2012 IGE/Samsung Electronics
Global Business Forum

=D

20123 v]=-2] A3}
S oe| A A

Charles Morrison

AIAPA R =eA1E A%

Charles Dallara

TR AAAA
g

Guy Sorman

= 4 A ZH YT
Institute for Global Economics




20123 w=ro] At g o A
AAZA B = %
1= AAZ AL el v

1313 2sg 2012 129 14

o] A3

AR $743 oy

yARl s
Hl3E A7 A AT

7238} 02)551-3334~7
A 02)551-3339
Fa AEA] 73T AP3E 159 T4l 25055

ISBN 978-89-97758-34-0 (03320)

% o] Ao AEM ] wht B k= AL Bo|na Bk 7@2}]9} = gk
s ZARE A SRl A 4] vt =L



2012 IGE/Samsung Electronics

Global Business Forum

2012 w]=re] o3

a5 ofe A A

Charles Morrison

AAA D 25418 A

Charles Dallara

1= AAZE A w = Bt

Guy Sorman

[C= A7 Zma s
sl

Institute for Global Economics



Charles Morrison

Charles E. Morrison has been president of the East-West Center since August
1, 1998. He has long been involved in promoting the concept of Asia Pacific
community.

In September 2005, he was elected international chair of the Pacific
Economic Cooperation Council(PECC). He is a founding member of the U.S.
Asia Pacific Council, the U.S. National Committee for Pacific Economic
Cooperation and a member of the U.S. Committee for Security Cooperation
in Asia Pacific. He is a past chair of the U.S. National Consortium of APEC
Study Centers.



US Elections in 2012
and the Future of US
Asia-Pacific Policy”

Charles Morrison
President, The East-West Center

Before getting into the core of this lecture, I would like to start with some
background factors and changes to the US society which I think are affecting
American politics right now. Following that, I will speak analytically about
the upcoming election. At the end, I will touch on what the implications are
for the US Asia-Pacific policy with a few specifics about Korea.

The first thing I want to mention about the background is that Americans are
essentially distrustful of power. From the time of their revolution they wanted
to reduce the power of government. The Constitution was drafted to ensure
that there would not be a concentration of power. That is why the US has the
famous separation of powers system of the executive, legislative, and judiciary
branches with checks and balances on each other. The Congress was divided

* This is a transcript of the speech given by Dr. Charles Morrison at the "IGE/Samsung Electronics
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into the two houses of the Senate and House of Representatives to further
decentralize power. They divided the country into a federal system, so that
states would have significant power. This is a system that was quite effective
for the eighteenth and nineteenth century, but in the age of globalization it
makes it very difficult for the US to make quick policy changes.

Another background factor is separation of church and state. This is a very
important element of the US political system. The US was a haven for people
that were persecuted for religious reasons in their own countries. However,
this is an area of some tension as the religiosity of the American people is
quite high.

There is also a strong tradition of isolationism that lasted throughout the
nineteenth century and up to World War II. The US was catapulted into
World War II and a position of power ever since. Unlike European countries,
the US is not used to international system of several competing equal powers.
It was either isolated in its own hemisphere or it was the global leader. Now,
in the age of globalization the US is facing a different situation with the rise
of China, the coming rise of India, and the integration of Europe. The US
now has to act in a way that more compatible with a multi-polar system. The
values of the international system will be of increasingly shared values, rather

than American values.

Free market orientation and its perception of itself as a middle class, rather
than a society with elites and nobles, are also strong features of the American
identity. All of these things are characteristics of a belief system that has an
impact on the political life of the US.

The American Angst and Sources of Insecurity

Right now there is a pessimistic mood in the US. Figure 1 shows how
Americans feelabout the direction the country is moving. This is a gauge that
is often used to show the degree of political happiness or unhappiness in the
society. At the end of President Bush’s term (January 2009), the percentage of
people who thought the country was moving in the wrong direction was very
high. After President Obama’s election, there was a brief period when people



felt comfortable about direction of the country. That changed very quickly
and there was a significant decline in the number of people who thought the
country was going in the right direction.

[Figure 1] Direction of country
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The number of people who thought the country was moving in the wrong
direction peaked while the US was having a large debate over the debt ceiling
from July to September 2011. Since then, certain features of the economy
have improved and people are feeling a little better about the situation. There
is still a very large gap between the people who are happy and unhappy. This

is a reflection of the economic crisis that is continuing in many ways.

There are a lot of sources of insecurity that are behind this pessimistic feeling
in the US, but it is closely linked with the performance of the economy. The
US has stagnant income growth, the unemployment rate is still above 8%,
there has been a massive loss of wealth compared to five years ago, and the
housing market is in significant disarray.

There is a significant threat to the American perception of being a middle



class society. All the measures of income inequality basically show the highest
degree of inequality in several decades. This is reflected in the Occupy Wall
Street Movement.

There is also a large wave of immigration affecting the US society. Currently,
about 12% of the population in the US is foreign born. This is the highest
rate in over a hundred years. It is particularly high in the coastal areas with
24% of the population in California being foreign born. Many of the
people are from Mexico, but there are also quite a few from China and other
areas. Nearly half of the growth in population comes from immigration.
Immigration and diversity are usually considered strengths of the US, but also
with each wave of immigration there has been quite a bit of social tension.

All of these things are a threat to the American identity, traditional values,
and the ability for Americans to control their own lives. People often think of
globalization as something the US was forcing on the rest of the world. But
from an American perspective, globalization is something that is happening
to them and it is a source of great stress.

Political Divides

In the past, both parties had moderate wings with significant overlap of
views. With the exception of foreign policy, this is no longer the case and the
political divide has considerably sharpened. Most of the significant differences
between the two parties reflect their views about the role of government.
Republicans generally favor small government with less regulation and
Democrats favor government action to address social needs. Societal problems
around the health care system, the education system, and transfer payments
in general are sources of great tension.

Social values have also been a matter of great political concern. The
Republican Party tries to create an identity of being the party of traditional
values, religiosity, and constitutional rights, including gun rights. Democrats,
on the other hand, identify with progressive values such as reproduction
rights for women and gay rights.



We often hear of the divide between blue and red states. The blue states are
states that vote Democratic and the red states vote Republican. However,
looking at the political division at the state level is somewhat misleading. It
becomes a fuzzier picture when we look at voting patterns at the district level.
In many ways, it is really an urban-rural split. Urban centers generally vote
Democratic and rural areas tend to vote Republican.

When we look at the unemployment in the US, we see that the higher areas
of unemployment such as Michigan, California, and Oregon overlap with the
blue states and areas with lower unemployment overlap with the red states.
In the red states people are unhappy with their taxes being paid to support
unemployed workers in other areas.

Figure 2 shows that President Obama’s approval rating has been quite low. It
started very high when he first took office, but quickly went down. It went up
briefly after the killing of Osama bin Laden, but has been very low ever since.
Now, as the economy improves, his approval ratings are starting to go up.

[Figure 2] Presidential approval index
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This is not a good picture for the President. A few months ago, any political
analyst would have said that a president with an approval rating this low
would not have any chance to be reelected. However, he actually has a pretty
good chance because the Republicans have not come up with very good
opposition.

The President’s approval rating is low, but the approval of Congress is even
lower. Figure 3 shows the approval rating of Congress over a 30 year period.
In the early 90’s there was extreme disapproval that led to the Republican
victory in 1994. Then we saw a period of greater bipartisanship when the
budget deficit was coming down. Ever since the dot.com bust, the disapproval
rating of Congress has gone up and the approval rating has gone down. This
does not help the Republicans.

[Figure 3] Congressional approval ratings
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The disapproval is mostly centered on the partisanship in Congress. In many
ways, the political system rewards partisanship, but it also punishes it. Ever
since the budget deficit crisis in August 2011, incumbents in Congress have
been worried about their reelection and there is now more of a tendency to
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try to work together despite the rhetoric that we hear.

A lot of people are very unhappy and at the beginning of the economic crisis
they were very scared. As soon as the situation appeared to be a little more
normal, all the anger came out. This was reflected very much in the 2010
election, but the level of anger that we saw cannot be maintained for very
long. It is, however, still reflected in the disapproval of Congress and the
President. It is also reflected with the rise of the Tea Party and the Occupy
Wall Street Movement.

The Tea Party started as a reaction to the Troubled Asset Relief Program (TARP).
At the time, there was a decline in personal savings and wealth. Americans
saw that the government was spending a lot of money, but they did not know
where that money was going. The effects of the stimulus were not very visible
and many of the people that were very angry formed the Tea Party. At the
time of the 2010 congressional elections, the Tea Party was very popular, but
since then public support has declined. Although the influence of Tea Party
has waned, the general feelings that prompted its creation remain.

The Tea Party is largely a movement on the right and the Occupy Wall
Street is a movement on the left. Occupy Wall Street was a shorter term
phenomenon and less politically potent that was driven by the division
between rich and poor. In 2009, about half the people in the US felt there
was a conflict between rich and poor, and now two thirds of the people do
(Figure 4), The black population has felt this way for quite some time, but there
has been a significant increase in the white population that is concerned with
this divide. Even though the movement is now declining, the social inequities
that gave it life remain and are very important in politics today. We will see
efforts by the President and his opponents to try to use this situation in their
campaigns.
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[Figure 4] Public perceptions of conflict between rich and poor
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2012 Election

On November 6, 2012, there will not only be a presidential election but
also be congressional and gubernatorial elections as well as many city and
municipality elections. The greatest attention is focused on the presidential
election, but the other elections are also very important.

The Senate works on the basis of each senator having a six year term and
one third of Senate seats are up for election every two years. Democrats
currently hold 23 of the 33 seats that are up for election this cycle. This
makes it statistically more likely for the Democrats to lose more seats than the
Republicans. The Democrats currently have a slight majority in the Senate,
buct there is a high probability that it could change to a Republican controlled
Senate after the election.

After the 2010 election, the Republicans gained a very strong majority in the
House of Representatives, but there is a lot of dissatisfaction. The Democrats
are likely to pick up seats in the House, but they would have to pick up a lot
of seats to gain a majority. There is a significant chance that the House and
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the Senate will be Republican controlled following the election. If President
Obama is reelected, this will make his life much more difficult.

In the presidential election President Obama has several key strengths. First,
as the incumbent he has greater name recognition than any of his opponents.
Second, he has the ability to control the media to some extent through his
announcements and activities which are always covered by the media. Unlike
in the last election, he now has the value of experience. Obama has a very
successful record of fundraising, but in the upcoming election it does not
look like he will have the same advantage that he had in 2008.

The President does also have some weaknesses as the incumbent. He now
has to run on his record. He was a clean slate in the last election and could
talk about overcoming the divisions in the country and bringing change to
Washington. Everybody could believe him because he did not have a long
record. Now, he has to stand on what he has done in his first term and, of
course, the most important thing will be the economy. The improvement
in the economy over the last few months has helped him a great deal but
it probably has come too early. The most important thing is the last three
months leading up to the election. If the economy is moving up in the last
three months, people do not want to change the President. If this recovery

does not continue, he will be in a lot of trouble.

Another key concern for Obama is who will vote. In 2008, Obama motivated
a lot of first time voters. Many of those voters believed that change was going
to occur and that Obama was a new kind of president. Now, quite a few of
those people feel disillusioned and the expectations that a lot of liberals who
voted for him have not been met. There are some doubts about whether he

can motivate those people to vote for him a second time.

The Republican challenger is being decided through the primary process.
The primary system in the US is very confusing. It is not a system that is in
our Constitution. Rather, it was created in a hodgepodge way. The individual
states and parties have their own rules. Some delegates are chosen by state
conventions, others are chosen by caucuses, and some are chosen by primary

elections. In some states only members of the party can vote and in other
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states it is open to everybody. It is really a very complicated system.

In the last election, the Democrats had a huge fight between Hillary Clinton
and Barack Obama. Clinton continued to contend late into the primary
even though it was clear that Obama would be the nominee. Many people
thought that that would be bad for the party, but as we know, Obama won
the election. This time the primary is only on the Republican side.

The problem for the Republicans is that they do not have a candidate that
motivates the Republican voters. Mitt Romney has the most delegates and it
looks like there is no way that he can lose. He is not, however, winning in a
manner that motivates his party. He is organized, has a lot of money, and can
deal with all the other contenders, but he has not been able to get more than
40% of the vote.

It is important to remember that the American election is not decided by
who receives the most individual votes. It is decided by which candidate
receives the most electoral votes which are allocated at the state level. It can
be viewed as 50 different elections and each state has a weight that depends
on the number of senators and representatives it has.

On a map the blue states do not look like they represent very much of the
country, but they are generally the more heavily populated states and have
more electoral votes. The red states look they are a huge part of the country,
but aside from Texas they are the least populated states. The focus of the
election will be mostly on the ten to eleven battleground states that could go
either way. Every state has to be looked at individually to see how the election
is likely to turn out. The candidates will look at different electoral maps to
formulate strategies on where they should focus their campaigns.

Just as there are several battleground states, there are also battleground
demographic groups. Figure 5 shows the 2008 exit poll results and voter
preference polls for the upcoming electing broken down by ethnicity. It shows
that Obama is weak with white voters and extremely strong among black
voters. Democrats have traditionally been strong among Hispanic voters, but
their support has decreased slightly.
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[Figure 5] Vote by ethnicity

2008 voters Oct 2011
exit polls registered voters

Obama McCain Diff Obama Romney Diff

% % % %
All voters 53 46 D+7 48 48  even
White 43 S5 R+12 38 58  R+20
Black 95 4 D491 95 3 D492
Hispanic 67 31 D436 60 37 D+23

Pew Research Center, October 2011

The youth vote is an area where Obama was strong in 2008. At that time two
thirds of 18-29 year olds voted for Obama. McCain was the oldest candidate
ever and Obama was one of the youngest which may have skewed the youth
vote. It will be a critical area for the President to continue to try to appeal to.

A majority of voters are women, so they are an important demographic
to focus on. They have been a strong element of support for Democrats.
However, the percentage of women voting for Democrats in the 2010
Congressional election was lower than in the 2008 election. It will probably
go back up in the coming election and there was a recent New York Times
article suggesting that Obama is focusing his strategy towards women voters.
He is benefiting by taking a stance against some of the value issues that the
Republican Party has recently been pushing.

The white working class has been an area of weakness for the Democratic
Party. In the mid-term elections of 2010 only one third voted Democratic.
The Republicans will continue to try to appeal to this demographic and the
Democrats will work to erode the Republican appeal.
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At this point, I cannot make a prediction on how the election will turn out.
In August and September, I thought that Mr. Obama had low prospects of
being reelected. Since then, he has had a lot of help from the Republican
Party. They have not found a candidate that motivates them and they are
going through a very damaging primary process.

It is much too early to say who will prevail and I think it will be a very close
election. Of all the Republican candidates, Obama is most afraid of Mitt
Romney because he is the least ideological and can attract voters beyond
the Republican base. Nevertheless, even among Republicans, he is seen as
somebody who flip-flops a lot. He has been defined by his opponents in the
primary in a way that will hurt him during the general election. The election
will basically come down to the economic conditions during the last three
months leading up to the election and the ability of each party to motivate
their voters.

Implications of the Election on the US Asia Policy

Foreign policy has generally been an area of consensus. Although this is
not true for certain areas, it is certainly true for Asia. As for this region,
there was a smooth transition from the Bush administration to the
Obama administration. The main issues, including the alliance system
and free market, are very strongly supported by both parties. The Obama
administration was initially reluctant to get deeply involved in the trade
policy, but they did push through the Korea-United States Free Trade
Agreement (KORUS FTA), They are also now negotiating very seriously on the
Trans-Pacific Partnership (TPP). Both of those initiatives were started under
the Bush administration.

The Obama administration has been largely domestically oriented. Aside
from Hillary Clinton, the foreign policy advisors have had a less significant
role than in the previous administration. Rahm Emanuel, the former chief
of staff, had virtually no interest in foreign policy. My personal feeling is that
the President is more comfortable working on domestic social issues which he
worked on long before becoming the president.

16



When Obama first took office, the administration had a plan on how they
were going to move in Asia. Part of that plan was to paint Mr. Obama as the
first Pacific President. He was born in Hawaii and lived in Indonesia when he
was young. That gave him some credentials that no other president has had.

The administration had a strong focus on China and felt that they had
common interests that were underestimated and underappreciated by the
Bush administration. They felt that they could appeal to the Chinese and
form a partnership on things such as climate change and had an idea of
forming a kind of G2. When Obama arrived in China the first time, he
found that it was a different environment than he thought and that there
were a lot of differences between the US and China, making cooperation
more difficult than expected.

Japan also turned out to be more difficult than expected. Japanese politics
have been very unstable and the Democratic Party of Japan gained power.
The Democratic Party of Japan undid an agreement on Okinawa that Obama
had hoped to continue.

While China and Japan were disappointing, South Korea looked like a
very bright spot in Asia. President Obama formed a good relationship with
President Lee Myung-Bak. The Obama administration was very happy to
pursue a close relationship with President Lee. Having similar policies with
South Korea over North Korean issues allowed them to put off any significant
discussions with the North. If fact, the US is always hesitant to negotiate with
North Korea because it is so difficult to negotiate with and there can be no
positive political outcome.

