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September 9, 1097

The Prcsi'icpc
The Whire House
Washingron, D.C. 20500

Dear M:r. Picsidenc

The \mnerican Automobile Manufacture s Association (AAMA) 2nd its member com: - uijes —
Chrysler Corporation, Ford Motor Company. and General Motors Corporation — wish :1» express
our growiny frustration with the Republic of Xorea’s filure to honor its market-opening commit-
ments under Korea's 1995 automotive trade agreement with the United Seaces, Closed do:niestic
markets arc roubling under any circumstances. But the situation is particularly unaccepr.. ile when
it is combined, as is the case in Korea, with government-directed poiicies to promote an c..:mordi-
nary expan:ion of excess automobile capacity ‘or export 1o open markcts in the U.S. and .. ound
the world. “We urge the Administration to rcsyond to Korea's trade-distorting pracrices wi. i1 serious
and meaningful action.

In 1945, afrer almost two years of negotiarions, the Administation achieved the U.s. oreg

otive Memoran nderstanding o Increase Marker Accois for Foreign Passer: =r
Vehicles in rive Republic of Kotez (MOU). W': welcomed the agreemient as a modest cffo:. v the

Korcan go-crnment to begin reversing its long-standing policy of excluding imporrs from  : auto-
mobile ma-ket. On the basis of that 1995 agrezment, AAMA’s membe- companies subsra 1ally
expanded ther investments in Korea with 2 vi-w to increasing U.S. exports to that countr -

Howec -«r, despite a promising beginning 11nder this new trade agreement, Korea bas 10 « lived
up 1 its marker-opening commitmens. Import sales remain far belov xpectatdons. [n air of 1996,
Chrysler, Fard and General Motors imported less than 3900 vehicles into a toral Korean n..rket of
1.6 million vehicles. During 1997, the Korean government has not taken any posirive acti. w0
promote 1ports. Instead, there has been a hose of continuing violations of the 1995 M~

AAM.. Lelieves that the Korean governm: nc’s maintenaace of a suncruary automobue urker
is directly fuciing the Korean auro industry’s a;ressive international cxpansion. In the fac- o
mounting ; lobal overcapacity in automotive production and despite the precarious financi: . vosi-
tion of the Korean manufacrurers, Korean producers have continued to add Q@paciry — re lung
over 3.6 miilion units in 1996 — and have announced plans to increas: production 1 ove: . mil-
lion units winually by 2000. Allowing Korea r» mainain a closed markct while building | ye auto
assembly ity potentially will result in the »ermanenc loss of billions of dollars :n U3 rtomo-
tive exports

TEAICUAATT. JETIOIIAICE
401 4 Streol, LW, Suile 300, Jusmisgren, 3 €. (9005 330 Seeond Avanue, Suite 30 J-troil, M 28207
232625500 FAL 201%32§05565 e d7ea3l) FAX NIed72e0i
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This uradional buildup of excess capacity has led to Korean courpanies engaging in |
arrangeme<:ts which violate international trade rules, The United States governmenc has .

joined the Curopean Community and Japan at the World Trade Organizadion in objectin
ctiminatory national car program in Indonesi:

thac benefits a single Korean auto com pan
Chry.icr, Ford and General Motors arc n.o¢ alone in expressing prowing exaspcration
Korea's beir.vior as a trading partncr. Korea's -infair auto trade practces have also been w-
cized by other nations at recent meetings of the Organization for Economic Cooperauon
Developimcri and in a join visir to Seoul in July with represenratives of che European Au
Manufacrucers Association. All efforts to have the Korean government honor its comunir

fair, open tride practices — not only with the U.S. but with other uading partners as wej
been mer virh completc intransigence.

We b :1eye that the Korean government's ictions unquesdonably deserve to be idend
priority pr.c:ices that unfairly limit U.S. mark:c access under Super 300, Failure bv the
Administr.i:un to insist that Korea adopt responsible and fair automorive trade poiicies
it more d: “:cult to cxpand access for U.S. aut:mobiles in that marke: and will encourage
continue a actern of irresponsible trade pracu s,

We lo.:. forward to working with the Adr - inistration to icreasc 'narker opportunitic
auto export: 0 Korea and to other markets accund the world.

