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Korea-US Trade and Investment Issues:
A Need to Think Anew

Kim Kihwan

Let me first say what a great pleasure and honor it is to participate in this conference. | am
privileged to start off this discussion on trade and investment issues pending between our
two countries. In my presentation, | would like first to give a brief overview of the ongoing
trade and investment between our two nations. Second, | will identify what the major issues
are and then examine why and how they have become issues. Finally, I will conclude with a
number of general observations as to what we should or should not do with regard to these

issues.
An Overview

Trade has grown considerably between our two countries in recent years, but due to
extreme fluctuations in the volume of trade, real growth over the 1995-2001 period seems to
have been rather limited. The volume of annual two-way trade reached $50 billion in 1995,
stagnated for about two years and then began to drop in 1997. In 1998, when Korea was at
the height of its financial crisis, the volume dropped by almost 20% to $43 billion, but in 1999
it began to recover quickly and reached $67 billion by 2000. Reflecting the sharp economic
slowdown in both countries last year, however, it again fell 27% to $53 billion.

It is significant to note that the bilateral trade balance was in favor of the US for a number of
years before the financial crisis. Since the crisis, however, it has been in Korea's favor. Last
year, Korea's trade surplus with the US was about $8.8 billion. Seen from the US side, the
trade deficit with Korea last year was the eighth largest bilateral deficit in the world. So far
such deficits have not become a political issue, partly because as long as an economic boom
lasted in the US no one seemed to have cared much about the deficits. However, if the US
economy fails to recover sufficiently this year, such a deficit could become an issue fanning
protectionist sentiments in the US.

These developments notwithstanding, it is comforting to note that the US continues to serve
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as the largest export market for Korea. To the US, Korea is the seventh largest export market.
Also, in terms of agricultural products, Korea is the fourth largest market after Japan, Canada
and Mexico. On a per capita basis, Korea imports more from the US than Japan.

Besides being the largest export market for Korea, the US is also the largest investor in
Korea. Its investment in Korea last year was worth close to $4 billion. The US is also the
largest destination for Korea's investment overseas. It should be noted, however, that in
absolute amounts Korea's investment in the US continues to be small. Last year it was no
more than $380 million, reflecting that Korea is not yet a major investor globally. Similarly, US
investment in Korea accounts for a small percentage of its total investment abroad, reflecting
again that direct foreign investment still represents a small part of the Korean economy.

Individual Trade and Investment Issues

Nonetheless, one should not underestimate the enormous importance of the bilateral
economic relations to the two countries. Given this importance, it is not surprising to find
that through a variety of channels the two countries have done their best to avoid serious
friction. Compared to earlier years - for example, the mid-1980s - the 1995-2001 period saw
relatively few trade frictions. And yet there are problems. Currently, there are at least seven
major areas of contention. These include: (1) trade in automobiles; (2) trade in agriculture; (3)
the protection of intellectual property rights; (4) controversy surrounding what the US calls
“financial aid” extended to Hynix; (5) the US announcement of safeguard actions on steel; (6)
the delay in the conclusion of a bilateral investment treaty; and (7) US enforcement of its trade
remedy laws including safeguard and anti-dumping actions, and the imposition of
countervailing duties. Of these, (1) through (4) are primarily of concern to the US whereas (5)
through (7) are of serious concern to Korea.

US Concerns

From the point of view of the US, there is little question that trade in automobiles is the top
priority. To put it mildly, both the US government and automobile industry are unhappy with
Korea. This unhappiness stems basically from the inability on the part of the US automobile
industry to penetrate the rapidly growing Korean automobile market whose annual average
growth rate over the past 20 years has been over 10%. To this day, the US share of the Korean
automobile market is miniscule - last year it sold fewer than 2,300 cars in the whole of Korea,
making its share in the market 0.14%. This is in sharp contrast to what the Korean automobile
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industry has been able to achieve in the US market. Last year, it sold over 580,000 cars,
resulting in a 4.6% share of the market.

