchange
rate volatility, per capita GDP, and foreign reserve accumulation are statistically
significant factors that determine regional intra-FDI inflows; other variables
such as macroeconomic instability are not significant. Variables like openness
and exchange rate volatility have direct implications for regional FTAs and
regional common currency arrangements, and thus to East Asian economic
integration. Our findings suggest that a regional FTA that would increase
regional openness by 10 percent would increase intra-FDI inflows by almost 2
percent. A regional exchange rate arrangement that would reduce regional
exchange volatility by half would increase intra-FDI inflows by around 10
percent.
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Working Paper 07-02

Financial Liberalization,
Crises, and Economic Growth

Inkoo Lee and Jonghyup Shin (October 2007)
ISBN 978-89-322-4180-7/A5/26pp./USD 2

It has been widely recognized that financial liberalization plays an
important role in economic development. Although an expanding body of
literature has documented this effect across space and time, the channel
through which financial liberalization affects the economic growth remains
unclear. This paper employs probit and panel regressions to show that
financial liberalization is positively associated with economic growth, with the
(positive) direct liberalization effect dominating the (negative) indirectcrisis
effect. Financial liberalization is expected to increase GDP growth by 0.92
percentage point in the whole sample and by 0.99 percentage point in crisisexperienced countries, respectively. Financial liberalization contributes to
economic growth even when the sample is restricted to countries that
experienced financial crises.
We also test the effect of financial liberalization on the interest rates. The
result is contrary to our expectation: financial liberalization increases the
interest rates. We conjecture that the overshooting in interest rates after a crisis
and the removal of interest rate ceiling after liberalization are the main reasons
for this phenomenon.
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Working Paper 07-03

The Determinants of
Cross-border M&As:
The Role of Institutions
and Financial Development
in Gravity Model
Hea-Jung Hyun and Hyuk Hwang Kim(November 2007)
ISBN 978-89-322-4181-4/A5/40pp./USD 2

This paper examines the macroeconomic determinants of cross-border
M&As. Using a panel data set of bilateral M&A deal values for 101 countries
and 17 years ranging from 1989 to 2005, we investigate both home and host
country factors that may play an important role in determining the size and
direction of M&A flows. Overall, the empirical results suggest that legal and
institutional quality and financial market development increase M&A volume
across countries. The significant effect of institutions however, may disappear
for transactions between countries of the similar stage of the development.
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A Roadmap for East Asian
Monetary Integration:
The Necessary first step

Kyung Tae Lee and Deok Ryong Yoon (December 2007)
ISBN 978-89-322-4182-1/A5/48pp./USD 2

The paper deals with the questions of why Asian monetary and financial
cooperation has not proceeded rapidly even though the countries have
discussed this issue for so long and how to overcome this problem. The
authors identify the lack of a common vision and a roadmap for monetary
integration as the most significant impediments.
The paper examines first whether Asian countries need monetary
integration with regard to the benefits and costs. Asian countries do, in fact,
need a regional system to stabilize exchange rates among them. Managing
reserve currencies and macroeconomic coordination also require regional
cooperation taking into consideration the high degree of real economic
integration.
The third section reviews the feasibility of monetary integration in East
Asia. The high dependency on the regional economy and high degree of real
economic integration imply that the Asian economy is a self-sustainable
economic unit. OCA-criteria like openness and inflation show favorable
conditions for monetary integration,while other criteria like the volatility of
real exchange rate, financial integration and economic synchronization show a
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less favorable situation than in Europe. The political conditionsreveal much
more handicaps for Asian countries. However, the regional demand for active
cooperation is drivingthe discussions on this issue, as well as institutionalization.
Section IV tries to draw implications from the EU’s experience. The
authors conclude that the lack of a common vision and possible roadmap are
the major problems in the Asian monetary cooperation process.
Section V lays out the recommendations for a possible roadmap to
monetary integration in East Asia.
Section VI emphasizes the importance of a common vision as the basis
for a roadmap. Even if the ASEAN+3 leads to regional cooperation and have
established some institutions like the CMI, ABMI, Economic Review and
Policy Dialogue (ERPD) and so on, these efforts should have consistency.
In conclusion, the authors argue that the most important thing to start
the monetary integration process is to arrive at a common vision for East Asia
in the monetary sector and design a roadmap to realize this vision.
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An Empirical Assessment of
a Tradeoff between FDI and
Exports