Sincerely,

)
a-’;c“ <2 /}VT: %ﬂd/
Robcrc ). I..wun ' A.lchru:mnn :

Chairman CEO

Chairman & CEQ
Chrysler C. .110ration

Ford Mctor Company

John E Smi, e Andrew ! 1. Card, Jr.
Chairman, “-sident, & CEO Presiden: & CEQO

Generai M. ooy Corporation American Automobilc

Manufaciurers Associnuon
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The effects of the excessively

weak yen are becoming apparent:




increased significantly since the second half of

PERIOD % CHANGE FROM
PREVIOUS QUARTER

First Quarter 1996 -31.79%
Second Quarter 1996 -24.93%
Third Quarter 1996 6.90%

Fourth Quarter 1996 24.13%
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The weak yen 1s threatening
the viability of U.S.

companies’ programs for

exports to Japan:







to Japan did not decline until
1997, but exports to Japan from
U.S.-based transplant operations
have fallen precipitously over the
ast year
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Last year’s improvement in
the bilateral trade
imbalance has reversed:
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export its problems,
unemployment to the U.S. Trade
ensions will rise with the trade
deficit, unless Japan takes action
to increase domestic demand,
pe
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American Automobile Manufacturers Association
youmsien . @Z2%»  H General Motors

August 13, 1997

To:  Sean Murphy, USTR
Charles Uthus, Department of Commerce
cc: Donald Phillips, USTR
Henry Misisco, Department of Commerce
Malcolm Lee, National Economic Council
David Marchick, Department of State

From: Steve Collins
Director, Economics and International Affairs
American Automobile Manufacturers Association

This memo is a response to your request for clarification and further direction concerning
AAMA and its member companies’ views on the status of U.S.-Korean automotive trade
issues. In several recent meetings, AAMA and USTR/DOC have reached a somewhat
closer understanding of our current mutual perspectives and objectives concerning Korea,
but it is critical that we maintain a close ongoing dialogue over the coming weeks as the
Administration reviews its policies and options regarding Korea’s automotive trade
practices.

You have specifically requested additional direction concerning AAMA’s views on issues
which will be raised during the forthcoming consultations with the Korean Government
on the implementation of the 1995 MOU. We have discussed these issues with Chrysler,
Ford and GM and are passing on to you the joint recommendations for positions and
talking points on each of the major MOU issues.

In an effort to reaffirm and clarify our current views concerning trade with Korea, I want
to take the opportunity to restate AAMA’s overall position on Korea’s automotive trade
practices, following the filing of our 301 petition on July 10, and the joint AAMA/ACEA
July 14-16 visit to Seoul.

1. Request for USG designation of Korean government actions as priority foreign
country practices under Section 301.

As you know, on July 10, AAMA officially petitioned the Administration to designate
Korea’s auto trade practices as “priority foreign country practices” under Super 301, 1
want to emphasize that this was not a decision which was made frivolously, or without an
understanding at the highest levels of our companies of the seriousness of the action.
However, the deteriorating situation for auto importers in Korea's domestic market.
combined with Korea’s illogical, aggressive, disruptive and legally questionable global
automotive investment and export expansion, requires dramatic action.

HEADQUARTERS DETROIT OFFICE
1401 H Street. N.W. Suite 900, Washington, D.C. 20005 7430 Second Avenue. Suite 300, Detroit. M1 48202
20293265500 FAX 2023265567 31308724311 FAX 313087245400



AAMA believes that Korean automakers’ sanctuary domestic market is directly fueling
its aggressive international expansion. We strongly suspect the expansion may have been
conducted in a manner which violates other U.S. or international trade rules. Finally, that
explosion in global capacity, now projected to reach an estimated 6-7 million units within
four years, much of which will be targeted to the U.S. market and will increasingly harm
the interests of the U.S. auto industry and its workers.