There were times when the U.S. auto industry could make a strong case that this severe
imbalance in automobile trade resulted from the numerous barriers to imports put up by the
Korean government. Today, however, this argument would not hold as much water. The
Korean tax authorities no longer conduct tax audits on the owners of foreign vehicles, nor are
the Korean requirements for technical certification on imported automobiles unusually
onerous. Most of the US complaints on this issue have been taken care of. To be sure, the
Korean tariff of 8% on imported automobiles is of course higher than the 2.5% US tariff, but
lower than the 10% EU tariff. Several months ago, the Korean government also reduced the
special excise tax on cars as part of its drive to stimulate domestic consumption of all durable
goods. As a result, no one could say today that the Korean government was artificially
suppressing demand for automobiles in Korea.

Nevertheless, there is no denying that some problems continue to aggravate US exporters in
particular. One of these problems has to do with Korea's annual taxes on automobiles based
on engine displacement. Compared with domestic or other foreign cars, American
automobiles are usually fitted with more powerful engines. Thus, representatives of the US
automobile industry argue that such taxes are inherently discriminatory against US cars. In
addition, the Korean public is not yet eager to buy foreign cars, especially American ones.
From the point of view of Korean consumers, foreign cars are still too expensive; the average
price tag of a foreign automobile is usually twice as high as that of a comparable domestic
one. No doubt this has something to do with the practice of the Korean tax authorities to
assess a variety of other taxes on automobiles based on the initial prices of cars including the
8% import tariff. In addition, foreign cars in general are too “conspicuous” in that owning a
foreign car attracts attention not only from ordinary citizens, many of whom are still
protectionist at heart, but also from the criminal elements who look on foreign car owners as
promising targets for their unsavory activities. Aside from the heavier annual automobile
taxes on American cars due to their engine sizes, Korean consumers are not comfortable
driving big American cars in a country that is one of most densely populated countries in the
world.

In the area of trade in agriculture, currently there are two major issues to be addressed. One
has to do with Korea's import of rice. During the Uruguay round of trade negotiations, the US
pushed hard for minimum market access for certain agricultural products, including rice,
hoping no doubt that the actual administration of the minimum market access would favor
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US rice. This hope, however, failed to materialize as far as the Korean market was concerned.
Between 1995- 2000, Korea imported 542,000 tons of rice under the minimum market access
obligation but it failed to include a single grain of American rice in these imports. The reason
was that the Korean authorities wanted to import only inexpensive, low-grade rice for use in
processed foods, rather than high-grade rice for direct consumption. It happens that US rice
for the most part is high-grade which competes directly with Korean rice. In any event, it was
only last year that Korea imported 30,000 tons of American rice, amounting to 21% of the total
annual imports. It remains to be seen if this purchase was enough of a consolation to US rice
growers.

The other issue in agricultural trade at the moment has to do with the Korean government's
policy requiring that not only all genetically modified imported products but also those
products that have used a significant amount of genetically modified products as ingredients
carry labels showing that they are as such. The US claims that the coverage of this labeling
requirement is too broad, thus imposing significant costs on its exporters. In addition, the US
protests that similar labeling requirements are not imposed on domestic products, thus
making this particular requirement a case of the failure on the part of the Korean government
to accord national treatment to foreign exporters. The Korean government has studied the
policies of other countries on these matters and is now in the process of consulting with the
US for a mutually acceptable solution.

On the protection of intellectual property rights, Korea was listed on the Priority Watch
Countries in 2000. It continues to be on this list. The US finds that Korea still falls short in
several aspects: (1) in US' judgment transparency in the enforcement of relevant laws by
Korean authorities leaves much to be desired; (2) Korea fails to accord national treatment
when it comes to protecting intellectual properties owned by foreigners; (3) Korea does not
provide full retroactive protection for pre-existing works, as required by the WTO TRIPS
Agreement; (4) Korean authorities are far too liberal in allowing the replication of original
work for use in public libraries and similar institutions; (5) the authorities also fail to protect
properly the confidentiality of proprietary information submitted for the testing of
pharmaceutical products; and (6) Korea's copyright protection of computer data bases and
business application software is still not sufficient. In short, the U.S. government feels that
Korea's performance falls short of fulfilling its obligations under the WTO agreement,
whereas the Korean government insists that it is fully compliant with the agreement.

