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Banbo: 

• 

• 

• 

As you know, the Administration and U.S. industry have strong concerns over the 
disposition of Hanbo Steel. 

Most recently, these concerns have been communicated to Minister Han Duck Soo in a 
letter from Deputy USTR Richard Fisher (See attached). 

We look forward to Korea's reply to this letter at the earliest opportunity . 

U.S.·Korea Autos Negotiations: 

• The USG is interested in reaching a settlement on outstanding autos market acsess issues. 

• For a settlement to be acceptable, it is imperative that we demonstrate progress in each 
of the main areas of concern including: 

taxes & tariffs, 
standards & certification, 
anti-import bias, 
installment financing & collateralization, and 
compliance with existing commitments under the 1995 bilateral MOU on 
autos. 

• As you know, bilateral consultations are taking place in Seoul this week. While I 
understand that some progress has been made, I am disappointed with Korea's current 
proposal on tariff/tax issues which. Movement on these issues are fundamental to a 
settlement. 

• We need to be able to demonstrate that the tax/tariff burden on imported motor vehicles 
has been substantially reduced and that market access opportunities are increased. 

• I strongly urge Korea to reconsider its curremt, unacceptable position on tax/tariff reform. 
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF THE'; UNITED STATES TRADC: REPRESENTATIVE 

WA$HINGTON, Ll.C. 20508 

The Honorable Han Duck-soo 
State Minister for Trade 
Ministry of Foreign Affairs and Trade 
Republic of Korea 
77 Sejong-ro, Chongro-ku 
Seoul, KOREA 110-760 

Dear Mr. Minister: 

May 8, 1998 

We enjoyed meeting you in Paris on April 27. Like you, we would like to advance progress on 
our bilateral trade agenda. We are writing to follow up on our discussion of Hanbo Steel. 

In that regard, we would note that there has been a great deal of concern in the United States 
about non-market-driven activity in important industrial sectors in Korea. That said, we 
appreciate your President's establishment of a new economic policy premised on free and open 
trade, competition, investment, and market principles. In implementing this new policy, it is 
imperative that your government discontinue the directed lending and other subsidization that 
gave rise to non-market-driven activity and made Hanbo a difficult bilateral issue. 

The financing and operation ofHanbo Steel have been under discussion between our two 
governments for some time, and this matter needs prompt resolution. To alleviate U.S. concerns 
about Hanbo and to demonstrate Korea's commitment to economic reform, we would propose a 
two-part plan. 

First, we were encouraged by your indication that Hanbo's assets will be sold by putting them up 
for international bid and that POSCO does not intend to participate in the bidding. Building upon 
this development, we would suggest that Hanbo's assets be sold as soon as possible in an open, 
expeditious, and transparent process that follows best international practices by (a) treating all 
potential buyers equally; and (b) ensuring that the market dictates the terms of the assets' sale and 
disposition. The appointment of an independent international agent to oversee the sale and 
disposition ofHanbo's assets would be pivotal in structuring a process that strictly adheres to 
market principles. Finally, after the sale of its assets, we would assume that Hanbo would operate 
as a private company without Korean government influence. 

Second, the Korean Government should ensure that its stabilization-related conunitments to 
(a) cease directed lending and other market-distorting subsidies~ and (b) improve the transparency 
of corporate balance sheets (including profit and loss accounts) in accordance with generally 
accepted accounting practices, are clearly applied to Hanbo Steel. 
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We would like your views on this proposed plan, which would seek to address our bilateral issue 
on Hanbo and at the same time, demonstrate Korea's commitment to a market-based corporate 
restructuring strategy. Based on this plan, we would like to continue a dialogue with the Korean 
Government on Hanbo, keeping in mind the need to ensure the commercial sanctity of the sale 
and disposition of its assets. We look forward to your prompt response so that we can have a 
constructive discussion on this matter during your visit next week to Washington. 

Sincerely, 

~:r:ll 
Richard Fisher 
Deputy U.S. Trade Representative 

cc: Lawrence Summers 
Deputy Secretary of the Treasury 

Stuart Eizenstat 

David Aaron 
Under Secretary of Commerce 
for International Trade 

Under Secretary of State for Economic, Business, and Agricultural Affairs 

2 
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BRIEFER ON KOREAN BILATERAL ISSUES (EXCEPT HANBO STEEL) AND APEC 
for Meeting with Ban Duck-soo, Korean State Minister for Trade 

POINTS 

U.S. lssue1 

Korea's New Economic Policy Direction/Implementation of IFI Reforms 

The USG applauds your government's movement toward a market-driven economy. 

• A key means for realizing your President's economic vision is full and faithful 
follow-through on the conditions in the IFI packages. 

It also is important that your government refrain from ta.king steps that would provide 
Korean exports with an unfair advantage over other countries' products, particularly if 
such steps are inconsistent with wro rules or apply to sectors in which there has been 
uneconomic activity (e.g., overcapacity.) 

Charting a New, Results-oriented Course for Bilateral Trade Relationship 

• Korea's plan for a liberalized economy has created an opportunity for our two 
governments to chart a new course for our bilateral trade and economic relationship. 

• We should take full advantage ofthis opportunity and focus on generating real results on 
trade, particularly in advance the June state visit of your President. 

• Such results would help me to manage protectionist pressure that is building on Capitol 
Hill with (1) the shift from surplus to deficit in our bilateral trade balance with Korea; and 
(2) the controversy over continued U.S. contributions to the international financial 
institutions. 

Autos 

For your government, resolution of trade issues with the United States would help signal 
that Korea is liberalizing and therefore is a more efficient market in which to do business. 

We are looking forward to re-engaging on this issue in mid May (13-14) in Seoul in the 
interest of moving toward resolution of the section 301 investigation. 

• This is one of those long-standing issues, the resolution of which would be positive for 
both Korea and the United States. 

I am encouraged by recent indications that Korea is considering plans to reform auto 
standards and certification and :financing procedures. I also have noted that the 
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• 

government is beginning to take steps to counteract anti-import activity. 

I have instructed my staff to take a results-oriented approach in the May meetings, and to 
engage on the substance of all of the core issues, including tariffs and taxes, and other 
measures to ensure market-driven trade and competition in the auto sector. 

Hanbo Steel (Please see separate briefing paper, which was hand-carried by Dorothy 
Dwoskin.) 

Intellectual Property Rights (IPR) 

The Administration is now in the process of making decisions on Special 301 designations. 
These decisions will be announced on May 1. 

There are two particular areas in which further movement would favorably influence the 
outcome on Korea's Special 301 status: screen quotas and protection of well-known 
trademarks. 

As you know from recent discussions with MPA, the liberalization of Korean screen 
quotas is a high priority, including for a number of Members of Congress. 

Although designed to protect Korean film producers, these quotas have acted as a 
disincentive to investment in the development of cinemas in Korea. 

I understand that your government is considering a reduction in the quota to 60 
days. What is the status of this proposal? 

• Also, we need to be in a position to tell our right holders on marks bearing the name of 
world famous figures (James Dean and Marilyn Monroe) that the unauthorized use of such 
marks will not be tolerated in Korea. 

Will your new trademark law provide such protection? 

NOTE: Curtis Management Group (CMG), a constituent company of Senator Lugar, has been 
complaining for some time about the unauthorized use of the James Dean and Marilyn Monroe 
names in Korea. 

Pharmaceuticals 

• I understand that your government is currently developing proposals to reform its rules on 
pharmaceutical reimbursement and pricing. 

We appreciate the receptivity that your government has demonstrated thus far to our 
industry's input, and note that our research-based manufacturers have requested a bit 
more time to generate specific suggestions. 
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• 

• 

I know that in March, in his meetings with Korean officials, Ambassador Fisher discussed 
the barriers our companies face in Korea. 

We would like to work with you on reforms that would address our concerns about 
discriminatory treatment, and at the same time, respond to your government's need to 
ensure that the Korean consumer has the best medicines and cost-efficient healthcare. 

NOTE: Latimer's May 12-19 trip to Seoul may provide an opportunity for meetings on 
pharmaceuticals with the Ministry ofHealth and Welfare. 
APEC 

• We are approaching that time in the year when the world starts looking hard at the APEC 
process to see what it will deliver, and this year, with the economic turmoil in Asia, I think 
many question whether APEC will deliver. 

• It is particularly crucial this year that APEC, the trade forum of the Asia Pacific, 
demonstrate its commitment to liberalization through unified support for the EVSLs. 

Such action would help investor confidence in the region and ensure APEC' s continued 
distinction as a trend-setter in global trade. 

• Korea's full participation in the EVSL's is crucial. 

(If Raised) 
Korea's Issues 

Sub-cabinet Meeting 

• We have noted your government's interest in holding a sub-cabinet meeting at the end of 
May. 

• 

We agree that our two governments should re-engage this mechanism and would like to 
ensure that we do so at a time when we most need action at a higher level to deliver 
results. 

We see the upcoming June meeting of our Presidents as a means to spur results in the 
short term, and would like to hold the sub-cabinet meeting in the months following that, 
thereby creating another opportunity to advance progress through high-level attention. 

