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Preface 
This Global Analysis report surveys the economic, social and environmental context for 
the trade and economic relationship between the European Union and the Republic of 
Korea in order to provide a framework for the studies of the economic, social and 
environmental impacts of the prospective EU-Korean Free Trade Agreement (FTA). The 
collaborative project the EU-Korea FTA Trade Sustainability Impact Assessment (SIA) is 
intended to produce studies in order to provide a deeper understanding of the 
sustainability impacts of the trade and investment aspects of the Free Trade Agreement 
and of the mechanisms through which they might affect both the EU and Korea. The 
studies will consider any relevant economic, environmental and social impacts resulting 
from the FTA.  Part of the purpose of the SIA is to engage in a dialogue about 
sustainability impacts and SIA seeks input from stakeholder groups on the Draft Global 
Analysis Report about the sustainability implications of the FTA under negotiation. 

The website of the SIA is intended to support this dialogue and consultation process. 
Reports of the SIA will be posted on the website and comments can be sent to the email 
address for the SIA.  

Website: www.eu-korea-sia.org 

e-mail: mail@eu-korea-sia.org 

 

Murray Smith, Team Leader 

January 2008  

 

Final Editing and Revision June 2008 

 



Reference: Trade 2007/349757/1 
Trade Sustainability Impact Assessment of the Free Trade Agreement to be negotiated 
between the European Community and the Republic of Korea 
 
 

                                           January 2008                                             Page 5 of 95 

  
TTAABBLLEE  OOFF  CCOONNTTEENNTTSS    

11.. IINNTTRROODDUUCCTTIIOONN ..........................................................................................................................................................................................................88 

11..11.. BBaacckkggrroouunndd .................................................................................................................................................................................................................................................................................. 88 
11..22.. AAnnaallyyssiiss  ooff  tthhee  BBaasseelliinnee  aanndd  IIddeennttiiffiiccaattiioonn  ooff  KKeeyy  SSeeccttoorrss  aanndd  HHoorriizzoonnttaall  IIssssuueess88 
11..33.. WWhhaatt  tthhee  TTrraaddee  SSIIAA  WWiillll  AAcchhiieevvee.............................................................................................................................................................................................. 88 
11..44.. MMeetthhooddoollooggyy  aanndd  WWoorrkkppllaann .................................................................................................................................................................................................................. 88 

22.. EECCOONNOOMMIICC  CCOONNTTEEXXTT ....................................................................................................................................................................................88 

22..11.. OOvveerrvviieeww  ooff  TTrraaddee  PPeerrffoorrmmaannccee ................................................................................................................................................................................................ 88 
22..22.. RReeggiioonnaall  TTrraaddee  aanndd  PPrroodduuccttiioonn  NNeettwwoorrkkss  iinn  AAssiiaa ............................................................................................................................ 88 
22..33.. CCoommppaarriissoonn  ooff  tthhee  EEUU  aanndd  KKoorreeaann  TTrraaddee  RReeggiimmeess .................................................................................................................... 88 
22..44.. WWTTOO  aanndd  OOtthheerr  FFTTAA  NNeeggoottiiaattiioonnss ........................................................................................................................................................................................ 88 

33.. SSOOCCIIAALL  CCOONNTTEEXXTT ................................................................................................................................................................................................88 

33..11.. GGDDPP  aanndd  DDeemmooggrraapphhiicc  FFaaccttoorrss .................................................................................................................................................................................................. 88 
33..22.. LLaabboouurr  MMaarrkkeett  IInnddiiccaattoorrss.............................................................................................................................................................................................................................. 88 
33..33.. TThhee  HHuummaann  DDeevveellooppmmeenntt  IInnddeexx  --  GGooiinngg  BBeeyyoonndd  IInnccoommee ............................................................................................ 88 
33..44.. EEqquuiittyy  DDiimmeennssiioonnss ...................................................................................................................................................................................................................................................... 88 
33..55.. SSoocciiaall  DDiimmeennssiioonnss  ooff  tthhee  PPoolliittiiccaall  DDiivviiddee .............................................................................................................................................................. 88 
33..66.. CCoonncclluuddiinngg  OObbsseerrvvaattiioonnss ............................................................................................................................................................................................................................ 88 

44.. EENNVVIIRROONNMMEENNTTAALL  CCOONNTTEEXXTT ..............................................................................................................................................................88 

44..11.. PPoolllluuttiioonn  CCoonnttrrooll  aanndd  EEnnvviirroonnmmeennttaall  QQuuaalliittyy ................................................................................................................................................ 88 
44..22.. EEnneerrggyy  aanndd  NNaattuurraall  RReessoouurrcceess .................................................................................................................................................................................................... 88 
44..33.. GGlloobbaall  EEnnvviirroonnmmeennttaall  AAggrreeeemmeennttss  aanndd  IInntteerrnnaattiioonnaall  EEnnvviirroonnmmeennttaall  CCooooppeerraattiioonn

.................................................................................................................................................................................................................................................................................................................................... 88 
44..44.. LLooookkiinngg  ttoo  tthhee  FFuuttuurree ............................................................................................................................................................................................................................................ 88 

55.. GGLLOOBBAALL  AANNAALLYYSSIISS ..........................................................................................................................................................................................88 

55..11.. MMeetthhooddoollooggyy .............................................................................................................................................................................................................................................................................. 88 
55..22.. AAssssuummppttiioonnss  ffoorr  tthhee  MMooddeelllliinngg  EExxeerrcciissee .................................................................................................................................................................. 88 
55..33.. RReessuullttss  ooff  SSiimmuullaattiioonnss ........................................................................................................................................................................................................................................ 88 
55..44.. CCoommppaarriissoonn  wwiitthh  OOtthheerr  SSttuuddiieess .................................................................................................................................................................................................... 88 
55..55.. CCoonncclluuddiinngg  OObbsseerrvvaattiioonnss ............................................................................................................................................................................................................................ 88 
55..66.. RReeffeerreenncceess .................................................................................................................................................................................................................................................................................... 88 

66.. SSCCRREEEENNIINNGG  AANNDD  SSEECCTTOORR  SSEELLEECCTTIIOONN ..........................................................................................................................88 

66..11.. CCrriitteerriiaa  ffoorr  SSccrreeeenniinngg ............................................................................................................................................................................................................................................ 88 
66..22.. SSccrreeeenniinngg  ooff  SSeeccttoorrss .............................................................................................................................................................................................................................................. 88 
66..33.. SSeeccttoorrss  SSeelleecctteedd .............................................................................................................................................................................................................................................................. 88 

77.. HHOORRIIZZOONNTTAALL  NNEEGGOOTTIIAATTIINNGG  IISSSSUUEESS ..................................................................................................................................88 

77..11.. SSeerrvviicceess  RReessttrriiccttiioonnss  aanndd  RReegguullaattiioonn ............................................................................................................................................................................ 88 
77..22.. IInntteelllleeccttuuaall  PPrrooppeerrttyy  PPrrootteeccttiioonn ...................................................................................................................................................................................................... 88 
77..33.. RRuulleess  ooff  OOrriiggiinn ...................................................................................................................................................................................................................................................................... 88 
77..44.. TTBBTT  aanndd  SSPPSS  IIssssuueess .............................................................................................................................................................................................................................................. 88 
77..55.. WWhhaatt  SShhoouulldd  tthhee  SSuussttaaiinnaabbllee  DDeevveellooppmmeenntt  CChhaapptteerr  IInnvvoollvvee?? .......................................................................... 88 

88.. CCOONNCCLLUUSSIIOONNSS ............................................................................................................................................................................................................88 

88..11.. EEccoonnoommiicc,,  SSoocciiaall  aanndd  EEnnvviirroonnmmeennttaall  CCoonntteexxtt .......................................................................................................................................... 88 
88..22.. SSuussttaaiinnaabbiilliittyy  IImmppaacctt  AAsssseessssmmeenntt .......................................................................................................................................................................................... 88 

  



Reference: Trade 2007/349757/1 
Trade Sustainability Impact Assessment of the Free Trade Agreement to be negotiated 
between the European Community and the Republic of Korea 
 
 

                                           January 2008                                             Page 6 of 95 

LLIISSTT  OOFF  TTAABBLLEESS  
Table 1.1: Core and Second Tier Target and Process Sustainability Indicators........................8 

