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Abstract
Membership in the World Trade Organization (WTO) and participation in free trade agreements (FTAs) are important
instruments for governments to realize national economic interests. The Republic of Korea has been particularly
successful in doing so. As the experience of Korea shows, a trade policy mix between multilateral liberalization under
the WTO and preferential liberalization through FTAs allows the government to optimally balance national interests
and strive for higher levels of social welfare and economic effectiveness, while simultaneously protecting national
industries. However, such results seem to be possible only if national economic interests are clearly defined and are
synchronized with a country’s goals regarding WTO membership and its strategy for FTAs. During recent decades,
Korea has practiced an active long-term planning of trade policy so that trade benefits are not excessively concentrated
in a narrow range of trade actors and are distributed more evenly in society. This meant appropriate balancing
of liberalization and protection measures, reinforced by special support programmes that neutralized the negative
impact of higher market openness. In this article, Korea’s strategy regarding trade policy is analyzed, including the
reasons Korea pursued an FTA-centric policy and the benefits it obtained in addition to those it obtained from WTO
membership.
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Introduction
Trade policy is an important tool that can be used to stimulate growth of a country’s national
welfare. The role of trade policy is determined by its close links with spheres of trade, produc
tion, investment, and technological exchange, as well as by its fundamental role in promoting
and protecting the interests of national manufacturers. Korea belongs to a group of states that
achieved remarkable economic success due to an active use of trade policy that led to improve
ments in each of the areas mentioned above and beyond. Before the Uruguay round of mul
tilateral negotiations began, Korea had been passively involved in discussion on liberalization
1
Author would like to thank the Department of World Economy and World Politics of HSE for help in
preparing this study.
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of trade under the General Agreement on Tariffs and Trade (GATT), the predecessor of the
World Trade Organization (WTO). However, when the round began in 1989 it became obvious
that the multilateral trading system could offer the export-oriented Korean economy numerous
benefits by bringing down barriers to international trade. The realization of new possibilities
turned Korea from a passive developing country into a proponent and active user of trade policy
as a tool to increase national welfare. Growth opportunities that the WTO opened for the coun
try were in later years multiplied through free trade agreements (FTAs) that Korea had pursued
since the end of 1990s.
This research analyzes the evolution of Korea’s trade policy in 1990–2010s by focusing on
the country’s transition from a WTO-centric trade policy to an FTA-centric policy, identifies
key elements of its FTA strategy, and investigates the effects of trade policy. Certain tactical
manoeuvres that Korea used in order to protect and at the same time to promote its economic
interests within the WTO are highlighted, as well as how the country changed from being a
passive observer of negotiations on trade into an experienced negotiator capable of initiating
agendas with its FTA partners. The research indicates that Korea’s success was founded on a
deep understanding of the nation’s fundamental economic interests and the necessity of align
ing trade policy with them. In Korea’s case, economic rather than geopolitical or strategic in
terests have always been a priority in its trade policy. The Korean government has sought to go
beyond an incremental increase in macro indicators, or creating benefits for certain groups of
manufactures, to achieve higher economic efficiency of the national economic system. Busi
ness interests were considered based on their role in the national economy and their ability to
contribute to economic growth.
The article offers conclusions regarding the key elements that have made Korea’s trade
policy successful which can be borrowed by other countries, including Russia.