But the main reason a Super 301 designation is warranted is that over the past year, the
Korean Government has reneged on its major commitments undertaken in the MOU to:

- “substantially increase market access for foreign passenger vehicles in the ROK”
- “improve consumer perceptions in Korea of foreign passenger vehicles”

- “establish an automotive taxation regime in ROK that is not discriminatory
against foreign vehicles”

- “not take any new measures that directly or indirectly adversely affect market
access for foreign passenger vehicles”

- “promote international harmonization of standards and certification.”

And in repeated exchanges between AAMA, its member companies and Korean officials,
it has become clear that the government has completely reversed course in its intentions
concerning market liberalization and is actively resisting even negligible market opening
efforts.

We believe that the government’s actions unquestionably deserve the serious and severe
response from the U.S. which designation as a priority country under Super 301 conveys.
In the face of that government’s frankly outrageous actions, anything less that such a
severe U.S. response will be calculated to signal the ultimate supremacy of U.S. political
interests over its economic interests and will be fully taken advantage of by the Korean
government and producers. It will also be a signal to other countries that are tempted to
abrogate future trade agreements that the U.S. will not take tough action to enforce
agreements.

In looking back on the announcement of the MOU in September 1995, | noted
Ambassador Kantor's commitment that “although [ have not designated Korea's auto
practices as a Priority Foreign Country Practices under Super 301, we will monitor closely
the quantitative and qualitative criteria in the agreement and will examine whether a
WTO case would be appropriate™. The USTR announcement of the MOU also noted
“The United States will assess implementation of Korea's commitments and will measure
the_actual effects they have on forcign passenger vehicle sales in the Korean market.”

A



Finally. T also want to directly reassure you that AAMA and its member companies
intend to communicate from its senior officers to the White House and members of the
Cabinet, as well as the Congress. their strong belief that USTR should accept the
tndustry’s petition to designate Korea under Super 301

2. MOU Consultations

As discussed in our meetings, AAMA is very uneasy with the scheduling of this round of
consultations in the middle of the Super 30l decision-making process. Certainly, the
aggressively hostile attitude shown AAMA and ACEA officials last month from all of
Korean Ministries, but particularly MOTIE and MOFA, confirms our belief that the
government is unwilling to seriously address the auto trade issue and will not consider
any major new proposals to encourage market liberalization.

Given this situation you may be taking on an impossible task which could complicate the
decision of whether to proceed with Super 301 designation. The industry’s threshold for
adequate and meaningful market-opening measures has substantially increased this year
as a result of the government’s violation of its 1995 Commitment to “take all necessary
steps to fully and effectively implement the MOU™ and *“to not take any new measures
that directly or indirectly adversely affect market access for foreign passenger vehicles™.
With the Korean government backsliding in many areas of the MOU, the odds for
obtaining concessions from Seoul which will meet the industry’s market opening
threshold is not high.

For all these reasons, the timing of this consultation is problematic. Hoewever, we will, of
course, provide you with any assistance and support possible before and during the
meetings. If it would be helpful for an industry representative to accompany you, that can
be arranged. Alternatively. if you wish to arrange meetings with the companies’ local
representatives in Seoul, we can also schedule them.

With regard to the U.S. strategic objectives in these consultations, AAMA
respectfully offers the following recommendations:

Overall priority:
Given the political environment in Korca. 1t's unlikely that USTR will achieve

meaningful progress during this round of consultations. Therefore, AAMA strongly
recommends that the messages conveyed by the USG focus on the big picture and the



serious strains in U.S.-Korean trade relations which are being caused by the Republic of
Korea’s actions and attitudes.

We urge you to emphasize that the U.S. views the Republic of Korea’s active violations
of both the spirit and the specific commitments of the MOU as completely unacceptable.
Furthermore, its repeated statements that the government “has no tools™ to address the
closed domestic market is indefensible and will induce a severe response in the U.S.
unless Korea takes bold and dramatic efforts to promptly improve market access for
imported autos.