Table 1.2: Significance Criteria and Scoring ..............................................................................8 

Table 2.1: Percentage Growth in Korean GDP on Annual Basis ...............................................8 

Table 2.2: Export Trading Partners for Korea 2006 ...................................................................8 

Table 2.3: Top Ten Import Partners for Korea \ (77% of total, in 2006) .....................................8 

Table 2.4: EU-Korea Trade by Product ......................................................................................8 

Table 2.5: European Communities Tariffs and Imports: Summary and Duty Ranges ...............8 

Table 2.6: Republic of Korea Tariffs and Imports: Summary and Duty Ranges ........................8 

Table 2.7: European Communities Tariffs and Imports by Product Groups...............................8 

Table 2.8: Republic of Korea Tariffs and Imports by Product Groups........................................8 

Table 2.9: EU Trade Defence Measures 1995-2006..................................................................8 

Table 3.1: Selected Economic, Sectoral and Labour Force Indicators EU-25...........................8 

Table 3.2: Republic of Korea Korean Population (Millions) and Urban Rural Distribution 
Medium Variant Projection 2000-2025 .......................................................................................8 

Table 3.3: Republic of Korea Demographic Profile Medium Variant 2000-2025 .......................8 

Table 3.4:  Republic of Korea Demographic Profile Medium Variant 2000-2025 ......................8 

Table 3.5: Trends in Economic Participation and Employment (in thousand persons)..............8 

Table 3.6: Composition of the Employed, by Employment Status (in thousand persons; %) ....8 

Table 3.7: Wage and Other Working Conditions in Korea .........................................................8 

Table 3.8: Korea’s Global Competitiveness (2007)....................................................................8 

Table 3.9: Korea’s Human Development Index 2004.................................................................8 

Table 3.10: Measures of Income Inequality ...............................................................................8 

Table 3.11: The GDI Compared to the HDI – a Measure of Gender Disparity...........................8 

Table 3.12: Employed Persons by Industry by Gender (Average) for 2007...............................8 

Table 4.1: Waterworks Supply....................................................................................................8 

Table 4.2: Sewerage Supply ......................................................................................................8 

Table 4.3: Waste Generation Trend ...........................................................................................8 

Table 4.4: Municipal Waste Treatment.......................................................................................8 

Table 4.5: Industrial Waste Treatment .......................................................................................8 

Table 4.6: International Environmental Conventions in which Korea Participates.....................8 

Table 5.1: Assumptions used in the Copenhagen Scenarios ....................................................8 

Table 5.2: Copenhagen Results, Macroeconomic Changes......................................................8 

Table 5.3: FTA Effects on GDP (% from the Base Case) ..........................................................8 

Table 5.4: Results on the Aggregated Version, Full FTA...........................................................8 

Table 5.5: Results on the Detailed Version, Full FTA ................................................................8 

Table 7.1:  Simulated Changes in Sectoral Output (% Change from Baseline).........................8 

Table 8.1: FTA Effects on GDP (% from the base case)............................................................8 

 



Reference: Trade 2007/349757/1 
Trade Sustainability Impact Assessment of the Free Trade Agreement to be negotiated 
between the European Community and the Republic of Korea 
 
 

                                           January 2008                                             Page 7 of 95 

 

LLIISSTT  OOFF  FFIIGGUURREESS  
Figure 2.1: EU Exports of Goods by Region ..............................................................................8 

Figure 2.2: EU Imports of Goods by Region ..............................................................................8 

Figure 2.3: Korea Total External Trade ......................................................................................8 

Figure 2.4: Share of Korea in EU Exports and Imports ..............................................................8 

Figure 2.5: Share of EU in Korea’s Exports and Imports ...........................................................8 

Figure 2.6: EU-25 Trade with Korea...........................................................................................8 

Figure 2.7: EU-25 Trade in Services with Korea ........................................................................8 

Figure 2.8: EU-Korea FDI Flows ................................................................................................8 

Figure 2.9: EU-Korea FDI Flows ................................................................................................8 

Figure 2.10: Trade Flows in East and South East Asia..............................................................8 

Figure 3.1: GDP Per Capita OECD Members 2005 Purchasing Power Parity $US ..................8 

Figure 3.2: Demographic and Employment Projections EU-25..................................................8 

Figure 3.3: Employment Rates – Total  Average Annual Growth in Percentage, 1992-2005 or 
Latest Available Year..................................................................................................................8 

Figure 3.4: Unemployment Rates – Total as a Percentage of Civilian Labour Force, average 
1995-2005 or Latest Period Available ........................................................................................8 

Figure 3.5:  The Human Development Index Gives a More Complete Picture than Income .....8 

Figure 3.6: Human Development Indices for Different Regions of the World ............................8 

Figure 3.7:  Same Country, Different Worlds — a Human Development Index by Income 
Group..........................................................................................................................................8 

Figure 3.8: Education Total Expenditure on Educational Institutions for all Levels of Education 
as a Percentage of GDP.............................................................................................................8 

Figure 3.9: Tertiary Attainment for Ages 25-34 ..........................................................................8 

Figure 3.10: Public and Private Expenditure on Health US dollars per Capita, Calculated 
Using PPPs, 2004 or Latest Available Year ...............................................................................8 

Figure 3.11: Life Expectancy at Birth (Total) ..............................................................................8 

Figure 6.1: Sensitivity Analysis to Armington Elasticity Specification ........................................8 

Figure 6.2: Impact of Different Armington Trade Elasticities in Services on the GDP Gain in 
Korea (Partial 2 FTA Assumptions) ............................................................................................8 

Figure 6.3: Change in Industry Output with a FTA between EU25 and Korea ..........................8 

Figure 6.4: Impact on the Skilled Labour with a FTA in EU25 and Korea..................................8 

Figure 6.5: Impact on the Unskilled Labour with a FTA in EU25 and Korea..............................8 



Reference: Trade 2007/349757/1 
Trade Sustainability Impact Assessment of the Free Trade Agreement to be negotiated 
between the European Community and the Republic of Korea 
 
 

                                           January 2008                                             Page 8 of 95 

 

11..  IINNTTRROODDUUCCTTIIOONN  

11..11..  BBAACCKKGGRROOUUNNDD  

As a complement to multilateral trade negotiations in the Doha Development Agenda 
(DDA), the European Union (EU) is exploring FTA negotiations with a number of partners 
including India, Korea, Mercosur and ASEAN.1 As Commissioner Mandelson has stated: 

“Regional agreements and the multilateral WTO approach 
can offer different and mutually supportive means to achieve 
similar goals: progressive improvements of trading 
conditions, based on clear and fair rules, to promote growth, 
employment and sustainable development for all countries 
involved. They can build upon WTO rules and its framework 
by going further and faster in promoting openness and 
integration than is sometimes possible at the multilateral 
level.2” 

The Commission's communication "Global Europe: competing in the world"3 reviewed the 
contribution of EU trade policy to the European Growth and Jobs strategy. The 
communication reaffirmed the EU's commitment to the WTO and the DDA as its first trade 
policy priority. The communication concluded that the EU could generate new 
opportunities for growth by going beyond the level of liberalisation achieved multilaterally, 
through opening markets further to trade and investment and sharing its rules and 
standards with its partners. The communication sets out policy initiatives to complement 
negotiating efforts under the WTO. This includes a new generation of carefully chosen 
bilateral free trade agreements. 

The Republic of Korea, (Korea) is already the fourth largest trading partner outside 
Europe for the EU 25.  Yet there remains a significant potential to expand bilateral trade 
between the EU and Korea.  Korea is a trading partner where there is a significant gap 
between the current position of EU producers and their usual position in comparable 
countries.   

Korea has recently concluded negotiations of FTAs with a range of partners including 
Chile, Singapore and then other ASEAN countries, EFTA, and the United States.  Korea 
is also negotiating FTAs with Japan, Canada and India and the possible launch of FTA 
negotiations has been discussed with Australia-New Zealand. The FTAs with Chile, 
EFTA, Singapore, and eight other ASEAN members have already commenced 
implementation, while the Korea US FTA (KORUS) remains to be implemented. The 
effect of the implementation of these agreements, both the agreements whose 
implementation has commenced and the agreements which could be implemented in the 
future will be to create preferential access to the Korean market. Similarly FTA partners of 
the EU as well as countries benefiting from GSP or the Everything But Arms (EBA) 
arrangement have preferred access to the EU market. In the absence of a bilateral FTA 
between the EU and Korea, these various other FTAs will tend to increase trade of the 
EU and Korea with third countries. As an example the Korea Chile FTA has tended to 
increase sales of Chilean wine in Korea at the expense of wine exports from the EU.    