Korea’s Economic Interests and Their Place in Trade Policy
Numerous studies analyze relationship between trade policy and welfare. One of the first
works on the problem, entitled “Trade and Welfare,” was published by Nobel Prize-winner
J.E. Meade in 1950s [1955]; this work laid the foundations for other significant research on the
issue. Some of the more widely known works include the contributions of M. Amiti et al. [2017],
R. Baldwin [1989], M.L. Busch and E. D. Mansfield [2011], W.M. Corden [1997], J. Eaton and
G.M. Grossman [1986], K. Handley and N. Limão [2017], P.R. Krugman and Obstfeld [2009],
and U B. Marchand [2017]. Although this list is far from exhaustive it supports the idea of the
potential of trade policy to influence national welfare. This influence is even more obvious in
case of small, open economies, a group of countries to which Korea belongs.
Korea is highly dependent on international markets. Its exports and imports combined
exceed 80% of the country’s gross domestic product (GDP), pointing to the strong influence
of the external sector on the domestic economy and, consequently, on trade policy. Historical
ly, Korea was successful in its economic achievements because it relied on an export-oriented
growth model [World Bank, 1993, pp. 127–130]. This link between growth and export perfor
mance shaped national economic interests.2 Over years these interests were carefully calibrated
and adapted in order to reflect changes in international and domestic economies, and policies
to achieve them were re-aligned with new realities. At the early stages of development when the
foundations of Korea’s manufacturing industry were created, trade policy was subordinated to
industrial policy, prioritizing the protection of national manufacturers from competing imports
and rewarding aggressive export manufacturers [Amsden, 1992, pp. 139–55]. As a result, trade2
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related measures were increasingly protectionist. But in later years the situation had changed,
prompted by the demand for a more liberalized and open foreign trade which has emerged from
within the country.
As Korea’s economy became more complex, it accumulated competitive advantage and
integrated into global production and distribution networks, which lead Korea’s policymakers
to turn their attention toward achieving a higher degree of openness. Representatives of strong
manufacturing industries like electronics, auto- and chemical industries, too, supported liber
alization as they viewed it from the perspective of more growth through international expansion
[Gills, p. 667]. However other industries were still too weak to be subject to international com
petition. So, Korea needed a solution that would balance limited liberalization with protection.
Under those circumstances, liberalization under the rules of the international trading system
was seen as an optimal choice because it was possible to combine reasonable openness with
protection of sensitive industries [Kim, 2004]. In addition, as a member of the WTO, created
in 1995, Korea had access to a dispute settlement mechanism that allowed it to resolve trade
conflicts and prevent unfair trade practices applied by other member-economies.
Attitudes toward liberalization underwent a greater change at the end of 1990s as Korea
entered a phase of economic reform. At the end of 1990s the industrial dirigisme of previous
decades no longer served the needs of Korea’s more advanced economy; the country needed
more flexibility and openness to continue to grow. As a result, an FTA strategy was formulated
and occupied a central place in the transition. It is reasonable to question why, at that time,
Korea diverted its attention away from the WTO, which it had praised for creating new develop
ment opportunities just a few years before. This can be explained by two major factors: a fail
ure to achieve swift progress on Doha Development Agenda (DDA), and the greater emphasis
placed on regional integration by the U.S. and EU. Progress on the DDA was essential for the
Korean government to realize its ambitions to grow into an advanced economy, but as the pro
cess stalled Korea switched to preferential agreements that could unlock capacity for the further
increase of Korea’s export’s and, thus, sustain dynamic growth of the national economy [Sohn,
Yoon, 2001, pp. 11–5]. In addition, preferential agreements, represented largely by FTAs, al
lowed Korea to proceed with its economic reform plan, triggered by the Asian financial crisis
of 1997–98, to increase flexibility and efficiency of the system and domestic economic institu
tions, and to strengthen intra- and extra-regional cooperation [Ibid.].
The Korean government aligned WTO- and FTA-related issues with the country’s longterm development goals focused on creating an advanced economy. Ministries engaged in con
tinuous work to simplify regulation and harmonize evolving trade rules and measures with on
going structural changes in the economy. For example, as the country’s manufacturing sector
embarked on a globalization strategy and strengthened its international positions in the 1990s,
governmental support was reconfigured toward the service sector in the 2000s in order to lead
this sector to successful internationalization. Such timely adjustments of priorities have helped
to maximize benefits on the national level: when trade policy was used to solve problems of
certain industries, it used a complex, multifaceted approach that took into account interests
of all parties – the state, business and society. If entry barriers for manufactured goods were
removed, companies became eligible for indirect support of their activities, in the form of easier
access to finance or additional government orders, which neutralized potential negative effect
from liberalization.
Let us consider how some of the major indicators characterizing Korea’s level of welfare
have changed during the period of active trade policy from 1990–2018. According to statistics
prepared by the United Nations Conference on Trade and Development (UNCTAD) and pre
sented in Fig. 1, during this period the country’s GDP increased fourfold from $360 billion to
more than $1,600 billion. Another very important welfare indicator – GDP per capita – grew
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at a similar magnitude from $6,500 in 1990 to $31,700 in 2018. Growth of these indicators in
Korea looks even more remarkable if the fact that the country had to recover after two serious
downturns is taken into account. One of the downturns followed the Asian financial crisis of
1997–98 and the second one was caused by the financial crisis of 2008. Despite these, Korea
managed to make the transition from the group of higher middle-income countries to the highincome cohort.3 Also, in 1996 Korea joined the Organisation for Economic Co-operation and
Development (OECD) – an organization with members from developed economies only – an
event that recognized Korea’s economic achievements (although by the World Bank’s classifi
cation it still formally belongs to a group of developing countries).
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Fig. 1. Korea’s GDP and GDP per Capita in 1990–2018 and Phases of Its Trade Policy
Source: [UNCTAD, n. d.].