Hongshik Lee and Joon Hyung Lee (December 2007)
ISBN 978-89-322-4183-8/A5/38pp./USD 2

The relation between exports and FDI could be complementary or
substitutable depending on the types of FDI. Overseas investment to displace
exports must have a substitution relation while FDI for vertical fragmentation
between countries would boost the home export. Empirical studies have
generally found a positive relation and finding a substitution relation is
relatively recent. We investigate the relation between those two variables using
detailed information of Korean multinational firms and their foreign affiliates
from 1999 to 2004. In so doing, unlike previous studies, we consider the host
country’s income level and various activities of each affiliate, whether it serves
the host country or exports outside in particular. The complementary relation
is found by simply following previous studies. Once we consider the host
country’s income level and various activities of each affiliate, however,
different results are produced. Our empirical results show substitution if the
affiliates are located in a developed country and mainly serve the host country,
while complementarity if the affiliates export their products outside of the
host country. Moreover, the complementary effect is strengthened if they are
located in a less developed country.
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Working Paper 07-06

Understanding Wage
Inequality: Trade, Technology,
and Location

Chul Chung and Bonggeun Kim (December 2007)
ISBN 978-89-322-4184-5/A5/48pp./USD 2

This paper investigates the trend of the wage inequality and the
metropolitan wage premium in the United States during the 1980s. Two
distinct sets of literature documented that the wage inequality between skilled
and unskilled workers and the metropolitan wage premium have risen
significantly during the decade. When we combine these two sets of evidence
and consider the interaction between skill and location, however, the increasing
trends of the skill wage gap and the metropolitan wage premium almost
disappear. Most of the dynamic changes are picked up by the interaction term,
an extra metropolitan wage premium for skill, which rises significantly over the
decade. As a partial explanation we find an increasing trend of the skill wage
inequality across industries and occupations within metropolitan areas relative
to non-metropolitan areas. This finding suggests that the skill‐biased
technology alone may not sufficiently explain the growing wage inequality and
it can be interpreted as a metropolitan‐specific phenomenon to an extent.
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What Kinds of Countries
Have More Free Trade
Partner Countries?:
Count Regression Analysis

Jung Hur and Backhoon Song (December 2007)
ISBN 978-89-322-4185-2/A5/38pp./USD 2

According to the WTO data for regional trade agreements (RTA), the
number of RTA has been exponentially growing since the middle of the
1990s. As a result, many countries these days have had more than one free
trade partner country. In this paper, we attempt to find out statistically
important characteristics of countries that may explain the frequency of a
country’s RTA formations and as a result its total number of free trade partner
countries. We find that the following country-specific variables are important:
distance from equator, government effectiveness, and the low-middle income
group countries and regional blocs that countries belong to. In contrast, the
following variables are not statistically significant: geographical size of country;
upper-middle or high-income group countries; languages and other
institutional variables such as political aspects and the stability, law, regulation,
and national corruption level. The important implication of the findings is that
the current expansion of RTAs may not be linked to a global free trade system
because of the peculiarity of countries having multiple RTAs.
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Experimental Economic
Approaches on Trade
Negotiations

Hankyoung Sung (December 2007)
ISBN 978-89-322-4186-9/A5/42pp./USD 2

This paper experimentally examines the multilateral bargaining games to
derive some policy implications for real trade negotiations. It shows the
following findings: there are significant delays in games including veto players
in some circumstances, but no delays in games including multiple-vote players.
In addition, non-veto players as weak players, which are disadvantaged in
taking share, make collusive attempts against veto players, but not effectively.
As policy implications, this paper suggests enforceable deadlines or threats
toward low-quality agreements to reduce the delay problems. Furthermore, as
another remedy for the delays, it suggests an effort to group countries like
multiple-vote players in unequal-weight games.
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Trade in Services and
Economic Growth

Soonchan Park (June 2007)

Services account for a large share of output in developed countries and
international trade in services has been rapidly increasing since 1980. However,
there are a limited number of empirical studies on the relationship between
openness in services trade and economic growth. This paper applies a dynamic
panel approach to examine the impacts of trade in services and openness on
economic growth for industrialized countries during the period 1980‐2000.
The findings show that imports of services have a significant positive impact
on economic growth. Furthermore, empirical results suggest that the level of
openness in services (measured by imports to GDP) also affects growth, and
not just changes in openness.
Keywords: Trade in Services, Level of Openness, Changes in Openness,
Economic Growth
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Korea’s Horizontal and
Vertical Intra-Industry Trade
and FDI in Trade with
East Asian Countries
Taegi Kim and Kyungwon Ju (June 2007)