The EU has been committed to conducting Trade SIAs as part of its trade policy-making 
process since 1999. Trade SIAs assess the potential impacts of proposed liberalisation 

                                                      

1 See for example, Report of the ASEAN-EU Vision Group: Transregional Partnership for Shared and 
Sustainable Prosperity, Hanoi, Vietnam, 10 May 2006.   
2 Europe’s global trading challenge and the future of free trade agreements, Speech by Peter Mandelson, 
Commissioner, DG Trade, Foreign Policy Centre Debate, Brighton, UK, 26 September 2005. 

3
 COM(2006) 567, "Global Europe: competing in the world", 4 October 2006. 
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on all pillars of sustainable development in order to help optimise policy decision-making. 
Trade SIAs assess not only the more traditional, economic impact, aspects of trade 
liberalisation (e.g. on trade and output growth), but also its non-trade impacts (i.e. the 
social, environmental dimensions and considerations related to general development, 
including governance and capacity building).  

Trade SIAs are based on the analysis of causal chain effects which seek to identify 
significant cause-effect links between a proposed change in trade policy and its social 
(including gender and poverty), environmental and economic impacts. The analysis 
combines qualitative and quantitative approaches, uses sustainability indicators and is 
based on the principle of proportionate analysis.  The analysis focuses on the nine core 
indicators identified in the Trade SIA methodology (three for each dimension of 
Sustainable Development). The Trade SIA is also a tool to strengthen further the 
Commission’s ongoing dialogue with stakeholders4 and with its trading partners. 

11..22..  AANNAALLYYSSIISS  OOFF  TTHHEE  BBAASSEELLIINNEE  AANNDD  IIDDEENNTTIIFFIICCAATTIIOONN  OOFF  KKEEYY  SSEECCTTOORRSS  AANNDD  
HHOORRIIZZOONNTTAALL  IISSSSUUEESS  

As a general matter, the specification and analysis of the baseline is an important part of 
the analysis. The Consultant sees the first phase of developing the baseline analysis as a 
critical step in the analysis.   

There are a wide range of potential economic, social, and environmental effects over 
various time frames that could conceivably occur as a result of a potential EU-Korea FTA, 
but many of these effects are like to be very small in magnitude and in many cases the 
nature of the effects would be difficult to predict without many assumptions about possible 
indirect effects. Furthermore third country effects associated with other developments in 
the global economy are likely to be potentially significant but difficult to forecast or 
quantify. The analysis of the baseline and the potential impacts of the EU-Korea FTA are 
necessary to identify the more significant potential impacts as a focus for the more 
intensive analysis of specific sectoral and horizontal issues which could have significant 
environmental or social consequences. Similarly the sectoral studies need to establish a 
baseline for the analysis of the potential impacts of an EU-Korea FTA. 

11..33..  WWHHAATT  TTHHEE  TTRRAADDEE  SSIIAA  WWIILLLL  AACCHHIIEEVVEE    

The Trade SIA study will provide a deeper understanding of the sustainability impacts of 
the trade and investment aspects of the Free Trade Agreement and of the mechanisms 
through which they might affect both the EU and Korea. The study will consider any 
relevant economic, environmental and social impacts resulting from the agreement. The 
Trade SIA will also clarify the potential impact of the FTA on LDCs and poor and 
vulnerable countries. 

The study will make policy proposals (both trade and non-trade related) for optimising the 
outcome of the negotiations, preventing and/or mitigating possible negative impacts and 
enhancing positive ones including through the identification of flanking measures in the 
EU 27 and Korea. 

The SIA will provide input to discussions between EU and Korea representatives and 
stakeholders about the sustainability implications of the Agreement under negotiation. 

TTAASSKKSS  OOFF  TTHHEE  CCOONNSSUULLTTAANNTT  IINN  CCAARRRRYYIINNGG  OOUUTT  TTHHEE  TTRRAADDEE  SSIIAA  

The tasks performed by the Consultant are as follows: 

                                                      

4 In accordance with the main categories of potential stakeholders as identified in the European 
Commission Communication (2002 704 final) summarised in table 3 of the SIA Handbook (p.24/25) and 
also taking into account section 5.4.2 of the SIA Handbook - (Civil society groups targeted for 
consultation). 
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1. Describe in an initial overview the baseline scenario, taking into account existing and 
expected future WTO commitments (based on the assumption of a successful 
completion of WTO negotiations under the Doha Development Agenda - DDA) and 
an analysis of the implementation of the various FTA agreements negotiated by 
Korea in recent years and selected sectors with significant impacts (positive and 
negative) on the three dimensions of sustainable development, define two scenarios 
of likely outcome of the negotiations and propose selected sectors and horizontal 
measures, including  Foreign Direct Investment (FDI), public procurements, trade 
facilitation, etc for in depth analysis (phase 1). 

2. Carry out a detailed impact assessment of selected sectors with significant positive 
and negative impacts on the three dimensions of sustainable development and 
horizontal measures (phase 2). 

3. Analytical research includes both CGE and dynamic modelling, so as to reflect the 
potential medium term and long term effects of market opening in respect of foreign 
direct investment (FDI), productivity gains, transfer of know-how and technology. 

4. Produce a final overview and propose recommendations concerning the EU’s 
negotiating positions in the area of trade and investment as well as accompanying 
measures, in order to achieve the sustainable development objectives of the Free 
Trade  Agreement (phase 3). 

5. Ensure relevant consultation of key stakeholders, including a workshop in Korea. 

11..44..  MMEETTHHOODDOOLLOOGGYY  AANNDD  WWOORRKKPPLLAANN    

The Trade SIA is divided into three phases: 

• Phase 1 – Inception Report and Baseline scenario, possible scenarios of likely 
outcome and selection of sectors and horizontal measures;  

• Phase 2 - Detailed assessment of impact on sustainability of selected sectors and 
horizontal measures; 

• Phase 3 - Final overview and recommendations concerning the EU’s negotiating 
positions as well as accompanying measures in order to achieve the sustainable 
development objectives of the FTA. 

Phase 1 - Baseline Scenario and Global Analysis 

The Trade SIA starts with a global analysis which includes a review of the modelling 
analysis that has been conducted (with emphasis on dynamic effects) to ensure that the 
Trade SIA is based on robust economic data and a valid baseline and analytical 
framework. The global analysis report, this report, draws on two prior studies prepared for 
DG Trade, namely the Economic Impact of a Potential Free Trade Agreement (FTA) 
Between the European Union and South Korea, prepared by Copenhagen Economics 
and Prof. J.F. Francois  and the Qualitative Analysis of a Potential Free Trade Agreement 
between the European Union and South Korea, prepared by the Centre for European 
Policy Studies (CEPS) and the Korean Institute for International Economics(KIEP).5 This 
preliminary phase identifies a limited number of issues, social groups, sectors and 
geographical areas which appear to be significant in terms of the scale of importance of 
the impacts expected, and results in: 

1. Analysis and Identification of the Baseline. The baseline analysis is an important part 
of the analysis, outlining what are the likely scenarios and trends in case no 
agreement is concluded between the EU and Korea. Such baseline analysis will take 

                                                      

5 Copenhagen Economics and Prof. J. F. Francois, Economic Impact of a Potential Free Trade Agreement 
(FTA) Between the European Union and South Korea, March 2007 and The Centre for European Policy 
Studies (CEPS) and the Korean Institute for International Economics(KIEP) Qualitative Analysis of a 
Potential Free Trade Agreement between the European Union and South Korea, November 2007. 
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into account existing commitments of Korea under WTO and to what extent these 
commitments have been implemented, existing tariff and non-tariff barriers and 
implications for effective market access, as well as the effects of a successful 
completion of WTO negotiations under the DDA. In addition, the baseline analysis 
takes systematic account of the effects of the implementation of the various bilateral 
FTAs negotiated by Korea.  

2. In addition, the global analysis analyse the current and longer term trends in the 
economic, social and environmental context. The analysis of the implications of the 
implementation of other Korean FTAs is an important element in the baseline 
analysis.   