Consultations on Korea's Proposed Establishment of a Value-added Tax on Cigarettes 

I understand that your government has requested consultations (as required under our 
bilateral agreement) by the end of this month on Korea's proposed establishment of a 
value-added tax on cigarettes. 
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• Before we can respond, we would like to know when Korea will implement the proposed 
change. We also would like a general description of the change Korea is contemplating. 

NOTE: We have not completed interagency consultation on Korea's request, and must do so in 
view of the statutory rules on USTR action in this area of trade. 

DRAMJ 

• 

• 

Commerce's Preliminary Dumping Decision 

On March 3, the Commerce Department decided to impose preliminary antidumping 
duties on Hyundai and LG semicon memory chips. The final determination will be made 
in July (120 days after the preliminary decision). 
The March ruling was an administrative action, based on technical data on pricing and 
cost, and has no legal effect in this preliminary phase. 

This ruling will be followed by a transparent process through which all relevant parties will 
have ample opportunity to comment. 

The Commerce Department's decisions on antidumping action are not linked to policy 
considerations, and USTR is not involved in this process in any way. 

Korea's WTO Case against U.S. Antidumping (AD) Action 

This is a matter that is being litigated in the WTO, and the USG is confident that the 
action the Department of Commerce has taken with respect to Korean DRAMs is 
consistent with our WTO obligations. 

BACKGROUND 

U.S. Issues 

Autos 

On October 1, 1997, the USG identified Korea's barriers to auto imports as a "priority foreign 
country practice" (PFCP) under Super 301 procedures. Although limited progress was made in 
intensive negotiations prior to this announcement, Korea was not prepared to address the 
fundamental trade barriers that have restricted auto imports to less than 1 percent of the Korean 
market. These barriers include (1) an array of cumulative taxes levied on top of an applied tariff 
rate of 8 percent; (2) onerous standards and certification requirements; (3) auto-financing 
restrictions; and (4) government-driven policies aimed at discouraging purchases of imported 
cars. As required under Super 301 procedures, the USG initiated a section 301 investigation on 
October 20, 1997, and published a Federal Register notice on October 24. The dispute must be 
resolved by October 19, 1998, or the USG is authorized under the law to take sanctions action. 

~008 



05113198 WED 13:15 FAX 202 395 3512 As1a1Pac1f1c1Ch!na 

Under the IMF stabilization package, Korea agreed to financial, corporate, and capital account 
reforms that, if implemented fully, should curtail or eliminate policy-directed preferential financing 
to the auto-producing chaebo/s. The more specific structural conditions in the IMF package, e.g., 
on import cenification, also might advance the U.S. auto trade agenda with Korea. 

We have scheduled auto talks for May 13-14 in Seoul and have agreed that the next round will be 
in DC, possibly before the June 9-11 state visit of President Kim. In the May talks, we intend to 
focus on the four issues cited above plus other matters related to industry concerns, including 
overcapacity. 
Over the past several months, there have been indications that the Korean government is seriously 
considering changes to its auto policies, e.g., on standards, certification procedures, and 
financing. Just this month, it was reported that Korea intends to raise fuel taxes. As a result, the 
local auto industry is calling for a reduction in taxes on the ownership and operation of vehicles. 
The Korean government has not indicated any willingness to lower its 8 percent applied tariff on 
passenger vehicles (80 percent bound rate). 

IPR 

In April 1997, USTR downgraded Korea from the Special 301 "priority watch list" to the "watch 
list'' after Korea agreed to an action plan on specific reforms. We are currently in the closing 
stages of this year's Special 301 deliberations. The interagency group is basing its decision on (I) 
the steps Korea has taken to implement the 1997 action plan; and (2) Korea's response to other 
industry concerns including on retroactive protection of copyrights, screen quotas, and protection 
of famous trademarks and trade secrets. 

Screen Quotas 

The Korean government currently reserves a maximum quota of 146 days per year per screen for 
Korean motion pictures; however, under certain circumstances, the Ministry of Culture and 
Tourism (MOCT) has discretion to reduce this quota to 106 days. At the Motion Picture 
Association's (MPA's) request, USTR. staff proposed a reduction in the screen quota. Recently, 
MPA sent representatives to Korea to discuss this issue, including with Minister Han. U.S. 
Embassy officials indicate that the Ministry of Foreign Affairs and Trade recently expressed a 
willingness to consider reducing the quota to 60 days. 

Protection of Well-known Trademarks 

A constituent company of Senator Richard Lugar, the Curtis Management Group (CMG), has 
raised a case regarding the unauthorized use of the James Dean name in Korea. The estate of 
James Dean has secured worldwide trademark protection for the James Dean name through 
approximately 1, 000 trademark registrations. However, in Korea, about six years ago, a celebrity 
by the name of Joo begun registering trademarks consisting of the James Dean name. The Korean 
Industrial Property Organization (KJPO) rejected these trademarks, but this ruling was overtumed 
by the Korean Supreme Court. CMG recently sent a letter to President Clinton recommending 
that Korea be elevated to the "priority watch list" for failing to stop the unauthorized use of 
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trademarks consisting of the James Dean and Marilyn Monroe names. 

Pharmaceuticals 

The Pharmaceutical Research and Manufacturers of America (PhRMA) has brought to USTR's 
attention various Korean market access barriers affecting foreign pharmaceuticals. These 
impediments include (1) discriminatory insurance reimbursement and pricing policies; and (2) 
requirements for redundant clinical trials that significantly delay entry of foreign pharmaceuticals 
into the Korean market. 

In a March 31 Trade Action Group (TAG} meeting in Seoul, Korea indicated a willingness to 
eliminate its requirement for redundant phase III clinical trials on foreign pharmaceuticals if 
companies provide certain information on results of phase I and II clinical trials. Mary Latimer 
and Foreign Commercial Service officers in the U.S. Embassy in Seoul are working with PhRMA 
members to determine what information they would be willing to provide (if any) to avoid 
redundant phase III clinical trials. 

Latimer also has been working with PhRMA on its strategy to resolve its market access problems 
in Korea through the government's refonn plans. Currently, KilIASA -- a think tank affiliated 
with the Korean Ministry of Health and Welfare -- is generating a study that will infonn the 
government decision-making process on the reform of Korea's phannaceutical-related rules. 
PhRMA sent a letter to this think tank asking for a delay in the completion of this study in order 
to have the chance to provide additional input (Ambassadors Barshefsky and Fisher were cc'd). 
PhRMA's letter noted that such a delay would enable U.S. experts on health economics and 
financing to offer their expertise. On her trip to Seoul in May, Latimer will provide USG suppon 
for the ideas the U.S. industry is feeding into the Korean refonn process. 

Korea's Issues 

Consultations on Korea's Proposed E9tablishment of a Value-added Tax on Cigarettes 

In early April, the Korean government formally notified the USG of Korea's request for 
consultations under the U.S.-Korea 1988 bilateral agreement on cigarettes, as revised in 1995. 
Korea is planning a shift from specific excise taxes on cigarettes to ad va/orem taxes, and as 
required under the agreement, notified us of this proposed change. Korea would like to have 
these consultations by the end of April. We asked when Korea is likely to implement the 
proposed change to determine whether we can delay action on this matter. We need time to fully 
vet our position with an interagency team. including IIlIS, as required under law. Before 
responding, we also need to obtain a general description of Korea's proposed change. 

DRAMs 

On April 22, 1992, Micron filed with the Department of Commerce (DOC) and the 
International Trade Commission (ITC) a petition alleging that Korean DRAMs were 
being sold in the United States at less than fair value. On March 23, 1993, the DOC 
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found that all Korean DRAM manufacturers -- LG Semicon, Hyundai, and Samsung -­
were dumping. On May 3, 1993, the ITC made a final affirmative determination of 
injury. 

On July 16, 1997, the DOC made a :final determination not to revoke the antidumping duty order 
on DRAMS from Korea. Although the DOC found that certain of the regulatory prerequisites for 
revocation were satisfied, one regulatory prerequisite was not satisfied: the DOC was not 
convinced that dumping of DRAMS by the companies in question was "not likely" in the future. 

On August 14, Korea requested consultations under WTO dispute settlement procedures on the 
DOC' s antidumping action on Korean DRAMs. Consultations were held on October 9. A WTO 
dispute settlement panel was established on January 16, and panelists were selected in March. 

On March 3, in the fourth administrative review of an anti-dumping order on Korean DRAMs, the 
DOC announced a preliminary detennination that LG Semicon (margin -- 7 .61) and Hyundai 
Electronics (margin -- 12.64) were dumping DRAMs in the U.S. market during the period May 1, 
1996 to April 30, 1997. Techgrow Ltd. ofHong Kong (margin-- 12.64) and Vitel Electronics of 
Canada (margin 12.64) also were found to be dumping. The final decision will be announced in 
early July (120 days after the preliminary ruling). 

Drafted by: Mary Latimer 
4/25/98 
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OFFICE OF THE UNITED STATES TRADE REPRESENTA"ilVE 
EXECUTIVE OFFICE OF THE PRESIDENT 

WASHINGTON, 0.C. 