Trade growth, both in absolute indicators and as a share of world trade, was another
achievement that Korea realized in the course of its active trade policy. For example, during
1990–2018, overall exports increased 9.3 times more dynamically than imports (which grew 7.7
times) despite starting from approximately the same level (Fig. 2). Trade liberalization through
FTAs has contributed to this growth. Moreover, due to favourable terms of trade (higher exports
and lower imports) Korea accumulated a significant trade surplus: in 2018 it was equal to $69.6
billion, or almost 10% of Korea’s total exports. The existence of a surplus was a major change
from previous decades during which Korea had struggled to keep its imports at lower levels than
exports. Export growth had a positive impact on Korea’s share of the world trade, which grew
from 1.8% in 1990 to 3.1% in 2018.
Adaptation of national trade policy to WTO, and later FTA, requirements has transformed
Korea’s role in the international division of labour. In the 1990s Korea was predominantly a
supplier of finished goods, but liberalized and simpler trade procedures have facilitated its
transition to a supplier of intermediate products. In a study done by the WTO and the Japan
External Trade Organization (JETRO) in 2011, it was emphasized that the country had im
proved its position as a supplier of high-tech intermediate products within Asian value chains
3
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[IDE – JETRO, WTO, 2011, pp. 85–6]. Consequently, this change was reflected in the product
structure of Korean exports. As of 2018, the share of intermediate goods in Korea’s industrial
exports was 36% [World Bank, n. d.]. Specificities of trade in intermediate goods prompted the
development of related services in Korea, stimulating further growth of the service economy.
Korean logistic, insurance, and financial sectors became much stronger players as a result of
their new role within regional and global value chains.
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Fig. 2. Korea’s Foreign Trade, 1990–2018
Source: [UNCTAD, n. d.].
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Another important change that reflects how much Korea has gained in welfare occurred in
the technological sphere. Korea has become a leader among OECD countries in research and
development (R&D) spending relative to GDP, raising its gross financing of R&D from 2% of
GDP in 1990 to 4.2% in 2018. More importantly, this spending generated results in the form
of actual increases in patenting activity. In 1990 non-residents had outperformed residents in
the number of applications for patents (Fig. 3), while in 2018 the situation reversed as residents
applied for 167,000 patents versus 46,000 filed by non-residents [OECD, 2019]. As a result of
this growth, Korea started to receive income from the transfer of intellectual property rights (as
reflected in Fig. 3). Of course, this did not change Korea’s status as a net-importer of technol
ogy, but it is a positive, stable trend toward greater exports of innovation products.