3. Analysis of the Impacts of Alternative Negotiation Scenarios. Given that the EU aims 
to achieve a deep and comprehensive FTA, the phase one report and the subsequent 
reports make clear assumptions about the possible outcome of further market 
opening as well as regulatory convergence that could result from the negotiations in 
order to assess their economic, social and environmental impact. One scenario looks 
at an ambitious outcome of the negotiation. Another scenario describes a less 
ambitious outcome, i.e. limited integration in the above-mentioned fields.  

4. The identification of selected economic sectors as well as horizontal measures that 
will be potentially affected in significant ways or are likely to representative in terms of 
expected sustainability impacts. The choices of sectors and horizontal measures are 
the key focuses of the global analysis study during phase one. The sectors and 
issues selected will be subject to further detailed analysis in the second phase of the 
study.  

Phase 2 - Detailed assessment of impact on sustainability indicators of selected 
sectors and horizontal measures 

Following the Global Analysis Study from phase one, the detailed Trade SIAs on the 
sectors and horizontal issues identified in the first phase of the study are conducted. The 
sector studies will be analysed in detail and will focus on sub-sectors. Appropriate 
attention will also be focused on one case study for each sector or horizontal study at 
regional level.   

The analytical work during phase two will include quantitative analysis informed by 
modelling results as well as qualitative assessments of the impacts of potential outcomes 
in the sectors concerned. The analysis will assess the economic, environmental and 
social impact of possible results of negotiations as well as cross sectoral effects 
according to the two scenarios of outcome mentioned above adapted appropriately to the 
specific sector and horizontal measures. The analysis should also identify the specific 
social groups and geographical areas most likely to be affected positively and negatively 
by the outcome of the negotiations as assumed in the two scenarios.  

Phase 3 - Final overview and recommendations concerning the EU’s negotiating 
positions as well as accompanying measures in order to achieve the sustainable 
development objectives of the FTA 

The analysis of the studies will seek to identify recommendations will may include policy 
proposals concerning EU’s negotiation positions, e.g. in relation to trade policy vis-a-vis 
sensitive sectors. It will also propose enhancement and prevention/mitigation measures 
which may be needed to reinforce any positive and address possible any negative 
sustainability impacts. They may suggest priorities to be given to specific sectors and 
specific actions on horizontal issues. 

AANNAALLYYTTIICCAALL  AANNDD  QQUUAANNTTIITTAATTIIVVEE  TTOOOOLLSS  

The Consultant uses a wide range of quantitative tools in the different phases of the 
study.   During Phase One a trade context analysis are undertaken including a review of 
the quantitative and qualitative studies of a potential EU-Korea FTA previously carried out 
by DG Trade. The latest findings and developments from related research and other 
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sources are used. Particular focus will be attached to potential third country indirect and 
longer term   dynamic effects of the potential EU-Korea FTA. 

During Phase Two there will be quantitative and qualitative analysis of the detailed 
sustainability indicators in all three dimensions of sustainability. The existing quantitative 
models will be adapted as appropriate. Survey research tools will be used to survey 
selected industries and target groups. Again there will an emphasis on third country 
indirect effects and dynamic effects.   

AASSSSEESSSSMMEENNTT  FFRRAAMMEEWWOORRKK  

Attention will be paid to building a coherent and rigorous assessment framework, in 
particular in areas where the existing framework needs to be strengthened  This will 
inevitably lead to the reduction in the scope of the work finally carried out by focussing on 
specific sectors, social groups and potentially affected geographical areas. Further 
reduction in the scope of the analysis will be made following consultations and will aim at 
prioritising key issues and potentially affected geographical areas. 

Each focusing in the scope of the analysis will be done on the basis of a clearly explained 
and rational approach including: 

1) An analytical and rational assessment phase using relevant assessment tools and 
including quantitative analysis and modelling.  This assessment will identify a limited 
number of issues, social groups and geographical areas which appear to be significant in 
terms of the scale or importance of the impacts expected. 

2) Confirmation of the relevance of these key issues in potentially affected geographical 
areas through the consultation of stakeholders and trading partners.  

Regarding the effects on the EU, this analysis will include general assessments at the 
level of the EU 27, the national level and the regional level where such potential effects 
can be identified.  More detailed assessments will be made for geographical areas that 
will be most affected by the sustainability impacts in the selected sectors. 

EEVVAALLUUAATTEE  TTHHEE  SSUUSSTTAAIINNAABBIILLIITTYY  IIMMPPAACCTT  OOFF  TTHHEE  TTRRAADDEE  AASSPPEECCTTSS  OOFF  TTHHEE  EEUU--  KKOORREEAA  FFTTAA  

The analysis will produce a detailed description of the effects of the agreement on 
sustainability (economic, social and environmental context) in the EU and Korea.  It will 
identify areas on which increased trade or investment activities are likely to have an 
impact, both positive and/or negative.  The assessment will provide an analysis in the EU 
and Korea at an aggregate level as well as of specific regions that are key or most 
representative of the impacts expected. 

Indicators  

The SIA methodology uses a core group of sustainability indicators to measure the 
impact that further liberalization and changes in rule-making might have on sustainability. 
Both target and process indicators are used. While Target indicators serve to indicate the 
final impact on sustainable development, Process indicators assess the compatibility on 
the long term of the policy decision with sustainable development. 

These indicators are balanced between economic, environmental and social indicators 
(see the table following). The purpose of this table is simply to illustrate the different types 
of indicators.  

TTaabbllee  11..11::  CCoorree  aanndd  SSeeccoonndd  TTiieerr  TTaarrggeett  aanndd  PPrroocceessss  SSuussttaaiinnaabbiilliittyy  IInnddiiccaattoorrss    

Indicator Core Second Tier 
A. Target 
 
Economic 

Real income 
 
 
Fixed capital formation 
 
 
Employment 

Per capita income at PPP, economic growth, FDI and 
technology transfer 
 
economic, other (social, environmental) components of fixed 
capital formation 
 
self-employment; informal sector employment 
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Social Income and Demographics  
 
 
Social, Health and Education 
Indicators 
 
 
 
Equity 

Proportion of the labour force in rural sector, aging of the 
labour force 
 
Human Development Indicators, life expectancy; mortality 
rates;  literacy rates; primary, secondary and tertiary 
enrolment rates, health indicators 
 
income distribution; gender; other disadvantaged age-
related groups (young, old); indigenous peoples, ethnic 
minorities 

Environment Environmental quality 
 
Energy and Natural resources 
 
 
Global environmental issues 

air, water, and land quality indicators 
 
energy resources; other non-renewable and renewable 
resources, energy utilisation 
 
Climate change 

B. Process 
 
 

Consistency with principles of 
sustainable development 
 
Institutional capacities to 
implement sustainable 
development strategies 
 

Polluter pays; user pays; precautionary principles 
 
 
Sustainable development mainstreamed and integrated into 
policy-making; high-level ownership and commitment to 
sustainable development objectives 

 

Significance criteria and scoring systems   

 
The criteria which are proposed for use in assessing the significance of any change in a 
Sustainability indicator are shown in Table 2.  The scoring notation to be used in 
recording the significance of each impact in an impact assessment table is also shown in 
the table below.  

TTaabbllee  11..22::  SSiiggnniiffiiccaannccee  CCrriitteerriiaa  aanndd  SSccoorriinngg  

 

Significance criteria 

• extent of existing economic, social and environmental stress, in affected areas  

• direction of changes to base-line conditions 

• nature, order of magnitude, geographic extent and reversibility / duration of changes 

• regulatory and institutional capacity to implement complementary measures 

 

Scoring 

0  =   non-significant impact compared with the base situation 

1  =   lesser significant impact  

2   =  greater significant impact  

+   =  positive impact 

±   =  positive and negative impacts likely to be experienced  

-/+ = negative over an initial (specified) period of time but expected to become positive in the 

         longer term.  
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22..  EECCOONNOOMMIICC  CCOONNTTEEXXTT    
In this chapter, a brief overview is presented of the overall trade patterns and 
performance by the European Union and the Republic of Korea, followed by a review of 
bilateral trade investment and economic relations. The chapter provides a brief 
comparison of the trade regimes and summarises various regional trade initiatives 
underway by the EU and Korea.  