20508 

USTR Press Releo..~es an: available on the USTR home poge at WWW.USTR.GOV. 

They are also av11ilable through the USlR Fax Retrieval System at 202-39!5-4809. 

FOR IMMEDIATE RELEASE 
Wednesday, July 23, 1997 

Contact: 
97-70 
Jay Ziegler 
Kirsten Powers 
Christine Wilkas 
(202) 395-3230 

UNITED STATES AND KOREA SUCCESSFULLY CONCLUDE 
NEGOTIATIONS ON TRADE IN 

TELECOMMUNICATIONS GOODS AND SERVICES 

U.S. Trade Representative Charlene Barshefsky announced today that the United States and 
Korea have concluded year-long negotiations which will expand opportunities in the growing 
Korean telecommunications market for U.S. equipment and services suppliers. 

"The United States has worked aggressively to open the Korean telecommunications market for 
U.S. equipment and services suppliers," said Ambassador Barshefsky. "The commitments 
undertaken by Korea through multilateral and bilateral negotiations will help ensure that U.S. 
telecommunications companies -- the most competitive providers in the world -- are in a position 
to compete in Korea's telecommunications market, which is estimated to grow to $100 billion 
between 1996 and 2000." 

"Korea has made important commitments, including the elimination of tariffs on information 
technology products, and an increase in limitations on foreign ownership of domestic 
telecommunications services companies, and taken other steps which will promote competition 
and enhance transparency," said Ambassador Barshefsky. "Taken as a whole, the Korean 
Government's actions over the last year should eliminate objectionable practices which led to 
Korea's identification in July 1996 as a 'Priority Foreign Country' under section 1374 of the 1988 
Omnibus Trade and Competitiveness Act." 

Korea has undertaken a number of commitments which satisfy U.S. negotiating objectives: 
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• The Korean Ministry oflnformation and Communication has agreed to employ policies 
that ensure Korea will address a wide range ofU.S. telecommunications concerns. These 
policies are embodied in a July 14, 1997 policy statement which resulted from negotiations 
between the United States and Korea. The statement clarifies recent revisions of Korea 
telecom policies and practices, enhances transparency, and corrects misperceptions 
regarding the treatment of foreign telecom goods and services suppliers. Specific policies 
detailed in the MIC policy statement include: national treatment and non-discrimination 
for foreign companies; government non·intervention in private sector procurement; 
transparent criteria and procedures relating to services licensing, equipment certification 
and type approval; increased foreign ownership in domestic service providers; enhanced 
protection of intellectual property and proprietary information; clear guidelines for 
technology transfer; transparent procedures for satellite services authorization; 
pro-competitive regulatory measures; and an enhanced independent regulatory role for the 
Korean Communications Commission. These commitments ensure that U.S. telecom 
companies will enjoy improved market access in Korea. 

• Under the Information Technology Agreement, Korea will eliminate in stages tariffs on an 
agreed package ofinformation technology products (includins telecommunications) 
equipment by the year 2000; tariffs on a few additional items will be eliminated by 2004. 

• Under the WTO basic telecommunications agreement, Korea will allow increased foreign 
ownership of domestic telecommunications services companies and adopt a series of 
enforceable and pro·competitive regulatory principles. 

Collectively, these undertakings will further open the Korean telecommunications market on 
competitive terms, and provide important opportunities for U.S. service and equipment providers. 

Based on the positive steps taken by Korea over the last year, Ambassador Barshefsky has 
announced her intention to revoke Korea's identification as a Priority Foreign Country (PFC). 
According to Barshefsky, "The United States will continue to monitor closely Korean adherence 
to its commitments and will make use of U.S. trade laws and WTO procedures, if appropriate, to 
ensure effective implementation " 

The formal revocation of Korea's identification as a PFC will be effective August 11, 1997. 
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INTRODUCTION -1997 

• Korean economy grew at 6% last year 

• Korea is 5th largest US export partner 

• Korea is 4th largest US agriculture market 

• Korean per capita GNP is over $10,000 

• Korea is the 11th largest economy in the world 

• US has a surplus with Korea 

• OECD membership has been driving need for 
reform and liberalization 

• Korea's current account deficit has caused 
problems for American companies 

• Korea will continue to grow at 4-7% for the next 10 
years 

• By 2000, Korean economy will be among the 
world's top 10 

The American Chamber of Commerce In Korea 
2nd Fl., The Westin Chosun 

X7 Sokong-dong Chung-ku 
Seoul, Korea ( HKl-070) 

Tel: (X22) 753-6471. 752-3061 Fax: (X22) 755-6577 

e-mail : IOIK153.ID4@compuserve.com 



TOP ISSUES - KOREA 

• Pharmaceuticals: little progress in last few years 
Equal treatment for imported drugs regarding 
reimbursement 

• Korean patients will benefit with wider selection of drugs 
and lower prices 

• Autos: The Memorandum of Understanding (1995) 
was a good first step but more needs to be done. 
Tariff & tax schedule should be reduced to US levels 
for vehicles & components 

• Korean consumers will benefit with more choices and 
lower prices. This competition will help Korean industry 
better compete in global markets. 

• Financial Reform: Speed up liberalization and 
improve transparency 

• Opening this market will reduce the cost of capital and 
help to make Korean products more competitive 
internationally. 

• Telecom: Improve market access & adopt 
international standards 

• Allowing free competition in this sector will allow 
domestic carriers to use economic factors as primary 
criteria in bid selections rather than being compelled to 
consider local content. 

• Transparency: Unclear and inconsistent application 
of regulations is a problem in all industries 

• Vague regulations and government guidelines prevent 
free marketforcesfrom operating and make the Korean 
market less efficient. Consider moving toward a 
regulation 5ystem which allows things unless specifically 
prohibited. 

The Amctrlcan Chamber of Commerce in Korea 
2nd Fl.. The Westin Chosun 
87 Sokong-dong Chung-ku 

Seoul. Korea ( llKl-070) 

Tel: (822) 751-6471. 752-1061 Fax: (822) 755-6577 

e-mail: llKK151. I 114@rnmpuserve.rnm 



TOP ISSUE - PHARMACEUTICALS 

+ Korea is the 101
h largest pharmaceutical market in the 

world with approximate sales in 1995 of $4 billion 

+ Little progress in last few years 

+ Provide equal treatment for imported drugs regarding 
reimbursement (Korean Medical Reimbursement 
Schedule) 

+ Harmonize new drug registration with international 
practices & recognize the validity of clinical trials 
conducted outside Korea 

+ Permit toll manufacturing (one pharmaceutical 
company to manufacture products for another) 

+ Process new drug registration requests when the data 
is available & allow phase 3 clinical trials to be 
conducted in Korea prior to submission of CSF 
(Certificate of Free Sale) from the country of origin 

+ MOUW should accept the Certificate of Quality 
Assurance from the country of manufacture for 
registered products & not require testing of each 
batch 

Benefits of an Open Korean Pharmaceutical Market 

• Korean patients will benefit with wider selection of drugs 
and lower prices 

The American Chamber of Commerce In Korea 
2nd Fl., The Weslin Chosun 

X7 Sokong-dong Chung-ku 

Seoul. Korea (I <Kl-070) 

Tel: (R22) 753-6471, 752-3061 Fax: (X22) 755-6577 

e-mail : HKK153. I 334@rnmpuscrve.rnm 



TOP ISSUE - AUTOS 

• Korea is the 211
<1 largest auto market in Asia behind 

Japan but is still effectively closed to imports 

• The MOU was a good step in the right direction but 
more needs to be done 

• Reduce the tariff and tax schedule to US levels for 
vehicles and components 

• The Korean government needs to continue to 
address the perceived consumer bias against 
imports 

• Eliminate redundant type approval tests for 
vehicles certification & move toward industry self 
certification 

• Develop and publish timetable to liberalize auto 
financing 

Benefits of an Open Korean Auto Market 

+ Korean consumers will benefit with more choices and 
lower prices. 

• Korean auto industry will benefit with competition 
which will help them become more competitive 
globally. 

The American Chamber of Commerce in Korea 
2nd Fl.. The Westin Chusun 
87 Sokong-dong Chung-ku 

Seoul. Korea (I (Kl-070) 
Tel: (822) 751-6471. 752-1061 Fax: (822) 755-6577 

e-mail : 100051.1134@compuscrvc.com 



TOP ISSUE - FINANCIAL SERVICES 

Banking 
+ Speed up deregulation of foreign exchange market 
+ Recognize branch limits based on global capital 
+ Permit alternative, stable & cost effective funding sources 

Insurance 
+ Speed up commitment to consistently enforcing solvency 

requirements 
+ Improve regulatory transparency & access 
+ Liberalize products and rates 
+ Permit parent company assets to be used in determining 

the percentage of branch assets that can be allocated to 
the investment in real estate for a home office. 

Securities 
+ Allow foreign investors greater access to Korean stock 

market & other securities markets 
+ Harmonize market practices with international standards 

Corporate Financial Services 
• Permit direct foreign currency loans from overseas 

affiliates 
• Allow netting I multilateral netting of payables & 

receivables 
• Simplify remittance documentation for fund transfers to 

overseas affiliates 

Benefits of Open Korean Financial Markets 

• Korean consumers will benefit with more innovative 
product choices and lower prices. 