With regard to the “financial aid” extended to Hynix, the story is a little complicated.
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Towards the end of 2000, the Korean government was in a quandary as to what should be
done with the large amount of bonds that had been issued in the wake of the financial crisis
and were to mature for the most part in the first half of 2001. The government felt that unless
some measures were taken, the huge amount of bonds were not likely to be rolled over by
financial institutions as their preference for asset holdings shifted away from the corporate
sector. The government feared that this would not only wreak havoc in the capital market,
but also unravel the entire financial system. Because of such concern, the government
directed the state-owned Korea Development Bank to organize financial institutions to roll
over 80% of the value of the maturing bonds if companies concerned themselves would repay
20% of their debt. The government laid down three conditions, however: (1) bonds are to be
rolled over by creditors at the going market interest rate; (2) the 80% rollover facility will be
extended to all companies as long as they have credible plans to restructure their operations;
and (3) judgments on whether or not the conditions just mentioned are met will be made
entirely at the discretion of the financial institutions themselves. Under this policy, nearly 10
trillion won worth of corporate bonds have been rolled over to date. One of the most
important beneficiaries of this policy was Hynix, a major producer of semi-conductor chips.

Shortly after the policy was announced, US Senators from the states of Idaho and Utah,
where a US company named Micron - a competitor of Hynix - principally operates, called on
Mr. Robert Zoellick, USTR, to bring the matter to the attention of the WTO for possible
violation of the WTO Agreement on Subsidies and Countervailing Measures by Korea. The
US industry representatives insist that the rollovers by financial institutions, many of which
are owned by the Korean government, amount to an illegal subsidy under the WTO code.

Korea of course disagrees on a number of grounds: (1) De-facto government ownership of a
large number of financial institutions is not something that the government intended. It was a
consequence of injecting large amounts of public funds in the wake of the financial crisis. (2)
In any case, the decisions as to whether or not the rollover facilities should be provided were
made entirely by the independent management of the institutions concerned without any
interference from the government; (3) the rollovers do not represent any subsidy, since the
interest charged is the going market rate; and finally, (4) the reason why the government
adopted this policy was to prevent the collapse of the financial system, rather than to provide
temporary relief to specific industries or enterprises. In any case, the Korean government
notes that the rollover facility was an emergency arrangement which was to last for only one
year.

That is where the argument currently stands. However, in an ironic twist, in December last
year Micron proposed to buy a significant portion, if not the whole, of the Hynix operations.
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To this day, the two sides have not reached a final agreement. |, for one, am watching this
development with much interest. Micron's proposal to purchase Hynix makes me wonder
whether or not the initial complaint it made was motivated not so much to seek “a level
playing field,” but to eliminate its competitor altogether. If this conjecture has any merit at all,
I am also wondering if someone will bring an anti-trust suit against Micron by the time it
completes its purchase of Hynix. It has been reported that a Micron takeover of Hynix wiill
give Micron more than a 40% share of the global market for semi-conductors.

Korea's Concerns

The current dispute on trade in steel was triggered by President Bush's announcement on
March 5 that the US would impose surcharge tariffs ranging from 8-30% on 14 different steel
products as a safeguard measure that will remain in effect for three years with a sliding tariff
schedule. It has been reported that President Bush made this decision for at least three
reasons. The most obvious one is of course that his decision is more or less in line with the
recommendation of the USITC. The second reason is that the US steel industry is really in bad
shape; thus the President wanted to provide some relief. There is no question that the US
industry is having a tough time. Since 1997, no less than 32 steel firms have filed for
bankruptcy. The third reason is based on a political calculation. The President's top priority in
the trade area is to have Congress pass legislation giving the President the Trade Promotion
Authority, a new name for the fast-track authority, in order to improve the chance for a
successful conclusion of the Doha Agenda. President Bush thought that he would be able to
secure more votes for that legislation if he pacified some legislators from the steel states by
taking the safeguard action.