22..11..  OOVVEERRVVIIEEWW  OOFF  TTRRAADDEE  PPEERRFFOORRMMAANNCCEE  

OOVVEERRVVIIEEWW  OOFF  EEUURROOPPEEAANN  UUNNIIOONN  TTRRAADDEE    

The European Union is the largest global trader. In 2006, the combined extra EU trade in 
goods (exports and imports for the EU-25) exceeded $3.2 trillion, which was about thirty 
percent greater than the extra-NAFTA trade for North America. The EU-25 is also the 
largest exporter and importer of commercial services accounting for about 20 percent of 
world trade when internal EU transactions are excluded. Overall the EU-25 ran a deficit of 
about 4 percent of total trade in goods or $116 billion which was partially offset by a 
surplus of $84 billion on commercial services.6   The increase in energy prices in recent 
years has increased the deficit in energy trade for the EU.   

The following maps present an overview of the global pattern of EU-25 trade in goods for 
exports and imports in 2006.   

FFiigguurree  22..11::  EEUU  EExxppoorrttss  ooff  GGooooddss  bbyy  RReeggiioonn  

NAFTA 

313.5

EU-25 Trade in goods: Exports by region
(2006, billion euro)
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MED10     
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Although the EU is a global trader, trading with all regions of the world, trade flows with 
contiguous EFTA countries, Iceland, Liechtenstein, Norway and Switzerland, are more 

                                                      

6 Note that this data are derived from the World Trade Organization, International Trade Statistics 
2007, Geneva, 2007 and are presented in US dollars for comparative purposes.   
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significant than trade with other more populous regions due to proximity and the degree of 
economic integration. EFTA countries are the second largest export market for the EU 
after NAFTA. The EU does have a trade deficit with EFTA principally due to energy 
imports from Norway. 

FFiigguurree  22..22::  EEUU  IImmppoorrttss  ooff  GGooooddss  bbyy  RReeggiioonn  
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NAFTA 

206.4

 

A few brief observations on the dynamics of EU trade patterns and the pattern of global 
surpluses and deficits can be made. First, the United States has been traditionally a large 
trading partner for the EU-25, but its share especially of EU-25 imports has declined in 
recent years. As a result during 2006 the EU-25 ran a sizeable trade surplus with the 
North American Free Trade Area (NAFTA). At the same time the exports of China have 
surged in recent years since accession to the WTO and the EU trade deficit with East 
Asia has expanded. Of course China has expanded its exports on a global basis. The 
rapid expansion of the large trade surplus of China has raised questions of whether 
macroeconomic policy settings are appropriate or whether policy adjustments are 
required.  

The current macroeconomic policy challenges are that the declines in the US dollar 
exchange rate and slower growth in the US economy, -- which may be appropriate if not 
yet sufficient as judged by the IMF to unwind the large trade and current account deficits 
of the US economy in a more or less orderly manner--, may interact with the policies of 
other countries. In particular, currencies of countries which are running large surpluses 
relative to the size of their economy and which are pegged to the dollar such as the China 
and the Gulf states may influence the international balance of payments adjustment 
process.   

Trade within the European Union has also expanded rapidly in recent years due to the 
deepening of the Single Market and the enlargement from 15 to 25 with 10 New Member 
States (NMS -10) in 2004 and the accession of Bulgaria and Romania at the start of 
2007.  

The growth surge in the NMS has been associated with a surge in FDI and sizeable trade 
deficits for the group. The EU-15 group has had a significant trade surplus with the NMS 
during this growth spurt which started prior to EU accession and has continued up to the 
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present. The current IMF projections are that economic growth in the NMS will remain 
vigorous in the near term.7  

Korean exports to the EU NMS have increased rapidly since 2004 due in part to the 
vigorous growth in these economies. In addition for the NMS 10 which joined the EU in 
2004, on balance their trade regimes became more open on an MFN basis as these 
economies implemented the common commercial policy of the European Union. Overall 
the accession of the NMS resulted in a significant opening of their trade regimes on an 
MFN basis.8   

The Republic of Korea is a significant trade partner for the EU accounting for about 2.8 
percent of imports and 2 percent of exports, but the relatively limited share of Korea in 
overall EU external trade suggests that the impacts of the proposed EU-Korea FTA are 
likely to be sector or industry specific and are unlikely to have overall macroeconomic 
effects at least on the European side.  Of course broader macroeconomic developments, 
currency re-alignments and the evolution of global trade and payments flows could 
influence the context for the negotiation and implementation of the EU-Korea FTA.  

 

OOVVEERRVVIIEEWW  OOFF  TTHHEE  RREECCEENNTT  TTRRAADDEE  AANNDD  EECCOONNOOMMIICC  PPEERRFFOORRMMAANNCCEE  OOFF  TTHHEE  RREEPPUUBBLLIICC  OOFF  KKOORREEAA      

After rapid growth in per capita GDP during the 1970s to the 1990s with an emphasis on 
export led growth, Korea has been transformed from a relatively poor developing country 
into a high income economy which has become a member of the Organization of 
Economic Cooperation and Development. After a strong recovery from the 1997-1998 
financial crisis in 1999 and 2000, economic growth in Korea has been relatively strong but 
at a more moderate pace than previously.  

TTaabbllee  22..11::  PPeerrcceennttaaggee  GGrroowwtthh  iinn  KKoorreeaann  GGDDPP  oonn  AAnnnnuuaall  BBaassiiss  

2001 2002 2003 2004 2005 

3.8 7.0 3.1 4.7 4.0 

 

The Republic of Korea is a global trader with China, the EU, the USA and Japan being 
the largest trading partners and the most important export destinations.  However, Korea 
also trades extensively with other partners in Asia and in other parts of the world as the 
following table of export partners indicates. As the following table indicates the European 
Union is an important export partner for Korea. 

                                                      

7 IMF, Regional Economic Outlook: Europe, November 2007. 
8 The Baltic States which had recently acceded to the WTO had quite open trade regimes prior to EU 
accession, but the larger economies in the NMS, notably Poland, had trade regimes that were much 
more restrictive than the EU common commercial policy.  
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TTaabbllee  22..22::  EExxppoorrtt  TTrraaddiinngg  PPaarrttnneerrss  ffoorr  KKoorreeaa  22000066  

Partners 
Exports in billions 

of euro 
Share of Exports 

(%) 
China  64.9 25.8 
EU  34.7 13.8 
USA 34.4 13.7 
Japan 19.8 7.9 
Hong Kong 11.1 4.4 
Singapore 7.6 3.0 
Malaysia 5.1 2.0 
Indonesia 5.0 2.0 
Russia 4.9 1.9 
India 4.5 1.8 
Australia 4.1 1.6 
Canada 4.0 1.6 
Mexico 3.7 1.5 
Thailand 3.7 1.5 
Vietnam 3.4 1.5 
Philippines 3.0 1.2 
United Arab Emirates  2.7 1.0 

Source: IMF DOTS trade data. 
 

TTaabbllee  22..33::  TToopp  TTeenn  IImmppoorrtt  PPaarrttnneerrss  ffoorr  KKoorreeaa  \\  ((7777%%  ooff  ttoottaall,,  iinn  22000066))  

Partner  € million   % total  

Japan         43 904               18.0    

China         38 900               15.9    

USA         28 334               11.6    

EU         21 798                 9.0    

Saudi Arabia         16 070                 6.6    

UAE           9 996                 4.1    

Indonesia           8 166                 3.3    

Australia           8 020                 3.3    

Singapore           7 627                 3.1    

Kuwait           5 964                 2.4    

Source: IMF DOTS.  
 

Despite continued strong export performance, concerns have been raised recently about 
Korea’s competitiveness. Exports have recorded double-digit growth for the past four 
years, benefiting from Asia’s growing trade and production links. At the same time, the 
won has appreciated by 20 percent in real effective terms since end-2004, among the 
highest in emerging Asia. Coupled with rising oil prices, this is squeezing the profit 
margins of some Korean companies, including those in key export sectors. In addition, 
competition with China and other low-cost countries is eroding Korea’s industrial base, as 
companies are moving some of their operations overseas, resulting in stagnant 
investment and lower employment in manufacturing. Korea is perceived by some as 
being “sandwiched” between China, its key trading partner, which is catching up rapidly in 
terms of product technology, and Japan, its major export competitor, which is still 
technologically more advanced.   
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The IMF has conducted a special study on the exchange rate policies and alignment of 
the Korean Won.9 Whether the appreciation of the Won in real terms is appropriate is 
matter for policy debate and discussion. As the following table indicates, Korean exports 
have been growing strongly while the overall trade surplus has declined moderately in the 
last two years.  