• Korean industry will benefit with use of more economic 
based risk management decisions. 

The American Chamber of Commerce In Korea 
2nd Fl.. The Weslin Chnsun 

H7 Sokong-dong Chung-ku 

Seoul. Korea ( llKl-070) 

Tel: (822) 751-6471. 752-1061 Fax: (H22) 755-6577 

e-mail: l!Kl051.1114@compuscrve.com 



TOP ISSUE -TELECOMMUNICATIONS 

• Liberalize limits on foreign equity investment 

• Simplify & clarify licensing & spectrum allocation 
process 

• Open bidding process & deregulate sourcing decisions 

• Eliminate restrictive localization requirements 

• Simplify & clarify standards & regulations 

• Harmonize standards & regulations for CATV, 
satellite, cellular & PCS with worldwide practices 

• Provide equal access for input into establishing 
industry standards 

Benefits of an Open Korean Telecom Market 

• Korean Lelecom companies will be able to choose the 
products & services that best suits their need regardless 
of local content. 

The American Chamber of Commerce In Korea 
2nd Fl., The Westin Chosun 

87 Sokong-dong Chung-ku 

Seoul. Korea (I 00-070) 
Tel: (822) 753-1>471, 752-3061 Fax: (822) 755-6:177 

e-mail : I tKKJ53.I334@rnmpuserve.com 



TOP ISSUE-TRANSPARENCY 

+ Unclear and inconsistent application of regulations is 
an issue in all sectors in Korea 

• Regulations written in vague terms permits broad 
interpretation and prevents consistent application 

• Simplify & clarify standards & regulations 
• Harmonize procedures & practices with international 

standards 

Benefits to Korea With Improved Transparency 

• Increased tramparency will allow.for more efficient 
utilization of resources which will result in increased 
global competitiveness 

• Increased transparency also will reduce the opportunities 
forfraud and corruption 

• A more transparent environment will level the playing 
field for all companies operating in Korea which will in 
turn allow the most competitive to thrive 

The American Chamber of Commerce In Korea 
2nd Fl., The Wes1in Chosun 

87 Sokong-dong Chung-ku 

Seoul. Korea (I !Xl-070) 

Tel: (822) 751-6471, 752-1061 Fax: (822) 755-0577 

e-mail : IO!Kl51.1114@compuscrvc.com 



TOP ISSUE - Construction & Engineering 

+ Jan. 1, 1996 - Korean construction & engineering 
markets have been open to foreign competition 

+ Jan. 1, 1997 - foreign construction companies 
became eligible to bid on public projects 

+ Registration & licensing process is cumbersome 

• Different government agencies interpret laws and 
regulations differently 

• Replace requirement for $800,000 cash deposit with 
a posted bond or bank guarantee 

• Make bidding process clear and transparent 

Benefits of an Open Korean Construction & 
Engineering Market 

+ Korean construction industry will benefit with 
competition which will help them become more 
competitive globally. 

The American Chamber of Commerce In Korea 
2nd Fl., The Weslin Chosun 

K7 Sokong-dong Chung-ku 

Seoul, Korea ( HKl-070) 

Tel: (K22) 753-6471, 752-3061 Fax: (822) 755-6577 

e-mail: IO!K)53.1334@rnmpuscrvc.com 



TOP ISSUE - Insurance 

Background 

• The Korean insurance market is the 61
h largest in 

the world 

• Some progress has been made (abolishing the 
economic needs test & announcing a schedule of 
pricing and dividend deregulation actions) 

Recommendations 

+ Resolve solvency issue 

• Require transparency of regulations an equal 
treatment by regulatory bodies 

• Increase product and rate liberalization for the 
benefit of the consumer 

• Permit life insurers to offer personal accident 
insurance 

• Permit parent assets to be used in determining the 
percentage of branch assets that can be allocated to 
the investment in real estate for a home office 

The American Chamber of Commerce In Korea 
2nd Fl., The Westin Chosun 

X7 Sokong-dong Chung-ku 
Seoul, Korea (I (Kl-070) 

Tel: (X22) 753-6471, 752-3061 Fax: (X22) 755-6577 

e-mail: ICKKl53.1334@compuscrve.com 



TOP ISSUE - Market Access 

Background 

+ The current account deficit, which doubled in 1996 
to more than $20 billion, has created an 
unfavorable atmosphere for foreign products in 
Korea 

Recommendations 

• Accept international norms for product standards 
and ingredients 

• Eliminate redundancy in product testing and 
specifications 

• Recognize internationally accepted manufacturing 
and distribution practices 

The American Chamber of Commerce in Korea 
2nd Fl .. The Westin Chusun 

X7 Sukung-dung Chung-ku 

Seoul. Korea ( 100-070) 

Tel: (X22) 753-6471, 752-3061 Fax: (X22l 755-6577 

e-mai I : l(KKl53. I 334@rnmpuserve.com 



TOP ISSUE - Aerospace & Defense 

Background 

• US military forces will remain a major part of the 
ROK Defense posture for the foreseeable future 

• Other UN forces will not play an initial major role 
in the support of the ROK in the event of an 
outbreak in hostilities 

• The ability of the US and ROK forces to participate 
in any conflict in a coordinated fashion will be a 
key element in the success of tactical operations 

• Common equipment, coordinated training & tactics 
between US & ROK forces will be essential to 
ensure early success of any future conflict 

• Interoperability (the ability of two forces to operate 
in harmony in a coordinated manner will be a key 
element in avoiding unnecessary loss of life for both 
US and ROK forces 

Recommendations 

• Leverage security relationship to sustain US share 
of Korean defense acquisitions 

• Establish closer cooperation between US 
government & industry to compete more effectively 

The American Chamber of Commerce In Korea 
2nd Fl.. The Weslin Chosun 
87 Sokong-llong Chung-ku 

Seoul, Korea ( HXl-070) 
Tel: (822) 753-6471. 752-3061 Fax: (822) 755-6577 

e-mail : J(XX153.ID4@rnmpuscrvc.com 



TOP ISSUES - U.S. 

+ Support making Visa Waiver Pilot Program 
permanent 

+ Support H.R. 203 allowing Korea to fully 
participate in Visa Waiver Pilot Program 

+ Support signing of reciprocal social security 
tax treaty by U.S. Social Security 
Administration 

+ Support continuation of Section 911 of the 
U.S. tax code 

+ Educate U.S. government officials & 
businessmen about the importance of U.S. 
Korea trade relationship 

The American Chamber of Commerce In Korea 
2nd Fl.. The Westin Chosun 

X7 Sokong-dong Chung-ku 

Seoul, Korea ( ICKl-070) 

Tel: (822) 753-6471. 752-3061 Fax: (822) 755-6577 

e-mail : l(Kl053. I 334@rnmpuscrvc.com 



TOP ISSUE - Visa Issue 

It is too difficult for our Korean businessmen and tourists 
to get U.S. visas 

Tourism 
• Tourism is the 2nd largest employer in U.S. 
• International tourists visiting U.S. bring jobs 
• Korea travelers spent over $1B in U.S. in 1996 
• Alaska estimates Korean travelers would increase ten­

fold if Korea were admitted into VWPP 

Current Situation 
• Seoul Consulate issued more NIVs than any in world 
• U.S. Embassy efforts to streamline process have been 

heroic 
• U.S. must do more to capture larger share of 

outbound market 
• As Korean economy grows, outbound travel increases 
• U.S. is 1st destination of choice 
• Korea is 11th largest economy in the world 
• Korea is 6th largest U.S. trade partner 
• Korea is 5th largest export market for U.S. 

Visa Wavier Pilot Program (VWPP) 
• Allows 27 countries visa free entry for up to 90 days 
• Korea does not yet meet criteria 
• Neither did Ireland, but they got special legislation 
• AMCHAM's supports H.R. 203 - allowing Korea to 

participate 

Make Visa Waiver Pilot Program Permanent· 
• If Congress did not re-approve & suddenly those 27 

countries needed visas, U.S. consular affairs worldwide 
would be paralyzed 

The AmC!rlcan Chamber of Commerce In Korea 
2nd Fl., The Westin Chosun 

87 Sokong-dong Chung-ku 

Seoul, Korea ( l<KJ-070) 

Tel: (822) 751-6471, 752-1061 Fax: (822) 755-6577 

e-mail: l<KKJ51.1114@rnmpuserve.com 
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USTR-COMMERCE JOINT PRESS RELEASE ON 
THE Il\IIPLEMENTATION OF THE 1995 AGREEMENj';'\vIT.H KOREA ON AUTOS 

Acting USTR Charlene Barshefsky wid Commerce Secretary Mickey Kancor annoWlced today the foldings of 
a U.S. Government report on the implementation of the United States-South Korea market access 

-- ·-Memorandwn of Understanding (MOU) for passenger vehicles. 