The WTO and Korea’s Economic Interests
The international trading system, formerly GATT, played a central role in Korea’s economic
achievements [Hyun, 2003]. Being part of the system from the early years meant that Kore
an trade policy has had an opportunity to observe changes in global approaches toward trade
policymaking and develop in tandem with them. GATT rules regarding most-favoured-nation
(MFN) and a clause about market access for the least-developed countries gave Korea op
portunities to pursue a limited trade openness for imported inputs and at the same time prac
tice industrial protectionism. The least-developed country clause unlocked access to developed
markets and made Korea eligible for low levels of import tariffs when exporting to advanced
countries while maintaining high import tariffs for industrial goods at home. The “infant
industryˮ argument, very common among developing countries in the 1970–80s, also helped to
justify protectionism [Korgun, Popova, 2011].
After the WTO was created, Korea continued to receive the benefits associated with its
developing-country status despite the success of its development programme. This status ena
bled more flexible schedules for tariff reduction and longer adjustment periods for sensitive in
dustries. In Korea’s case, agriculture, the service sector and the sphere of intellectual property
rights benefited from arrangements that allowed longer timelines for bringing national regula
tions into compliance with WTO norms. The Korean government used this time wisely and
introduced measures to support weak sectors (mostly R&D financing) and to prepare them for
future liberalization.
As a result of the Uruguay round, Korea accepted a level of liberalization for its industrial
sector on the same scale as developed countries; in effect, this meant that Korea was ready to
abandon distortional policies for industrial protection, such as high tariffs, preferential financ
ing, and the subsidizing of domestic manufacturers. Table 1 provides a snapshot of how Korea
has kept its commitments for industrial market access and tariff binding in the WTO. As the
numbers show, progress was substantial: the average applied rate decreased from 20% to 9.8%
for industrial goods and from 72.4% to 58% for agricultural products in 1996–2018. In addi
tion, Korea joined some countries in initiating an agreement on 0%-level tariffs for trade in
electronic goods and information technologies.
Assessments conducted by the Korean government found that during the first several
years following the creation of the WTO, Korea gained $28 billion as a result of lower barriers to
exports negotiated during the Uruguay round [Republic of Korea, 1996, p. 20]. In 1995 Korean
exports were worth $125 billion and multilateral liberalization of trade added approximately
20% to that, stimulating domestic industrial production. More flexible terms of liberalization
in other sectors mentioned above, were, also considered a success and in line with national
economic interests.
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Table 1. Changes in Korea’s Tariff Rates After the WTO Was Created, 1996 and 2018

Binding Coverage, %
Tariffs
All tariff lines

1996

2018

91.0

94.9

Simple Average

Simple Average
MFN Applied

Simple Average

Simple Average
MFN Applied

27.6

14.4

16.5

13.7

– agricultural products

72.4

51.8

58.0

57.0

– non-agricultural products

20.0

7.7

9.8

6.7

Source: [Republic of Korea, 2004, p. 43–44; WTO – ITC – UNCTAD, 2019, p. 111].

Thus, despite having formal status as a developing country, until October 2019 Korea
practiced a dual status inside the WTO, trying to realize gains meant both for developed and
developing countries. This dual status markedly differentiated Korea from other member-econ
omies that belonged either to developing or developed groups of countries. This dual status laid
the groundwork for a sophisticated manoeuvring of trade policy by Korea which is still viable in
today’s FTA-centric trade policy.
Fundamentally, the Uruguay round was the first round of negotiations in which Korea
openly faced pressure from developed countries had to be active in protecting its interests.
Successful results and apparent benefits for the national economy transformed how Korea ap
proached the formulation of its trade policy, and actually brought trade policy to the forefront of
instruments used to increase national welfare. From that point on, Korean trade policy became
very active, and at times even aggressive, when thinking about the multitrack FTA strategy it
had pursued since late 1990s. The normative aspect of the WTO’s rules for trade regulation was
borrowed and implemented in Korea’s FTA strategy. Issues regulated by the WTO formed the
basis for texts of FTAs and lack of progress in further WTO negotiations made Korea broaden
scope of its FTAs.
Finally, China’s accession to the WTO in 2001 had a positive impact on the Korean econ
omy. At a time when Korean economy was struggling with sluggish domestic demand after the
domestic credit card bubble of 2003, Chinese was able to support Korean manufacturing and
GDP growth. The correlation coefficient between rates of GDP growth and growth rates of
Korean exports to China in the 2000s (Fig. 4) is very strong, suggesting the existence of depend
ency. For 2003–13 the correlation ties are even stronger, reflecting the growing dependence
of Korea’s economic performance on external trade to enhance the value of the trade policy
overall.
Due to China’s commitment to decrease barriers to trade, Korean companies, both large
and small- and medium-sized business, received opportunities to enter one of the world’s big
gest markets. The geographical proximity of the two countries was an additional advantage. As
a result, in 2004 China became the largest trade partner of Korea, making up 30% of Korea’s
total foreign trade [KITA, 2019]. Also, China become the largest recipient of Korea’s outward
foreign direct investment (OFDI) as in 2003–05 40% of Korea’s total OFDI went to China’s
manufacturing industries [The Export-Import Bank of Korea, n. d].
Korean FDI in China contributed to the development of regional and global value chains.
While Korean firms supplied intermediate inputs, they were also filling up demand for domestic
manufacturing industry. Until 2013 over 35% of parts and components exported from Korea
went to China. In addition, since 2005 intermediate products have made up more than 60%
of Korea’s total exports to China [KITA, n. d.]. High-tech industries were strongly involved
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in this trade exchange from Korea’s side; in particular electronic, electric machinery, and auto
industries have benefited the most since they provided more than half of the country’s interme
diate exports [Ibid.]. According to research by the Korean Institute of International Economic
Policy, the formation of such manufacturing and distribution networks improved competitive
ness and effectiveness of Korean business in the international arena.
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Fig. 4. Results of Correlation Analysis Between Rates of Korea’s GDP Growth and Growth Rates
of Export to China in 2000–18 and 2003–13
Source: Calculated by the authors.