FFiigguurree  22..33::  KKoorreeaa  TToottaall  EExxtteerrnnaall  TTrraaddee  
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Source: DOTS.  

According to the IMF, the exchange rate of the Won has appreciated steadily in recent 
years, but overall export performance for Korea has remained strong. At the same time, 
Korea is facing increasing competition from Japan and China and other low-cost 
countries, while the prospects of a shrinking labour force and stagnant service sector 
productivity threaten to limit its potential growth. To cope with these challenges and in 
order to achieve sustainable growth over the long term, the IMF recommends that Korea 
will need to continue to bolster its competitiveness by moving its manufacturing sector 
further up the value chain; accelerating reforms aimed at improving the investment 
climate; opening and deregulating the service sector; and enhancing labour market 
flexibility. 

EEUU--KKOORREEAA  TTRRAADDEE  AANNDD  IINNVVEESSTTMMEENNTT  LLIINNKKSS  

The following section reviews the key elements of EU-Korea trade and investment links. 
As noted previously Korea accounts for less than 3 per cent of EU imports and 2 per cent 
of EU exports.  This share of Korea in EU imports and exports is depicted in the following 
chart.  

 

 

 

 

                                                      

9 International Monetary Fund, Republic of Korea: Selected Issues,  October 2007, IMF Country 
Report No. 07/345. 
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FFiigguurree  22..44::  SShhaarree  ooff  KKoorreeaa  iinn  EEUU  EExxppoorrttss  aanndd  IImmppoorrttss    
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Source: IMF DOTS. 

The European Union accounts for a much larger share of exports and imports for Korea 
than is the case for Korea’s trade with the EU.  This is evident from the chart below.  

FFiigguurree  22..55::  SShhaarree  ooff  EEUU  iinn  KKoorreeaa’’ss  EExxppoorrttss  aanndd  IImmppoorrttss  
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Source: IMF DOTS. 

 

The bilateral trade flows for the EU and Korea are depicted in the following graph. 
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FFiigguurree  22..66::  EEUU--2255  TTrraaddee  wwiitthh  KKoorreeaa    

E U25 T rade with K orea
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As is evident from the table above, in the three years 2004-2006, exports of Korea to the 
EU grew more rapidly than EU exports to Korea. In part as noted above this has been 
stimulated by increased Korean exports to the NMS post accession to the EU. The trade 
surplus of Korea with the EU contracted from 2000 until 2002 and has since expanded. 

One should not attach too much significance to the bilateral trade balance between the 
EU and Korea when both economies are roughly in balance in external accounts on a 
global basis. There are many triangular trade flows that occur on a multilateral basis. For 
example, Korea has a large trade deficit with the Persian Gulf economies due to energy 
imports while the EU has a trade surplus with the Persian Gulf region. Of course the EU is 
a net energy importer but does not source energy imports from the Persian Gulf in the 
same proportion as Korea. Similarly Korea has a trade surplus with China while the EU 
has a large trade deficit. Trade interactions through shifts in market share in third 
countries are also important in addition to direct bilateral trade flows.  

The following table presents EU-Korea bilateral trade by product groups. The most 
important group for Korean exports and simultaneously for EU exports is machinery and 
transport equipment. This sector is more dominant in Korean exports, accounting for 
almost four fifths of exports and the sector has a large trade surplus in Korea’s favour. 
However, the large trade volume in both directions within this sector suggests 
complementary intra-industry trade and that there is potential for increased intra-industry 
specialisation if the EU-Korea FTA is negotiated and implemented. 
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TTaabbllee  22..44::  EEUU--KKoorreeaa  TTrraaddee  bbyy  PPrroodduucctt  

EU - Korea Trade By Product (2006) 

 EU Imports from Korea  € million   % of total  

  Machinery and transport equipment         30 261               78.9    

  Manufactured goods classified by material           3 087                 8.1    

  Miscellaneous manufactured articles           2 747                 7.2    

  Chemicals and related products           1 242                 3.2    

  Mineral fuels, lubricants and related materials              456                 1.2    

  Crude materials inedible, except fuels              280                 0.7    

  Commodities and transactions              142                 0.4    

  Food and live animals                87                 0.2    

  Beverages and tobacco                10                 0.0    

  Animal and vegetable oils, fats and waxes                 -                     -      

      

 EU Exports to Korea  € million   % of total  

  Machinery and transport equipment         10 066               44.2    

  Miscellaneous manufactured articles           3 817               16.8    

  Chemicals and related products           3 789               16.6    

  Manufactured goods classified by material           2 698               11.8    

  Food and live animals              664                 2.9    

  Crude materials inedible, except fuels              637                 2.8    

  Commodities and transactions              355                 1.6    

  Beverages and tobacco              312                 1.4    

  Animal and vegetable oils, fats and waxes                86                 0.4    

  Mineral fuels, lubricants and related materials                21                 0.1    

        

Source: Eurostat.   
   

As is indicated in the following table, trade in Services has also expanded between the 
EU and Korea, with an increase in EU exports and expansion of the positive trade 
balance in this sector for the EU. 

FFiigguurree  22..77::  EEUU--2255  TTrraaddee  iinn  SSeerrvviicceess  wwiitthh  KKoorreeaa    
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The EU has been the largest source of Foreign Direct Investment into Korea in recent 
years. During the years after the financial crisis the US was the largest source of FDI in 
Korea. In the period before 1995, Japan was the largest source of FDI in Korea.  

FFiigguurree  22..88::  EEUU--KKoorreeaa  FFDDII  FFlloowwss  
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There has also been a shift of FDI into the services sector in recent years.  

FFiigguurree  22..99::  EEUU--KKoorreeaa  FFDDII  FFlloowwss  

FDI Stocks
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As the above table indicates, the stock of EU FDI in Korea and Korean FDI in the EU has 
steadily increased. It is common for high income countries to have reciprocal two-way 
flows of FDI as enterprises compete in integrated markets for goods and services.  

22..22..  RREEGGIIOONNAALL  TTRRAADDEE  AANNDD  PPRROODDUUCCTTIIOONN  NNEETTWWOORRKKSS  IINN  AASSIIAA  

Dramatic changes in trade patterns among East Asian economies have occurred over the 
last decade since the Asian financial crisis. Intraregional trade has expanded more rapidly 
than extra-regional trade and accounts for over half of East Asia’s trade (49 percent of 
exports and 55 percent of imports). This reflects the increasing specialisation within East 
Asia as the region becomes a factory for the world. The following diagram depicts the 
growing intensification of trade flows in Asia. 
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FFiigguurree  22..1100::  TTrraaddee  FFlloowwss  iinn  EEaasstt  aanndd  SSoouutthh  EEaasstt  AAssiiaa    

 

Source: Gill, Indermit et al East Asian Renaissance, World Bank, 2007. 

 

All countries in the region have boosted their share of exports to China, and in some 
cases very dramatically. Hong Kong (China), Korea, Taiwan (China), and Vietnam have 
experienced large gains in the share of their exports going to China. At the same time, 
almost all countries in the region have seen a fall in their export shares to Japan, 
reflecting the slower growth of the Japanese economy over the last 10 years and 
increased outsourcing by Japanese MNCs. 

The exception to this trend is China. China’s exports to East Asia have fallen since the 
country joined the World Trade Organization, and China has expanded exports to the 
European Union and the United States.  Nonetheless China still exports a large share to 
other East Asian countries; almost half of its total exports went to East Asian trading 
partners between 2000 and 2005. 

Economic integration over the last two decades in East and South East Asia has 
stimulated interest in the role of production networks and the increasing role of intra-
industry trade as compared with inter-industry trade. European integration going back to 
the 1960s also stimulated increased intra-industry trade, but production networks or 
supply chains did not play the same role.  
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Regional Trade Production networks in South East Asia and in East Asia were pioneered 
by and are still dominated by Japanese MNCs.