"While we are pleased that Korea has generally implemented the terms of the September 1995 agreement, it 
is still too early to see any significant impact on the Korean auto market," Ambassador Barshefsky said. 
"Korea remains the most closed market of the major world auto producers, with imports at less than one · 
percent of the domestic market. In addition, we are concerned that Korea may implement an increase in the 
annual taxes on jeep-type vehicles that could be contrary to the standstill provisions in the MOU. In light of 
th.is problem, and the need for more progress, we plan to hold further c~ns~.~ations with Korea." 

1n assessing implementation of the MOU, Secretary Kantor said, "We have been closely monitoring 
compliance with the agreement. Korea has taken steps to reduce barriers in the following areas: safety and 
emission standards and certification; taxes on foreign passenger vehicles (except jeep-type vehicles); 
advertising regulations; improving consumer perceptions of imported vehicles; and retail financing. 
However, much more needs to be done to fully open the Korean market in order to reach a level of openness ·--comparable to that of the United States." 

Korea has maintained a sanctuary market for automobiles at home while it pursues an aggressive export 
strategy abroad. Korea is the world's third largest auto exporter after Japan and the European Union, and is 
the fifth largest manufacturer in the world. In 1995, Korea exported ove_r 976,000 vehicles, a 40 percent 
increase in vehicles exported since 1994. Oft.his almost 1 million vehic°?is, 132,118 Korean passenger 
vehicles were sold in the United States, while 2,578 U.S. passenger vehicles were sold in the Korean market. 

[n L995, the foreign share of the Korean auto market was less than 0.5 percent. Although foreign auto sales 
in Korea have increased in the first quarter of 1996, this only represents 2,084 foreign passenger vehicle sales 
compared to an estimated 400,000 of domestic sales of passenger vehicles. 

[n implementing the specific market access provisions of the 1995 MOU, the United States will continue to 
monitor progress in market access brought about by the 1995 MOU, and seek additional progress toward 
creating a more open market for U.S. autos in Korea. 

-~c--
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FROM: Michael Warren 

SUBJECT: Thursday's International Economic Issues Meeting 

Attached is a paper developed by the State and Treasury Departments regarding Korea's 
accession to the OECD. Also attached is an agenda. No paper will be circulated on Japanese 
economic issues. 

The meeting tomorrow will take place in at 3 :00 pm in Room 231 of the Old Executive 
Office Building. Deputies plus one other person are invited. Please contact Kristen Panerali at 
456-5353 with your clearance information. 
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KOREA"S ACCESSION TO THE OECD 

ISSUES FOR DISCUSSION 

o Assess Korea's progress on liberalization in the context of 
OECD accession. 

o Consider whether to seek further liberalization in the key 
areas of: foreign investment; capital movements; financial 
services; trade; and labor relations. Is it time to focus 
on one or two areas? 

o President Kim has made it a top priority for Korea to 
accede by the end of 1996. What weight should Korea's 
timetable be given in our thinking? 

INTRODUCTION 

Korea is at a critical stage in its effort to accede to the 
OECD. It needs positive reports from several OECD committees, 
most importantly the CIME and CMIT committees which are 
responsible for the OECD Codes, and approval by the OECD 
Council in July to meet its self-imposed timetable for 
accession. However, the commitments Korea has made so far on 
liberalization and other issues of concern to OECD members do 
not appear sufficient to ensure a positive outcome. 

With respect to the Codes, Korea has proposed a somewhat larger 
number of reservations than the four newest members. A few of 
these reservations would be unique -- no OECD member maintains 
comparable restrictions. Moreover, the nature of Korea's 
res~rvations is substantially different, calling for detailed 
regulation at the "rnicrc·" level uhich rciisP.s fundnmental 
questions about the consistency of Korea's approach with the 
spirit of the Codes. Beyond the Codes, OECD members continue 
to have concerns about Korean trade practices and labor 
relations policies. These issues are not part cf the core of 
the accession procetis, but will be a factor in Council 
decision-making. 

Korean President Kim has made OECD accession in 1936 a 
cornerstone of his "globalization" policy. If the U.S. fails 
to support completion of the accession process at the OECD this 
summer, he could engage in some personal lobbying. On the 
other hand, there are reports that the Kore~n bureaucracy is 
resisting further moves, even at the expense of delay in 
accession. Failure in July would not make it impossible for 
Korea to accede this year. It would still be possible to wrap 
things up in September or October, leaving two months for the 
Korean parliament to ratify the instrument of accession. 

Following are status reports for the examining committees and 
other factors to be considered. A matrix showing Korea's 
posi~ion with respect to the Codes in comparison to other new 
members and a brief overview of the accession process are 
provided as attachments. 
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THE CODES OF LIBERALIZATION: The Committee on International 
Investment and Multinational Enterprises (CIME) and the 
Committee on Capital Movements and Invisible Transactions 
(CMIT) will conduct the second review of Korea's position with 
respect to the Codes of Liberalization on July 4-5. Korea has 
made significant progress in recent years in liberalizing its 
capital markets and in increasing access for foreign providers 
of financial services. Nevertheless, the reservations i: is 
proposing from the Codes would leave it short of traditional 
OECD standards. Even with full implementation of its current 
liberalization plans, which stretch to the year 2000, Korea's 
financial markets will still be tightly regulated and narrowly 
segmented compared to those in most OECD countries. 

The attached matrix compares Korea's reservations to the OECD 
Codes to those of the four newest members of the organization 
(Poland is expected to accede later this month). The number of 
sectors and operations in which Korea proposes reservations is 
somewhat larger than those of the four new members. In 
addition, a few of the reservations would be unique -- no OECD 
member maintains similar restrictions. Moreover, the nature of 
Korea's proposed reservations is substantially different. Not 
only are specific sectors and operations still highly 
regulated, but so are the types and sizes of firms that may 
engage in the operations, the use to which funds secured on 
capital markets may be put, and the amount of funds that 
borrowers are permitted to obtain. Such detailed regulation at 
the "micro" level raises fundamental questions about the 
consistency of Korea's approach with the spirit of the Codes. 
Finally, Korea's commitments to future liberalization are not 
as solid as those of other new members, who in most cases were 
able to present draft legislation as evidence of their 
intentions. 

OECD Secretariat staff have reportedly advised the Kore3n~ 
that, i..n their view, CIME/CMIT Corrunit.tee members would be 
unlikeiy to make a positive report tc the Council based on the 
m~terial3 the ROKG has provided to date. (The Secretariat also 
reportedly offered the same opinion with respect to two other 
cor:1mittees: the Insurance Committee and the Committee on 
Financial Markets (CFM)). This would set the stage for another 
CIME/CMIT review at the September meeting of the Committees. 

FINANCIAL MARKETS: The Corrunittee on Financial Markets (CFM) 
will conduct its second review of Korea June 19. We expect the 
Committee to welcome the liberalizations Korea has anncunced, 
but ask for improvements before issuing a report lo the 
Council. Issues of concern to CFM include: a timetable for 
future liberalization of foreign stock purchases; restrictions 
on long-term borrowing abroad; acquisition by foreign banks.of 
participation in Korean banks; limited scope fo~ transactions 
in derivatives; no recognition of the "global capital'' concept 
for branches of foreign banks; restrictions on foreign 
purchases of domestic bonds; and restrictions on the issuance 
of certificates of deposit. The CFM will wait to consider the 
results of the CIME/CMIT review and Korea's responses to the 
issues noted above before reporting to the Council. 
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INSURANCE: The Insurance Committee conducted its second review 
of Korea on June 7. The Committee noted considerable progress 
since its first review, but expressed concern with a new 
requirement that foreign insurers seeking to establish in the 
Korean market be larger than the average asset/premium size of 
domestic Korean insurers. The Committee has asked the ROKG to 
abolish this rule. It has also referred to the CIME/CMIT 
Committees an issue concerning the scope of business to be 
allowed to foreign brokers which would be in violation of the 
Codes of Liberalization. If Korea responds positively on these 
two points -- the ROKG has signaled a willingness to make the 
necessary improvements -- then the Committee would expect to 
forward a positive recommendation to the Council. 

FISCAL AFFAIRS: The Committee on Fiscal Affairs (CFA) will 
consider a report to the Council at its June 25-26 meeting. 
CFA working parties have forwarded satisfactory opinions to the 
CFA and, based on Korean representations, Secretariat staff 
believe that Korea's tax regime now meets acceptable standards 
for a new member. Several members, including the U.S., remain 
concerned about implementation of Korean commitments on some 
points. Nevertheless, we expect the Committee will issue a 
positive report to the Council at next week's meeting. 

MARITIME COMMITTEE: This Committee has completed its work and 
submitted a positive report to the Council. 

ENVIRONMENT: The Environment Policy Committee (EPOC) has 
expressed concern about whether Korea is prepared to assume the 
more burdensome obligations expected of developed country 
parties (i.e., OECD m~mbers) to many environmental 
arrangements, in pdrticu:ar the frarne~crk C0nventicn on Cl~mate 
Change (FCCC). The ROKS's written response on this issue 
seemed to indicate that it would align itself with the 
developed countries in future FCCC negoliations, but was 
unclear about whether it would assume current developed country 
obligations under the FCCC. The U.S. has made a bilateral 
proposal to Korea suggesting that it assume some, but not all, 
~CCC d~vel0p~d ccuntry obli~ations, and offering to work to 
convince other OECD members to accept this arrangement. As 
yet, the Koreans have not responded to our proposal. 