In the case of Korea, the desire of the Obama administration was to continue
to have a close relationship with the Korean government. It was very
interesting to see the center-left government of the US work so closely with
the center-right government of Korea. I do not think there will be much
difference even if the political situation in South Korea changes and there is
a United Democratic Party government. That being said, the US will be less
interested in engagement with the North than a liberal South Korean party
will be. However, if Obama wins a second term and both countries have a
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center-left government, then perhaps we will see something new in terms of

engagement with the North.

There has been a lot of emphasis on Southeast Asia. Most of the emphasis has
been picking up initiatives that were started by the Bush administration. This
included having an ambassador to ASEAN and more emphasis on ASEAN
and regional cooperation. Southeast Asia looked like a very positive area for

the US.

For the first year the Obama administration ignored trade. Then, they
discovered that the US could not have an Asia policy without a trade policy.
They picked up the TPP from the Bush administration at the Singapore
APEC meeting and now it is one of their favorite initiatives.

Regional cooperation has been an area of considerable interest for the Obama
administration. This will continue to be the case for any US administration
regardless of who wins the election. This is because the traditional “hub and
spoke” system in a multi-polar world is becoming less and less effective. The
US has to work through regional organizations. They can be an arena for
competition with the Chinese but they are also an arena where the US can

take its own initiative.

There are some very important issues for US foreign policy in general. One of
the important issues is that the resources going into both foreign policy and
defense are declining. This causes a problem of having to do as much or more
than before with fewer resources. The result of this has been that the US is
still proposing many initiatives but they are asking other people to resource
them.

There is always an issue of managing presidential time and that will come up
during the East Asia Summit and APEC meeting. The Democratic National
Convention is just before the Vladivostok APEC Summit and President
Obama has not made a decision to go to the summit. It has been many
years since a US president has missed the summit, but his atcendance is
questionable this year. It is also possible that he will not attend the East Asia

Summit.
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There is considerable partisanship on Middle East issues. We have seen this
over issues involving Iran and Isracl. As mentioned earlier, the US is in the
midst of changing its foreign policy style. Both the transformational policy
of Condoleezza Rice and the smart power policy of Hillary Clinton have
emphasized partnership and greater cooperation with other countries.

The biggest issue in US foreign policy and in global governance as a whole is
how to deal with China. As China’s rise continues, there are concerns about
how the two great powers will get along. Actually, there are not that many
differences, but there is significant mutual distrust. China fears that the US
actually opposes its rise and wants to contain it. The US fears that China
wants to undercut the system that they created with Europe.
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Questions




How do you and Americans in general react to the Korean
opposition party’s pledge to repeal or renegotiate the KORUS
FTA?

First of all, not that many Americans know about the KORUS

A FTA. Among those that do know about it, about half feel that it

should be renegotiated or eliminated. There is a strong protectionist

element among US policy makers that think the KORUS FTA provided

more benefits for Korea than for the United States. However, in general, the

people in the government and others who are following this agreement are
not very worried about the opposition party repealing the agreement.

The KORUS FTA has gone through two changes in the American political
system and one change in the Korean political system. It was started by what
is now the opposition group in Korea. It is now supported by President Lee,
so it is interesting to see that the group that first started it is calling for it to

be repealed.

In the United States it started with the Bush administration. The Obama
administration was initially not positive about any of the free trade
agreements but now it is supporting them.

Trade is important for America, but the agreement is even more related
to America’s feeling about its relationship with Korea. It is important to
have strategic elements of that relationship that are not based simply on
the traditional alliance but also on the economic area. That is why the FTA
received overwhelming support in Congress.

It is very hard for me to imagine that any Korean government would repeal
the agreement after it comes into force. The cost of repeal would be so
damaging to the US-Korean relations that it would be politically quite costly.
I see it as something that people will talk about in an election to appeal to a
particular constituency. However, if they are in the government, it becomes

Note: All questions were answered by Dr. Charles Morrison.
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much harder to do those kinds of things. It should not be a major concern
for us.
There are some signs that America is “coming back to Asia.” If that
Q is the case, how will the US deal with China?
The Obama administration has really emphasized that they are
A making a “pivot toward Asia” but, in my view, the United States
never left Asia. The Assistant Secretary of State for East Asia and
Pacific Affairs, Kurt Campbell, is trying to have a broader approach to the
region than his predecessor. Part of that has been a greater emphasis on the
East Asia Summit and other initiatives throughout the region. Many of these

initiatives, however, were started by the Bush administration. There is actually
a great deal of continuity.

Opverall, systemically there is no other part of the world that is more
important to the United States than East Asia. East Asia and South Asia
have always had a majority of the world’s population. China, the other great
power, is in the region. Asia is the fastest growing area of the world. It has
the largest amount of international currency reserves in the world. Excluding
Canada and Mexico, America’s largest trading partners are in the Asia-Pacific
region and it is a major growth area for American exports.

There is no other area that is as important to the US, but it has suffered in
terms of visibility because of the very significant problems in the Middle
East. We do have to pay attention to the Middle East but as the US reduces
its military power in the region, there is the potential for rebalancing in Asia
Pacific.

It should not only be a military strategy. It needs to be a broad strategy that
includes public diplomacy. Institutions like the East-West Center that play a
role in promoting the US-Asia relations are also a very important part of the
rebalancing effort. I very much welcome what the Obama administration is
doing and I hope it will continue.

The US-China relationship is very significant for the US. There is a minority
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of Americans that think that China needs to be contained. That has not,
however, been the policy of any administration in the US. The policy has
always been to try to engage China to develop a relationship, so that China
works with the United States to provide global goods. China is certainly
focused on its own economic development right now but as it continues to
develop and have more global interests, it will have to support the global
institutions. There will be differences between the US and China but the
important thing is that the two countries work together. Korea, Japan,
Europe, and the rest of the G20 also need to socialize the Chinese. Going
forward, it is important that we all work together to maintain the global
system.

Do the American people oppose maintaining the naval base in
Q Pearl Harbor? How would America defend itself if an attack were

attempted by an Asian superpower?

I do not see any threat to continuing to have a base at Pearl Harbor.

A It is a facility that is etched in the minds of the American people as

an essential bastion of our security. There are no anticipated attacks

that we see. The Japanese were foolish to attack it 70 years ago and I cannot
see anybody who has the capability to do it today.

Considering the slow economic recovery in the US and the

Q reduction of military forces, there could be a power vacuum in the

Asia-Pacific region. What tools can the next president use to fill the

vacuum?

I think there is a potential for the perception of a power

A vacuum, but I do not see one actually developing. The US is still

overwhelmingly the world’s largest military power. It is the only

power that can project power on a global scale. The defense spending in the

US is equal to the next 15 countries combined. That being said, the United

States is not in a position where it wants to expand. The US is readjusting

and reducing its overseas presence. The Revolution in Military Affairs (RMA)

allows us to project power offshore in ways that we could not do before
without foreign bases.
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It is more important to focus on the economic, cultural, and education
dimensions of US power. They involve more of the society as a whole but
they need more conscious support. The US has tremendous educational
institutions but we have not given the export of educational services the
attention that other countries do. I feel that is an area that is quite important

to our society.

For many decades to come the US will remain a society that is very dynamic
and vigorous by nature of its political and economic system. It will be a hub
of world activity, but it will not be the only hub. Americans increasingly need
to learn about and be aware of the other hubs.

How does the United States perceive North Korea’s new leadership?
Will the US continue to maintain the policy that dismantlement

of nuclear facilities as a prerequisite to diplomatic normalization?

When the leadership change took place, the analyses that we saw

A in the press tended to be superficial. They emphasized the bad

things that happened under Kim Jong-Il and the lack of experience

of Kim Jong-Un. There were questions about whether there would be any
instability with the new leadership.

Before Kim Jong-II's death, the US had already engaged in a negotiation
with North Korea. They were looking toward an agreement that would
cover humanitarian aid that was separate from an agreement on what the
North would do with its nuclear activities. They were worried that those
negotiations would be disrupted or delayed by the change in leadership.
This has not happened and that is an encouraging sign that discussion can
continue to go forward.

Denuclearization is definitely the formal objective of American policy, but
there is a lot of skepticism that North Korea will want to completely give up
its nuclear capabilities after using it effectively for bargaining. However, the
US objective remains the same and it is difficult to see true normalization
without that objective being achieved. There can still be a process where steps
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in the right direction are taken.

I want to point out that food aid is not part of a quid pro quo relationship
that requires North Korea to take steps to bring back inspectors or halting
uranium enrichment. Humanitarian aid is dependent on the ability of the
international community to monitor where the food aid goes. Since 1995,
the US has been one of the most generous countries in providing food aid to
the North. That is because of a genuine humanitarian interest in the situation
of the people there.

Professor Jagdish Bhagwati at Columbia University believes that

the TPP is an attempt by the US to contain China. He has come to

this conclusion because the TPP contains a lot of non-trade related
issues that China could not accept. Do you agree with this assessment or do
you see other factors for the Obama administration’s support of the TPP?

The force behind the TPP is not so much to contain China but

A rather to catch up. The US was absent in the free trade effort while
China and Korea were hubs of free trade agreements. If the US is

to be an economic leader in the region, it needs to be much more proactive
in forming multilateral free trade agreements rather than bilateral agreements.

The idea behind the TPP was to get a small group of like-minded countries
together. The actual trade value would not be affected very much because
most of these countries already have free trade agreements with each other.
Before Japan expressed interest, the biggest partner that the US did not
already have an agreement with was Vietnam. Vietnam was included more
for balance. We told Canada that they could not join because that would
make too many countries from the Americas and more Asian countries
were needed. The addition of Vietnam creates big negotiating problems for
America because Vietnam has state owned enterprises, a large low income
workforce, and there are concerns about workers’ rights. This will all become
very complicated during the ratification process of the TPP.

When the Japanese said they wanted to join, it was welcomed to some
extent. It looks like the process is expanding. On the other hand, Japan will
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introduce a whole other group of questions to what will already be a very
difficult negotiation.

The real intellectual force behind the TPP is to set up a model for 21° century
free trade agreements. The TPP may never be fully negotiated or ratified but
it is still worth the effort. It is educational and gives us something to work for.
In the end, it is not to oppose countries like China but to bring them in and
provide a benchmark.

the progress has been in fits and starts. Is there a possibility to

Q It seems that the agenda of the six party talks is very narrow and
broaden the agenda to include other issues and new participants?

To address the specific problem of North Korea’s nuclear weapons
A capability, it is essential to have a process that deals specifically with
that problem. If that is broadened to include too many things, it

will lose its edge to deal with the core problem.

Other issues involving North Korea are also important in its own right.
Issues such as the human rights problems, humanitarian aid, environmental
problems, and reducing military clashes do not need to be swept up into
one negotiating process. The EU, UN, or other powers will have relevance
to some of those issues but there are other issues that are really much more
limited to North-South relations. There do need to be multiple forums for
dealing with North Korea.

I do think there should be a North-Pacific entity because the core of the
power in the region lies in Northeast Asia. Japan, China, and the US are the
three largest national economies in the world. Additionally, Korea is one of
the most energetic economies. This is the core region for the global economy
right now, so we need some process to solve global and regional issues and

provide global leadership.
Korea showed its leadership ability very well with the G20 meeting two

years ago. Of course, the G20 goes beyond the Asia-Pacific region and that is
why it was so refreshing to see the leadership provided by Korea during the
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meetings here in 2010.

What do you think the likely outcome of the 2012 elections will

Q be and how will it affect the gridlock that we see in Washington?
The presidential election is very hard to predict but I think there is
A a slightly greater chance that President Obama will win reelection.
Congress is a different matter and there is a strong possibility
that we could see a Republican House and Senate with a Democratic
president. This is not a very good formula for moving past the stagnation and
partisanship that we see now. There has, however, been a dampening down of

the partisan rhetoric over the last several months.

There needs to be some initiative from the White House for a national
dialogue and effort to build some consensus. Getting over the partisanship
and gridlock is a very important issue for the American people and I do not
know what the solution is.

27






2012 v]=e] o3}

&5 oA AT

2 mee

shelols A S IE 4

w4l 7ol b Tl Ie] Aol R TATL gl P ALl
sk} B 744 w7l ofsl 2 Selkruich, 183 trkes tiale] of
& BxssU 2oz o)a)dk Wsle} 27|t Aur} ol e o
19] 3ol ARFHE 1 FolAlgrLick, 71 Fgold Bl the

2 7] FAARI AREE 3] T =) lssU T

e
j=|

29



2% QI EIFITE 194 Tl el qpE,
7} A2 AL # o) 7= AbRe AAE 257 8 A, 23]
= 3at S0 eslel Ae e BRI, B A
& B9sio] 24 Fh 4R TS IS 5 A Beleh o) Alssle
184715k 19471902 3] EHOIAL, AASKS] Aleeliz o]
N&:sPl 93 WakE 2] ol dA Mt 8ele] Hgika

AT 194716014 2] 233 AADAZA U 125908 48 7ol
AEE Yerile), v A 233 AAS] 2 o) F A At
o) 918 §ABNTL YT S0 FhE) ge) vie S5a e
9 Vel ZAsks A 1% sk F2 mgse] YEX|
AA) e FEA & % Sz o)A AAIS Aol m)=e 55
o) 27} T7hE Qlme] B o] Bt oA ol Q) el B
U o)) TR il pola o) 9} R 5 Y= WA 0= SpEFo}
ek, Al ZAAAS) A () B AR A5 2
7126l 79 2 AL,

(o

LY E ASAR HTR= AP @t Taksolzhe A2 v QA
8

299] 7% BT o] BE aQ15o] nZAA] e wAl 1A
ZCET DB



oj=ele| E¢tat I Hel

A vl BIEAQ] 91717 B2 1 glsyeh 18 12 =71 mjg)
o thgk ml=<19] 7S UERUTh 072 25 AXH g - 530 A%
& HolFE g AR FA e 97] Lo 199 mls
o] AxH ko g Yotk Azske wwrle] Hlgo] uhe- &5y
o}, euprl digwdo] Al Foll 4] Z71e] wijel] thal] ks Al717t
ARAFUTE Tefut 1148 F4 v o] =77 ke ko = 7har gl
thaL AZehs AP 57 2| A dsyth

(T2 1] Z71e] ek

Wrong Director (&2 g+gh)

Right Director (28}

1/26/2003 11/07/2009 8/19/2010 5/31/2011 3/11/2012

Source: Real Clear Politics

20113 7€olA] 9 AJo] ol A] RS (debe ceiling) & T3
o] A1 & W P} ARE Yo s oL o #le) 4

7k Aol W) T o)z AA| Abge] U3 UelwA Al



b ok FobasrLIh, WHIE Aot Hlo] gl Aol Ak ofy

FUE ARz A& 5 Q)= AAH71E wedshe AU YTh

nle) o]l mlgkel 24 ol mel of 2] Bek a4k gLk, AAIH
ok AT Bele] Yk MHE £5TTRE FAT] Y AP

& o4 8% olAtelal 51 #n} HlwsA]

kA
w
4o
o
rpr
i
ki
%0,
38
I
N
)

=
>,

>.
an

T
o
ojf
°
4
>
r 9
=
f
N
ol
Hi
)
L
5
)
i
av
©

ul Akslol] JeRe vlA)= Q9o e ofvle] B srich @Al
5 Q17:9] ©F 12067k 915 BPYIVIEE ok 100039 o]eh 74 e v
SR} 53] v ALAeA o] ulgo] o, Aelmuioks Q1
24967} 915 BRIV TR A5 S A01 8, S35} TR Aol
& o)SE AL 9173710 AL A Frt olezte] Fe] 7]
QIFhICE, B o]Nls} tpYE vlse] 0= AN, ofyle] B

o] 92 e AR21A 1 JRgr

ol BE A5o| v BAVII AEA 71|, il AAm 0] G EA

Sk 2ol $1ge] B3 gk Tle] AISHE AR AT Az
]

32



A
S|

5ol A9l flem, B4
et AU F A2 7P 2 A Ael= AF-

Ut gukg o 7 33}

A
3] 27

O
[e

ol A rebd

1.

9

o

R, o

o)

=l

Pyt S8k A4 7t

e

H

= ARSI 71

Y

=
=

JaA] e

57

271 AAd o= Akt

=
=

]

7F

CEREE

I} E

S|
._'

]

L]E.I- Z]g'?‘(disrricr) T,;_]'SHE
ok AR o7

2

U T 4

o
H

ol v

=
=

Yol eejziat o] AYE°] =

3L
s

EES R LR P RRRE RIE

& x|efo] shek 9} 212|3 AgiEo] e x|ofo] Wk Fo} FALIT) W

F= ol 2220

A3

o] A<

2 A

A715e) Algol

= O
g=L

e

33



o]
=

& HolFY

Ur}. oAb}l el Al 215 334 S0l

2=

7] Al

1)

A

SRk
(712! 2] tHER RIXIS xI4

T+
)

R4

9 2% oxleh hEEe) 44&o]

A Z]A]

|5k 2] 3] AA &L TS Yo 11 32 A 301

A

1l
N~

s
S

[e]
=.