10
 However European and US 

multinationals have also been involved. Now new multinationals are emerging in Korea 
and other Asian economies. In the early stage of development, MNCs set up distribution networks 
for their own products, which were exported from their headquarters in Japan. With the 
accumulated experiences in overseas operation, MNCs then set up a production base overseas, to 
benefit from locational advantage. Faced with the limited supply of parts locally, overseas affiliates of 
Japanese MNCs imported parts from headquarters and assembled them to produce finished 
products. Networks with local firms as well as affiliates of Japanese MNCs were created over 
time, as local firms improved their production capability for producing parts, and as the number of 
affiliates of Japanese MNCs increased. A large number of Japanese MNCs followed their business 
customers to establish affiliates. This type of procurement network has been expanded and 
extended to result in the regional production network in East Asia. In addition to production and 
distribution networks, Japanese MNCs set up other types of network such as technology alliances 
and outsourcing. 

A notable characteristic of overseas affiliates of Japanese MNCs is the motive for their 
establishment. These differ depending on the location of affiliates. Achieving low cost 
production and exports, particularly exports to Japan, are important motives for establishing 
affiliates in Asia, while expansion of local sales is the single most important motive for the 
affiliates in Europe or North America. 

Sales of overseas affiliates of Japanese MNCs increased 1.5 times in the period 1993 to 
2001. The rate of increase was particularly high for machinery sectors and chemicals in 
manufacturing. In 2001 among manufacturing sub-sectors transport machinery and IT equipment 
had the largest shares in total sales of overseas sales of Japanese MNCs.  As a result of increase in 
sales of overseas affiliates of Japanese MNCs, the share of overseas sales in overall sales 
(overseas production ratio), has increased over time. The overseas production ratio for Japanese 
MNCs, which are defined to own overseas affiliates, increased from 18.3 percent in 1993 to 41 
percent in 2002. 

Overseas production ratios differ among the manufacturing sub-sectors remarkably. Machinery 
sectors exhibit high values; with transport machinery having the highest ratio at 48 percent 
and electric machinery at 27 percent. The rate of the increase in the overseas production ratio is 
particularly high for transport machinery, as the ratio increased rapidly from 17 to 48 percent from 
1993 to 2002.  

There is a trend toward an increasing share of trade with countries in the same region. For 
example, for the Asian affiliates’ sales the share of sales destined to other Asian countries 
increased from 11.2 percent in 1992 to 18.3 percent in 2001. Increasing intra-regional trade by 
the affiliates of Japanese MNCs appears to result from at least two forces. One is the reduction of 
trade barriers. Another factor is the emergence of regional production and distribution network, 
under which MNCs break up the production process into several sub-processes and locate a sub-
process in a country, where that particular sub-process can be conducted most efficiently. 
Such inter-process division of labour strategy, has been adopted by many MNCs in 
electronics, transportation, precision machines as well as textiles, and has increased intra-
regional trade by MNCs. This can involve various types of intra-industry trade where parts and 
components are traded back and forth in regional production networks. 

Among Japanese MNC affiliates in different regions, the Asian affiliates show the highest 
export orientation, with an export/sales ratio in 2001 of 52 percent, while the corresponding 
figures for the North American and Latin American affiliates are 14 and 43 percent, respectively. 
Japan has become an important destination of finished products for the Asian affiliates while 
other Asian countries have become important destinations of parts and materials. These 
developments, which emerged as a result of the establishment of regional production and 
distribution network by Japanese MNCs, are particularly notable in the textiles and machinery 
sectors.  

                                                      

10 Urata, Shujiro, ‘The Creation of Regional Production Networks in Asia-Pacific; the case of Japanese 
Multinational Corporations’, Waseda University, June 2006. 
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An increasingly large portion of affiliates’ transactions take the form of intra-firm trade. The 
share of intra-firm transactions in overall transactions increased sharply from 1992 to 2001. In 1992 
intra-firm trade was substantial for the affiliates’ trade with the home country, or Japan, indicating a 
strong relationship with parent company in Japan. However, in 2001 intra-firm transactions amount 
to a large part of affiliates’ transaction not only in their trade with home countries but also in their 
transactions in the host countries and those with foreign countries. The increase in intra-firm 
transaction by the affiliates of Japanese MNCs appear to indicate the emergence of regional 
production network involving Japanese MNCs, which has been made possible by the increase in 
the number of affiliates and by the expansion of their activities. 

Two types of intra-industry trade may be identified. One is horizontal intra-industry trade, 
where products of similar characteristics in quality and price but with different design and 
other characteristics are traded. Such trade may occur between countries with similar income 
levels, where consumers have similar taste but they also have a demand for variety. The other 
type is vertical intra-industry trade, under which products of different quality and price are 
traded. An example of such trade involves standard colour TVs and hi-definition TVs, which are of 
different quality and price. Trade in parts and finished products can be another example of vertical 
intra-industry trade. As such, vertical intra-industry trade tends to take place between developing 
and developed countries, where factor prices are very different. 

A large part of intra-industry trade in East Asia is of the vertical type.  The share of intra-
industry trade increased notably from 1990 to 2004. For intra-industry trade, a large 
portion is vertical intra-industry trade, although both horizontal and vertical types increased 
over time. 

Although Japanese MNCs led the way in regional production networks, European and 
North American enterprises in a number of sectors have established global supply chains 
with significant involvement in Asian regional production networks. The difference in the 
presence of Japanese MNCs as compared with European and North American 
multinationals is the range of industries in SE Asia in which they are present. For example 
in the automotive and transport equipment sectors Japanese MNCs have a stronger 
presence in SE Asia and Korean MNCs are beginning to establish their presence.   

22..33..  CCOOMMPPAARRIISSOONN  OOFF  TTHHEE  EEUU  AANNDD  KKOORREEAANN  TTRRAADDEE  RREEGGIIMMEESS  

In this section the EU and Korean trade regimes are compared. The comparison 
examines both tariff and non-tariff barriers for trade in goods and for trade in services.  

TTRRAADDEE  IINN  GGOOOODDSS  

The analysis of the trade regime for trade in goods is in two parts:  the first part focuses 
on the tariff structures of the European Union and Korea; and the second part focuses on 
non-tariff measures affecting trade in both economies. 
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Tariffs 

The following two tables present a summary profile of the tariff structures of the EU and 
Korea.  

TTaabbllee  22..55::  EEuurrooppeeaann  CCoommmmuunniittiieess  TTaarriiffffss  aanndd  IImmppoorrttss::  SSuummmmaarryy  aanndd  DDuuttyy  RRaannggeess  

Summary Total Ag Non-Ag WTO member since  1995 

Simple average final 
bound 

 5.4 15.4 3.9 Binding coverage: Total 100 

Simple average MFN 
applied 

2006 5.4 15.1 3.9  Non-
Ag 

100 

Trade weighted 
average 

2005 3.4 12.3 2.9 Ag: Tariff quotas (in %)  15.1 

Imports in billion US$ 2005 1,395.5 82.9 1,312.6 Ag: Special safeguards (in %)  29.2 

  
Duty-
free 

0 <= 
5 

5 <= 
10 

10 <= 
15 

15 <= 
25 

25 <= 
50 

50 <= 
100 

> 
100 

NA
V 
in 
% 

Frequency distribution 

Tariff lines and import values (in %)  

Agricultural products           
 Final 

bound 
 32.5 9.1 15.1 11.7 10.1 10.9 7.6 0.9 32.

0 
 MFN 

applied 
2006 31.1 9.2 15.9 12.2 11.2 10.0 6.3 1.1 31.

0 
 Imports 2005 43.2 12.4 13.8 9.2 4.8 9.4 6.6 0.7 24.

5 

Non-agricultural 
products 

          

 Final 
bound 

 28.4 37.1 26.6 6.9 0.9 0.0 0 0 0.6 

 MFN 
applied 

2006 28.6 36.4 27.3 6.8 0.8 0.0 0 0 0.6 

 Imports 2005 58.8 18.4 14.1 7.8 0.8 0.0 0 0 0.5 

Source: ITC, UNCTAD, WTO, World Tariff Profiles, 2007.  