TRADE: The Trade Committee (TC) was u~satisfied with Korea's 
responses in its first review and s0ught further clarification 
of a number of ROKG policies. We raised concerns about 
non-tariff barriers,· the lm?ort Diversification Law, harassment 
of importers, intellectual property and labor practices. Other 
members raised additional issues. In general, the ROKG 
responses to these questions are either vague or fail to offer 
substantive improvements. We a~e considering our next steps. 
The TC Chair has offered to hold another session with Korean 
officials in July if members are still not satisfied, but we 
doubt that this will lead to concrete progress. The TC is on 
weaker ground in pressing for policy changes than CIME/CMIT, 
which can point to a clear-cut set of standards in the Codes. 
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Also, while the TC's opinion will be communicated to the 
Council, it does not have a formal voice in the accession 
process. It may nevertheless make sense to hold another TC 
session with the Koreans, since silence may be viewed as 
acceptance of Korea's trade-distorting policies. USTR is 
contemplating WTO action on many of these issues. 

ELSA: Like the Trade Committee, the Education, Labor and 
Social Affairs (ELSA) Committee does not have a formal role in 
the accession process. However, given the concerns many 
members have expressed about Korea's industrial relations 
policies, the Council will be very interested in ELSA's views. 
Korea maintains labor laws and practices which contradict ILO 
freedom of association standards which the OECD has endorsed. 
The ROKG recently announced the establishment of a Presidential 
Commission to consider reforms. ELSA welcomed this step, but 
withheld final judgment until the ROKG takes concrete actions. 
Committee members also called on the Koreans to demonstrate 
their commitment to reform by freeing imprisoned labor 
unionists, ratifying relevant !LO conventions and publicizing a 
reform agenda and timetable. ELSA asked Korean officials to 
attend its next meeting in October to report on their progress. 

OTHER FACTORS 

The U.S. has long seen the addition of Korea (on acceptable 
terms) to the OECD as beneficial, adding another 
significant player and non-European member to the group and 
giving us another forum in which to press the Koreans for 
liberalization. 

Even though 0c: 1er accession candidates Ce g. Argentina) may 
be several years away from membzrship, the standards 
estaol1shed with Kcrea will set precedents for their 
ddmission. 

Korea has indicated that it would like to keep its G-77 
membership for as long as two years after joining the OECD, 
and ha~ in genP.ra) rlemonstrated a reluctance to adopt 
developed country status. 

Korea has complained that it is being held to a higher 
standard than other recent members, citing as an example 
the less stringent. scrutiny of Mexico o~ trade and labor 
issues. 

Japan and most other non-European OECD members support 
conclusion of Korea's accession process in July. 

ATTACHMENTS: 1) CIME/CMIT MATRIX 
2) OVERVIEW OF THE ACCESSION PROCESS 



Country 

Mcx:i.co 

Czech Itep 

Huneary 

Poland 

'Korea 

Note: 

APPENDIX 

RJrSER.VATIONS UNDER THE OECD COD~ 
(numbers in parenthesis arc as of end 1999) 

Foreign Direct Investment Capital Flows 

General Se.ctoral Nat"l Tnmt List A LiJtB 

1 10 15 12 12 

0 4 3 11 20 

1 (0) 2 2 12 (11) 28 

l (0) 7 (6) 7 7 (3) 3 (3) 

Services 

13 

10 (9) 

11 (8) 

12 (8) 

2 8 28 (23) 13 2.S · 11 (8) 

Total 

63 

48 (47) 

S6 (51) 

37 (27) 

87 (79) 

For rec:cnt applicants, the Committee has looked at the overall packqe: FDI, Capital Code, 
and Invisibles Code. For Mexico, the relatively good Code position ovcrc;ame many FDI 
restrictions (plus some of those restrictions did not affect the U.S. due to NAFTA). For 
Hun guy, the excellent PDI po~ition helped a .relatively poor capital flows position. For 
Poland, the legally binding comm\tmcnts for future liberalization helped away tlte 
C!>m:r.ittce. Kcrca'i }X'Sition at present has it ac tlle high end of the scale in ca.eh area. with 
limited commitments for future improvements. 



THE ACCESSION PROCESS 

When the Council decides to allow a country to begin the 
accession process, it also decides which OECD Committees will 
examine the country and which of these committees will be asked 
to give a formal opinion on the willingness and ability of the 
candidate to meet the standards of the OECD. In the case of 
Korea, CIME/CMIT, the Insurance Committee, CFM, CFA, the 
Maritime Committee and EPOC were asked to give formal 
opinions. These committees must issue a positive report before 
the country goes before the Council for t.iud:i. consideration. A 
negative report from the committees which are not charged with 
giving a formal opinion would not necessarily prevent 
consideration by the Council, but Council members would no 
doubt weigh the views of these committees in their decision 
making. 

The CIME/CMIT Committees, with their responsibility for the 
OECD Codes, are generally considered the most lmportant part of 
the accession process. Traditionally, the CIME/CMIT review has 
been a two step process: an initial examination to identify 
areas in which the candidate falls short of the minimum 
standards for membership, followed by a second examination once 
the country confirms it has corrected the problems identified 
during the first exam. This precedent was broken with Poland, 
which required a third CIME/CMIT review to win approval from 
the Committees. It seems likely that Korea will follow the 
pattern set by Poland. 

Once the Committees have is~ued their reports, the Council will 
take a comprehensive look at the c~ndidate's fitness for 
membership based on all of the information available to it. 
Like all OECD dec1sions, the dec~sion to admit a new member 
must be a consensus decision. Any singl~ member o! the C0un~ii 
can, in theory, bloc~ the ad~ission of a new c6ndidate. In 
pr act ice, howeve:, if the cand i_ d::\ te has r. lea red the commit tee 
review process, the Council would be unlikely to decide against 
accession. 

The P.OKG s€t itself ~n ambitious timetable for accession. It 
did not begin accession in earnest until arte: its Ap~il 
parliamentary elections and is striving to complete the process 
before the end of the year so it will not become an issue in 
the Korean ~residential elections scheduled for 1997. The OECD 
has been flexible in trying to accommodate Koreo's timetable, 
while at the same time maintaining the integrity of the 
examination process. 



THE WHITE HOUSE 

WASHINGTON 

WEEKLY INTERNATIONAL ECONOMIC ISSUES MEETING 
Thursday, June 20 at 3:00 pm in Room 231 

AGENDA 

I. Update on .Japan Economic/Trade Issues 

II. Korea's Accession To The OECD 
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Backsround 

Korea Labor Law and the OECD 
Backgroundtralking Points 

U.S. Delegation to OECD Ministerial 

Prepared By; 
DOlJILAB 
May 16, 1996 

The Government of Korea has asked to accede to the OECD by the end of 1996. In the 
accession process, much concem has been raised about the fact that Korea's labor law has been 
found by the International Labor Organization to be inconsistent with international standards, 
particularly in the area of freedom of association. No current OECD member has such serious 
discrepancies between national labor law and ILO standards. 

In April I 996, the Employment, Labor and Social Affairs Committee of the OECD, 
reviewed Korea's record on labor issues with Korea's Vice Minister of Labor, and expressed deep 
concern about those Korean labor laws found by the ILO to violate workers' freedom of 
association and collective bargaining rights. The Committee requested an early indication of a 
concrete legislative timetable for revising the laws and called for clear political and public signals 
that would demonstrate the government's resolve to move ahead with reforms. The Korean 
delegation expressed the government's intention to table labor law amendments for considera6on 
in the September-December 1996 session of the National Assembly. 

Immediately following the ELSA meeting, President Kim created a 30-member 
Presidential Advisory Commission on Labor-Management Refonn charged with a) reviewing past 
labor-management relations; b) revising labor laws, and c) reforming the public sector and labor 
administration. The Commission will conduct public hearings, surveys, and studies on all aspects 
of labor relations. 

The major Korean violations of international labor standards cited by the ILO in June 
1994 include: 

The prohibition on multiple trade unions and multiple trade union federations, which has 
denied legal status to the Korean Council of Trade Unions (KCTU, or Minjunochong), a 
400,000 member national labor federation. · 

The denial of freedom of association for public employees seeking to form labor 
organizations, including the prohibition that prevents school teachers from fonning unions; 

The restriction on ''third party intervention" in industrial disputes, which makes it a 
criminal offense for anyone other than a worker to become involved in either the 
organization of a trade union or take part in an industrial dispute; and 

The jailing of trade unionists only for labor-related activities. 
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Suggested Talking Points 

We fully support Korea's membership in the OECD. 

We are encouraged that the Goverrunent of Korea has acknowledged that serious labor 
law issues exist and that a program has been initiated to address these problems. 

We applaud President Kim's steps to revise and reform labor-management relations and 
labor law, and we look forward to the recommendations and proposals of the Presidential 
Commission. 