This paper examines Korea’s intra-industry trade (IIT) by disentangling
vertical from horizontal IIT, and analyzes the determinants of both IIT types
in trade with East Asian countries during the period of 1991-2005. Korea’s IIT
with East Asian countries has increased rapidly, especially its high quality IIT,
which has increased faster than horizontal IIT and low quality IIT, implying
that Korea’s product quality has improved over time. Korea’s high quality IIT
is larger in trade with developing countries, but its low quality IIT is larger in
trade with Japan. The regression results show that the income differences
between countries have a negative effect on horizontal IIT, and that Korea’s
high quality IIT becomes larger when Korea’s income is higher than the
income of partner countries. This supports the theory of IIT. Foreign direct
investment (FDI) inflow has had a positive effect on increases in IIT, but the
effects of FDI outflow are not certain. This suggests a policy implication that
FDI inflow has a more positive effect on IIT than FDI outflow.
Keywords: East Asian Trade, Horizontal and Vertical Intra-Industry Trade,
Quality, FDI
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The Effects of Demographic
Changes on Current
Accounts: Evidence from
OECD Countries
Heechae Ko and Hokyung Bang (June 2007)

This paper empirically investigates the effects of demographic changes
on current accounts. The analysis (based on panel least squares and weighted
least squares models) shows substantial demographic effects on population
ageing and current account balances in OECD countries. First, the negative
impact of population ageing on general savings results in deteriorating current
account balances. This result suggests that current account balances increase
with the relative size of the working-age population and decrease when the
elderly dependency ratio rises.
This paper specifically distinguishes between two groups: the ageing
society and the aged society. Empirical results indicate that demographic
changes, such as dependency ratios, have no effect on current account
balances in the ageing society group, but have a definite effect on current
account balances in the aged society group, as previous research findings
suggest. Therefore, current accounts will be positively benefited by
encouraging birth rates and immigration from other countries in the long run.
Keywords: Current Accounts, Population Ageing, Dependency Ratio, OECD,
Ageing Society, Aged Society
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Financial Development and
Investment-Cash Flow
Sensitivity
Jungwon Suh (June 2007)

Using firm-level data from thirty-five countries around the world, this
paper empirically examines whether investment-cash flow sensitivity reflects
financial constraints. Recent US studies have raised questions on the prediction
that investment-cash flow sensitivity is a measure of financial constraints.
Looking at thirty-five countries with varying degrees of financial development,
this study tests whether investment-cash flow sensitivity is in fact related to
financial constraints. In most countries, the evidence supporting the argument
that firms likely facing financially constraints display high investment-cash flow
sensitivity is weak. Moreover, the evidence that firms in the absence of
developed financial markets display high investment-cash flow sensitivity is
also weak. Overall, the results from this international investigation do not
support the prediction that investment-cash flow sensitivity reflects financial
constraints.
Keywords: Investment‐vcash flow sensitivity, financial constraint, financial
development
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Relative Effects of the Dollar
and Yen on East Asian
Currency Values: Focusing
on the Post-Crisis Period
Bonghan Kim and Seeun Jeong (June 2007)

This paper empirically analyzes the relative effects of the dollar and yen
on the value of East Asian currencies. We focus especially on countries that
have chosen to adopt floating regimes in the post-financial crisis period, such
as South Korea, Taiwan, Indonesia, the Philippines and Thailand. First, we
calculate a exchange rate flexibility index and carry out a regression using
Frankel and Wei’s (1994) methodology. The results confirm an increase in the
coupling of East Asian currencies vis-à-vis the yen since the 1997 financial
crisis. In addition to coupling, we calculate using a non-linear unit root test the
exchange rates for four currencies vis-à-vis the yen, excluding the Philippine
peso, which has a band-reverting tendency. As a second step, we examine the
band-reverting tendency in more detail using the Markov-regime switching
model and a three-regime threshold vector error correction model. As the
results indicate, band-reverting tendencies are verifiable for all currencies,
except for the Philippine peso. In particular, symmetrical band-reverting
tendencies are observed whether exchange rates are beyond the upper
boundary or below the lower boundary of the band. In the case of the Korean
won and Taiwanese dollar, when these two currency exchange rates (measured
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against the yen) deviate from a certain band, an adjustment process takes place
in order to return toward the band.
Keywords: East Asian Currencies, Exchange Rates, Coupling of Exchange
Rates, Non-Linear Model
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Energy Market Liberalization
Scenarios and Electricity
Industry Policy Implications
Chan-Kook Park and Gweon-Cheol Lee (June 2007)