Overall, the GATT and WTO multilateral trading system presented Korea with real op
portunities to realize the potential of its export-oriented industry, increase the scale of its econ
omy, and adapt its domestic regulation system to international practices. Korean companies
employed opportunities created by reduced barriers to trade as they were able to increase export
production and improve their international standing despite slower domestic demand. While
the export sector was growing, the Korean government took measures to protect and support
sensitive sectors, providing tools to prepare them for future liberalization.

Free Trade Agreements and Korea’s Economic Interests
At the end of 1990s Korea started to appreciate the necessity of FTAs for continued develop
ment. Initially, this realization was a reaction to the spread of integration initiatives in the world,
but in later years it grew into a strong belief that FTAs were necessary in order to transform
the Korean economy for the future [Sohn, Yoon, 2001, p. 15]. In the second half of the 1990s
the national leadership expressed deep concerns that its major trade partners – the U.S. and
European countries – were preoccupied with their own regional integration projects. It was
feared that regional integration would create obstacles for Korea’s export-dependent economy
and distance it from its main export markets and sources of investments [Ibid., p. 14]. Asian
neighbours, too, provided enough reasons for similar worries. Japan and China showed interest
in the Association of Southeast Asian Nations (ASEAN) and embarked on strategies for re
gional integration, whereas Korea remained passive. Korean political circles were slow to accept
preferential agreements because they meant a departure from multilateralism which, while still
rather new, was more understandable to them. Moreover, they did not want additional liberali
zation beyond the scope of Korea’s WTO commitments. As a result of such sentiments, in 2003,
among the WTO members only Korea and Mongolia did not have a single FTA [Liou, 2008].
However, lack of progress on the DDA gave Korea a strong incentive to launch an FTA
strategy. After the failure of the ministerial meeting in Seattle in 1999 it became obvious that the
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country needed alternatives to multilateralism to expand its trade and sustain economic growth
[Park, Moon, 2006]. President Roh Moo-hyun referred to FTAs as an existential choice for his
country, whose welfare depended on openness to trade [Liou, 2008, p. 186]. Providing further
arguments in favour of an active FTA policy, the Korean government payed attention to such
benefits as better, deeper and more effective economic cooperation with individual partners
and, more importantly, new opportunities to compete with Japanese and Chinese manufactur
ers in third countries due to the fact that FTAs would improve the price positioning of Korean
products through lower tariffs.
The choice in favour of FTAs has not been easy for Korea and involved political debates
inside the country. Some representatives of political elites were against further liberalization be
cause they saw it as a threat to agriculture, in the first place, and other weaker industries [Ibid.,
p. 184]. The FTA with Chile, the first FTA for Korea initiated in 1999, became a victim of these
debates as its ratification was delayed by three years because the Korean parliament could not
come to consensus on the necessity of the FTA strategy. A breakthrough came only when Ko
rean companies started to lose market share in Chile to Japanese and Chinese competitors. In
the end, the Korea-Chile FTA was ratified in 2004 and gave a start to Korea’s active, sometimes
even aggressive, strategy in matters of regional integration.
Korea’s FTA strategy was based on three pillars corresponding to the its national goals.
The first and most important one was to secure agreements with the U.S., the EU and China, as
these markets could provide demand for Korean products, grow trade in services and improve
access to technologies [Sohn, Yoon, 2001, p. 10]. The next priority was to initiate FTAs with
Asian partners – to deepen cooperation with ASEAN and create conditions for a trilateral FTA
between Korea, Japan and China.4 Finally, Korea planned to make extra-regional agreements
in order to expand market horizons beyond traditional spheres of interest and to increase the
globalization of the Korean economy. The FTA with Chile fell under the last pillar as it opened