We hope that changes can be made as soon as possible to bring Korea's labor law into 
compliance with Il..O standards, and we hope new legislation can be considered by the 
National Assembly by the end of this year. 
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Suqqested Points= 

TREASURY INA 

Korea 
OECD Accession 

The united states welcomes Korea's application to become a 
member of the OECD. Korea must meet the standards ror 
membership set forth by the Organization. 

We urge the Korean government to carefully consider the 
recommendations made by the Committees reviewing Korea's 
application. 

naok9round: 

~002 

President Kim announced in early 1994 that Korea intended to apply 
for membership in the OECD as part of his policy of globalization. 
Korea submitted its rormal application in March 1995 and is already 
a full member of 5 OECD bodies, an observer in 17, and has 
outstanding requests ror observership in four committees. The 
accession process includes reviews of Korea's policies by numerouQ 
committees. The areas likely to be the most difficult for Korea are 
investment and capital markets policies and labor standards. 

The OECD has two Codes of Liberalization covering capital movements 
and invisible t~ansactions that are legally binding ror all OECD 
members. Applicants to the OECD must state whether they will need 
reservations to these codes p~ior to joining. The CommittQes on 
Capital Movements and Invisible Transaotions (CMIT) and on 
International Investment and Multinational Enterprises (CIME), ~hich 
qovern compliance with· the OECD Codes, met on April 11 to review 
Korea. Recommendations for additional reform measures were made in 
tha areas of foreign direct investment and financial services. 

several other committees have already reviewed Korea's compliance 
with OECD standards in their areas of expertise. The Insurance 
Committee and Committee on Financial Markets both asked for 
additional liberalization. Other coinmittees have not yet completed 
their reviews of Korea's policies, including the Trade Policy 
Collll!littee, the Committee on Fiscal Affairs and the Employment, Labor 
and Social Affairs committee. 

Drafted1 MCrewe/INA 
April 1, 1996 
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U.S. Department of Labor 

April 12, 1996 
By FAX: 395-6853 

To: Lael Brainard~ 

From: Andrew Sama~\ 

DOL/ILAB 

Bureau of International LE1bor Affairs 
Washington, D.C. 20210 

Re: President's Trip to Korea 

It is possible that while in Korea, President Kim will ask for 
Prc9ident Clinton's support for Korean mambarship in the OECD. 

~002 

of course, we are supportive, but it is important for you to know 
that we have serious problems with Korea on their labor law .:md 
practice. See attached cable. 

If admitted under current circumstances, Korea would be tha first 
OECD country with law and practice that has been found 
inconsistent with international standards on fundamental wor};er 
rights by the ILO on repeated and recent oooasions. 

We are in a dialogue with Korea on some of these issues, and it 
will be discussed (by me) at the OECD ne~t week. We would want 
soma significant improvements and additional commitments be!<Jre 
we finally agr~Q to OECD membership for Korea. 

I hope you can assur~ that the President's briefings reflect this 
matter. 

cc: .Jack Otero 

Working for Americas Workforce 
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TALKING POINTS 

INTRODUCTION 

• Thank you for inviting me to participate today. Congratulations on Korea's 3 2nd annual 
Trade Day. 

• Korea has much to proud of: 

-- Total trade volume exceeded $200 billion for first time in October. 

-- By end of this year, Korea's total trade is expected to reach $260 billion. Korea will 
vie with China for position of the I Ith largest trading nation in world. 

-- Korea is also expected to double its exports from SI 00 billion this year to $200 billion 
by the year 2000, on par with France and Britain. 

-- Korea ranks among world's top five exporters in semiconductors, automobiles, 
shipbuilding, steel and electronics. 

• Clear that Korea has benefited greatly from an open, global trading system. Very 
appropriate that the KBS host a teleconference on developments in world trade. 

U.S- KOREA BILATERAL RELATIONS 

• First, will comment on overall US-Korean trade relations 

• Korea is very important trading partner for U.S.: 

-- Korea is our fifth largest market overall and our fourth largest agricultural market. 

-- US exports rose more than 50 percent in first seven months of 1995, compared to same 
period last year. 

-- US trade balance with Korea shifted from a $1. I billion deficit to a $1. 5 billion surplus 
over same period. 

• Some Koreans have expressed dismay that US would have any differences with Korea on 
trade matters given this surplus. Don't think this view makes sense. 

• Trade surplus is a recent development, and has more to do with macroeconomic 
developments and exceptional events rather than trade liberalization. 



-- Korea's economy is growing at a rate of almost 10 percent per year, which fuels 
demand for foreign capital goods and consumer durables. Exchange rate shifts of 
Japanese yen and CS dollar have improved competitiveness of US goods. 

-- A drought in 1994, a drop-off in Chinese com exports and a number of aircraft 
purchases helped boost US exports. 

• Our trade balance has not been a one way street. US has lQng been a major market for 
Korea. 

-- Last year Americans purchased $20 billion dollars or 24 percent of Korea's exports. 
Korean exports to US increased again this year, and trade between the two countries will 
exceed $50 billion. 

• Given sheer volume of bilateral trade between our two nations, not unusual to experience 
trade friction. A lot more business takes place, so more likely problems will arise. 

• New WTO has also affected US-Korean trade diplomacy, as it will with other trading 
partners. 

-- Reforms in dispute settlement procedures make it more effective for countries to 
resolve disputes in Geneva. US initiated two cases against Korea this year. 

-- WTO has new or strengthened disciplines covering more areas of commerce than ever 
before. US now has broader legal basis to pursue concerns than existed under old GATT, 
such as the new Sanitary and Phytosanitary Agreement, TRIPS and Services. 

• Like other contracting parties to the WTO, Korea has undertaken significant commitments 
to open its market. US will expects that those commitments will be implemented. 

• That said, our exporters still find Korea a very difficult place to do business. 

• Some of the barriers U.S. exporters often encounter were also cited a recent article in the 
November I Korean Times These include: 

-- Non-transparent and unpredictable rules and regulations, or a propensity to over­
regulate. 

-- "Narrow Nationalism" or a "closed attitude to the outside world." One result of this is 
a discriminatory, anti-import trade regime. 

-- A national ecomony that is geared to Korean producers, at expense of Korean 
consumers. Export industries are built-up with government support and protection from 
imports. 



• Over the years, we have tried many different approaches in an effort to work out our 
differences in a reasonable, effective manner, such as the Dialogue for Economic 
Cooperation. 

• Will keep trying. While we highly value our important relationship with Korea, we also 
must protect our economic interests. 

• U.S. expects Korea to exercise economic leadership commensurate with its level of 
economic achievement and position in the global trading system-- at home, in APEC, in 
WTO, and as it aspires to join OECD. 
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REPUBLIC OF KOREA 

Key Economic Challenges 

• Maintaining robust growth without overheating - A surge in capital investment 
in 1995 expanded the current account deficit and pushed real GDP growth close 
to 10 % . Inflationary concerns proved to be unfounded as inflation was below 
5%. The ROKG forecasts slower real GDP growth of 7-7.5% for 1996. 

• Managing the transition from state-influenced export-oriented production with 
protected domestic markets to integration into the global economy. 

• Strengthening the domestic financial sector - Domestic financial institutions are 
weak and inefficient with low returns on equity compared to other East Asian 
countries. Directed credit and limiui.tions on foreign financial firm participation 
reduce competi_~on between domestic firms and stifle innovation. 

Bilateral Issues and Relations 

• Trensury and the Ministry of Finance have held ·Financial Policy Talks since 1990 
to improve market access for U.S. firms and foster liberalization of financial and 
capital markets. Most recent FPT session was March 1995 in Washington. 
Intensive discussions were also held with Korea during the WTO negotiations. 

• Trade disputes abound with the most recent related to medical equipment, and 
automobiles. Concerns have arisen about Korea's implementqtion of a recent 
agreement on shelf-life for meat products. 

• OECD accession talks are proceeding. Primary areas of concern are financial 
services and capital markets, and labor standards. Key upcoming committee 
meetings are Financial Markets in February and CMIT /CIME meetings in April. 

• Korea had a bilateral trade deficit with the U.S. of $1 billion through October 
1995 (U.S. Customs data), following a bilateral surplus of $1.6 billion in 1994. 
(Korean figures report a trade deficit with the U.S. of $6.2 billion for 1995.) 

• FDI approvals for U.S. projects during the first six months of 1995 were $367 
million, up 62 percent from the prior year. Total net U.S. FDI in Korea was $3.6 
billion at the end of 1994. Net flows from the U.S. in 1994 totalled $399 million. 

• There were 11 U.S. banks in Korea with 25 branches and two banks with 
representative offices during 1994. In 1995, two new banks opened a branch and 
a rep office, and Citibank obtained approval for 3 new branches. Serious market 
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access issues remain. U.S. securities finns have only three branches and eight 
representative offices, reflecting significant impediments to operations. 

Economk: Performance 

• Real GNP growth for 1995 was 9.5%. 

• Consumer price inflation has slowed to 4.7% in 1995 after a 1994 rate of 6.2%. 
For 1996, the ROKG has set a target inflation rate of 4.5%. 

• In October 1995, the unemployment rate was 1.9%, down from a 2.4% annual 
rate in 1994. 

• Per capita GNP was projected to reach $10,000 in 1995. 