©
1
[]
15
= =
-85 e
. =
3 g
.,\m;..
(3
5 o
£ 0
$ §. 8. 8 % &

&
1500 Lishy
- I%

Ag FFsAo] U,

e #A

34



74 918] A1) 2-2 R 90 & Fw Uk wFTe] (182

19941 Fjdo] et vl 29 e Bnh Leivh ARAR
i vlgo] B35 o) F-2 o 5o et

BURe B0l (A &L WolAgrh o] A ETol A BalFu)

BHo
=

(T2 3] 2lF] X|xIE

Congressional Job Approval, Annual Averages, 1974-2011

W 3 Approve (%) % Disapprove (2HCH)

- - o
70 61

(55

Y ; :

40

= W

0

1o = - 17

L

1974 1977 Wl 1983 I.QM (L] (L rFg 1L 1998 ool IOy 00T ToN0

Fal: 198404 1985U10= =AML SIS
GALLUP

Slglol Tt Bk T el s ofel Weld AXAwst
SrolE AR R S 8 F71E itk 20119 89 A 97] o
F2 98] Oge Ae A4 H9a, FaLoRs AR ok
3P AV - o] Fslels F3e] BolAn Yk

TR0 BREE 3 A9 2714 SRS v

o] 2= deH=

ENR
0] 20101 FAdol & 53

35



A& 4= YarUeh Teiu 1 B oy o]3]s} tEeel tigt Bl
]%L]E]— 258 F/]-Ti]‘]:/](’léa 1’;111}')94' ‘%7%— @%‘8‘}—3}".&%

2
=
ol
(=
of,
i)
2
;0

Bl AR T o] ek 02 AHE ek

A 719l A 30) 7R} dolulaL QIR v 2ule ARt A%

B B Eol ojt)z 7Rex] et Az, 47 15e) &

= Top) s kT Fied Aol mol BlnfElE BEsy]

. 20109 918 AN EshEl7} whS- Q1)E BUAT, T ol ol

o) A sfEkizIT. EotEe] YL okapAT e e 7
!

H
717FEAE ARk QI A= ob4] Hof Ut

A= EloE= 3 97k AEsiet &2 iyl €7k AEst
2} 252 GAIA Aiolm RIF-AX} uel] A A o2 FX)F §l of
gt} 2009\ = 719 of Mk =7} Q1RG0 Qlrial 45T
HA= 11 57 IRl 389 22 BolylsuUth 1Y 4), 391 QI 1 7
52 27 A= A33s] 28 HAet olAlE o) Axkes defshs #ele]
T A8 olwUTth €7k dHsket 5 A= AlEFE L A

7 o] 53 Ao ARRE EHTE obF] ol il @Ae] Aol A vy

36



re
4
Y
ojn
o
n*

o}

AL AL S gASiLr A S A HIE

}

X% =2011 =2009 (%p WE)

PEW RESEARCH CENTER

20124 #A

201219 119 6¥olli= ties AAMRgE o2} Ao} A XA 1 2] 3]
o} FAAAAE AFHTE HeE AA7E 7P FERL QAN thE A7
= - F 83

A& ojgle] 9717k 6delm ) 2inte} £]49¢) 3326 10] A7A0] Solr}
= AAEE, B RIFFo] A7 bl <4 334 F 23448 A5
Zrr o] W) o] FHTHT o Be 4% 62 7Fsdel &
Lo, w1ge] ol S skl YA o A o F 3

o] $912 & 7P5Ae] WS- L)

;O

fuf |

ofl

20101 A o] F- F3pgo] sheloll A 2 -1 APA 2 5kgel ek &=



gho] T8 ARIQILIT TFTL SRlolA e oS AR, $91% 2
At e B oA AXaof T 1A o) F 4} Fel T

=
sjgo] thge] @ 7FsAe] L) vl thgaie] AMeT, P

of

T e A6 exbl elE el A ZA) feld del ol 714 9
Stk 3, B4 vhEHel7] vl of T a Tk xErt
o S, Qniol B ole] st BES B o= Aw
Hotg $AIE 5 Ik Ficloih Al tiERe AR Ty
o). 8 A5 At 9] YE AU ool glERe A 1A

M Al e A7 1S5S AIRARE 7] AdA A= 2008133 22 o]

o
i

el

[

RS

o

T @4 thed oA enpl tiEREE oFHol dFUTh 2wt tiE
BollAR= oA o] A3lsruTh A A= A et ThEglo]
A =7re] EhS St /Rl WEkE 7 e AlrkaL AR 5 U9
FUh 2 BRI e] i) B euph RS s 5 dFUTh
oJA eupu} thEEe A A7lell YD & 7IHEoz A el Ysfof sfaL
1% 7P Fad A2 Pds] AU A B gzte] A Bl 2
o] HAARE sjEo] YR W] 2 A ohdyh Alssuth A4 A A gl
7P FR3UTE A A7 A A 2 St SEAlE Holw AlE ol

SHe AL Ao AT SEA AlGEA] o 2 olEeE

Lnpt thEge] & g F WA T FRE A7 Utk 2008

38



o} B Aeow FUAL B ol UE RGO o)l
U 1% B AlgEo] s} dofd Aolx euprs oA K]
597} 02 Zole} izl @Al 1 3 AR #8233l
ABFAE e eunlzt 7lgjel] 1214 Eekrka A2 exl o

T80l ool 150 BE A5 7 A= Gl BEyth

3G AT R A= o HAA (primary eleciion) 2 2 E 31 QlpUTh 1|9
oulAA Almi= vl olalisl] oAdFYLh Aol Al Al=rt ofy
olel A& Zlo] Haloj A wheolW A=PuUTh ZF Fo} Aol = g
o] gt} = G (seare convention) oA} AElE The] I Qlar, THE-
3]9](cancus) |4 AElE the] Qe QL dnAAR AEiEE gloldE ¢l
SFUTE ofEl Foll s FUET T 5 glal od Fol e BE Al

FEY 5 ek ohe BRE A=,

A AANAE WG ele] SRt W orpot Alolo] ¢
AAE ARz Qele) SRS oululrl Fuo] A Zlo] 1)
A AR el AANA Az A Bol g 713 Aow
7R Aol BSkAR, 5 sl A eurbzk AAA o)zl
Ut} ol A B3 Eol gt ) AE AFIT:

Fajde] BARE T A BolEY FuAp} goks A
o M BUE 7P B tiejele) AXE v glom e e rfs e
glo] mee). Teh} Bels AXE FEgh, guE Aol n A
© T e RS U Vg SRR 40% o4 S o] 54

39



w2 A7 Aok ARle] 2 Wk o 4 gisrtich o) S} 7}
ol YE AT 2 71 o] Aglfel Wl 547k 2R,
A 50718] W] AAZ A= 213} TREAL 7 Follis 44t 3
ool Wt HEA 7} ol gk

('

Aol A Sk F0Fg A4 E ER WA ot Bk giy-ge]
7HBAL AAIS 37F W2 A PUTE W1 s shd A= AU
ol BolA Rk BARAS A]StaL Q7 e A X H]jurt A1) =
e H-e391 1011709 Aol Ayt AR dldslw 7 5
£ Adap] Sofrhlor Pt FRAEL thgst 7S Sojrhiy
ool FEalA AAEE & ARl thek ke Ayt

[0 5] IBE Ex

200843 == AL 20113 108 SE 73X
QHuiop OfAHQl AHX  QHOp FUY  AX
% % % %
HH 53 4 D47 48 48 even
ufol 43 55 R+12 38 58 R+20
Eol 65 4 D+91 95 3 D+92
BIEIA 67 31 D+36 60 37 D+23

20114 108, Fe|MKMEH

HAF7} olZiel 2, 54 QTguelE 4 Uk I st

40



Q1FH 20083 EF2AF A9} 2011 dPY XA =2 epAU T @njf
o] WiQl ARl e oFslaL 511 fraAplME Feltke Ae

o IS e ow ghdA FARES] FET AXE Toksk
srHth 2y olell= 259 AR =7 o 305U

2 9
HN offt
L

2008 23} HEHE FE 3] A4 Bo] WL BA] 18294]

FAREE) 389 27} Quplol A FEYFU. uAe A T
AL onlrh A FuA} Fol 71 7o) P fHAIEe) 22 249
2 210 o) ghERo] o R A% RS Holol & 284X
Syt

ofNi

o F A= terol7] wiel] AN Fagth oA WFge] A

B3}t A=) Teu 2010 ]3] AA A WISl £33 H|&-
2008 AKXt} o FU T ofn} o] AN TA] ST APt FHt
vzt o ARl FEehe AR 9 ks FEERI= 7A = U
Syt enpbrt RS T Fsigo] FE6kL e ol ZEEA
Hl A4S FshaA o] 52 Bl Jdssyth

fd

o AR 47 A7} oA B ok gl 88} 9ol
= oupe} oEHo] AR 7FsAe] Brka A2 1 ol F v}

41



77} oA WREh ol A7Vl 3t A o] B A 2k ot
o} R E B3 T F | BUS /P Fe g v g7t ol
94 A P D ok 919] fAAE Tol S 9] vz,
A Ve FLiE F59 Aol olgich At she Wl ket A}
Ho Hels] Qlgrith oA T B8 FREwRE X 47
oA 37} W FAE WM, o8l A7 A5 4] Erbe) 7R

o) AV} 7 Ardo] §AAE To) o 5ol e} 24= AL,
M747} 0]22| OpAJO} H=Ho|| OJE &3k

o)A ALe thiR golw Aalgur) 1A Aaix gk Aodw YA,
olxlo} Sl AT Folz AAPUT obrlo} S|mgAe KA A
o) wlel AR IRA A4 BTk SAR A5
SHER F0 ol HES P B T NS WAL YT eupit
9= 1) 7ol Zo] PH|E Aot PHFTAS EAIR
FUT @A BEEEEIARA ) Aol DA ASL YY)

o} o] 5 @A I FA] AN Aol Az QU

Qoo A Al FREAS) AESo] ek Aefe) 2UN T
B ARl vE ARt ouwAd ko] qdo] Ao u|
9—],:‘;}14‘;}- % Oﬂﬂ]—‘—_’r—oé](Rahm Emanuel) 71(_4_ _JO_H]—U]» q]%ag ]:]] /Gi/é?g—% }\]_/‘;:]_/b]-

S ae] 3] Tilo] SIREUITE Al Aol eull tlEHE vhEa]

42



7] Aol 2ghset 35 SR T ARIRAE v 2 B Folehe

Sk

oo} hEee] Mg HURE W), oplolol B H2T A1A) AT
AU 7% St exiel o ERe H2o) B thEHow BA}
SR Zelglgunh, vl thEale sisjolo] Hofi} slvAlole
of7 AL BT TE tEH A Sl AAL ol A Rojy
o A

Snpr} R Faol] ) AFWUT, FHI 278 5 9l T o
ofo] $A] Rl Fhamr 3 TR Qe 7T Y9
o F59) BALS B, 71508 2L ol el 345w G2
2 39 5 ks AR, v} B A FHL )

wake ) gge] Az} v HF} F5e) A2 Ael7k A Fel

= =
o] AT, G NFPL Qupl tfEe] A4S o
=
=

71k B o (Faln} vl gt FUv)

F-L
2
=
o

F53} QR A ek RO B
o}, oule} hERe o)l tlEw £ BAE BT oln) 4
N o]l thEaa WHE WS Frers Zol vz gl
A w2zl B3] thal 2 =013 ARE felath A Bl

ke ofg7IE S} sl A BAA A} 259 5 o)

=
fir

lo
o,
>,
-9,
=2
x
Ho

=)
¢

43



HlEe S Baake] @4 A

ono} Ay s Ars WA S SIS nigech v
FEH} AR ZEule]l d ARe} ule ke Aol Tz
o}, ghe] A2 Aol vhH 3 RIFEE 0] AN Rt} o 2 waks
Ae AU vjFe W R Al g Akt Baate] sl Bale] 4
< AU T2} 2ub} thge) AT I BT R Ay}
SolAThR, tlEEzlel] A28 o] ehdA = mEch

o A o]
7)ol ohHIRk tiAE
= EFHUL, B

ool g Fobrlos o] Pl

A2k olUMEIRE Feke d PErUT.
A sl= A} o}Aet) G EL Hxsh= A
oR= oA WS- £ o 0 BelLc)

3 3 Quio} AR oS TAGrCE Tejth £ gl oplopy
e BrFIoRs AL ALGAZUTh A7KEE APEC 1ok % 44 9
) 2ol FA] BRI AL SEBLEUARA 1) FAS

313 @Al Quln} AR} A EE oUME| RS szt BT

Aefgele onprl ARe] 2 BN Holgruck 7t AN o))
= njz Al o) Fele Fag AT TaskE A Bi%
Ak b wnd ik’ 210] FEAR) A A GRS sdoiiar 3]
3ok ek 49717
7NFES B3 HFe] of

N

44



v 2w A it A vfg- 87 AR 7] Ylsunk LS st
w3} = Aol FaE AL lrks AU o= A2 A

2 odidnkg S22 ddEg o B2 4L sl ske 2AlE wwUth L

A3} o] B2 oJUMEIBRE Aljbskar AR AL g 7l

tEEe] AT FAT dAY EAFAL, T FAIE Folrol 3] 9
(East Asia Summic) 2k APEC3] 9] 7|3bl| %2 Y2 AUt} ¥lFg QT3]
(Democratic National Convention) 7} B2}t HAEA 7] %)= F'3d APEC &
A8le) ol Y ol g B o}ng ol RSA) ik
. Plar 9] APEC %3]0 B3R 3 H AR Safol = E3HA]
= BT AU =3k vt digEo] soprloPd 3ol Bt
&7k = Ay

q

Ir

{

it
O
i
%0

35 2ol BAAE Pl 27 AL e, o]} o)1l A
o} s )7 thgie] AT ol EERA T, W=-L o H &
Eflg Hls skl Qe R e Sols A HgTe] W
3} Gefe) 296 @ R AntEne] 43 BT U 27ise) v
ERER EREERES ARl

Rl ol let F A Ao Qo] 71 2 BAle FRue) 2
AUk 0] 23RN, 1|53} 339 BAZH oA AR Bl
o] 2231 QT AMAL 1 Ao} 2 AL oA AHERAl] v 2
GRIUIT), F3L v]30] o] Hadol whekr oiAlele] Stk Fel9)
ek m)e F30] $917 23 AAE BATIES7 AR,

45






2T eSS A o2 SHFTAS HIR| =2 AJ@AsH

o7 A2

A
MO

9 FHFTAC] sl &ar Sl vl=ele] AFUeh &al Sl= At
HEE e Aut At JFTAS AF/dstAu dixsior gt
o

rE

3L AZEgH T vl= AAQYQIARS Abolell = RFTATE fh=r Soll ] -2
stotal bk 7 RedFoabee] slFunh v B ke
7 o] FAL A= AFES tAIR oFde] FAL Hlshllvke 4
ol thall A A-skAl= BT

FHIFTAE = A9} v|= ARl 257 #gks Afdsunth gl
= AR oFdo] FFTAS AIFI=H Al52 o8t thswo] #1#s}

S gLk A S A o] S etk Frlgr

vlEell s AL AN o AR E U eubt = AR E Al

oA O A] BIAE A2 AA|SAL YUt

H)3ol| Al F-92 FA3HARE FRFTAE S=7ke] Al tisk mj=1<] A
Aok zlo] AdE o] uFUTE A5 TR o} BAF o R E
PAE G Q7] el MEFH oz Fagil I3 AF=E FTAZL
= 28]l PRl AAE B2 AU

SHIFTAZ} Bl Flol #5497} 93-S s 1skeletans A2sh] ol

* A2 melE P} RE AR Tk

47



FUh Ak trt= Aol Fsi7E GdiE Ao x4l s
= AR AQUTE A= B4 FARE FolEol7] Slsl 11 olof

718 AN oM 4R A B Al B o AU, 2
AAe 5 ek
e U1l OokE BEckew ot T wolw Yk W

oF TR W] FE o)A o AYA 22

Qupt AR} obAJo} FA (pivor toward Asia)’ © & EolrItkar 7}

Fohst], A= vlsre] 3 W= opAlolE wd Ao glrial AZet
Utk s Fotel Ei Ak A E ghllo] ey} opAjoe]] Fyl-
Aoz HIH il mHshs FUYE 11 F A= Fopr o] 2] (ha
Asia Summic) 9F TR AUl o]UME| 8.5 T ZEgsFUth T2 o]d o
UAE|EL =22 A ol Al 29T ARt ) B

A1) ddsoletr 2 4 glirin

1L
&

FYHom B, w3 PPl Fobrlolrh A A of = Ukt A
How FAFIT. dldolt AFolt Fobrlolst wopalolel] AA AT
o]tk AL Qg bl E wE AriRel B g4
obAlok= 7 AN 7F e gahe AU w3 4 A
SRR 71 Bol BASHL QlzrLick, ibrist BA g Al vl
0] ) 5] ofEjx|ofe] glom o] SEo] 27 Sk 9
= A o]7] % Pk

nj=ollA] oprlobiRth T3k A|HL YA Fsoll A AR AR EA

48



W) I FEE WA R BE FEE B 712010k
Sk vlo] SN EAE Folx Q7] el okl 1l At
ol 5] gl

A} A2 wlo) obuc), FEelue EHehs 4o He) A
ok @OlRAE S Slelo] BARSMIEIS 2e sluEe] viFe) £
7 =0 T3 9T 3 AQYTE A= e} AR A8 3
813 9lom X|%715 vl

O.u.,_.—:

Al AE FRae] BAE e FR P, SRS AXsior ok A
7 MRl A9 o MSARE o 3e 24 gl
A BT BAZ WAANAN S0 $29} W F2 FEAE
AFSES b AL AWSUT. 7S BA) A7) AR Lol 4
FIL QLI Fe) wrlo] X\&w|m F2d ofs|EhA} Sefee
A7 TES ASok AP 1F3} FF 2 P Aol AR
H) - % o] K= Hlo] FAFUIL S U, 43, 19 G20 7
e FF} 2 Ao} FuIt), okee], FAAA £42 918 92 =
% A= o] Fa ek

e PIEEE 2R )R FAISKE Sl wighz ob
= obe) 2Tl nE- A R WolsA I

g AR 7 AEA 0 15K 0] 2 AYast grk
H —

31 Ik olEE 4 TP AR ek SESHIE 704 A Qo]

49



of

AgARE 2 Fol= 12 Wk ek} gk Az

m=2] XA AAE E3 AR S45 Az, ofejx| ol
go] Fmlo] AR %= ek 1 FWe w9y &) 2| tiE

B ofH PHE AL Wha?