a window for Korea into Latin American markets where it was under-represented at the begin
ning of 2000s.
Realization of this strategy and particularly its third part implied that smaller countries
with more or less complimentary interests would initially be chosen as FTA partners in order
to avoid difficulties during negotiations [Koo, 2008; 2010]. After Chile, Singapore and the Eu
ropean Free Trade Association (EFTA) became Korea’s next partners. They were economies
with small agricultural sectors located in different geographical areas close to big markets. The
first three agreements gave Korea enough confidence to move closer to its main goal and open
negotiations with the U.S., the EU and China at the end of 2000s. Many negotiations took
place simultaneously as the Korean government wanted to maximize outcomes in the shortest
amount of time. By the end of 2018, in 16 years Korea had managed to sign and ratify 16 FTAs
(with Chile, Singapore, EFTA, ASEAN, India, the EU, Peru, the U.S., Turkey, Australia, New
Zealand, Columbia, Canada, China, Vietnam and Central America); an additional three FTAs
are signed and awaiting for ratification, and seven more are under negotiation (including an
FTA with Russia). There are another three feasibility studies under way [Korea FTA, n. d.].
As mentioned above, in the first years of its FTA strategy Korea used the WTO agenda
to negotiate FTAs. This resulted in many similarities among its first FTAs with a range of
issues discussed under the WTO framework. Agreements with Chile, Singapore, EFTA and
Vietnam primarily regulate national treatment and market access, rules of origin, customs
procedures, safeguard measures, antidumping and dispute settlement; they hardly touch
4
Despite multiple rounds of negotiations, the agreement between Korea, Japan and China has not been
signed due to numerous disagreements on agricultural and non-agricultural market access, IP protection, and
some ongoing historical disputes.
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trade in services and do not venture into other issues [Koo, 2008]. For example, the KoreaChile and Korea-Singapore FTAs practically copy Uruguay round questions as they revolve
around barriers to trade and protection of sensitive sectors. In later agreements, though, Ko
rea became more ambitious and included a wider range of issues, such as the environment
and development, which do not directly relate to trade. Later agreements include measures
to reduce barriers to trade in services, stricter application of intellectual property (IP) pro
tection (starting from the KORUS FTA), protection of geographical names (KOREU FTA),
migration (KORCHINA FTA), and environmental protection (FTAs with the U.S., the EU
and China) [Korea FTA, n. d.].
However, despite numerous similarities with the WTO in approach to trade regulation,
FTAs had their own value added. In case of the early agreements this came in the form of better
terms of market access for Korean export-oriented companies because they could enjoy lower
import tariff rates. In addition, the Korean government was able to exclude from the agreements
sectors that needed protection due to national security concerns or simply because they were
too weak to compete.
The extent to which Korea was able to intensify export growth through its early FTAs can
be determined through a comparative analysis of export flows to the three markets – Chile,
Singapore and EFTA – before and after FTA with each partner was ratified, using the meth
odology outlined in the manual of the Asia Development Bank [Plummer et al., 2010]. This
methodology is based on calculating a weighted average of exports growth rates before the FTA
came into force and then extrapolating these results onto the period after the FTA came into
force. After extrapolation, the calculated and real value of exports were compared. A four-year
period was used for analysis. Since the Korea-Chile FTA took effect in 2004, the analysis fo
cused on the periods 2000–03 and 2004–07; FTAs with Singapore and EFTA came into force
in 2006, so the periods analyzed were 2002–05 and 2006–09. Results of the analysis are sum
marized in Table 2.
Table 2. Calculated and Real Growth Rates of Korean Exports to Chile, Singapore and EFTA
After the Ratification of FTAs
Calculated Four Years
After the FTA

Actual

Difference Between
Actual and Calculated, %

Chile

587315.3

3115103

4.303971

Singapore

11800845

13616994

0.1539

EFTA

1456242

1956196

0.343318

Source: Authors’ calculations.