Despite these rationales, the announcement of the safeguard action was sufficient to anger
many steel exporters throughout the world. For one thing, the safeguard was invoked on top
of many anti-dumping actions on steel products currently in force. For another, a high-level
OECD group, of which the US is a member, held several meetings last fall and this spring to
come up with a set of recommendations dealing with global excess-capacity to be finalized in
April this year. Also, since 1998, the share of imported steel in the total steel consumption in
the US was falling rather than rising. In other words, there has been no evidence of import
surges, which is the sine qua non of any safeguard actions. What's more, non-American steel
producers do not believe that safeguard actions will do any good in solving the basic
problems in the US industry. In their view, the US steel industry is so inefficient that no
amount of temporary relief to be accorded by safeguards will do any good.

No wonder the EU has already made the decision to appeal to the WTO. In addition, the
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EU has announced that it would consider retaliating against the US by putting tariff
surcharges on US automobiles, handguns, fruit juices, and textiles. The Japanese government
also announced its decision to appeal to the WTO as the US failed to take into account its
concerns before March 20. The Korean government also followed suit. For one thing, it
believes that the safeguard action by Bush will cut Korea's total annual steel exports to the US
of about$1.1 billion by $200-300 million, some 18-27%. In addition, like other steel producers
in the world, Korea worries that the US safeguard action has already created a chain of
protectionist reactions throughout the world. For example, the EU is how going to impose a
fresh set of tariff rate quotas on steel. Similarly Malaysia is going to increase its tariffs on steel
by 50%. China is about to initiate its own safeguard investigations to make certain that those
steel products diverted away from the US will not flood its market. What a spectacle this is
only a few months after the Doha Agenda was launched! Korea is indeed concerned with the
adverse effect of the US action on forthcoming negotiations on the Doha Agenda. To boot,
bad as it was, the safeguard action taken by President Bush, it seems, has not succeeded in
garnering sufficient votes for the Trade Promotion Authority.

As for the delay in the conclusion of a Bilateral Free Investment Treaty, blame should be laid
more at Korea's door. It was Korea that proposed entering into such a treaty in the first place
in June of 1998 when President Kim Dae Jung visited the United States. The conclusion of
negotiations on the treaty has been held up on three relatively minor issues: (a) a screen
quota; (b) retroactive protection of copyrights; and (c) increasing foreign ownership of shares
in telecommunications. There is no reason why Korea should continue to take a rigid stance
on the minimum number of days domestic movies ought to be shown in the theatres at home
under the so-called screen quota. Especially over the past three years or so, Korean movies
have become noticeably competitive. Not only have they made sales overseas, but in the past
two years the domestic market share held by Korean movies has been over 50%. This is far in
excess of the 40% target the screen quota was intended to achieve. The additional cost to be
born by the Korean publishing industries due to the extension of retroactive protection of
copyrights likewise is likely to be minimal. Furthermore, in this day and age, where the
telecommunications industry is undergoing revolutionary technological changes, and the
telecommunication networks are so intertwined globally, restrictions on foreign ownership in

telecommunications do not make much sense.

On the administration of anti-dumping actions and safeguards, as well as countervailing
actions, let me first note that some twenty Korean exports are currently subject to anti-
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dumping actions and on two products investigations are underway:. It is also worth noting
that in view of what | have said about the US protectionism on steel, of the twenty products
subject to anti-dumping actions, seventeen are steel products, and one of the two products
under investigation is also a steel product. It is also worrisome to note that anti-dumping
margins imposed by the US Department of Commerce have become much higher since 1998.

There may be certain circumstances where anti-dumping actions may be justified, but in the
context of the US and Korean situation, one is hard put to find examples. Over the past five
years, Korea has appealed to the WTO three cases of anti-dumping and one of safeguard
actions -- on colored televisions in 1997, on DRAM in August 1997, on stainless steel plates in
1999, respectively, and the safeguard action on steel line pipes in 2000 -- and Korea won all of
these cases. This may be an indication that the US invocations are at best undisciplined.

A related development in this area is of great concern to Korea. In October 2000, under the
leadership of Senator Robert Byrd, legislation was passed that allows the transfer of US
government revenues from anti-dumping and countervailing actions to the parties who
brought the petitions. Needless to say, this legislation encourages US industries to bring anti-
dumping and countervailing petitions to the US government - a classic case of moral hazard,
if ever there was one. Fortunately, this issue is now under review by a WTO panel.

Some Observations

In summary and conclusion, | would like to make several observations based on the

foregoing discussions.