LA
MO

o] o] A FFsAe A Al BB Stk A7

Bt
=S4 Utk P= A AAIA s om SAkEe] 7Y
o 229 2] FAE S HolE & Qs fad =7y v

o] Z) A& AlA 2990014 169 =772 =] A&e 3 A

WU T B ALY e Y] gerUth Sl9) RS AIRA

Sl sl Q) AEAl ) B ddolgld s)e) 717 9l
o]i= 3 = QI dEo] 71EEHl = AF UL

4] F& WK 7o) WAL ThE S7FENE wS AH|A ] $ilS
7oA ettt 1L wept ml= ARl A 3] Fasktial AR

ek

Qo= G4 ¥Rk WIS9) AR, AAA A2Re g O EAo] 1 B
AT AAH 5] B} AN, {AF FHB obd AT

Hlo] The #1io] o w9t ok Zo] wlg- S8 ghch

AR U2 53Rk 2 K=ol thel ofgA Bzl vlse]

50



53 A siAlE Sl wgddBle] exdow fAEke?

A5 A7 Dot of A20] #2492 90| HTh 1A
A A AP Lot Vi JE-S hxEla 78] 7

& HAAFUTE A A= EMEHA] a7k vl s HTh

1AL A o) el] 1)L ofn] H3k} Fogell Soizt Fegizrc.

& Bate] o 9% Bl YA Wi Anreld WAL 315}
S I A= AR o] Fao] AL WAL et 244
ST e 9 92 Aok ikl o)t A8 Aoleks Fe
2 o= BT,

Ada] =780 thal 319149 Algso] Bee), Te v

o B3 o8] BUska s} Glols WAT AT YS} olX7]
B50] o) ZARE SolA} SekE $5E FRslopt AulET) ol
A F I quid pro quo)” BAE obd S BREER) T AU Q1R
o 2] Q5T 19954 o) Ml=e Btel] b wefelsl Aueles
WE U} 5 shilelaich Be AEe] B A4 2 Qleel

Wile Bl Ak

HE Ao tisfare} A viIgtE] Wz i) s oA

51



37] 918l SelBERAEL
WA T o] FFORAE WolEY 5+ P Foln 79 TAIS B
o] EFHBIIL Y7ol o]7 Aeo] EAFHTL FLK. o] A7l Fela]
712 ohJw Lol AR} SEHFEIAEA )& Ak T 291
o] QIrkaL BAL?

FEFFENAY L A3 B FHL oA SAah

=i
2] Hoks mep7] fleidutt. St dhee] A e
o] 3187} Bz F9E HlHE Aol tigh S 7]EolA] fglsUth

mo] opAlefellA] A ezl HelE PAER Brhs AT Rge
o} ek

SAPPFEUAG G A P A2 Po] e TS gL
Haos moxks AU I ool AZ ARTIRAL U

=3

A7) wEol] A 72 2 IS A 5 AYYTh dEe] IS
gob7] A, vt 9@ BAE A w2 7R 2 STk viEdeIls
ok HIEES 73S Bl AR AJYH = i) e
ARZEU vF =7PF AUAA Bokd Zlo)7] wiie| sy &
obrlo} =712 o] ol aEgeh] i SisUTh ey viEde] 597]
o, AR ALS w5y, el tizk 28wzl vls gelM= |
ol 2 A Azl SR FEAEA vl o] vl B4t
A AJYU

,dm{mL

_,d
N

do] Foforks BiglE ) o= A FHoIisyTh HAo] Sis]
A s SRk, vbd, o] Refshd ¢F T1eie ofefe el Al

52



AP} A AV,

sefgorEaEge] WA B 214719 Al mae 7
) FEu o] i Pael Sol7A nEEx
i mat dolxu wad FAE Qe weHel bt 3 9%
ARl AT 2 $79) 2L Ule] wifely] a7t oRd, 15
TojSel 7|7 A 912G

ol

:
pay

o,

L

i

riot

fluj

o

]

6AL3| 2] oko] mj$- Agka o)1 e 7K ow B
2 7412 £3lsjA] oS HE) 1 A2 1 FeiaZ vhs

Aol 9le7ka?

A=
=1

L
&

Mz dhmgol Ak ZShrh

G918 ThE B3 7 BAE FagRT ABRAG AT 9z,
(T FE Fach B BAE & BN OF B g
o H AT UN, T SHSE o EAlo] 8IS, dae 2
it B hE BAIE Qe Ieh, B9 T vl TRk 700l B

Qo] Helge| 77} Qlofok Arka A2, Syl Ae] WAl
o lolel) 7] WL AR} 53, mlF 7 AN A T}
Vg 2 A SRRV, A S 2P 59 FAle) st

53



AR 228 A QX Hebd 228 9 b FAE st
8 TR AFE T o o] BRFUE

]1]

e A G0N TS TR B nolEiF, B
G20 ofe| & ol A= AAILITE, T3] o] 20104 A& G20
BBl HolE BR DT TS A

2012 EH 7;_331/]’*— 01]337'" 0'-]]}\]'0}-_1__ er ANE 9’] Zéi‘ﬂ(gridlod&Oﬂ Oi

FI=}
=T W Re vl Ao e AR

g B AR S ] H ofRARE ol g o] A
H

8 7Fs4de] e o Erka A2 93l A} e,
WFEG hEe] T84T <87k Lk 7PsAo] vk ek 7159 A
o} Gl e Holdols 17 & 23 opduTh T g 2 g
RFsrolel 717} el S g

ol F4A i o) Z Qe oMEEE Uls ol 7
37 919 e} molo} & AYLI), Puiroleh RS FH 3k A
=l A| w9 F o ge Teht SaRe & wegic

(

54






Reference for Lecture

Background Factors

+ Decentralization of Power

» “Tolerance” (e.g., separation of church and
state)

 Tradition of “isolationism,” (11%), but also
international mission (meddling). Not
multi-polar system

+ Free market orientation
+ Self perception as “middle-class” society

-1-

The American Angst:

Country Moving in Wrong Direction (Red) or
Right Direction (Black)

Real Clear Politics -2-
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Sources of Insecurity

Stagnant income growth, high unemployment,
loss of wealth, housing crisis

Threat to “middle class”™ Highest rates of
inequality in decades

Immigration: Large number of foreign born (12%,
24% in California, 44% of growth of population)

Resource access: 60 percent imported
Global terrorism

Loss of control of destiny, threat to values,
“‘American identity”

Political Divides

Role of government - personal freedoms

Economic regulation — e.g. climate control,
medical

Social programs (health, education, transfer
payments)

Values orientations — religion, abortion, gun
control, capital punishment, gay rights

More consensus on fundamental areas of

foreign policy and defense: strong national
defense, alliance system, promotion of free
markets, democratic values

4
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Blue and Red States

2008 Presidential Elections
_ 5 _

Blue and Red by District
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Unemployment

- e

g “"""“lllllllll!l_l_l_ COTTCTTEET T T,
7

Obama Approval Rating
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Congressional Approval Ratings

Congressional Job Approval, Annual Averages, 1974-2011

W % Approve % Disapprove

80 78 78

61

10 L 18 17
1974 1977 1980 1983 1986 1989 1992 1995 1998 2001 2004 2007 2010
Note: Question not asked in 1984 and 1985

GALLUP

Rise and Fall of the Tea Party

Do You Agree or Disagree with the Tea Party?

General Public Tea Party districts
33

31

Disagree

25

W

Disagree

Mar Nov Now Mar Nov Nov

2010 2011 2010 2011
PEW RESEARCH CENTER Percent offering no opinion not shown.

-10-
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Public Perceptions of Conflict
between Rich and Poor

%6 who say there are “very strong™ or “strong” conflicts
between the rich and the poor

=m2011 =m2009 Precentage-
All point change

+19

PEW RESEARCH CENTER

-11-

Elections on Nov 6, 2012

* Presidential

+ Senate: Current 53 to 47 Democratic; 33
elections, 23 currently held by Democrats,
10 by Republicans

» House: Current 242 Republicans, 193
Democratic

W=
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Incumbent

Strengths

» Name recognition

+ Ability to command media
« Experience

« Finances

Weaknesses

+ Record

+ Economy

« Whowill vote?

-13-

The Challenger

« Complicated primary system
* Romney Leads in Delegates: 453 to 199
for Santorum; 117 for Gingrich; 64 for Paul

+ Romney will win nomination but does not
excite Republican base

« Disciplined and organized
* Formidable threat to Obama

-14-
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Election to be Decided in
Battleground (Swing) States

-15-

Vote by Ethnicity

D+7

R+12
D+91

2008 voters
exit polls
Obama McCain Diff
% %
All voters 53 46
White 43 55
Black 95 4
Hispanic 67 k)

D+36

Pew Research Center, October 2011

-16-

Oct 2011
registered voters
Obama Romney Diff

% %

48 48  even
38 58  R+20
95 3 D+92
60 37 D+23
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Youth Votes

foung-Old Voting Gap Largest Since Nixon v. McGovern in 1972

arcent voting for Democratic presidential candidate

YOUNG
LG GAPE +16 | +a +3 +1 -2 -7 +21 | +20
70% s6
ey 'hh..:;”"
&0
51
49 =0

W
-}

Based o0 otest

survey (0ct, 2011)

Pew Research Center, Oct 2011
-17-

Women Votes

PERCENTAGE VOTING DEMOCRAT

2008
UNMARRIED WOMEN
WHITE UNMARRIED WOMEN
2010 UNMARRIED WOMEN

WHITE UNMARRIED WOMEN

HUFFPOST POLITICS

-18-

70%

60 %

61%

49 %
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White Working Class

The White Working-Class Vote

White working-class voters — those with no higher education who
make between $30,000 and $75,000 a year — have favored
R :

in recent presi elections.
Democrats gained votes in ... but Republicans
the 2008 presidential election ... surged back in 2010.
63%
34
1996 2000 2004 2008 2010
PRESIDENTIAL ELECTIONS MIDTERM ELECTIONS

Based on national exit poll results. 2010: Edison Research; 2004-2008: Edison/Mitofsky:
1994-2002: Voter News Senvice: 1992: Voter Research & Surveys.

New York Times, 13 Jan 2012

-19-

US Asia Policy

Bush to Obama mostly story of continuity,
not change — role of balancer, alliance

system, market orientation and economic
interests

Domestic orientation of administration
Disappointments: Japan, China
Emphasis on Southeast Asia (low-hanging

Trade reversal

-20-
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Regional Cooperation

Annual focus at APEC, now EAS

Drove trade reversal: TPP at Singapore
and Hawaii APECs; KORUS at Yokohama

East Asia Summit - security architecture

Desire to contain conflict at summits, but
sense of rivalry

SOA=

Korea Policy

Desire to strengthen under Obama,
relationship with LMB - KORUS

Korea, US both alternative between center
left and center right governments, but out
of synch; prospect of change

North Korea: “strategic patience” toward
‘engagement”

20137

Sy
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Issues

Resources for robust foreign policy:
funding and political capital

Use of presidential time

Partisanship in foreign policy, capacity
gquestions

Ability to work in partnership internationally;
more like any other country

China: G-2 v. containment
Projection of values; role of sanctions

-23-
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Charles Dallara

Charles Dallara has been the Managing Director of Institute of International
Finance since 1993. He led the IIF in its prominent role during the European
sovereign debt crisis, including the PSI agreement reached between European
countries and financial organizations on the one hand and the Greek
government on the other, “the biggest sovereign restructuring in history.”
Charles Dallara has held various positions in the George H. W. Bush and
Ronald Reagan administrations: Assistant Secretary of the Treasury for Policy
Development and U.S. Executive Director of the International Monetary
Fund. Also Charles Dallara is a member of the Council on Foreign Relations.



Current Global

Economic Affairs and
the Financial Market*

Charles Dallara
Managing Director, Institute of International Finance

It is a real pleasure to be back in Seoul. I am honored again with the
opportunity to share with you some thoughts at this IGE and Samsung
Electronics Global Business Forum. I've been privileged not only to have had
a long time friendship with SaKong but also to have worked with him during
his years in the government recently as he played a key role in this outgoing
government. But also, years ago, as he mentioned, when I was in the Treasury,
he served as finance minister and we worked together on a variety of issues

including Korea’s exchange rate.

Obviously, this is a special country for me for many reasons, not the least of
which is that my daughter was born here in 1984. I recall that during one
of my rather difficult set of discussions with Dr. SaKong, he concluded the

* This is a transcript of the speech given by Dr. Charles Dallara at the "IGE/Samsung Electronics

Global Business Forum j on September 14, 2012. The views expressed here are the speaker’s.
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discussions by presenting a small bag of gifts for my daughter and that made
it very easy for me to go home with warm feelings about Korea, which have
never changed.

Of course, we live in a very challenging world today, and I can recall visiting
Korea just some five years ago right on the eve of the Lehman Brothers’
decision. This time of the year people in the US tend to remember 911 for
good reasons because it was a traumatic moment for the world. But mid-
September I also tend to remember the collapse of Lehman Brothers which
I think we're still suffering from. I think it was one of the most misguided
decisions in modern financial history to allow Lehman to go under. And I'm
afraid that at the moment in global finance were we faced a situation similar
to that again today, policy makers might as well find it difficult to step in
and stabilize a global financial institution. Perhaps, they may find it difficult
to do what they should do because of all of the constraints that have been
developed around the governmental support from banks to institutions. It’s
an interesting and important question to think about because here we stand
today five years after the onset of the crisis, four years after the collapse of
Lehman and we're still struggling to achieve global economic recovery. There
are a lot of reasons for that, of course. There is a lot being done to try to deal
with the weakness in the global economy.

Recently, we've seen rather impressive actions, in the last day, in the last hours,
actions about the Federal Reserve launching a new round of quantitative
easing, non-traditional monetary policy to support the US economy. Last
week, we saw a potentially significant action by the European Central Bank
where they have outlined what could also be quite an aggressive program of
liquidity support for struggling governments in Europe. Of course, there is a
big difference, a huge difference which I don’t think markets might be fully
appreciating because markets have reacted very bullishly to both of these
measures. But if you look at the fine print in the ECB’s announcements, you
realize that they may have announced the construction and the launching
of a battleship. But they said that before they bring it to the battlefront, a
whole range of other actions need to be taken. So, for the time being, market
participants and all of us will have to watch that financial battleship sit on the
sidelines, circling, and waiting for the governments of Europe to get their act
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together.

It may be worth spending a few moments today, concentrating on the
European sovereign debt crisis for two reasons, fundamentally because I think
it is at the heart of today’s global economic weakness. You feel this in Korea. I'm
going over the weekend to spend some days with friends and collaborators in
China. They feel it in China. Just talking with friends from Brazil, they feel
it in Brazil. Certainly, investors and consumers in America feel the clouds
of uncertainty that hang over them due to the irresolution of the European
sovereign debt crisis. Obviously, since I've only been here for less than 24
hours now, so I am by no means fully current on your situation, but one has
the feeling that the sluggishness in the Korean economy is very clearly related
to the sluggishness in Europe. Yes, primarily through the Chinese connection,
but still very clearly related and I know it must be a big source of concern
here. Certainly, when I talked to not just bankers and financial leaders but
businessmen in the United States, they stressed the difliculty of expanding
capital investment in a world characterized by such uncertainty. I think we
should therefore realize how pivotal a resolution of European problems will
be for the global outlook, notwithstanding the fact that many other countries
including my own, the US, and your neighbors, China and Japan, have a lot
to say about the global economy.

I also will share some thoughts about Europe because I spent so much time
there in the last two years. I feel like I've moved there. At the end of one
of the rounds of negotiations, Chancellor Merkel of Germany said to me:
“Well, Mr. Dallara, we haven't always agreed but I think on the whole you've
done an excellent job representing the interest of the financial community
and showing concern about the future of Europe and perhaps, we should
therefore award you an honorary European citizenship.” And she turned
to her staff and said: “Can we do that?” and her staff said: “Well, Madame
Chancellor, there is no such thing as an honorary European citizenship.”
I said to her rather sheepishly: “Maybe because there is no such thing as a
European citizen.” But in truth that’s the reality. So much of the story of
Europe today can be told through the prism of the tensions between national
concerns, parochial perspectives and nationally elected leaders trying to
stabilize their own backyard trying to deal with their own political futures,
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while still trying to forge progress toward this grand vision of Europe. And
there is a dramatic tension there and it has been growing.

You see the re-election of the government in the Netherlands yesterday but
you can also see that Netherlands, which was long time one of the most pro-
European countries, has shown increasing tendencies in recent years to pull
away from its commitment to become a very vocal euro-skeptic. I think
this is symptomatic of the difficulty Europe is having. Of course, some of
that revolves around the difficulty any political leaders will have supporting
other countries during a time of malaise and economic weakness at home.
We see this in all of our economies. Some of it has to do, however, with the
unfortunate failure of European leaders decades ago to erect, conceive, and
develop a structure for Europe which brought fiscal unification alongside
monetary unification.