If an FTA with Chile had not been signed, Korea’s exports to this country would have
been 430% lower than its actual value in 2007; thus, the effect of lower tariff barriers as a result
of the FTA was considerable. In the cases of Korea-Singapore and Korea – EFTA FTAs, the
magnitude of difference was smaller but still in the same direction as the real values of export
in the fourth year after the FTAs came into effect were higher than the calculated values. More
importantly, a positive effect was observed despite decreases in Korean exports to these markets
in 2007 (exports to EFTA decreased by 35%) and 2009 (exports to Singapore decreased by 16%
and to EFTA by 22%).
Overall, the FTA strategy had a positive effect on Korean exports to FTA-partner coun
tries. According to estimates by the Korean Customs Office, the maximum effect was achieved
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between three and four years after ratification of an FTA [Customs, 2019]. The rate of FTA
utilization by Korean businesses is high too, and as of 2018 it achieved 70%. The FTA with
Canada has the highest utilization rate (over 80%) and the same is true for the U.S., the EU
and Chile, while the lowest utilization rate is of the FTA with China. Korean consumers also see
the benefits of their country’s FTA strategy. In 2019 in a survey of Korean consumers regard
ing their assessment of FTA policy, 67.5% of respondents had a positive opinion, which is 21%
higher than in 2015 [Customs Office of Korea, n. d.]. Consumers observed the largest effect in
the diversification of product choices and in decreased prices of imported goods and services
[Korea Consumer Agency, n. d.].
In the case of later agreements, value added could be considered through the internation
alization of Korea’s service sector, more trade in products subject to IPR protection, and trans
formation of the Korean economy. However, it should be noted that although FTAs provided
stimuli for expansion of trade in services, this issue was treated unequally in different FTAs.
The most robust provisions for trade in services were set in the KORUS FTA while other deals
have a more modest framework. In most cases agreements discuss transborder trade in services,
but some FTAs only mention the issue without getting into much detail. The Park Geun-hye
government considered the inclusion of trade in services within the KORChina FTA to be a
diplomatic success because until then China had not discussed the issue in other FTAs. Let us
consider major tendencies in service trade between Korea and the U.S., the EU and China to
see whether and how patterns of trade in services changed.
The KOREU and KORUS FTAs, ratified in 2011 and 2012 respectively, had a positive ef
fect on Korea’s trade in services with these partners. The effect was also felt in the technological
sphere, which is captured by statistics in proceeds for the use of intellectual property rights. By
2016 trade in services with the EU had grown by 15%, and with the U.S. by 6% compared to
pre-FTA levels in 2010 (Fig. 5). In the case of the KORChina FTA, trade in services showed
high growth rates in 2011–14 before the FTA was signed. Trade in services expanded due to
active exports from Korea and much less from Korea’s imports from China. But bilateral trade
suffered from tensions between the two countries following deployment of the Terminal High
Altitude Defense (THAAD) on the territory of Korea by the U.S., an action that was protested
by China [Reuters, 2017]. Despite this temporary difficulty, the Chinese service market repre
sents a high potential for Korea’s export of services; moreover, it is a market where the balance
of trade in services is to Korea’s advantage. China presents opportunities for Korea to balance
deficits in trade with other countries. Currently, the two countries are in the process of negotiat
ing an additional agreement on trade in services.
Despite the negative balance in services trade with the EU and the U.S., its size remained
stable after the FTAs were ratified. This means that Korea grasped opportunities to export ser
vices in parallel with growing imports of services from its partners. One of the most dynamic
areas opened for Korea by FTAs is in commercial services.
In case of the KOREU FTA, a marked increase in proceeds from the transfer of intellec
tual property rights was also observed. Over the period 2011–16, Korean exports in this category
grew from $500 million to $1.2 billion while imports from the EU reached $2.7 billion in 2016.
In the same year Korea transferred $5.6 billion to the U.S. in the form of payments for intel
lectual property rights use (in 2011 Korea imported $4.6 billion worth of services) while Korea’s
own exports to the U.S. were worth $700 billion ($1.6 billion in 2011) which is much lower than
to the EU. The rapid increase of Korea’s imports in the category under discussion was due to
increasing transfer of technologies. Thus, after the signing of FTAs access to technologies for
Korea had widened.
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Effects from the FTA policy were felt beyond the growth of trade. The overall level of
openness of the Korean economy and the quality of the domestic business environment has
improved markedly. The Korean government succeeded in reducing the amount of trade and
business-related regulation through continuous revision and streamlining. As a result, Korea
has moved up in international business ratings. For example, in 2005–06 the country occupied
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27th position in the Doing Business rating published by the World Bank, but in 2020 it was in
5th place, ahead the U.S. and the UK [World Bank, 2020]. Korea has shown remarkable pro
gress in decreasing the time and bureaucracy associated with launching a business. It is now
among the leading countries in ease of trade procedures, observance of contractual obligations,
convenience of the tax system, and protection of minority shareholders rights.
FTAs have produced some unforeseen effects as well. The process of negotiating FTAs has
paved the way for different parties inside the country to work together to reconcile their inter
ests in order to achieve benefits for the nation. The interests of manufacturers and agricultural
producers had to be balanced through various mechanisms. One of the mechanisms the Ko
rean government used involved special support measures to compensate losses associated with
FTAs. Such measures were first introduced with regard to FTAs with the EU, the U.S., China,
Vietnam, and New Zealand, and included export support through easier access to financing,
additional investments to R&D to help to increase competitiveness of exports, and infrastruc
ture funds for agriculture, among other things. Other mechanisms that proved to be quite ef
fective were consultation services that explained how FTAs work and how businesses can take
advantage of them. Relevant ministries ran special programmes for small- and medium-sized
enterprises on a regular basis and created an online system to check the spectrum of tariff rates
for each FTA. This mechanism proved to be so effective that a similar system was later done for
the WTO so that companies can check WTO-related regulations. At the request of businesses,
the Korean government created a committee to deal with the negative effects of FTAs. Any
company can file a complaint and a committee has to investigate and reply to their request.
At the regional level the FTA strategy gave Korea more authority in trade negotiations.
One of Korea’s advantages that helped to maximize its number of FTAs was that Korea neither
offered a competing integration programme nor exercised pressure to achieve a desired out
come or tried to suggest a normative base to unify regulation. Rather, it approached its partners
in search of mutual economic benefits. At the start of its FTA strategy Korea did not suggest
negotiating agendas and relied instead on existing WTO formulas. As it accumulated experience
it began to take bolder actions and to include new issues on the agenda with support from its
partners. Because it had experience, it could refer to already existing FTAs to provide a rational
argument. Each new FTA served as a stepping block for the next one. In the end, the FTA
strategy helped Korea to take its regional role more seriously and to show initiative on various
regional matters.
Under the current situation one more positive aspect of the FTA strategy can be identified.
As uncertainty remains about the future of the WTO appellate body that deals with disputes,
FTAs allow Korea to regulate cooperation with its partners and manage disputes. FTAs serve as
a safety valve that Korea can use in case of emergency in multilateral procedures.