AAMA also recommends that the U.S. set forth clear markers or.indications of the scope
of action which it believes necessary if meaningful market opening is to be achieved. We
believe that those markers must be bold and dramatic. and not merely incremental
gestures. While we recognize that it is not reasonable to expect that the government
agree to immediately implement the entire package of major market opening actions, a
direct acknowledgment by the government of the complete inadequacy of the MOU, as
implemented, in achieving its stated objectives is required. Because of its dismal track
record under the MOU, the Republic of Korea must promise a solid and irreversible
commitment to meaningful, comprehensive actions to significantly improve, in a very
short period, market access opportunities for imported vehicles.

Our member companies believe that the U.S. should convey a clear and specific marker

of the pace of market opening to Korean officials so that there is a clear indication of the

level of proactive activity expected by the U.S. over the next several years. AAMA
recommends that the U.S. convey its firm expectation that future actions by the Korean
government will allow foreign auto producers to sell their products in Korea as they do in

any other OECD country will lead to a 5% market share for imported vehicles by the year %‘
2000. Post-2000, we would expect total import share to reach 10% in a reasonable period

of time. -

Korean government objectives:
We have asked our companies representatives in Seoul for their assessment, based on
conversations with government officials, of what Korea’s expectations of the MOU

consultations are. Their findings about the ROKG's positions are as follows:

1. Satisty the USG with some marginal improvements in market opening and certification
procedures.

2. Take the USG's requests into account tn a positive manner. if they are compelling.

3. Refuse demands if they are extreme such as the revision of the tarift and tax system.
arguing that they are related to internal affairs with impact on local auto companies.



4. ROKG will consider a petition to the WTO if the USG designates Korea as a “priority
foreign country” under Super 301.

5. Arrange a trade-issues related seminar in the U.S. with Korean automakers
participating.

6. Send a formal letter to the USG to address the improvements achieved
7. Emphasize the recent difficulties of the Korean auto industry:
Among Korea’s talking points will likely be the following:

I. How can the USG complaint to Korea about a negative trade balance in one industry
sector when the U.S. maintains an overall positive trade balance.

Suggested response: Korea's negative trade balance is not the fault of the U.S. It’s
generated by Korea’s reliance on U.S. capital goods and its non-competitive Dram chip.
It also reflects the structural problems the Korean economy is currently facing that have
been acknowledged by the ROKG in the press: an excessive amount of bureaucracy in
both industry and government, the double digit escalation of labor costs and local
financing costs in Korea which are several points higher than international levels. All of
these factors have made Korean products less competitive internationally.

2. U.S. automakers have a 50% share of the market for vehicles with 3000cc engine and
above. What the U.S. companies need to do is offer a broader range of products.

Suggested response: The commitment to increase market share for imports was not
confined to the 3000 cc and above. The reason U.S. companies have a high share in the
3000cc and up segment is that the Korean industry is not competitive in that sector. Ford
and Chrysler both have entries in the 2000cc and below segment in which the Korean
companies are competitive locally. But the price sensitivities caused by tariff and
cascading taxes puts imports at the greatest competitive disadvantage in that category.

-

3. The U.S. maintains a 25% tariff on imported pickup trucks.

Suggested response: Korea is not even a player in this market segment so they are the
wrong government to be in a position to raise the issue.



Presentation by Andrew H. Card
President and CEO
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Good Morning -

I want to thank Rick Van Nelson for inviting me to participate in this special plenary
session meeting of the US-Korea Business Council on the automotive industry. There
has been considerable tension between the United States and Korea concerning
automotive trade issues over the past several years. And these tensions are growing
rather than diminishing, leading to the possibility of more serious confrontations on
trade issues between our two countries.