Many Europeans called for this, in fact. Previous chancellors of Germany
called for this but it didn’t happen. I think to a certain extent that Europe and
we all are paying the price for that. Markets have a role to play here as well
in the debacle which surrounded Greece and which surrounds Europe today
because investors are not just banks.

With little regard for the sovereign risk involved, with little regard for the fact
that underlying those appealing spreads in Greek debts, at the end of the day
it should have been no surprise that they were not able to realize the whole
value as a result of negotiations indeed. As you have already heard, the Greek
debt restructuring was the largest sovereign debt restructuring in history, and
the private financial institutions led by the Institute of International Finance
(ITF), through negotiated settlement, through a voluntary deal, gave away
73% of the value of our claims. Over 107 billion euro in face value was wiped
down and 35% of the remaining face value of the debt was converted into

long term paper with very low interest rates.

This was necessary to create a window of opportunity for Greece to give them
some breathing space because they were being crushed by their debt. At a
time when it is not easy to hear complimentary remarks about Greece, I will
say a couple of things. I admire their dedication to reaching this agreement
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voluntarily. This is very important for how this system works because a
little over a decade ago, a rather important Latin country, Argentina, also
faced an insurmountable debt. But rather than working its debt problems
out cooperatively, it took a unilateral approach to its creditors. As you well
know here in Korea, when difficulties, either at the corporate level or at the
sovereign level, arise between debtors and creditors, they’re always best sorted
out cooperatively through long and sometimes difficult negotiations. Thats
what we did in the Greek case. It is not what Argentina did that they still
suffer today for failure to access global capital markets. Here I would give a
great deal of credit to former prime ministers Papandreou and Papademos,
both of whom showed commitment to negotiated solution when it could
have been tempting to simply walk in to the creditors and say: “No mas (no
more), were not paying you anymore, not a cent, not a euro. We're simply
going to default.” It would have been dangerous not just for Greece but for
Europe as a whole. A disorderly default of Greece could have thrown Europe
into chaos and I for one believe that a Greek exit today still has the potential

to throw up into chaos.

Many debate this. Many say that the markets are prepared and that the
governments are prepared. But a few simple facts make you realize that is
not the case. The ECB claims on Greece are roughly double the size of the
ECB’s capital base. If Greece exits the euro, re-denominates its currency back
to drachma or some 21st century version of it, then what value would those
claims have? What value would the capital stock of the ECB have? Now
you can say the governments of Europe would need to recapitalize the ECB
quickly and they would, but could this be done in an orderly fashion? The
same governments who moan and groan about an additional 10 or 20 billion
euro? Are they going to write a check overnight for 200 billion euro? I doubt
it. That is not even taking account of the potential contagion effects which a
Greek exit would have on Spain, on Italy, on Portugal, potentially on France

and on other countries.

The fiscal construct of Europe today is quite fragile. After long and hard
negotiations, I am pleased that we were able to put into place a solid piece of
work, rescheduling the private debt. It was difficult not just because of the
severity of Greece’s economic problems and it is one of the most inefficiently
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structured economies I've ever seen. For years during my Treasury days,
during my JP Morgan days, and during my years at the Institute, I've worked
with many, many sovereigns. I've seen some poorly organized economies
in my days. I've seen some poorly managed economies. I've seen some
misguided economic policies. But I've rarely seen an economy so ineficiently
structured at its core; it’s Greece. They have a huge amount of work to do
and frankly, the process of negotiating a solution on this Greek debt was so
difficult that I began to learn that in order to sustain my morale I always
asked for a room at my hotel which had a small view of the acropolis.
Because after a long and discouraging day at the Prime Minister’s residence, I
would come back and look at the light shining the acropolis and suddenly I
would think: “Well, maybe we can get something done here in this country.”
I needed that extra dose of inspiration because without it, it was not easy at
times to sustain the energy and the focus needed to bring these negotiations
to a successful conclusion.

One other difficulty which hovers over Europe today, and I was just talking
with your Vice Foreign Minister, the former Ambassador there, who probably
knows this as well or better than I do, is the dysfunctional decision making
process of Europe today. They have the eurozone, 17 countries, and the EU,
27. They can’t seem to get a comfortable position between the two now,
particularly with one important EU member that is not in the eurozone, the
UK, but you have other Scandanavian countries, which are at various stages
of engagement in this process. Some members at the EU are not the members
of the eurozone, others good neighbors but not even members of either
construct. You've got Switzerland in the middle there trying to look left, right,
front, and back and keep its head above water. You've got a decision making
apparatus which is not suitable for today’s modern world of finance. Every
country in the eurozone had to approve every dimension of this Greek debt
restructuring. That is absurd if you imagine.

I had a call one day after long and difficult negotiations over one technical
piece of steel. The deal related to a GDP warrant, which is an upside kicker,
which the creditors would receive if growth in Greece exceeds expectations.
Greece accepted the rationale for this because we said: “We're giving away

so much of our claims because you have a very weak capacity to repay your
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claims. But if your future capacity is enhanced, then you could perhaps
remember us and send us a little extra money along the way.” They agreed.
Its sensible and it’s been done in other cases. The Germans approved it, the
French approved it, the IMF approved it, but the Dutch Finance Minister Jan
Kees de Jager rang me up and said: “I will veto this.” I said: “Why would you
possibly do that?” and he said: “My staffs tell me that it’s too favorable for the
creditors.” I said: “Well, do you really know how it works?” He said: “No.”
And I said: “Well, look, I've been working on this days and nights with the
Greek Prime Minister and we finally found out a solution and 1 need your
approval because every one of the ministers has to approve it. And we need
it by tomorrow to get full approval of the eurozone ministers at a meeting
taking place.” And I said: “If you do not understand it and you require,
I will get on the plane tonight and we will spend three hours tomorrow
because that is what it will take, three hours, for me to explain the technical
details of this to you. I will try my best to convince you that it is a balanced,
fair approach.” I said: “If you don’t have three hours on your calendar in
the morning, then please, please concede that this deal should go ahead.”
He quickly acknowledged that he did not have three hours and he ran up
his white flag and agreed to this proposal. But I should have never been
in a position and the Greeks should have never been in a position to have
to defend every technical piece of this negotiation with every government
in Europe. The politics run very high in Europe today as they do in many
countries. The populism runs quite high. The parochialism runs quite high. It

runs high in my own country.

In spite of these difficulties, I believe Europe is making progress. I would
say the actions of ECB last week are potentially a turning point, but only
potentially, because now the governments will have to decide how to get
their part of this solution in place. Immediately you need Spain to ask for
a program and that is proving very, very difficult. We've been working with
the Spanish authorities and we have been struggling to convince them that
it is in their interest to seek a program here because the tap of the ECB
liquidity, the big guns on the deck of the ECB battleship, will not be used
unless Spain goes to Brussels and says ‘we want a program’. There are various
political reasons why the Spanish are hesitant. But I believe at the end of the
day they will have to swallow their political pride. It’s not easy. You learned
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that in Korea. 14 years ago, right? Swallowing political pride is not easy. The
US pride was hurt when the rating agencies started looking negatively at us
because we couldn’t deal with our physical debt ceiling last year. The Korean
pride was hurt when you had to swallow an IMF program. But once you
decided to do that, you put all of your energy and focus into it and managed
to use it as an opportunity to strengthen the underlying competitiveness
of the Korean economy. This is what Spain, Italy, Greece, and many other
countries need to do today.

The move toward a banking union is a positive one. But again so many pieces
of this European puzzle remain unresolved. It’s one thing to put a eurozone-
wide or an EU-wide umbrella over banking supervision. Its another thing
to decide who will pay the price if a large French, Spanish, or Italian bank
fails. Is it the French, Spanish or Italian tax payers? Or is it all the eurozone?
Or all the EU taxpayers? These issues are not even addressed in this current
proposal. Of course, nothing good is being done today in Europe. It suggests
to me that there is a consensus toward fiscal union and a vision toward what
Europe should look like economically and politically in 15 or 20 years.
Without that medium term game plan, it is highly unlikely that markets
will be assuaged on a continuing basis. There needs to be a combination,
therefore, of short-term actions by Spain, resolving the current tensions that
surround Greece, and supporting Portugal and Ireland. There needs to be
progress on the banking supervision. But there needs, more than anything
else, to be a coherent medium term goal that is articulated by the European

leaders. That, very unfortunately, remains very, very elusive.

‘The other difficulty which Europe faces today is the difficulty that we see in
so many parts of the world, that is, no growth. It is very hard, and I would
say in the end virtually impossible to regain a comfortable level of debt to
GDP once you have a high debt level and if your economy is contracting.
So, the basic fact of economic law: if your economy continues to shrink,
you can take a whack at the dent, but before you know it, the economy’s
shrinkage offsets the improvement you're making and makes it more difficult
to achieve further debt reduction because of the lack of revenues. There’s
an old children’s story in the US about a tiger that chased its tail around a
maple tree so long that the tiger turned into maple syrup. Well, in a way,
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this is what Europe is doing right now by requiring so much emphasis on
short term budget cutting that they're actually undermining the longer term
goals of fiscal consolidation and debt sustainability. You take every ounce
of wind at the sails of even the most impressive sailing boat. It will not
go anywhere. It will sit in the doldrums. This is unfortunately part of the
problem which Europe faces today; too much emphasis on near term fiscal
belt tightening and not enough on medium term structural reforms. It comes
back to the issue of competitiveness. There is whacking today in Europe and
unfortunately, in some sectors of the European corporate leadership, a culture
of competitiveness. Until the government decides that they want to create
truly competitive economies that can compete with Korea, that can compete
with China, and that can compete with Brazil and the United States, these
problems in Europe will continue to hover all of us.

Just a moment or two on the US and this part of the world, and then I would
like to conclude my thought on global coordination. The US, as you are, is
facing an election quite soon. There is nothing unusual about that. We've
been doing that now for 230 odd years. But we've seen increasingly unable
to define political leaders who are able to work with others across the aisle
to find common ground of our medium term fiscal problems. The urgency
is growing. If you want to worry about a country with debt sustainability
problems, don’t worry about Greece, don't worry about Italy, and don’t even
worry about Japan. Worry about the United States because the outlook for
our debt to GDP ratio, as we move through this decade, is quite bleak unless
we can solve our medium term entitlements problems. The debate which you
see now between the political parties over benefits and governments spending
on the one hand and the tax increasing on the other is an important political
debate. But the real issue is that, like Europe, we have created an atmosphere
of entitlements in our economy which are not sustainable by the current tax
structure and would only be sustainable with heavy additional doses of taxes
on US citizens and US corporations and I doubt that is very compatible with
a competitive thriving US economy.

We will face some difficult decisions soon and everyone can look at this so-

called fiscal cliff and say the politicians will find the solutions, but it’s not
that easy. They need to find solutions that not only enable the current growth
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to be sustained, but they need to find solutions that will give confidence to
markets that the medium term problems are under control. That’s not going
to be easy and I've seen little evidence so far that leaders in either party are
really prepared to roll up their sleeves and do what it takes.

There’s another feature in the global outlook which warrants a brief word and
that has to do with deleveraging and regulatory reform. I was in Jackson Hole
a few weeks ago when Chairman Bernanke of the Fed gave this speech where
he telegraphed pretty clearly his intention to do what he did yesterday. The
next morning I had the opportunity over breakfast to discuss with him the
ineffectual nature of US monetary policy because it is certainly giving markets
a lift. But the housing market in the US still remains weak although showing
finally some signs of recovery. Credit availability for small and medium size
enterprises and many households is highly constrained. The pressures on
financial institutions to reduce their balance sheets and build capital are
quite substantial. This is an American reality. It’s a European reality. You
know it very well because it was part of the G20 agenda for a number of
years. Well, it is all well and good to strengthen the regulatory framework
and I think we would all acknowledge that after the crisis of 2007-8, higher
capital liquidity requirements were needed. But are we not overdoing it?
Is the regulatory pendulum not swinging so hard and so fast that what
Bernanke and his colleagues are trying to do with easy money is being partly
undermined by his own regulatory policies? They tend to view this in the US
and in many governments as totally independent features of policy making.
The finance ministries around the world seem unable or unwilling to reign
in the regulatory excesses. Why? Because it’s popular to beat on bankers.
Of course, it is! It’s popular for politicians all over the world to blame the
banking community, not just for its role in this crisis. Let’s acknowledge this.
The banking community did play a role in catalyzing and planning some
of the seats for this crisis which enveloped the world four years ago. Poor
risk management, poor governance standards, inappropriate compensation
structures, and weak underwriting standards. All of these were weaknesses in
the financial community.

But did we really have a global economic crisis solely because of those factors?
I think any rational analysis suggest not. Misguided policies, weak regulation,
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and inadequate supervision clearly played a role. Global imbalances played
a role, but you won't hear that said by any global political leader because
its more popular to blame the bankers and then pile on regulatory reform.
You cannot rebuild a global economy unless political leaders realize that
financial institutions are their partners, not their enemies. This is partly a
task of the political leaders, it’s partly a task of the financial community
itself to steadily work to rebuild its own credibility and this is not easy to
do. Mistakes continue to be made as we've seen this summer. Credibility
continues to be damaged. But just as the Korean banking community has
rebuilt its credibility impressively after the role that they played in the crisis
here some 14 years ago, the global banking community has a job to rebuild
its credibility and frankly, the banks from the US and Europe can learn from
what emerging market banks have done to strengthen their balance sheets, to
strengthen their risk management, and to rein in highly risky activities.

On a final point, I reflect on the impressive and remarkable work which
you did and I reflect upon the evolution of the G20 process. The fact is
that G20 has done some useful things in the last few years, bur it is still not
making enough of a difference in creating a framework for coordination
of global economic policies. National policy makers still seem to feel that
their obligation is not just first and foremost to their own country, but first,
foremost and solely. Now that’s a bit of an exaggeration because there are,
at times, efforts at global coordination and cooperation. But they’re weak,
they’re insufficient, and they seem to deny the reality of interdependence
which surrounds the global economic and financial structures today. Korean
businessmen do have a right to be concerned about the policies of China,
and the US, and Germany. Resilient businessmen do have a right when they
complain about QE2 because it creates liquidity which drives their exchange
rate and undermines their competitiveness. There are no easy solutions but
unless we and the global economic and financial system strengthen the
framework for coordination of policy making, 'm afraid that our future will
continue to be marked by episodic and painful and costly economic and
financial crises. Thank you for having me with you here this morning. It’s
a real pleasure to be back and I will be delighted to participate in the Q&A

session.
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Dr. SaKong: Thank you very much for the very, very illuminating and
insightful presentation on global financial and economic affairs, particularly
the European crisis. You covered a wide range of issues for which I'm sure
there will be many questions and comments from the floor.

Thank you very much, Dr. Dallara. We've learned a lot from
your first hand experience in dealing the great debt issues. As you
have said, I think the Greek problem and the Southern European
problem is not just an issue of liquidity, but also of insolvency. How to
overcome insolvency problem? The only way is to enhance your productivity
or depreciate your currency. But depreciation is not possible when you are
in Europe. Then, there should be enhancing productivity by reforming

the government or the entitlements or social welfare system. But it is very

difficult.

Also, by using the tight fiscal policy, it will reduce the economy and more
difficult to get benefits. I’'m with you. How can they solve their problem? We
have experienced the Korean financial crisis, Lehman Brothers crisis, or the
Great Recession. And every time we have found ways to overcome. I think we
should be a bit more optimistic. But in this case how can you be optimistic?
What if Greece came out of Europe and used the old drachma? Then that
would make a big problem, too, because of the issues of creditor and debtor
in denominated euro. How can they change it? What do you think of the
future prospect within the next 2-3 years? Can they solve the problem or will

Greece go out of the eurozone?

I’ve had two questions. One is about the 3rd round of QE.
There’s a criticism about Bernanke because at the present time,
the real interest rate is inane although you call it a non-traditional
monetary policy. The interest rate is between 0 and 1 percent. I would like
to hear your comment on what’s going to happen. They are afraid that that’s
going to invite more serious problems later on. Another question is about
the euro crisis. Czech President Vaclav Klaus expressed a great concern that
currently their free market capitalism is greatly being challenged. He sensed

Note: All questions were answered by Dr. Charles Dallara.
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that socialism is coming back in Europe. I wonder if you were able to sense

that when you were in Europe.

I just would like to make one small addition. I certainly do not

deny the great amount of euro subsiding in Europe and it’s not

going to change in the coming months or years because the
problems are just too big. It’s just that the outcome of the elections in the
Netherlands, at least I think for many people in the Netherlands, is that there
is going to be a small fine for Europe as well. If a clear choice of the public for
the center for stability and for Europe and I don’t say that it’s a clear choice
for the eurozone because the parties in the center have a slight difference of
opinion on how to continue if you should continue paying for Greece and
for everything. But for me at least and for many others, it’s a sign that the
Netherlands is going for stability and for Europe in general and they just
hope it’s a positive sign, a small one for the rest of Europe.

Let me try to respond first on your great point and question on

A competitiveness. What is the answer? How can one be optimistic?
Like you, I try to maintain a certain degree of optimism because

it’s the only way to keep getting up with energy in the morning, isn't it? It
is difficult to be optimistic. Nevertheless, I remain hopeful and somewhat
optimistic that Europe will forge ahead by finally realizing the need to come

to grips with these competitiveness issues.