The global energy market can be currently characterized by unstable oil
and gas prices, a perceived global warming crisis, liberalization of the energy
market, and so on. These changes require modifications in the industry policy
framework and flexible adjustments. This study creates scenarios to predict the
future energy market and identifies various influences on the electricity
industry based on these scenarios. “Energy Service Classifications,”
“Regulatory Body Types,” “Securing the Policy Compliance of Target groups”
were selected as the major variables that decisively influence the future of
energy market liberalization. Four significant scenarios were subsequently
created by combining each variant. The implications derived through the
scenarios should help policy‐makers minimize risks related to implementation
of restructuring plans in the electricity industry.
Keywords: Energy Market Liberalization Scenarios, Electricity Industry
Restructuring, Energy Policies
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Effects of South Africa’s
Economic Growth on
Sub-Saharan Africa
Kwon-Sik Kim and Youngho Park (June 2007)

Major countries, such as the United States, Japan, and China have
already recognized the potential of Africa’s markets. Korea has also taken
notice of Africa’s diverse export markets recently. However, Africa is
comprised of 53 different countries and, as a result, entry into the region poses
a formidable strategic challenge. Korean authorities and export groups have
suggested a “3 plus 2 Country Strategy” in order to make inroads into the
African region. This paper contributes to discussions of this strategy by
comparing the effects of economic growth in South Africa and Nigeria on
Sub-Saharan Africa. In addition, because economic power in Africa is
concentrated in a small number of countries, whose market characteristics are
different from those of integrated unions, the determinants of economic
growth in Africa as a whole and unions may be different. This paper
investigates whether or not this is, in fact, the case. The empirical results can be
summarized as follows: First, the effects of South Africa’s economic growth
on Sub-Saharan Africa and the SADC (a representative union of South Africa)
is much larger than the effects of Nigeria’s growth on Sub-Saharan Africa and
the ECOWAS (a representative union of Nigeria). These empirical results
imply that the preferred country to pursue economic cooperation with is
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South Africa. Second, we confirm that determinants of economic growth are
different for Africa and the unions. The main determinant of growth in
African countries may be the population ratio, but in the SADC, growth
appears to be determined by ratio trade volumes of GDP. Finally, we also find
that the ratio investments of GDP has a positive influence on the economic
growth of both Africa and SADC.
Keywords: South Africa, SADC Union, Panel Model

219

220

2007 Summaries of Research Reports

A Skewed Student-t
Value-at-Risk Approach
for Long Memory Volatility
Processes in Japanese
Financial Markets
Seong-Min Yoon and Sang-Hoon Kang (June 2007)

This paper investigates the relevance of skewed Student‐t distributions in
capturing long memory volatility properties in the daily return series of
Japanese financial data (Nikkei 225 Index and JPY‐USD exchange rate). For
this purpose, we assess the performance of two long memory Value‐at‐Risk
(VaR) models (FIGARCH and FIAPARCH VaR model) with three different
distribution innovations: the normal, Student‐t, and skewed Student‐t
distributions. From our results, we find that the skewed Student‐it distribution
model produces more accurate VaR estimations than normal and Student‐t
distribution models. Thus, accounting for skewness and excess kurtosis in the
asset return distribution can provide suitable criteria for VaR model selection
in the context of long memory volatility and enhance the performance of risk
management in Japanese financial markets.
Keywords: Value‐at‐Risk, Japanese financial markets, volatility, asymmetry,
long memory, skewed Student‐xt distribution
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The Impacts of East Asia FTA:
A CGE Model Simulation
Study
Mitsuyo Ando and Shujiro Urata (December 2007)