The reasons for this growing confrontation is captured in these two charts . They tell the
whole story. '

The first chart tracks the growth in Korea automobile and truck production over the
twenty year period between 1980 and what is projected for the year 2001. You can see the
dramatic growth in Korean auto production -- just passing the one million unit level in
about 1990, and projected to reach between five and six million units worldwide little
more than a decade later. That is a phenomenal and unprecedented level of growth in this
business.

What has attracted particular attention in the global auto community is the second set of
bars in this chart, showing the level of Korea’s domestic sales. What it demonstrates is
both good news and bad news from the US perspective . The good news is that Korea has
become a vibrant and rapidly growing market for automobiles and truck sales, which is
close to hitting the two million figure for annual sales. Putting that into a North
American context -- last year total car and truck sales in Korea were greater than total
sales in our two NAFTA partners, Canada and Mexico, combined.

But the bad news is quite clearly represented in this chart. which shows the total
automotive import penetration level in Korea. Imported cars and trucks from every region
in the world -- North America, Europe, Japan, even Korea’s partners in WTO-illegal
arrangements like Indonesia -- total .4% of the huge Korea market.

And it is the disparity shown in these two charts -- Korean automakers explosive and
aggressive investment in auto capacity all over the world, while maintaining a



hermetically sealed domestic market — that has been the cause of growing frustration and
irritation among governments and industry leaders in many nations.

In an attempt to ease some of these tensions, in 1995 the United States sought and
entered into a special bilateral automotive trade agreement with Korea. The official title
of this agreement summarized its clear objective: It was “The US-Korea Memorandum
of Understanding (MOU) to Increase Market Access For Foreign Passenger Vehicles In
The Republic of Korea”.

The then U S Trade Representative Mickey Kantor acknowledged at the time that
this agreement was only a first step in creating a more competitive environment in Korea
for US and other imported cars. He added that “the United States will assess the

implementation of Korea’s commitments and will measure the actua] effects they have on
foreign passenger vehicle sales in the Korean market.”.

Now that we are coming upon the two year mark under this market opening agreement,
let’s take a look at the results and how the US auto companies assess the effectiveness of
the 1995 agreement in increasing sales opportunities for imports.

The agreement provides for a number of major goals:

The first is “To substantially increase market access for foreign passenger vehicles in the
Korea’.

In 1995, imported vehicle sales in Korea totaled 6,921 units. Last year, in the first
full year of implementation of the MOU that figure rose to 10,315 units. Or in market
share terms, total auto imports increased their market share from 0.4% to 0.6%.

The second stated goal of the 1995 agreement was “to improve consumer
perceptions in Korea of foreign passenger vehicles.”

Why was this even necessarv? Because Korea has a long history of actively
discouraging consumers from purchasing imported vehicles through practices as
mandatory tax audits of purchasers of imported cars -- which by the way is a very
effective deterrent.

While we believe the Korean government did make some efforts in the early
months of the agreement to signal to its consumers that the government was no longer
actively discouraging the purchase of imports, since late 1995 the situation has been
seriously deteriorating. A national so-called frugality campaign. which was inspired or at
least tolerated by the government for many months, came to be focused squarely in Korea
on imported goods. You suddenly couldn’t buy imported liquor. clothes. and cosmertics.
And the impact on imported car sales was also dramatic. The import deep freeze was so



great that our dealers in Korea said that days would go buy without a single customer
walking in the showroom door.

Finally on May 9, under much pressure, the Government issued an official notice
that “the frugality campaign is a movement aimed at transforming the nation’s
consumption patterns based on lavishness and extravagance into those on rationality.
Then it is not reasonable to discourage the purchase of foreign goods simply because they
are imported even though such purchase is made on the merits with a view tc enhancing
the nation’s credibility in the international community, the government will continue to
avert discriminatory treatment, if any, against foreign goods and services and to refrain
from taking measures which ,might contribute impediments to imports”. .....

But the damage has already been done and many of our investments made based on
expectations raised as a result of the 1995 MOU have been severely damaged.