If you look at Greece, one astounding reality is that private sector wages have
taken such a hit over the last two and a half to three years that they have
regained almost half of the competitiveness through unit labor cost that they
lost during the prior decade of outlandish wage increases. And if they can
get some control over government salaries, which they’re struggling to do, I
think you will find that this creates a window toward competitiveness. But
it will have the need to be supplemented by much, much more than that.
The protective structures, which surround professional industries, make it
very difficult for entrepreneurs in new entrance to break into a wide range of
economic activities in Greece today. The lack of a culture of tax compliance is
a profound structural and cultural problem that is much worse in Greece than
any other country in Europe although we see signs of it in other countries.
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The overall competitiveness issues surrounding labor market rigidities in
Spain, in Italy, and in Portugal are finally being recognized.

I think over the long-run leaders in Europe will have to recognize that many
of the benefit structures and many of the protective devices that they have
surrounding the labor market are really not at all compatible with long-
run competitiveness in their economies. If you talk to French businessmen,
they are extremely critical of both the prior government’s and this new
governments approach toward raising more and more taxes and creating
more and more constraints around corporate activity around the labor market
movements, in particular in France today. There is, in the end, no way to
avoid the necessity of being competitive if you want to maintain reasonably
and socially stable levels of employment. Today, the levels of unemployment
in Greece, in Spain, in Portugal, and in Ireland are frightening. Not just
frightening from just an economic point of view. They’re frightening from a

social democratic point of view.

The splinter party that almost took control of Greece this spring, radical and
somewhat irrational, came into being with such force, not just because they
had a charismatic young leader, but because the parties which have governed
Greece alternately for the last decades are really discredited by the Greek
people. They welcome privatization by the way. I think privatization also
holds promise. But I don’t yet see it on the agenda efficiently in Greece, in
Portugal, and in Ireland as it needs to be.

I think you're concerned about long-term competitiveness and it’s very valid
and I share it, but I do think there is a growing recognition that unless the
structural rigidities that surround parts of the European economy are broken,
their capacity to sustain jobs for their people in the coming decades is going
to be increasingly constrained. Korea’s not going away. China’s not going
away. America’s not going away with its competitiveness edge. Obviously, all
these countries have difficulties but I think that this issue of competitiveness
is one that has to come into the forefront. I, myself, am a bit ambivalent.

I question the potential effectiveness of a new round of asset purchases and
I think to a certain extent that it shows a matter of frustration and a degree
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of inability of the leadership in Washington to find the right course with
fiscal and structural policies. So, another round of QE becomes a substitute
for that, as I mentioned. I also think that there is a real question on the
compatibility of current excesses to regulatory reform with the provision of
credit. What is all this QE about? Its about trying to make a lot of credit
available at cheap prices and at low interest rates. But if the credit actually
doesn’t flow because the financial institutions which provide the credit are
too constrained in rebuilding capital, then the effectiveness of the monetary
policy is hindered.

You asked about socialism and Europe and I think you mentioned President
Vaclav Klaus. I had a very vigorous debate with him recently. I certainly
respect what he has done for the Czech Republic and he’s been a leading
voice for capitalism around the world. But he’s become such a euro-skeptic
that I find his views almost intolerable because he would think that the
only solution today is to take the euro completely apart. And I don't think
it’s either practical or feasible, to be honest with you. About the notion that
socialism is going to come back to Europe, well, I don’t think socialism ever
left and I do understand some of his concerns because I think he believes that
the current effort to support Greece and Spain is misguided. But you either
have to, in the end, decide that you believe in the European project or not.
And T think he simply doesn’t believe it and his voice becomes sharper as he
gets closer to the end of his term.

I appreciate the amplification and the insights shared by the official from the
Netherlands. Indeed, I thought the election results did present glamour of
hope. You can correct me if ’'m wrong but I think it is the first incumbent
government thats been up for the election in the eurozone that has made it
through and I think it’s a hopeful sign. It’s just that I grew up professionally
in the Treasury at a time when the Dutch finance ministry was not just one of
the most ardent but one of the most effective voices for the European project
that I knew, and to see the skepticism influencing the policies and to see the
barbs coming out of the Netherlands thrown at Greece steadily in the last
few years has been a bit difficult. But let’s hope that things move in the right

direction.
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It seems to me that all nations, especially leading nations in the

world, including Korea, are facing with growing national debt.

And I haven’t seen any point in history or recent history where the
governments have actually made efforts to reduce the debt. I see the necessity
but do you see a possibility that we can resolve this issue and what would be
the possible consequence in the future of this trend?

As I mentioned, the longer-term solutions to the debt problems
A of Europe and the United States and other advanced, mature
economies have to be a combination of long-term structural
reforms, including getting control of entitlement programs which overwhelm
the budgets of these countries. But it also has to be combined with reasonable
rates of job creation and economic growth. I think that this can forge a
path. I think back to the efforts to shed the burden of debt which the Latin
countries dealt with in the late 80’s and early 90’s. Indeed, they used the
opportunity of the Brady Plan not just to throw off 30 or 40 percent of their
debt but to revitalize their economic structures, enhance the competitiveness,
and move into a period of sustained growth. I think that has to be the key
here that you allow these countries like Greece, Spain, and Italy some near
term slack. But you insist, if I were sitting in Berlin, on the structural reforms
which can bring longer term budget projections under control and can
enhance competitiveness. The Greek debt reduction is a huge opportunity.
We eliminated more debt than has ever been done in history but it will go for
naught unless they can re-establish growth. Right now, the Greek economy is
contracting at 6-7 percent. The debt to GDP will continue to look grim. So I
think again it's a combination of determined efforts over time. It will require,
I think, a different breed of political leaders to do this and I'm not sure if the
“advanced” economies of Europe and the US are breeding these leaders. But
I think the people are eventually going to tire the lack of solutions and the
burdens on future generations. Particularly given the demographics and many
future economies these days, they are quite worrisome. I think this has to
become fed into the political debate more and more as we look at long term
solutions to debt.

While others think about further questions and comments, why
don’t we turn our attention to our part of the world? What's your
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take on the Chinese economy? How do you see Korea from your vantage
point? One of the hot political issues is economic democratization. How is it
received by the foreign community, particularly from your vantage poine?

First, a word about China. I think there are two different ways to
A look at the Chinese economic situation, going forward. In the near
term, obviously, one has to be somewhat concerned. Growth is
flowing much more than many had expected largely because of the supreme
export performance. I mean China has grown as an exporter in these last
decades. It appears that that model is beginning to lose momentum. Now
China has certainly been striving to boost domestic demand and domestic
consumption. It made some headway. But I think China is facing a point
where it will need to alter some fundamental aspects of its domestic economic
structure. Much more deregulation of the financial system, much more
advanced development and social safety nets is needed in order to achieve
the kind of development of domestic demand for substantial advancements.
Obviously, these are not easy things to do and I think China steps back.

The model that has supported China so well for almost three decades, it
seems to me is in serious need of refurbishing. It’s not clear at all again that
the political leadership is well positioned to take the necessary steps. We, of
course, have to see the transition coming in China. And just like transitions
in your country and my country, we don't quite know what they will bring.
But I do feel that China is to revamp its export industries, revamp the
domestic financial system and revamp the social safety net if it is to sustain
its economic performance. And I think it is, perhaps, not realistic, even with
these changes to expect that the Chinese growth over the next decades will
compare with what we've seen in the last few decades and you've seen this in

Korea.

In terms with Korea, I will have to acknowledge that I'm not as close to
your current situation as you are. I do have the impression that the Korean
competitiveness and the overall performance of the Korean corporate sector
remains quite high. And to me this continues to be the key to the future of
Korea. We're having an interesting debate with colleagues and some other
Korean friends on whether Korea has become too dependent on China.
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But I think it is important that Korea broadened its global relationships.
It’s surprising to me that the Korean economy is not more integrated,
for example, with the Latin economies of the world today. I think this is
something that we're looking out to the future one has to deal with.

Korea has made progress on developing as the financial center. Perhaps the
progress has not been as rapid and as convincing as some of us would like to
see. You have still got a lot of work to do in this area. Every government has
to decide whether it is committed to this as a goal. As we were discussing over
the breakfast table earlier, when I see transaction tax on derivatives, I wonder
how consistent this is with the country that says it wants to build Seoul as a
financial center. I think the issue of economic democratization is one that I
need to better understand to be honest with you because we see signs of it in
other countries as well. If it's motivated by a growing concern about the gap
between the wealthy and the less successful members of your society, 1 can
understand. But I would certainly approach it with a bit of caution because I
think that there are no easy solutions to these issues of economic absence.

Certainly in my own country, the tendency to point fingers at the wealthy is
beginning to be troublesome from an overall, societal and competitiveness
point of view and I for one am not a great fan of the tendency to point a lot
of blame at the wealthy. Of course, it needs a fair distribution of tax burdens
in the new society and a fair set of opportunities. To me, Korea needs to
continue to enhance your openness. Over the years, Korea has vacillated your
acticudes towards being a truly open economy. And you, at times, showed
the tendency to be even-handed and intrigued foreign firms and foreign
businessmen as you would with your own, and at other times, frankly you
behave in a very still, occasionally surprisingly, protectionist fashion. This is
just my observation and while I think the overall progress has been one of
openness since I remember the days I saw small little booklets circulating in
grammar schools here that complained about foreigners back in the ‘80s. I
think overall, Korea has grown increasingly comfortable with the notion of
an open and competitive economy and society. I recognize, given your history
and your location, this is not an easy thing to do. But I would certainly
continue to stress the importance of this for the future of the Korean people.
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My one comment is about the future prospect of the Korean

and world economy. In the first quarter, there was some kind of

optimism prevailing. The IMF upgraded its forecast for the world
economy overall. T think because at that time, market sentiment in some
sense gave credit to the policy efforts of European countries as for the Greek
issue, etc. But suddenly, in the second quarter the world economy plummeted
because of the skepticism. I am a little bit of a cautious optimist. I still believe
that this time is different. The ECB adopted the ambitious program and
another round of QE has been launched. The market might believe that this
time there might be some kind of solution. That might mean a little bit better
prospect than expected. I just want to hear your comment. Another question
is that considering this kind of ambitious QE or liquidity provision by ECB
that might induce investors to turn to Asia. That means that we can expect
more and more capital inflows to emerging markets, including Korea, in the
future. It will also mean more currency appreciation. What is your view?

Well, a lot of different issues you've touched upon. Let me just try

A to deal with the two of them. First, I do think there is a reason
to be encouraged as markets are by the recent actions of the

ECB and more recently the Federal Reserve. But I would caution that that
encouragement particularly in the case of Europe can evaporate quite quickly
if some of the other pieces of the European puzzle do not fall into place, if the
path forward for Spain is not clarified and if there is not renewed agreement
over another phase of financial support for Greek economic reform. These are
two immediate vulnerable points in the European landscape. If it becomes
clear that this beacon of ECB cannot be turned on because the Spanish
government is not prepared to go, then the markets can quickly take back in
three hours all of the improvement in the market that they have developed
in three months. I think we’re approaching a very critical time here vis-a-
vis Spain and less so but also for Greece. Greece was running into serious
problems, meeting its financial needs by the end of October. Spain will
run into serious problems, financing its government debt by sometime in
November, unless decisions are made in both cases. Right now it’s very hard
to see growth in Europe in 2013. We forecast a very slight uptick from mild
negative growth to mild positive growth but I doubt thats going to happen
unless these problems are dealt with aggressively vis-a-vis Spain and in
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Greece. Also, unless they re-orient these economic programs away from short
term austerity, which I think is part of the problem as well, the capital flows
to emerging markets, I think, will continue to be a feature of the world going
forward, including Korea to Brazil to China. Obviously, a lot of investors
are sitting on the sidelines around the world and obviously the US equity
markets remain an attractive vehicle although Americans themselves are still
much less invested today in the US equity markets than they were five years
ago because they feel burned by the financial crisis, of course. But I think
Korea will have to accept the reality, going forward, that you will have to deal
with substantial amounts of capital flows and you will need to formulate your
policy with that in mind.
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An Optimist View
on the Global

Economy”

Guy Sorman

Economics Professor and Columnist

Dr. SaKong I, we have known each other for so many years that I don’t want
to count them. It’s been a long time, and you have always been, since the very
beginning of the 1980s, my main source of reliable information on Korea. I
salute many of my friends here in this assembly. Regretfully, many of you still
remember my past conferences; therefore, you can verify to what extent I have
been right and to what extent I have been wrong. But, altogether, I think I
have been more often right than wrong. So I hope this morning will again be
the case. In order for you to follow more easily what I will be talking about,
you can follow the talking points on the screen. Basically, what I propose
today is a long-term view of the economy and where we're headed because,
of course, economists, business people and political leaders don’t always have

the same perspective on economics. When you run for an election, you are
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interested in short-term results. If you are an entrepreneur, on the other hand,
you are extra careful vis-a-vis shareholders and we, academics, are in a more
comfortable position because we can take a more long-term view about the
future.

I am talking this morning in very specific circumstances where there are a lot
of worries in South Korea about the current economic situation. Growth is
slowing, not only in South Korea, but everywhere in the world. Many people
thought the US economic crisis was over. After all, it’s over to a certain extent
but the growth rate is extremely sluggish. Meanwhile, in Western Europe and
many countries, growth is just not there. In my own country, the prediction
for next year is rather dismal, and even in Germany, the figures don’t look that
good. And you know that China also is in a very worrying and unpredictable
situation right now. If I tried to understand the in-depth reasons behind the
slowing growth in South Korea, I don’t consider the domestic reasons are that
essential because your country depends much on the external market. You
are severely impacted by what’s going on around the world. This is not going
to sound very creative or original, but you are in between several ‘turbulent
areas’ which are China, the US and the European Union.

I would just like to make one short comment on the three regions of the
world. China right now is in a very unstable and unpredictable situation.
Not only for the political or social reasons we know but for the incredible
discrepancy between the new middle class and the poorest people in China,
not to mention the instability of the Chinese government. But in purely
economic terms, it seems that China, so far, has neither been able to develop
its domestic consumer market nor achieved the transition from an ‘old style’
economy based on cheap wages, repetition, and subcontracting towards a ‘new’
economy based on innovation. We still wait for China to become an economy
based on innovation in the same way as how South Korea has been able to
change in the past 10 or 15 years. This transition in China is not achieved
for many reasons. Many universities and innovation centers in China are still
very much behind. It seems also that the absence of free debate, free speech,
and free discussion is acting as a ‘brake’, preventing China from becoming
an economy truly based on innovation. In the United States, the situation is
much better. It’s true that the unemployment figures in the United States do
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not look good right now, but this is quite normal after a crisis. In contrast,
Chinese enterprises make tremendous productivity gain during a crisis, and
they discover that they can produce the same quantity of goods and services
with fewer workers. It does take time for the employment figures to catch up
with growth. I'm quite confident that after the US election, the US will be
able to fully recover.

The European Union, I would say, was in the middle of a significant
‘confidence crisis’. Things are much better since ten days ago when
simultaneous decisions by the European Central Bank, the voters in the
Netherlands, and the commitment from the French, the German, and the
Spanish governments to turn to fiscal discipline. This has, in a way, shown
the commitment in all the European Union countries, not only to stick with
the European Union and the free trade zone, but also with the common
currency. Therefore, I think that the European Union will be able to recover
in the coming years, and beyond that, what you will see in the next three to
five years to come is the creation of an authentic federal organization with
federal institutions. We already have one, the Frankfurt-based European
Central Bank, which is extremely successful. The Frankfurt-based European
Central Bank really saved the euro and the Eurozone with the support of all
the European governments. 'm not worried today about the future of the
European Union as I was three months ago. The European Union is not only
the largest consumer market in the world, but it has a very strong currency
which is very reliable. In spite of all the talks about the euro crisis, you will
note that the euro, vis-a-vis the US dollar, is extremely stable. Therefore,
there is real confidence in the euro, and I will come back to that a bit later. In
terms of innovation, which is the key to future development, the European
Union is in a very good position. The European Union is certainly not a
laggard. Not only is it a very creative economic zone but its a huge factor for
consumption of goods.

Now if I come to South Korea’s domestic factors that you certainly know
much better than I do, I will insist on three elements. First of all, the 7% to
9% growth that you had in the past I'm afraid will never come back. Why?
Because you are now a mature economy and the high growth was very much

connected to rural people going to the cities and working in industries, and
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there was a mechanical increase in the growth rate. Also, mature economies
grow at a slower pace than emerging economies, and you are no longer an
emerging economy. Therefore, 3-5% growth rate maximum is what can
be expected by South Korea which would still put you at the top of the
developing countries among the mature industries. The second item is the
increase in wages and welfare, which is in a way quite unavoidable in a
democratic country, especially in South Korea where there are very strong
unions and very demanding people very much attached to social justice. This,
of course, is a kind of a brake on growth.