One of these relates to the fact that over the past several years, Korea had a relatively easy
time as far as trade friction with the US is concerned compared to other periods. This has a lot
to do with the US economic boom as well as the financial crisis in Korea. Now that the
economic boom has ended in the US, and Korea is not in a crisis, Korea can no longer count
on US patience with Korea's slow action in resolving trade issues with its trading partners.
What's more, if economic recovery in the US comes slowly, Americans will become more
impatient in dealing with its trading partners on a variety of issues. For these reasons, Korea
should expect some tough going ahead. This will be all the more true if the US dollar remains
strong and the Korean won weak.

My second observation concerns the implications of the recent US safeguard action on steel.
For the health of the multilateral trading system US moral leadership is essential. If the US,
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the only hegemonic power left in the global community after the end of the Cold War, fails to
provide leadership for free trade, the future of the global trading system is dim. If the US does
not practice what it preaches, as shown in the current safeguard action on steel, the US may as
well forget about forming a global alliance on such matters as terrorism.

My third observation is somewhat related to the second. The round of trade negotiations on
the Doha Agenda must be concluded within three years. For this objective to be achieved
there should be close coordination between Korea and the US. Our two countries should be
close allies to each other not only in the field of security but in the trade area as well,
especially in connection with the Doha Agenda. | am afraid, however, that unless close
consultation takes place, our two countries may not at all be helpful to each other largely
because the views they have on a number of key issues are so disparate. On the whole, the US
is very keen to open the market for agricultural products further, whereas Korea wants to
take a gradual approach as far as agriculture is concerned. The US also takes a dim view of
the WTO's role in modifying the anti-dumping rules as applied by different countries
whereas Korea believes that much of anti-dumping practices should be replaced by adopting
competition laws. It is about time to discuss these issues more frankly and honestly between
our two countries instead of trying to fight over them before the global audience as it were.

My fourth observation concerns the lack of leadership in both governments in dealing with
trade and investment issues. There is no good excuse for allowing certain trade and
investment issues to continue to fester. A case in point is the delay in the conclusion of the
Korea-US Bilateral Investment Treaty. The deeper cause for this delay, in my view, has to do
with lack of leadership at the very top level of government, especially on the Korean side.
This in turn is a result of the fact that economic policy making in Korea in recent years has
been far too fragmented with little central coordination to ensure the maximization of
national rather than parochial interests. The national benefits from maintaining the screen
guota in my opinion is literally nothing compared to the benefits the country could reap from
entering into a bilateral investment treaty with the US at the earliest possible time. This is
especially true now that the Korean government has decided as a matter of official policy to
transform Korea into as a business hub in Asia la Singapore or Hong Kong. This will remain
a pipe dream unless Korea can attract a large amount of investments from the US and other
countries through investment treaties. What's more, if Korea cannot conclude a Bilateral
Investment Treaty with the US, how in the world could it ever think about entering into a free
trade arrangement with the US which would be highly desirable not only on economic but
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also on geopolitical grounds?

My fifth observation concerns the need to recognize that there are limits to what
government, as opposed to the private sector, can do to resolve certain trade issues. By now,
the inability of the US automobile industry to achieve greater market penetration in Korea has
far less to do with the Korean government and more to do with its own competitiveness and
the perceptions -- right or wrong -- of the Korean public. This being the case, the US auto
industry should do more to increase its competitiveness though better product design and
increased investment in marketing to change the general perception of the Korean public
with regard to foreign cars and American cars in particulars. However, this is not to say that
in connection with the Doha Agenda the US cannot request a reduction in Korea's tariff rates
on automobiles or a change in the basis on which the annual automobile taxes are levied.

Finally, in this era where the market is becoming increasingly global, no country can or
should insist that its competition law is one thing, and the competition laws of other countries
are another. There must be a common set of rules that apply to all economic players,
regardless of where they are. In other worlds, it is about time for the US to take a more
positive view of global competition policy and a less rigid stand on the need to maintain its
set of trade laws. If the US continues to insist on retaining and imposing its trade laws, the
rest of the world will take a cue from the US and keep legislating more and more trade
remedy laws of their own, hardly a desirable development in the globalizing world.

Thank you.