In light of the on-going discussions of the possibility of an East Asia
FTA, this paper attempts to estimate the impacts of an East Asia FTA using a
Computable General Equilibrium (CGE) model. Although most previous
simulation studies on the impacts of FTAs focus only on the liberalization of
trade in goods, our paper attempts to take into account other aspects of FTAs
such as capital accumulation and trade and investment facilitation measures.
Our simulation analysis finds that an ASEAN+3 FTA is the most desirable
FTA of eight hypothetical FTAs in East Asia to all member countries at the
macro level. At the same time, our results demonstrate the significant impacts
of capital accumulation and various trade and investment facilitation and
coordination programs. At the sectoral level, many sectors gain in terms of
output and trade. Although some sectors in certain countries indeed lose in
terms of output as a result of an ASEAN+3, most of them experience
increases in both exports and imports, even if output declines. These results
indicate that the larger the coverage in terms of membership as well as
contents such as trade and FDI liberalization and facilitation, and economic
cooperation is, the greater benefits can be accrued to the members.
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Keywords: FTA, East Asia, CGE Model, Capital Accumulation, Trade and
Investment Facilitations
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A Test of Endogenous Trade
Bloc Formation Theory
on EU Data
Richard Baldwin and Roland Rieder (December 2007)

This paper empirically confronts one explanation of spreading
regionalism with the European experience. The domino theory asserts that
forming a preferential trade area, or deepening an existing one, produces trade
diversion that generates new political-economy forces in third nations as thirdnation exporters seek to redress the new discrimination and profit from newly
deepened preferences. The pressure increases with the bloc’s size, yet bloc size
depends upon how many nations join, so a single incidence of regionalism
may trigger several rounds of membership requests from nations that were
previously happy to stay out. We estimate a time-series of EU trade creation
and diversion over the last five decades and use these to estimate a model of
EU membership demands. The results provide broad support for the model
and show that trade diversion has a more powerful impact on membership
than trade creation.
Keywords: Domino Theory, Regionalism, FTAs
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FTAAP as an APEC Process
to Achieve the Bogor Goal

Hongyul Han (December 2007)

FTAAP became an official agenda of APEC. APEC needs a credible
trade agenda to restore its identity and FTAAP would ultimately achieve it.
However, APEC has to abandon its working mechanism in order to form a
WTO-consistent regional agreement and an attempt to establish FTAAP may
jeopardize APEC. In this paper, we have explored an acceptable type of
FTAAP for APEC without abandoning its basic principles. APEC retains the
Bogor goal as its ultimate goal while it regards FTAAP as an APEC process to
achieve the Bogor goal. It is a process in the sense that FTAAP is a
mechanism based on APEC principles in which APEC members provide
specific commitments between 2010-20. The Bogor goal is achieved after
APEC successfully implements FTAAP. FTAAP as a WTO consistent RTA
is impossible under the working mechanism of APEC. The APEC-type
FTAAP could function as a vehicle to move APEC toward the Bogor goal by
establishing a credible trade agenda. Although FTAAP as an APEC process
may contain lower commitments than even a low-quality RTA, it would help
revive APEC’s credibility greatly. There are several minimum requirements for
an acceptable FTAAP. First, FTAAP needs to contain some tangible TILF
initiative on-board measures. Second, APEC should keep “cvoluntarism” if it
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wants to avoid disintegration of APEC in the process of implementation of
FTAAP. Third, open regionalism needs to be kept because we are actually redefining FTAAP.
Keywords: APEC, FTAAP, Voluntarism, Open Regionalism, RTA
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Equilibrium Indeterminacy in
a Small Open Economy with
Traded and Non-traded
Capital
Jongkyou Jeon (December 2007)

This paper presents the necessary conditions for equilibrium
indeterminacy in a small open economy under partial capital mobility. In order
to have meaningful transitional dynamics of consumption and capital, I
assume that the economy uses two kinds of capital as inputs – traded capital
and non-traded capital – and households can borrow from foreigners only
with traded capital as collateral. Non-traded capital must be accumulated out
of domestic savings, even with the free access to the world capital market.
Benabib and Farmer (1994) argue that a representative agent model such as
the standard RBC model requires a high degree of increasing returns to scale
to cause indeterminacy in equilibrium path. Unlike the closed economy model
of Benabib and Farmer (1994), equilibrium indeterminacy is shown to arise
with a much weaker degree of increasing returns to scale in an open economy
environment. This result implies that opening the capital market makes the
small economy more vulnerable to the ‘animal spirits’ of investors. The fact
that only the net returns to traded capital equal the world interest rate at all
points in time plays an important role in determining the results.
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Keywords: Partial Capital Mobility, Equilibrium Indeterminacy, Business
Fluctuations
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On the Determinants of
Intra-industry Trade:
Specialization and Relative
Factor Endowments
E. Young Song (December 2007)