As a consequence, the transfer of some industrial activities to low-wage
countries in the surrounding region is taking place. But more and more, this
seems to be a built-in factor in the South Korean economy, especially in an
election year. All the debate, surrounding the so-called “Democratization of
Economy,” doesn’t mean much, except that people want more redistribution
and more welfare. Maybe it will make the Korean society more stable, but
it may also have a negative impact in terms of growth. The third factor,
which is extremely important - I don’t see it much mentioned in the media
or economic analysis regarding South Korea - is the aging demographics.
The fact that this country is becoming increasingly older and that the older
generation is not being renewed due to the incoherent immigration policy has
an extremely negative impact not only on global growth but also on growth
per capita. If you compare, for example, the European Union and the United
States in the past 30 years, the growth per capita, strangely enough, has been
higher in Europe than in the United States. But as the demographic trend
is much more dynamic in the United States, the global growth rate in the
United States is higher than in Europe. But that’s a demographic illusion. The
per capita factor is extremely important because at the end of the day, this is
what is important for the people. South Korea has entered a period where the
number of workers vis-a-vis the number of pensioners is diminishing. This
has consequences not only on growth but also on the pension system and
welfare system. These systems can be built in the future because, as far as I
know, all (presidenial) candidates are making some promises regarding increased
welfare redistribution and the like.

I want to go back to number two, the reasons for optimism in the medium
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term, long term, and short term. One of the most remarkable aspects of the
global economy right now is that globalization has become really global. By
the way, all economy is global. A national economy is a concept that doesn’t
exist anymore. It’s extremely important, especially for countries like South
Korea to look at new emerging markets, such as Africa and the Middle East.
Why Africa? If you look at the African continent, it was once considered a
kind of desperate place with absolutely no hope for any economic future.
Today in Africa you have approximately 300 million people with a cell phone
who can also be considered as consumers. This means, at the end of the week,
they still have 50 US dollars in their pockets that they can use and spend on
consumer goods. So, Africa has now a huge middle class and this middle class
is a tremendous opportunity for many countries including South Korea. Only
China, as of now, seems to have understood that Africa has a future with a
promising economic zone. I am not talking about all of Africa, of course. But
if you look into details, you have countries like Ghana, Ethiopia, Tanzania,
Kenya, and Malawi, not to mention South Africa where the growth rate is
around 6-7%. This is completely ignored by many. When I tell people that
the growth rate in Ethiopia is 7%, people look at me and don’t believe it. It
is the same with Ghana. Ghana has had sustained economic growth between
6% and 7% for the past seven years. This is growth that comes from domestic
entrepreneurship and stabilization of the currency, not international aid.
One of the reasons why Africa and other parts of the world are developing
is because economics as a science has made tremendous progress. It has
been understood that among the many principles on which you can base
your development strategy, an independent central bank and a predictable
currency are the key factors. Except for some countries like Zimbabwe, there
is a consensus on the importance of monetary stability, which brings me to

item number two.

One of the remarkable events in economics as a science in the past 20 or
30 years has been the fact that for the first time in history, there is a real
consensus on what works and what doesnt. There is a consensus that poverty
is not destiny. And your specific culture - you can be a Muslim, a Buddhist,
a Christian, a black, a white or a yellow - doesnt prevent you from escaping
poverty if you follow the right political strategy. This is one of the more
dramatic and significant events that has occurred in the world economy in
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the last 20 years. Any country or culture, by rejecting socialism and following
the right economic strategy, can get out of poverty. The World Bank statistics
state that in the last 20 years, 800 million people have been able to get out
of poverty and start to earn beyond 1.50 US dollars a day. These people have
entered a stage of sustained development. South Korea should definitely look
to diversify its exports and investment because right now because you rely so
much on China. China being rather unpredictable, diversification is clearly
the strategy to follow for South Korean companies.

The third item is extremely important. Not only is there a consensus on what
is to be done, which is the major source of economic optimism, but also we
have better institutions to coordinate economic policies. For example, the
G20 which took place in Seoul was extremely significant and important for
the future because this G20 took place right in the middle of the economic
and financial crisis. As Dr. SaKong Il knows better than anyone, there was,
among some of the western countries, a kind of temptation to revert to old
style protectionism and competitive devaluation. The Korean delegation was
extremely active and persuasive in showing other mature economies that
the South Koreans escaped poverty by following the right economic strategy
and it was certainly not the moment to forgo all these sound and efficient
principles and revert to wrong economic policies. These wrong economic
policies were responsible for putting the world into desperate situations
after the crisis in 1930 and also after 1934, when everybody went for hyper-
inflation, thinking that it was the only solution out of the crisis. So I would,
not because I'm in Seoul or because Dr. SaKong Il is here, say that the Seoul
G20 has been a turning point. The South Korean government has been able
to gather the forces of the emerging countries to convince mature economies,
mostly the United States, that you have to keep a steady course and not to
overreact to the crisis. I very often say that the worst scenario in a crisis is
to overreact to the crisis. Crises are bad but they cannot be avoided. They
are really built into the system. We must have no illusion about free market
capitalism. We'll have crises and bubbles. That’s all part of the system. Crises
are unpredictable, they are built into the game, but overreacting to the crisis
is the worst case scenario. Of course, this has been avoided. I have been
mentioning this consensus about economics, and I do consider the fact that

we know much more about economics as a science than we did 20 or 30
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years ago is the major reason why the economies, in spite of the crisis, are

progressing all over the world.

There are many obstacles on the road to economic recovery. But they don't
belong to economics. They rather belong to the domain of politics. If you
look at the situation in Europe or the United States, we see that the key factor
in economic development is what we call the quality of public institutions.
What we know now is that the key to economic growth lies in having quality
public institutions, a good reliable state, good reliable bureaucrats, reliable
justice, respect for contracts, and an independent central bank, among other
things. It’s a bit theoretical.

Certainly, it is easier to build a “quality state” in a Confucian country like
South Korea than, not to offend anyone, Zimbabwe where there is no
tradition of reliable and honest administration. But with the right ambition
and the success we've seen in some Latin American countries, for example.
I believe this is also possible in the Middle East. ’'m quite certain that
after these Arab revolutions and some years of instability, some countries,
including Egypt, Tunisia, and Morocco will be able to build reliable states
and implement reasonable, rational economic policies. By the way, you will
note that all the new leaders in the Arab countries starting with the Egyptian
president are very much committed to free market and sound economic
policies. They are much more committed to sound economic policies
and to sound monetary policies than their predecessors. This is because
there is a tradition among them, like the Muslim Brotherhood, to rely on
entrepreneurship. Also, they are surrounded by economic advisors who have
been trained in the United States which certainly helps. Poor monetary
policy is always a temptation in a period of crisis and this has been very well
illustrated in the situation in Europe and the United States.

As I have said, overreacting is really bad, but there is a strong temptation
especially in the period of political elections. Let me give two examples.
Neither the quantitative easing in the United States nor the stimulus policies
in Europe have resulted in any success. Instead, we had an accumulation of
public debt while not even a single job was being created. What does it mean?
It doesn’t mean that Keynesian policies or stimulus are completely useless.
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It doesn’t mean that you must leave the financial system going bankrupt.
But it means that fine-tuning and caution are really the order of the day.
The problem lies in the fact that the stimulus policies we see in Europe and
the United States lack caution and real deep-thinking. For purely political
reasons, all of this resulted in an increased public debt and a complete absence
of fiscal discipline in the United States and Europe. All the while, these
policies didn’t create any companies or any jobs - except, of course, in the
public sector. This excessive reliance on short-term policies is bad, but what
is important is what I said before to keep a steady course. As the economist
John Taylor once said: “Rules are more important than policies.” Why?
Because politicians tend to have a short-term view, they want to get results
before the election. Entrepreneurs, meanwhile, are investors and they look
at the long-term. The problem here is that any democracy is a discrepancy
between the long-term view of the investors who need steady rules and the
politicians who prefer short-term stimulus policies. This is the kind of fine-
tuning and difficult balance that should be sought. Fortunately, in Europe,
we are getting better at this. Because of the crisis, the notion that “Rules are
more important than policies” can now be seen increasingly in policies and
rules that are applied in the reorganization of a transparent banking system in
the whole of Europe.

Number Four. This is the most promising dimension of the future economics
for the world and especially for South Korea. The key - and this is not
going to sound very original - for the future lies in innovation. South Korea
is currently in a stage of transition from a traditional industry based on
repetition, imitation, and cheap wages to an economy which is increasingly
based on innovation. For me, the most significant statistic that you can
have in an economy is the number of patents registered every year. What is
a triadic patent? A triadic patent is a patent which is registered in at least in
three countries: the United States, Japan, and the European Union. With a
patent registered in the three countries, it means that the patent will become
a global patent and sooner or later it will be transformed into a new product
or a new form of service. What is important is to compare the statistics in
triadic patents, not in national patents. I say that because although China
registers approximately 400,000 patents a year, these patents are registered
only in China. Therefore, the figure cannot be considered reliable in judging
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innovation in China. If you look at triadic patents today, the United States
currently has the number one spot. This is to answer many criticisms I heard
at the beginning of breakfast telling me: “Three years ago, you told us that
the United States would remain number one.” I didn’t change my mind.
I didn’t change my mind, mostly based on the fact that the United States
today is registering, on average, 250,000 patents a year. And I'm not talking
about the so-called design patents which is currently a very controversial
subject between South Korea and the United States. I'm talking about actual
innovation. The United States is number one. This does not mean that all of
these 250,000 patents will end up as new products or a new form of service
in the future, but half of them probably will in 10 years. This will be quite a
good photo of what the American economy will look like in the future.

The number two spot - and you have to keep this in mind - is Japan. In
spite of all the problems which we know about Japan, Japan is still number
two in terms of innovation and new products after the United States. It’s a
country not to be discounted, which means that even though the Japanese+
are known to be “lazy people,” Japan will ultimately be able to recover.
Generally speaking, the Japanese like to have a good life, good food, and
good music, but when they are challenged, they rise to the occasion. We've
already seen this when the American Black Ships came in the 19th century,
when the Americans occupied Japan, and recently when they were challenged
by Fukushima. Suddenly, they woke up. I think we are entering into a period
when Japan is again waking up. Japan is not to be discounted for the very
number of triadic patents registered by Japan and the fact that thousands
of Japanese companies have, as you know, a global monopoly on certain
products. After Fukushima, there were instances where cars suddenly couldn’t
be built and the production of some airplanes stopped in the United States
because one small piece was missing and that missing piece could only be
built in Japan. Japan will remain a very important factor in the future of
global economy.

Now the third group of countries in terms of triadic patents is the European
Union. The European Union, in fact, is a unified market. It doesn’t have the
institution of a federation, but in daily life, it is a common market with a
unified currency. Even the currency of the countries that have not adopted
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euro is pegged to the euro, like Switzerland. The euro has, in fact, become
the common currency of the common market. In Europe, Germany is first,
followed by France and the UK Globally, Europe is number three in terms of
innovation. So you have the US, Japan, and Europe. Then, after quite a large
gap, you have South Korea. Among emerging countries, with roughly 60,000
patents registered every year, South Korea is the only significant country in
terms of triadic patents. Beyond South Korea, there is nothing. If you look at
the numbers of registered patents globally by India, Brazil, Russia or China,
they really do not appear on the radar screen. All the discussion about China
emerging as an innovative country is welcome, but right now, this is not the
case if I take triadic patents as the reliable measure of innovation. Once again,
South Korea is the only emerging country behind the group of three mature

leading economies.

Another source is energy, of course, which has always been important for
countries and entrepreneurs. Shale gas is now exploited in a systematic way
by the United States, and other countries like Poland will likely follow.
Furthermore, Europe, with enormous reserves of shale gas, will make Eastern
Europe completely independent from Russia. This is why Russia is now keen
on negotiating with South Korea as Russia knows that in the future they
won't be able to sell anymore gas to Western Europe. Right now, they are
trying hard to sell gas to Japan and to South Korea.

The discovery of shale gas is a tremendous breakthrough with two important
consequences. The first is that the price of energy will go down tremendously.
This, for the South Korean industry, is extremely decisive. Secondly, the
resources are practically infinite, rendering any kind of discourse such as,
“Weell, in 20 years from now, we won't have any kind of energy left, and we'll
turn to wind energy and solar energy,” unnecessary. These energy sources are
not very productive as far as we know. Nor is the dream energy - hydrogen -
which, so far, nobody has mastered. In 20 or 30 years from now, shale gas will
be the solution. Not only will the price go down, but the resources are so vast
that we are virtually safe. And this part of the world, especially South Korea,
is safe. You will no longer be dependent on oil imported from the Middle
East, which is good both in terms of prices and security. Keep in mind that
you can import oil from Iran only so long as the American Seventh Fleet
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protects this kind of commerce.

Interestingly, it should be noted that shale gas can be found in rather stable
democratic countries like the United States, Canada, Poland, Germany, and
Mongolia. It can also be found in Russia which is more predictable than
what people usually believe. Rogue states like Libya and Iran or completely
unpredictable states like Saudi Arabia will see their influence diminished in
the coming years.

There is a general tendency to underestimate the demand of new products
and new services that people will require 20 years from now. 20 years ago,
did anyone use a smart phone in the assembly? No! It just did not exist.
Creation and innovation is a cumulative phenomenon, while our desire for
new products is infinite. I would just like to mention one significant aspect
regarding this. It’s what I call the monetization of all the people’s needs.
One of the characteristics of our society is that we are living older and older.
Older people have more and more money, but the kind of services which are
offered to older people are rather nonexistent. This idea comes from Japan.
Many Japanese service companies do see the older people which in Japan
will reach a very significant number as a new kind of market. These people
have money, but they don’t have the right kind of service, help, or support
to remain and function at home. This is a very underdeveloped market, and
very often, people getting older are simply perceived as an inevitable factor
slowing down the economic growth of the country. I do think that this is the
future, and the new market of servicing older people by new techniques such
as intelligent homes and long distance medical care. This is the kind of service

and innovation which will emerge in the future.

I would like to make some remarks about South Korea. The big success of
South Korea, of course, has been the work of the leading so-called Chaebol
companies. Chaebol companies are often criticized for their easy access
to politicians. But where would South Korea be without these leading
companies? They do have a tendency to control a large chunk of the South
Korean economy, and as a result, maybe, many young entrepreneurs and
educated people don’t find it easy to create new small businesses in new

innovative fields. When there is so much talk these days about the lack of
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jobs for educated and non-educated people alike, I think that maybe one of
the weaknesses of the South Korean economy is the lack of diversification.
If T compare, for example, the United States and Germany on one side and
South Korea on the other, I think one of the strengths of the United States
or Germany is the infinite diversification of very high-tech innovative small
businesses which very often are started by very young people just out of the
university with the help of business angels and their own university. This is
the “Stanford University Model,” which involves creating new businesses at
the periphery of larger companies.

I wonder what kind of competitive market could be implemented in South
Korea that will allow more people to create more small businesses not only in
the high-tech fields but also in the design field or the culture industry, which
is an increasing part of the South Korean economy. In Korea, the culture
industry right now is employing approximately 250,000 people. They could
maybe employ twice more. Some room must be open for people seeking jobs
in these fields. Maybe the Chaebol could be the much-needed business angels
for these kinds of companies. And they could emulate the United States
where new creative companies, once successful, are absorbed, bought by the
larger companies, and young entrepreneurs start something new again. I think
this kind of dynamism could be achieved through the decisive role of the
Chaebol. But I think that there must be some kind of reflection, too, about
opening the market to new services and innovative industries. I do think that
this is the right answer to the demand for more jobs in South Korea. I was
reading this morning about the commitment of the new Democratic Party
candidate. He said: “When I become the president, my deepest commitment
will be job creation.” I've never seen any government actually create jobs,
except in the public sector. For a candidate to repeat that jobs are his or her
top priority is okay, but it will be pure discourse without any real substance. I
think some discussion and in-depth reflection should be led by the Chaebol.
They should be asking: “How can we increase the number of innovative
companies?” This will be the main source of job creation, and it is much
better than artificially-subsidized jobs created by taxpayers’ money. To repeat
“jobs, jobs, jobs” leads absolutely nowhere.

I would like to move on to number two, welfare. What you now call in Korea
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very elegantly -the democratization of the economy- basically means more
redistribution. Although Korea seems to be very committed to social justice
and equality, the percentage of the GDP dedicated to welfare is quite small.
Approximately 7 percent of GDP in South Korea goes to social welfare and
solidarity, compared to about 17 percent in Europe. So something can be
done, but the difficulty lies in finding the right balance and fine-tuning. The
difficulty lies in improving the feelings of social justice without destroying
economic growth. Once you have said that you have an ethical and political
commitment toward more social justice, the more important question lies
elsewhere: “How do you do it?” Is the European model like the one in
France, with a state-centered welfare system, beneficial? Well, it creates a lot of
corruption, a lot of cheating, and the economic results are not good. I believe
that you have to make a very strong distinction between social justice as a
target and management and organization that you want in order to reach this
target. Europe, for instance, has a wide array of institutions available to reach
their goal. In Switzerland, people are free to choose among different private
insurance companies. In Germany, you have a lot of competition between
different health care systems. I do think that, once again, welfare is okay,
but management is more important. Are you going toward a government-
controlled bureaucratic system which will be extremely costly and inefficient,
or are you going to say to the people: “You will be responsible for the choice
of your health care insurance and pension system.” Nobody knows what
the best system is in terms of welfare, as nobody knows if competition is the
answer, and once again, you are faced with many possibilities.