Conclusion
Korea’s experience supports the idea that trade policy can be a powerful tool to achieve national
goals including raising welfare. Its influence stretches beyond trade in goods to services and
technology. In the case of Korea, trade policy also helped to balance the sometimes polar
ized interests of national producers and facilitate transformation of the economy. Korea started
to use trade policy actively in the mid-1990s, and since then the country improved its global
standing both in terms of GDP and business environment. Much of the success can be attrib
uted to the role of the Korean government, which was able to find an optimal balance between
the possibilities provided by a multilateral trading system and preferential trade agreements.
Even when Korea has shifted toward FTAs, it continued to derive benefits from WTO member
ship including, those associated with China’s accession.
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Several aspects were key in enhancing the effectiveness of trade policy for the purpose of
advancing national interests. In the first place, the Korean government determined its goals in
each dimension (multilateral and preferential) of its trade policy. In case of the WTO, questions
of protection for weak sectors of the economy and promotion of Korea’s exports globally were pri
oritized. FTAs, in their turn, served to create additional advantages for entering new markets and
promoting exports of other sectors – things that were hard to achieve through WTO membership.
Second, Korea’s case shows that an FTA strategy can produce swift results because the
country used a gradual multitrack model of negotiation moving from weaker to stronger part
ners and opening several negotiations simultaneously.
Third, gains from trade policy were distributed between economic agents at different lev
els, which enhanced the impact of the trade policy. The government initiated various training
programmes for business that explained how to use FTAs or the WTO in their activities. As a
result, rates of FTA use are relatively high.
Fourth, the agenda for FTA negotiations was broadened gradually. Korea created mo
mentum as it coordinated different agreements and adjusted its regulations. The broadening of
the issues was also beneficial because, as a result, Korea was able to suggest a clear economic
programme and avoid sensitive political issues with its economic partners.
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