This paper derives a general relationship among intra-industry trade,
specialization, and gravity. This relationship holds in any two-country trade
model under assumptions that are frequently adopted in theoretical trade
models. Using this general relationship, we can take an integrated approach to
the theory of intra-industry trade. In two-good, two-factor models, this
relationship implies that the intensity of intra-industry trade is decreasing in the
difference in factor proportions and is increasing in the product of per-worker
GDPs. Thus, the popular assertion that a negative correlation between the
intensity of intra-industry trade and the difference in factor proportions
supports monopolistic competition is groundless. Using panel data on bilateral
trade flows, we estimate these relationships. We find that the negative
correlation between intra-industry trade and specialization is quite robust. We
also find a robust positive correlation between intra-industry trade and the
product of per-capita GDPs.
Keywords: Grubel-Lloyd, Intra-industry Trade, Specialization, Gravity,
Monopolistic Competition, Panel Model
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Economic Effects of China’s
FTAs and Implications for
China’s Trade Policy
Chang-Soo Lee and Chang Kyu Lee (December 2007)

This paper estimates the economic effects of China’s FTAs with
ASEAN, Chile, Pakistan, ANZ, GCC, Hong Kong, Korea, and Korea and
Japan, and compares liberalization gains from each. This paper is differentiated
from other studies in that the errors in measurement arising from changes in
databases resulting from China’s WTO accession are controlled. The major
findings and implications of this paper are as follows. First, CGE analyses
ignoring the impacts of China’s accession to the WTO overestimate China’s
economic benefits (China-ASEAN: 61%; China-Hong Kong: 112%; ChinaKorea: 42%; China-Japan-Korea: 25%). Second, CGE analyses ignoring the
impacts of China’s accession to the WTO overestimate economic benefits for
partner countries (China-ASEAN: 59%; China-Hong Kong: 119%), whereas
they are underestimated in the case of the China-Korea FTA (42%) and the
China-Japan-Korea FTA (25%). The reason for underestimation can be
explained by the production network based on vertical division of labor of
production processes (fragmentation) in the East Asia. Third, the impacts of
China’s WTO accession on the Chinese economy are far greater than those of
China’s FTAs with considering countries. Fourth, the gains created from
China’s FTA policies are very small or almost negligible. Combining the third
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and fourth implications, it can be said that China continues to enjoy economic
gains from free trade governed by multilateral liberalization of institutions and
market forces. This also implies that China is likely to use FTA policy as a
strategic tool to thwart possible changes in international order away from the
present free-trade and multilateral system, which prevent China from
sustainable realization of economic gains from trade.
Keywords: China, FTA, Regionalism, CGE
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CPI Bias in Korea

Chul Chung, Bonggeun Kim, and Myung Ho Park (December 2007)

We estimate the CPI bias in Korea by employing the approach of
Engel’s Law as suggested by Hamilton (2001). This paper is the first attempt to
estimate the bias using Korean panel data, Korean Labor and Income Panel
Study(KLIPS). Following Hamilton’s model with non linear specification
correction, our estimation result shows that the cumulative CPI bias over the
sample period (2000-2005) was 0.7 percent annually. This CPI bias implies that
about 21 percent of the inflation rate during the period can be attributed to the
bias. In light of purchasing power parity, we provide an interpretation of the
estimated bias.
Keywords: CPI Bias, Engel’7s Law, AIDS Estimation
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The Influence of Globalization
on the Change and
Convergence of Social
Security Transfer:
An Empirical Analysis for
OECD Counties
Jinyoung Hwang (December 2007)

Using a cross-section of OECD countries, this paper examines the
relationship between globalization and the change and convergence of social
security transfer. Globalization has arguably had a profound impact on the use
of social protection in states, since it is normally accompanied with increases in
income inequality, polarization, and unemployment. In addition, globalization
may lead to socioeconomic policy harmonization across countries. The
empirical results show that there exists a significant and positive relationship
between social security transfer in GDP and the globalization index based on
political, economic, and social integrations. Also, we found the convergence
phenomenon of social security transfer in OECD countries, applying the
traditional methodology of  convergence and  convergence. Therefore,
there is evidence in OECD countries that globalization indirectly affects the
convergence of social security transfer in addition to direct relation to social
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security transfer in GDP.
Keywords: OECD Countries, Globalization, Social Security Transfer, 

Convergence,  Convergence
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