The other goals of the 1995 Agreement concerned taxation, advertising, standards and
certification and finance. Overall, AAMA’s assessment is that, there has been some
progress, the system remains hostile to foreign auto imports and the expansion of market
access for imports in the auto sector since the agreement became effective is woefully
inadequate. Clearly, additional action is required.

And this point has been made by senior Administration officials and members of
Congress in the past several months. Among the recent visitors to Seoul who have raised
the issue were:

- Vice President Gore

- Speaker Gingrich

- Rep. John Dingell

- Undersecretary Eisenstadt - May 2, 1997 -- “Korea has one of the toughest
business climates in the world to deal with. We deal with a closed market in the
area of autos and telecommunications”.

Given what the Administration characterizes as a “closed domestic market” Korea’s
“aggressive auto export plans to the US will be viewed with increased alarm.

This chart shows that Korean automakers’ exports to the US last year totaled over

200,000 units and their published export plans call for US exports increasing to 450,000

units within three years. In contrast, GM, Ford and Chrysler together shipped 3,900 units

to Korea last year and, in the current unfriendly domestic market environment , are not

optimistic about significant increases in the near future.

So what kind of action is needed on the part of the Korean government to improve the
situation in their closed auto market?



Let’s start with tariffs and taxes. The total end cost of import cars to the Korean
consumer continues as a severe disadvantage when compared to domestic cars. In the US,
the total tax and tariff differential cost of a Ford Mondeo vs. Hyundai Sonata is $73. The
same two cars selling in Korea, however, results in a price differential of $2600 in favor
of the Hyundai.

Gtiven the import market share well below 1%. we see absolutely no justification for
-Korea’s auto tariff rate to remain any higher than the US tariff of 2.4%.

In addition, AAMA believes the Korean government should move towards a

nondiscriminatory automotive tax regime.

Regarding standards and certification measure, AAMA recommends that the Korean
Government agree to establish a self-certification system by the year 2000 along with the
adoption of an internationally accepted and recognized set of standards and certification
procedures.

With regard to financing, while there was some initial progress made in beginning to
open the auto financing system in the 1995 agreement, there has been no indication from
the government to expect any further liberalization in the near future. Our companies
continue to face a range of limitations on the services that we can provide in Korea.
During the next round of consultations, AAMA believes the Korean government should
agree to a specific timetable to further liberalize automotive financing regulatory
restrictions.

As you may hear from the presentation by Mr. Lee, there is a persistent disagreement
between Korean and the US on the number of imports sold in the Korea market. Each
side uses different systems and methodologies for collecting and reporting on auto
imports. We should find a way of resolving this problem by settling on a common
system to determine and report on numbers forming the basis for calculating import share
of the Korea market.

Finally, while Korea and the US pursue bilateral automotive negotiations, there is
growing recognition of the need to develop a broader regional perspective in developing
sectional trade agreements based on free market principles. At the recent APEC '
Ministerial meeting in Montreal, the automotive sector was proposed to be the subject of
just such a regional sectional initiative. The US government is actively reviewing the
proposal with a view to making a final decision on the matter prior to the November 1997
APEC Summit meeting. AAMA believes that the US-Korea Business Council should
support this initiative and recommend that autos be included in the APEC Action Plan
considered for adoption by the heads of government at the November APEC Summit.

The Korean government should recognize that it is their own interest to be more proactive
and forthcoming in addressing these continuing problems in their auto sector.

In the absence of such a demonstrated commitment by Korea. tension will continue to
escalate until,we will face a decision point of considering looking to a trade sanc:ions



situation. There should be no doubt that US automanufacturers will allow their markets
and investments, both in Korea and around the world to be threatened unfairly.

And [ may add that it was a most disturbing sign of the governments’ intention that I was
informed by USTR Friday that a new round of consultations on the 1995 MOU between
the two governments which the US had sought for all of this year have now been
postponed by the Korean government from next week until September or later.

These kinds of actions give signals that poison the well of trade relations between our
two countries.



