Bilateral Trade Frictions

To assess the potential effect of an FTA on bilateral trade and investment
between the United States and Korea, we need to identify the existing
major obstacles and irritants in bilateral economic relations that hinder
or threaten to obstruct flows of trade and investment between the two
countries. We then discuss how an FTA can help reduce these irritants.

Until the 1970s the United States and Korea did not have serious dis-
putes over economic relations. In the 1950s Korea received large amounts
of economic aid, which it used mainly to purchase US goods. In the 1960s
and 1970s Korea developed its industrial sector and pursued an export-
led economic growth policy. In the 1980s and 1990s Korea became a
modest economic power and a significant US trading partner. The end
of the Cold War further shifted somewhat the focus of US-Korea bilateral
relations from the security dimension to economic relations.! Concerned
with its trade deficits, the United States in the 1980s began to aggressively
pressure its trading partners to buy more US exports.? Major trade bills
were enacted in 1984 and 1988 to strengthen US trade laws. Since then
the two countries have had numerous disputes involving agriculture,

1. For a summary of Korea-US economic relations, see Young (1989; 1996).

2. Schott (1989) argues that the main objective of US trade policy was to manage the political
fallout and to deflect protectionist pressures generated by its (then) record trade deficits.
To counter these pressures and sustain domestic support for an open trade policy, the
United States resorted to a mixture of unilateral, bilateral, and multilateral actions to reduce
foreign barriers to US exports and to counter unfair trade practices benefiting foreign
competition to US firms. As a percentage of GDP, the US trade deficits in 1999 and 2000
were much higher than the peaks of the 1980s.
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heavy and high-technology manufactures, and services. These trade fric-
tions have at times been exacerbated by large bilateral trade imbalances,
although these imbalances were mainly the result of US macroeconomic
policies (Noland 1993).

Trade Complaints

Korea’s trade complaints against the United States are documented in the
annual Foreign Trade Environment report, issued by the Ministry of Foreign
Affairs and Trade, which reviews major trading partners’ policies and
practices that are considered detrimental to Korea’s exports. The latest
report highlights complaints about US import restrictions, customs clear-
ance delays, standards and technical barriers, barriers related to protecting
the environment and intellectual property rights (IPRs), discrimination
in taxation and government procurement,’ and US competition policy.

Korea’s main concerns are with US antidumping and countervailing
duties (CVDs), which are discussed in detail in the next section. Another
major complaint involves apparel quotas under the Multi-Fiber Arrange-
ment (MFA). However, the United States committed in the Uruguay
Round to eliminate these quotas by the end of 2004. The Korea Interna-
tional Trade Association (KITA) estimates that the value of Korean exports
to the United States restricted by these penalty tariffs and quotas is about
$5 billion, or about 25 percent of total Korean exports to the United States
(KITA 1999; Yang 2000). Another concern for Korea is tariff peaks on
some items, especially textiles and apparel. Table 3.1 shows US tariff
peaks on some of the products of Korean interest. We estimate that the
United States imported $381 million of these high-tariff goods in 1999,
which accounted for 1.1 percent of total US imports from Korea and 10.4
percent of total US imports of these items.

The US complaints against Korea are summarized in the US Trade
Representative’s National Trade Estimate Report on Foreign Trade Barriers,
which annually reviews the trade practices of major US trading partners.
The US complaints are much more extensive, covering import policies;
standards, testing, labeling, and certification; government procurement;
export subsidies; intellectual property rights; services barriers; investment
barriers; anticompetitive practices; electronic commerce; and other barri-
ers. The report calls for greater market access in procurement of airport
construction, agricultural products, automobiles, telecommunications,
and services. It also claims that fairer Korean trade practices are needed
in pharmaceuticals, steel, and cosmetic products. The report also calls for

3. Both the United States and Korea are signatories of the WTO Government Procurement
Agreement (GPA). However, the GPA does not cover all purchases at the federal level and
has even broader exceptions at the state and local levels.
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more liberalization in financial and securities markets, further measures
to encourage foreign direct investment, and improvements in the tariff
structure and other nontariff barriers such as import clearance procedures,
expediting imports of perishable goods, and harmonizing standards and
conformity assessment procedures with international codes. The report
notes that Korea has been described as one of the toughest markets in
the world for doing business, and if Korea’s ongoing reforms are fully
and faithfully implemented, trade and investment barriers should be
reduced. The report says that Korea did implement some reforms but
resistance to key trade reforms remains and many issues have arisen on
Korea’s compliance with its international obligations.

In a related but separate effort to demonstrate the concerns of the US
business community in Korea, the American Chamber of Commerce in
Korea (Amcham-Korea) also publishes an annual report on bilateral trade
relations. Amcham’s report in 2000, Improving Korea’s Business Climate,
summarizes complaints by US companies operating in Korea. These com-
plaints range from market access to Korean advertising policy. Most of
these complaints are also covered by the USTR report.

One of the most highlighted disputes involves automobiles. The United
States and Korea signed an auto agreement in 1998. However, the agree-
ment has failed to live up to US industry expectations of increased market
penetration. In 1999 the share of imported automobiles was less than 1
percent of the Korean domestic market. Major problems cited by the US
auto industry include high Korean tariffs and taxes, onerous standards
and testing procedures, and a lack of public awareness of new financing
mechanisms for auto purchases.