Also, why would South Korea not innovate? You have lots of schemes and
ideas which have never been tried before. I would like to mention an idea
promoted more than 50 years ago by my mentor Milton Friedman. He
suggested the idea of a negative income tax, saying: “Okay, we will give to
each citizen a minimum monthly or yearly basic income.” With this income
people did whatever they wanted. They went to the casino and lost all their
money, they drank alcohol, or they bought health insurance. You have a
completely state-controlled system, on the one hand, and a system which
is completely based on individual responsibility, on the other. You have all
the possibilities in between. So I do regret the lack of the political debate
in South Korea right now and also regarding this very vague concept of
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democratization of the economy. The debate should be centered on what
kind of management, institutions, or choice would most help the South
Korean people in times of difficulty or plight. Well, the election campaign has
not started, so I'm still a bit optimistic but ’'m uncertain if the actual debate
will be substantial and real.

I would like to move on to number three. I would like to point out that
the demographics dimension is very much underestimated. The aging
demographics right now in Korea helps explain the slowing down of growth.
Today you have approximately two workers paying for one pensioner. In the
year 2040, meanwhile, you will have one and a half workers paying for one
pensioner. How will that be possible? How will you support a pension system
if you do not have enough workers? The solution is migration, but the policy
should be one of selective migration. I do think the model to be avoided
is the French model where practically everyone gets in. This results in a lot
of illegal immigration because France has a wonderful school system and a
sound welfare system as well. The only problem is that you have no guarantee
that these incoming people will work legally. On the other hand, you have
the Switzerland model where you can get into the country only if you have
a working contract. At the end of the working contract, you are asked to go
back to your country. So I do believe that in the case of South Korea, the
Switzerland model is certainly the better model to follow. I dont think you
will be in a position to avoid migration policy completely, but you have to
think about it right now and understand what kind of migration policy you
want. South Korean borders are not that difficult to control - very different
from European borders where you can get in anywhere. Here in South Korea,
it’s a little bit easier. Devising a rational migration policy, I think, is a key
dimension of the future economic policy in South Korea.

I would like to talk about number four, security matters. As you know better
than I do, the destiny and security of South Korea very much depends on its
relationship with the surrounding countries. Korea has a good relationship
with China, but China is a very unpredictable country. We don’t know
what their long-term intentions are, and we don’t really know for sure what
their real relation with North Korea is. I do think that for a long time, you
will rely on the US military protection. However, in the very long term, is
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Korea certain that the US military will forever protect the security interest of
South Korea? We dont know. I do think the so-called ‘Dokdo controversy’
presents an opportunity for South Korea to use Dokdo as stepping stone
from which a discussion with Japan can be started. Both countries should
try not only to improve the overall relations but also to reinforce security
cooperation beyond scientific and economic cooperation. I know this is a
very controversial subject, but it can be done. It can be done, not through the
regular diplomatic channels with stubborn Japanese technocrats at helm, but
through direct dialogue between the civil society in Japan and South Korea.
I do think that the security of South Korea very much relies on the kind of
relationship South Korea has with Japan.

These are some general remarks. I have no conclusions because this is an
open debate. These are all hypotheses. And Dr. 1l SaKong, if we have some
time for Q&A, I would be delighted to answer any kinds of provocative
contradictions. Thank you very much indeed.
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Questions




Il SaKong: Thank you very much. It was a very stimulating and insightful
presentation. It covered a wide range of issues and terrains, from economics
to politics, particularly some important issues of Korea, China, and the
United States, and so forth. With this stimulating presentation, I'm sure there

are many comments and questions from the floor.

Thank you, Professor Sorman, for your very informative but also

very entertaining presentation. The title of your speech is “An

Optimist’s View on the Global Economy.” But I would like to shed
some light on two different aspects. One is on the global economy and the
other is on Europe, in particular.

The global economy, since World War II, has seen tremendous progress in
economic growth, and much of that was credited to globalization, free trade,
etc. But behind that, there has been decades of tremendous deficit spending
on the part of the United States, recently reaching 6% of US GDP, which
translates for the rest of the world close to 2%. You can consider this as a
given constant economic stimulus to the rest of the world which helped all
those newly developing countries. This has now suddenly changed. The US
has now come to a point where consumers have changed their mind. They are
now turning into savings instead of deficit spending. And I don’t think this
is a one-time change; it’s a permanent change. How do you view this impact
of nearly 2% stimulus given every year by the United States, disappearing all
of a sudden? In the meantime, all developed countries have been increasing
their national debt. They are all getting to the end of the rope. How could we
cope with it as we look into the future? Specifically regarding Europe, people
have been very optimistic about the euro’s success as a single currency but
there have been problems, too. If Europe is able to solve all the problems that
it encounters, then the crisis will go away, and they may successfully reach “the
United States of Europe,” just like the United States. But the problem is that
they are not the United States. In the United States, if a region had economic
difficulties on competitiveness, people can migrate. They can go to other
states, other regions, and they can easily continue their lives, as it has been
in the Appalachia. But in Europe, Greeks cannot continue on like this. They

Note: All questions were answered by Professor Guy Sorman.

133



cannot go to Hamburg and work in factories. Europe fundamentally is not
able to reach the ultimate ideal goal of “the United States of Europe.” How
can they solve this problem?

Welcome back to Seoul, Professor Sorman. I would like to raise
two questions in a similar vein and then want to raise one point
which you did not mention.

First, I thought, of course, the optimistic part of the theme was very
attractive, but I thought you were too optimistic of the future of the United
States and Europe. I think the problem with the United States has been the
polarization of the economy and the society, which in turn has been causing
the polarization of the political system. As a result, I think for the next
decade or so, the American political system will not be able to agree on any
constructive solution to the structural problems such as the budget deficit
problem. I'm talking about the confrontation which is getting worse, namely
between the Democrats and the Republicans. It looks likely to worsen over

time.

Secondly, regarding the Euro, I am often reminded of the famous projection
by Professor Martin Feldstein, who at the time of the launching of the Euro,
predicted that at some point the European Union will disintegrate because
of their inability to abide by the fiscal discipline provision limiting each
country’s deficit within 3% of their GDD. I don’t think this gap between some
of the other stronger European countries including Germany and Greece and
those Mediterranean countries can ever be structurally cured. Also, there was
a very interesting topic of an article carried by the Financial Times yesterday,
which was: “The survivor in Europe, only the weakest will survive the

European system.” or something like that.

Also, I had a quick look at your book and I was taken aback to find out that
you belong to one of those climate change skeptics. You don't think that there
is a climate change crisis unfolding? I wonder, on what grounds, you try to
challenge the shared wisdom of thousands of climate scientists.
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Regarding the deficits, as you know, any minor increase in the
European or US growth will solve the deficit. If the United States
would jump, let’s say from 2% to 3% sustainable growth, the
revenue, which would come from the increased growth, will solve very rapidly
the deficit. This is what happened in the Clinton years. The deficit was very
high during the Ronald Reagan years, which many people tend to forget, and
after 2-3 years of high growth, the deficit problem will be solved thanks to
the increase in tax income. The United States can support a long term deficit
because they print their own money. They are not in the situation that some

of the other countries are facing.

This is also true in Europe. A slight increase in the growth rate in Europe
would solve the deficit problem, but also to be honest, some kind of inflation
is unavoidable. The very fact that the Federal Reserve Bank is considering
a new quantitative easing and the fact that the European Central Bank is
looking to buy the treasury bonds from unreliable countries like Spain and
Italy shows that the choice between monetary stability and unemployment
or slow growth has not been solved by inflation, which is the easy way out.
I don’t think we will be able to avoid inflation, and probably the way out of
the deficit crisis will be a combination of higher growth and some kind of
inflation. Ben Bernanke already warned us that the inflation is not a problem.
He does, however, admit that 2% is maybe too narrow and too low of an
ambition and the United States can survive with 3%. Between inflation and
higher growth, the solution can be found.

In the case of Europe, I disagree with Martin Feldstein’s analysis and also
Milton Friedman’s analysis that it was impossible to build a union when you
have such discrepancies and a lack of solidarities between countries. I do
think that the American observers underestimate that Europe is basically a
political project. Many Europeans are ready to pay the price to keep Europe
together because if you remember the origin of Europe, Europe was built
to promote peace among the countries, and also to extend the scope of
democracy and human rights. If you focus on the case of Greece, why do
people pay? Actually, we have been paying for Greece on a daily basis for
more than a year. Why do we do that? We have very little hope that Greece
will recover economically in the next few years, but we do fear that if we
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don’t support Greece, there could be a military coup in Greece, or a situation
where the left wing or right wing takes over. So keeping Greece within the
democratic framework of Europe is more important than any financial and
economic consideration. There is a kind of underestimation of the political
dimension of Europe. Europe is mostly about peace and democracy, and if
there is a price to pay, we are ready to pay that price.

I mentioned the election in the Netherlands last week. The Dutch were, in
principle, very hostile to bailing out Greece, and everybody was expecting the
Dutch to bring to power parties against the European bailout. But the exact
opposite happened. The parties which took over were largely committed
to European federalism and European unification. One of the unexpected,
unintended consequences of the economic crisis was about the issue of
federalism. Federalism used to be a taboo subject. 'm a strong federalist and
when I wrote a column and made a speech about federalism, I really appeared
as a maverick. Now the debate is not about federalism itself but how we
could get there. We will be getting there because, once again, our political
ambition to keep Europe together as a democratic and peaceful ensemble is
more important than the price we have to pay and we are ready to pay the

price.

This is why the future is not purely about financial analysis, such as the one
made by Martin Feldstein. On top of financial analysis, I think the Americans
don’t know their own situation because the tax discrepancies within the
United States are huge. I did an analysis of the tax discrepancy between
American states and the European states. The discrepancies are tremendous.
To open a factory in Detroit, you don’t pay the same kind of taxes, not to
mention the unions. Therefore, the discrepancies within Europe are very

similar to what’s going on in the United States.

And one final remark about Greece. I've heard some people say that “Germans
are hardworking people while Greeks are lazy, so there is no reason to help
the lazy Greeks.” Greeks are not lazy. They are the victims of a corrupted
bureaucracy, corrupted state, and the fact that Greece is a socialist country.
And if they were to privatize everything that belonged to the state, Greece
would become a normally developing country. And one final remark, it is a
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huge surprise in France to have a president running for a balanced budget as
a socialist. In my life, I've never heard a socialist running for balanced budget,
but he will do it. The unintended impact - I may be wrong - on the European
crisis is that Europe is really going into the direction of a Federal Europe. We
could speak longer, but as I mentioned, inflation will regretfully be part of
the solution.

I am not a climate change skeptic. I do believe that the climate is changing
because I listen to scientists. I'm a skeptic on the reasons why the climate
is changing. There is no doubt that the climate is changing, but there is no
consensus on why it’s changing. There is a shared responsibility between
human responsibility and industrial responsibility. This is a kind of ideological
choice, I think. My fear is that for ideological and scientific reasons which
have not been established, the industrial development of our country could
be impeded. So I have a more balanced view of this whole affair. Yes, the
climate is changing, but we don’t know why. It can be human reasons or
natural reasons but let’s be careful not to make some kinds of rash decisions
which would disrupt innovation in the name of climate change. I would call
myself a moderate skeptic.

I would like to know your view on the Korea-Japan controversy

over Dokdo. Would you not think Japan’s Prime Minister Noda is

trying to make an international issue out of the Dokdo island just
to use it as a pretext and get out of his low approval rating in Japan?

I've been in South Korea for four days now, and whatever topic

A I am talking about, I cannot avoid the question on Dokdo. I'm
not influenced by the Japanese media. I don't read them. I have

the South Korean interest at heart, and to be popular, I could come in full
support of the position of South Korea vis-a-vis Dokdo. But I dont think
this is my duty. As a friend of South Korea, I have to go beyond this kind
of easy political declaration. I am a foreign observer, so my remarks are
remarks of a foreign observer, looking at the joint interest of South Korea
and also the peaceful relationship with Japan in this very dangerous part
of the world. The problem is not Dokdo. The problem is Dokdo revealing
the misunderstanding between Japan and South Korea. The South Korean
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President recently set foot on Dokdo. But what's next? Whats the second
step? There is no second step. I don'’t think this is a good way to build
relationships between South Korea and Japan. I think that the Dokdo
situation should be a starting point upon which to build a new relationship
between both countries. Why? To tell you the truth, most of the Japanese
people are completely ignorant about the situation. They hardly know where
Dokdo is. They've never heard about it. And the worst of all, the younger
generation knows nothing about the relationship between Korea and Japan.
They know nothing about the Japanese imperialism because it has been
erased from the education in Japan.

I do think that the South Korean government is in a stable and legitimate
position to take initiatives. I think that the higher hand belongs to South
Korea right now, and I do think that the South Koreans should take bold
initiatives, going beyond the Dokdo Island. South Korea should not try to
talk directly to the Japanese institutions or technocrats. These technocrats
have been in place since a long time ago. They basically are the same people
who were in charge in the 1930s and 1940s. They are still there. The solution
lies in getting around these people. I think diplomatic negotiations lead
nowhere. South Koreans need to speak directly to the Japanese people. They
should talk directly to scholars, entrepreneurs, historians, and the media in
Japan. They should also go to the civil society in Japan. They need to speak to
journalists and explain to them the Korean situation. It will be a revelation to
many Japanese people. There is no hatred in Japanese vis-a-vis South Koreans.
On the contrary, there is basically ignorance. The civil society in South Korea
is very strong. The civil society in Japan is very strong. I do think that the
discussions and negotiations must take place between NGOs, scholars, and
media people, not between institutions or the governments. Government
discussions will lead nowhere. I think Dokdo is really the starting point for a
long-term negotiation and reconciliation process, making the Japanese people
understand what happened in this part of the world. The Japanese people
don’t know that. Most of them perceive themselves, because of Hiroshima
and Nagasaki, as victims, but not as perpetrators of the awful crimes. This has
to be explained.

Also, I noticed that many people in Japan are very fearful of any kind of neo-
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nationalism or neo-imperialism in Japan. The South Koreans need to help the
reasonable Japanese people get rid of the unreasonable people like the crazy
governor of Tokyo and the half-crazy governor of Osaka. You should really
seize the opportunity to talk to the Japanese people and forget about the
Japanese technocracy and Japanese leadership. You have common economic
and security interests. You are surrounded by unpredictable countries such
as North Korea and China. With stronger alliance between Japan and South
Korea, Northeast Asia can become much more prosperous and safer.

Going beyond the nationalistic reaction of saying “Dokdo is ours,” let’s have
a long-term reflection about the relationship between both countries. You
have so much in common and this should not be destroyed by any superficial
political reactions, largely motivated by the presidential election. Initiatives
should be taken. Don’t wait for the South Korean president to take initiatives.
Don't wait for the diplomats to take initiatives. Initiatives should be taken at
the NGO level, at the social, civil-society level. Global negotiations should
take place between both countries to achieve better results. You have 5
million Japanese coming to South Korea every year because they love South
Korea. But you also need to play on this! The most popular sports figures and
media people in Japan are South Koreans, so you need to play on that. Please
go beyond the immediate nationalistic reactions and try to build a long-term
relationship between the two countries. This is, I think, in the long term, the
most important endeavor which can be implemented by both countries.

As an external observer, I like South Korea and I like Japan. I'm really worried
by the kind of situation that has been created by Dokdo. Try to go beyond
Dokdo. And why doesn’t South Korea, which is very advanced in green
technology, maintain a sustainable fisheries zone in the region? Why don’t you
take initiatives and share your common knowledge with the Japanese? This
is what is to be done, and this is my answer to the current situation. Dokdo
must be the starting point of reconciliation between the two countries.

Comment: Thank you very much. You said, as for the relationship between
Korea and Japan, the initiatives in Korea can come from NGOs, but I'm
afraid some, if not many, NGOs are more populists and nationalists than
globalists. And in Japan, you said that the private sector can take initiatives,
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but I'm afraid the Japanese society is more monolithic than the Korean
society. That is the reason why we are rather pessimistic, but your very
optimistic view can be a source of encouragement. Maybe you can be the
mediator for the Korean society.

Well, it is for you and the Japanese people to find the right
A people to talk with each other. I'm not familiar with the South
Korean society or the Japanese society to find the right people,

but they are there!
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Concluding Remarks

Thank you very much for the very good advice. Actually, we should really
think about how our friends and foreigners objectively view the Korean
situation. We always claim that Dokdo is ours, but the important thing is the
reality of the situation and how we are perceived. We have to realize that. I
think your advice out of the bottom of your heart is very well taken. What I
would suggest to Guy Sorman is to naturalize into a Korean citizen and run
for president.

Well, I think we can go on like this all morning. This is the reason why we

should bring Guy Sorman back more often. Thank you very much for the
presentation and we look forward to having you back soon.
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Reference for Lecture

An Optimist View
on the Global Economy

Guy Sorman
September 18, 2012

for IGE/Samsung Electronics GBF

l. South Korea slow growth

» External factors:
3 turbulence areas, China, US, EU

+ Domestic factors: mature economy
wages + welfare
demography down
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ll. Reasons for optimism

1) New markets: globalization gets
global, Africa and ME

2) Consensus on development strategy:
end of socialism, end of culturalism

3) Better coordination: G20

lll. Political obstacles remain
more than economics

1) Bad management of State resources
lack of fiscal discipline

2) Poor monetary policies

3) Excessive reliance on short term
policies versus rules = Stimulus in
EU, QE3in US
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IV. Future innovations

1) Triadic patents increase

2) New sources of energy: shale gas
versus rogue States

3) New Products and services: moneti-
zation of older people needs

=5

V. Focus on South Korea

1) Lack of small innovative business
2) What kind of welfare=be creative!
3) Migration policy

4) Security matters
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