• FDI into Korea on an approval basis in the first 9 months of 1995 rose 27% from 
the same period in 1994, tota111ng $1.4 billion. 

Fiscal Policy 

• ROKG's 1995 budget incorporated a nominal 15.9% rise in spending from 1994, 
including 700 billion won (US$875 million) for redemption of state debt. The 
1995 budget deficit is estimated at 0.3% of GNP. 

• The draft 1996 budget provides for a 15% increase in expenditures and 16% 
increase in revenues from 1995, for a projected consolidated public sector budget 
deficit of approximately 0.2% of GDP. The biggest spending increases are for 
education (27%) and public project expenditures (21%). There is also a large 
increase.in regional development expenditures, due to the upcoming elections. 

Monetary Policy 

• 1995 money supply growth was 13.7%, within the BOK target r:ange of 12-16%, 
following difficulty controlling the money supply in 1994, when M2 grew by 18.9% 
due to surging private credit demand. 

• The Bank of Korea recently announced it would cease to offer "window guidance" 
to domestic banks on their lending rates. This may signal a change by the BOK 
to use interest rate targets, in addition to its traditional use of M2 growth targets, 
to implement monetary policy. 

• During 1995, the won appreciated against the dollar from about 790 early in the 
year to arowid 765 at year end. In January, the won moved back to a level 
around 780 to the dollar. 
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a While the appreciating yen earlier this year help Korea's export 
competitiveness, it also contributed to the record trade deficit as imports of 
machinery and intermediate goods from Japan became more expensive. 

o As of December 1, 1995, the won-dollar exchange rate daily fluctuation 
band expanded from 1.5% to 2.25%. MOFE will eliminate the daily range 
during the second half of 1996. 

External Accounts 

• Korea's balance of payments was $1.4 billion in surplus tbrough October 1995, 
rebounding from a $1-5 billion deficit in the first quarter. 

• The current account balance was a $8.2 billion deficit in the first ten months of 
1995, and is projected to total 2% of GDP for the year. 

• Korea's overall trade balance for 1995 was in deficit by $9.87 billion, or 2.2% of 
GDP. This tops Korea's record high trade deficit of $9.65 billion in 1991. 

a For the first time, Korea's imports and exports have topped the annual 
$100 billion mark, with export growth of 30% and import growth of 32%. 

a Korea's trade deficit with Japan was $14.1 billion through October. 

• Forecast for the 1996 trade deficit 1s $7 billion, assuming export growth of 13% 
and import growth of 10%. The forecast represents a return to trend growth 
rates after an unusually strong year for both import and export growth in 1995. 
Soft overseas demand, anticipated due to a weakening of the yen, is expected to 
lower export growth. Dampened investor confidence will limit import growth. 

• Gross external debt increased from $56.8 billion in 1994 to $70.2 billion in June 
1995, due to use of foreign loans to pay for plant nnd equipment investment. Net 
external debt rose from $10.2 billion to $17.3 billion in the same period. 

Relations with the IFls 

• Korea received about $8.S billion from the IBRD and "graduated" from World 
Bank assistance in December 1994_ Korea's contribution to IDA is still rather 
modest compared to its IDA procurements. 

• Korea is considering joining the General Arrangements to Borrow under the IMF, 
but has requested increases in its quotas for both the IMF and IDA 

• Korea has applied for membership in the Inter·American Development Bank. 

lNA/MGrewe, 2/1/96 
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KOREA 
Summary Statistics 

(USS billions unless otherwise indicated) 

Population in millions l 994e: 
Per Capita GDP ( 1995e): 

GDP 
GNP in CWTCnt Dollars 
Real GNP Growth(%) 
Real GDP Grnwth (%) 

45.J 
$10,000 

1991 

280.8 
8.4 
9.1 

1992 

296.3 
4.7 
5.1 

1993 

313.4 
5.3 
5.5 

Pop. Growth Rate: 1 % 
Fiscal Year: Calendar 

1994 

364.3 
8.2 
8.4 

1995 

9.5 
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1996 

7.5 f 

Saving and Investment ·---··-· ___ ._ ........ ·-------,,-----~.,.-:------=--=-=---------~--
Gross Domestic Investment(% GNP) 39.3 36.2 34.8 35.4 
Gross National Siivings (% GNP) 36.4 35.0 34.9 35.4 

Fiscal Policy 
Government E.'(J)enditure (% GNP) 
Fiscal Balance (% GNP) 

Monetary Policy 
Average CPI Change(%) 
Money Supply (M2, annual average) 
Money Market Rate (Interbwik)" 

Balance of Payments 
Exports 

(%change) 
bnports 

(% chonge) 

Trade Surplus 
(%GNP) 

Trade Surplus with U.S. 

Current Account 
(%GNP) 

External Debt 
OrOH External Debt 
(%GNP) 

Net E~'temal Debt 
(%GNP) 

Debt Service (% Xg&s) 

International Re1erve1 
Orus.11 Reservell (excl. gold) 
Months of Irnpurl Co_ver 

~xchange Rate 
Average Nominal Rate 
% change vs. US $ ( • "" apprcc.) 

Real Effective R11te (1980=100) 

Standard & Poor Rating 
Moody's Rating 

20.1 
-1.9 

9.3 
18.6 

69.6 
10.3 
76.6 
17.7 

-7.0 
·2.5 
l.S 

·8.7 
.J. l 

39.1 
13.9 
11.9 
4.2 
6.0 

13.7 
1.8 

733.4 
3.6 

98.6 

19.8 
-0.7 

6.2 
18.4 

1s.2 
8.0 

77.3 
0.9 

·2.1 
·0.7 
2.1 

·4.5 
-1.5 

42.8 
14.4 
11.0 
3.7 
6.0 

17.1 
2.1 

780.7 
6.4 

92.9 

19.2 
-0.3 

4.8 
18.6 

82.2 
9.3 

83.8 
8.4 

-1.6 
·O.S 
2.3 

0.4 
0.1 

47.2 
15.1 
10.2 
3.3 
9.2 

20.7 
2.5 

802.7 
2.8 

91.2 

18.0 
0.8 

6.3 
18.9 

93.7 
14.0 
96.8 
15.S 

-3. l 
-0.9 
1.6 

-4.S 
-1.2 

56.9 
15.6 
10.2 
2.8 
n.o.. 

25.7 
3.5 

803.4 
0.1 

92.5 

47; 
13.7 

125.2 
30.0 

135.1 
32.0 

-9.9 
-2.2 
-1.0 "' 

-8.2 
-2.0 

70.2 

17.3 

32.2 
3.8 

--- -768.5 
-4.3 
91.7 

4.5 f 
11.5-15.Sf 

141.5 f 
13.0 f 

!SO.Of 
11.0 r 

-8.5 f 

Ocl 

Oct 

Jun 

.Tun 

Oct 
Jun 

781.2 Jan 
1.7 Jan 

Jun 

AA· 
Al 

"'U.S. CUatoma data reports a K.or1:an bilakfal in.de deficit nf $1 billion through 10/9S, but Korea repOl'll IL 1995 bil11ter11l 1h1ficit ofS6.2 billion. 

Soun::1111: IMF. Bank of Korea. Embusy reporting OASIA/INA:MOr~wc 31.Jan.96 



U.S. Investment in Korea and Asia-Pacific, 1992-94 

$millions 

· Korea Asia & Pacific 
Position %Chg., %Chg., 
at Yearend 1994 1993 1992 93-94 1994 1993 1992 93-94 

All Industries 3,612 3,124 2,912 156% 108,402 92,561 79,962 17.1% 
Petroleum 88 74 72 18.9% 19, 144 17,243 15,065 11.0% 
Manuf. 1,391 1,264 1, 199 10.0% 41,577 34, 190 30,100 21.6% 
Whlsl. Trade 422 309 309 36.6% 16,829 13,873 12,262 21.3% 
Banking 1,426 1,259 1, 155 13.3% 7,259 6,059 5,103 19.8% 
Fin. & Ins. 204 168 165 21.4% 13,426 11,660 9,091 15.1% 
Services 29 28 28 3.6% 3,259 2,337 1,543 39.5% 
Other 51 23 (17) 121.7% 6,907 7,200 6,799 -4.1% 

Total Capital 
Flow (butflow) 

All Industries (399) (229) 101 (11,613) (8,767) (7,391) 
Petroleum (4) (3) (3) (1,812) (1,691) (1,043) 
Manuf. (130) (76) 179 (6,001) (3,134) (1,891) 
Whlsl. Trade (99) 1 54 (1,888) (1,433) (1,44 7) 
Banking (125) (99) (114) (587) (500) (460) 
Fin. & Ins. (8) (13) (16) (734) (1,731) (1 ,025) 
Services (5) Neg I. (2) (900) (585) (153) 
Other (28) (39) 2 309 306 (1,372) 

The year-to-year change in position is the sum of the direct capital flow 
plus a valuation adjustment. 

Capital flow is defined as the sum of reinvested earnings, 
net change in equity holdings, and net change in intercompany debt. 

Source: Bureau of Economic Analysis, U.S. Dept. of Commerce 