US officials have also asked the Korean government to make a sustained
public relations effort to change the negative public perception about
buying imported cars. Despite recent public statements by the Korean
president and other senior government officials at the opening of the
imported auto show and government purchases of imported automobiles,
the total sales of imported autos in Korea has remained miniscule (4,414
cars during 2000). The US auto industry blames the recent attempt by the
Ministry of Finance and Economy to tax audit purchasers of large cars,
which are the primary products of foreign sellers in Korea. Although
foreign car makers blocked the attempt through successful lobbying, many
local dealers felt that the damage had already been done. With the continu-
ing high growth of Korean automobile sales in the US market, the automo-
bile trade dispute will likely remain one of the main points of bilateral
friction.

US Legal Actions

In the 1980s and 1990s, 52 antidumping and CVD cases were initiated
against Korean exports to the United States; duties were imposed in 29
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cases (Yang 2000). As of July 2000, there were 5 CVD and 18 antidumping
orders against Korean exports to the United States (table 3.2). These import
price restrictions are concentrated in semiconductors, steel products, color
televisions, and telecommunications equipment, which are Korea’s major
export items. We estimate that the amount of US imports from Korea for
these items was $2.5 billion in 1999, which accounted for 7 percent of
total US imports of all merchandise from Korea and 6.5 percent of total
US imports of these items from all sources.*

In addition, the US government announced that it would impose, effec-
tive 1 March 2000, additional tariffs on line pipe under the “escape clause”
of section 201 of US trade law. These safeguard measures initially impose
an additional 19 percent duty on US imports of these products; the extra
duty will be progressively phased out over three years. The country most
affected by this action is Korea, which accounts for about half of all US
line pipe imports.

WTO Cases

In the heat of all these complaints by both countries, the United States
and Korea have brought 10 cases to the WTO for dispute settlement since
its inception in 1995. As seen in table 3.3, six of these cases were filed by
the United States: five of the complaints involved agricultural and food
products; the other case dealt with government procurement. We estimate
that these WTO disputes involved almost $2.5 billion of US exports to
Korea and about $1.9 billion of Korean exports to the United States in
1999, equivalent to about 8 percent of total US-Korea merchandise trade
volume (table 3.4). During the same period, the United States filed 54
requests for WTO dispute settlement, of which 8 were against the Euro-
pean Union and 4 against Japan. In contrast, Korea has filed only four
requests for WTO dispute settlement; all of them were against the United
States and were related to US antidumping and safeguard measures.
WTO dispute settlement cases clearly indicate trade barriers and prac-
tices that afford substantial trade protection. They also delineate areas of
export interest by the plaintiff country. The United States is strongly
interested in obtaining further market access to Korean agricultural and
food products markets, while Korea is most interested in reducing US
trade remedies against Korean exports to the United States. Obviously,
these areas raise serious obstacles for a prospective Korea-US FTA. Korea
is not likely to open up agriculture in the near future; such reforms strike

4. Korean exporters argue that the antidumping cases cost them whether or not duties are
actually imposed because defending cases is costly and the investigation dampens potential
trade growth.
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Table 3.4 US-Korea trade in items related to WTO disputes
between the United States and Korea, 1999 estimates
(millions of dollars)

US imports US exports
Commodity in dispute from Korea to Korea
Agricultural and food products? 2,448
Shelf-life products® 847
Alcoholic beverages® 2
Beef 330
Procurement of airport construction® 50
DRAMS 1,793
Steel® 59
Total 1,852 2,498

DRAMS = Dynamic random access memory semiconductors.

a. US agricultural exports to Korea in 1999 include grains, hides, meats, fruits and vegetables,
consumer-ready products, cotton, and other intermediate products. This number reflects total
exports of agricultural and food products, including shelf-life related products and beef,

b. Shelf-life products are defined as those under the following Harmonized Tariff Schedule
codes: 02, 04, 09, 11, 13, 15, 16, 17, 18, 19, 20, 21, 22, http://www.dataweb.usitc.gov]

c. Ethyl alcohol, undenatured and the like, excluding other types such as beer or wine.

d. This figure represents the approximate total amount of elevator supply of the Inchon
Airport construction project, which was the focus of the dispute. The cost of the whole project
is estimated at between $5 billion and $8 billion.

e. Disputed steel products are limited to stainless steel plate, sheet and strip, and circular
welded carbon quality line pipe.

Sources: International Trade Administration, US Department of Commerce; US International
Trade Commission, http://www.dataweb.usitc.gov] USDA Economic Research Service,
http://www fas.usda.qov]

a raw nerve in Korean politics.” At the same time, the United States is
not likely to give up its right to use antidumping and safeguard measures,
which protect import-sensitive and politically powerful domestic indus-
tries (for example, textiles and apparel, steel, and sugar). In both the US-
Israel FTA and NAFTA, the United States reserved the right to impose
safeguard, antidumping, and countervailing duties against the trade of
its partner countries.

In short, antidumping and agriculture are likely to be the major stum-
bling blocks to the creation of an FTA between the United States and
Korea. Bilateral problems in each area are likely to be immune to solutions
through the FTA negotiations. In fact, Deputy US Trade Representative

5. Tsiang (1989) also argued that the United States might have difficulty reaching an FTA
with Korea, Taiwan, and Japan without US tolerance of some exceptions in the case of
agriculture because of its security and political sensitivity.
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Richard Fisher argued in 1999 that the only way to set the stage for an
FTA between the United States and Korea would be to resolve many of
the bilateral problems before the launch of free trade talks.® In that regard,
both countries are already negotiating a bilateral investment treaty; they
have reported substantial progress, though both sides still differ on a
number of issues, including Korea’s movie screen quotas. More discussion
on the barriers to an FTA follows in chapter 6 on prospects for a Korea-
US FTA.

6. Richard Fisher, remarks at the annual US-Korea 21st Century Council Meeting held in
Washington, October 1999.
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