TTaabbllee  22..66::  RReeppuubblliicc  ooff  KKoorreeaa  TTaarriiffffss  aanndd  IImmppoorrttss::  SSuummmmaarryy  aanndd  DDuuttyy  RRaannggeess  

Summary Total Ag Non-
Ag 

WTO member since  1995 

Simple average final 
bound 

 17.0 59.3 10.1 Binding coverage: Total 94.5 

Simple average MFN 
applied 

2006 12.1 47.8 6.6  Non-
Ag 

93.8 

Trade weighted 
average 

2005 8.0 101.9 4.0 Ag: Tariff quotas (in %)  17.9 

Imports in billion US$ 2005 239.5 9.9 229.6 Ag: Special safeguards (in %)  9.8 

 

Duty-
free 

0 <= 
5 

5 <= 
10 

10 <= 
15 

15 <= 
25 

25 <= 
50 

50 <= 
100 

> 
100 

NA
V 
in 
% 

Frequency distribution 

Tariff lines and import values (in %)  

Agricultural products           
 Final 

bound 
 2.3 6.6 9.5 8.3 22.4 30.9 10.1 9.0 3.4 

 MFN 
applied 

2006 2.3 20.1 26.7 1.2 12.5 27.3 2.0 8.0 2.7 

 Imports 2005 1.7 32.3 15.5 1.1 8.6 19.1 1.4 20.
3 

6.1 

Non-agricultural 
products 

          

 Final 
bound 

 15.9 7.2 22.9 35.7 5.9 6.2 0.0 0 0.1 

 MFN 
applied 

2006 15.9 11.0 64.2 7.3 1.6 0.0 0 0 0.1 

 Imports 2005 29.6 39.9 28.4 1.7 0.4 0.0 0 0 0.1 

Source: ITC, UNCTAD, WTO, World Tariff Profiles, 2007.  
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It is evident from these sets of summary tables that the EU has on average lower tariffs 
for agricultural and non-agricultural products than does Korea. In the case of Korea 
applied tariffs are lower than the bound rates for both agricultural and non-agricultural 
products but the average of the applied rates is still significantly above the EU rates. 

There is high dispersion in the tariff structure of Korea. Also, it is important to note that 
Korea applies temporarily higher MFN duties, or flexible tariffs, within its WTO bindings.  
These duties include adjustment, emergency, special emergency, and seasonal rates. 

The gap is much greater on agricultural products where the average MFN bound rates 
and simple average of MFN applied rates in Korea are much higher than the EU rates. 
The trade weighted average of agricultural tariffs in 2005 was 101.9 percent in Korea and 
12.3 percent in the EU. Also if one considers the frequency distribution of tariffs and trade 
flows, more than twenty percent of Korean agricultural imports were at tariff rates above 
100 percent.  

For non-agricultural products, the gap between EU tariffs and Korean tariffs is smaller but 
still significant.  The simple average bound rate for the EU is 3.9 percent while it is 10.1 
percent for Korea. The simple average applied rate is 3.9 per cent for the EU and 6.6 
percent for Korea. On a trade weighted basis, the average tariff for the EU is 2.9 percent 
and 4.0 percent for Korea. Also, about 65 percent of EU non-agricultural tariffs are below 
5 percent, while only 27 percent of Korean non-agricultural tariffs are below 5 percent.  

TTaabbllee  22..77::  EEuurrooppeeaann  CCoommmmuunniittiieess  TTaarriiffffss  aanndd  IImmppoorrttss  bbyy  PPrroodduucctt  GGrroouuppss  

Final bound duties MFN applied duties Imports 

Product groups AVG Duty-
free 
in % 

Max Binding 
in % 

AVG Duty-
free 

 in % 

Max Shar
e 

in % 

Duty-
free  
in % 

Animal products 26.7 20.6 219 100 25.4 23.2 219 0.5 16.2 
Dairy products 56.9 0 264 100 53.8 0 229 0.1 0 
Fruit, vegetables, plants 10.7 22.6 199 100 11.8 21.4 195 1.3 16.1 
Coffee, tea 6.5 27.1 43 100 6.5 27.1 43 0.8 78.8 
Cereals & preparations 29.1 6.3 139 100 25.6 5.8 139 0.4 2.6 

Oilseeds, fats & oils 5.8 48.2 87 100 5.9 46.8 87 1.4 70.5 
Sugars and confectionery 32.6 0 134 100 32.9 0 134 0.2 0 
Beverages & tobacco 23.2 23.0 208 100 20.2 19.8 192 0.7 15.9 
Cotton 0.0 100.0 0 100 0.0 100.0 0 0.1 100.0 
Other agricultural products 5.1 66.4 125 100 5.3 64.8 125 0.6 71.5 

Fish & fish products 11.2 10.7 26 100 10.3 15.9 26 1.3 5.8 
Minerals & metals 2.0 49.5 12 100 1.9 50.7 12 17.2 70.5 
Petroleum 2.0 50.0 5 100 2.7 31.1 5 21.0 95.3 
Chemicals 4.6 20.0 13 100 4.6 20.2 17 9.6 45.5 

Wood, paper, etc. 0.9 84.1 10 100 1.1 80.3 10 3.5 84.3 
Textiles 6.5 3.4 12 100 6.6 3.1 12 2.7 2.1 
Clothing 11.5 0 12 100 11.5 0 12 5.6 0 
Leather, footwear, etc. 4.2 27.8 17 100 4.2 25.7 17 2.6 14.4 

Non-electrical machinery 1.7 26.5 10 100 1.7 28.1 10 8.8 61.0 
Electrical machinery 2.4 31.5 14 100 2.5 31.2 14 8.8 60.4 
Transport equipment 4.1 15.7 22 100 4.1 17.0 22 6.2 18.6 
Manufactures, n.e.s. 2.5 25.9 14 100 2.4 26.9 14 6.6 51.3 

Source: ITC, UNCTAD, WTO, World Tariff Profiles, 2007.  
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TTaabbllee  22..88::  RReeppuubblliicc  ooff  KKoorreeaa  TTaarriiffffss  aanndd  IImmppoorrttss  bbyy  PPrroodduucctt  GGrroouuppss  

Final bound duties MFN applied duties Imports 

Product groups AVG Duty-
free 
in % 

Max Binding 
in % 

AVG Duty-
free 

 in % 

Max Shar
e 

in % 

Duty-
free  
in % 

Animal products 27.3 0.4 89 100 22.1 0.4 89 0.5 0 
Dairy products 69.8 0 176 100 67.5 0 176 0.1 0 
Fruit, vegetables, plants 64.3 0 887 100 57.2 0 887 0.5 0 
Coffee, tea 74.1 0 514 100 53.9 0 514 0.1 0 
Cereals & preparations 179.7 0 800 92.7 134.3 0 800 1.1 0 

Oilseeds, fats & oils 45.8 1.3 721 100 37.6 2.6 721 0.7 2.8 
Sugars and confectionery 32.2 0 243 100 19.0 0 243 0.2 0 
Beverages & tobacco 42.5 0 270 100 31.7 0 270 0.2 0 
Cotton 2.0 0 2 100 1.0 0 1 0.1 0 
Other agricultural products 21.4 9.4 754 100 15.9 9.3 754 0.6 9.1 

Fish & fish products 15.0 0 32 54.2 16.1 0 30 1.0 0 
Minerals & metals 7.6 22.0 35 96.0 4.8 21.1 8 23.0 22.8 
Petroleum 12.3 0 13 50.0 5.1 0 8 20.8 0 
Chemicals 5.8 6.6 54 97.4 5.8 6.8 50 9.2 13.8 

Wood, paper, etc. 2.8 73.2 13 90.3 2.4 63.8 8 2.2 57.5 
Textiles 15.9 0.3 30 98.5 9.2 0.3 13 1.8 0.5 
Clothing 28.3 0 35 100 12.6 0 13 1.1 0 
Leather, footwear, etc. 12.2 0.1 16 97.3 7.9 0.1 16 1.1 0.0 

Non-electrical machinery 9.5 24.6 20 96.6 6.0 23.4 13 9.7 45.1 
Electrical machinery 9.0 32.5 20 74.3 6.0 23.2 13 18.2 72.0 
Transport equipment 8.2 26.0 20 82.0 5.4 26.8 10 2.0 49.9 
Manufactures, n.e.s. 10.1 18.9 16 95.2 6.4 19.4 13 5.8 36.7 

Source: ITC, UNCTAD, WTO, World Tariff Profiles, 2007.  

 

Comparing the average MFN duties on an industry by industry basis for the European 
Union and Korea there is a strong correlation in the tariff structure. The tariff peaks on an 
industry basis tend to correspond even if the Korea has higher tariffs especially for certain 
agricultural product groups.  

Despite this correlation between EU and Korean tariffs there are some variations in the 
relative structures. For example the EU tariffs for electrical and non-electrical machinery 
are significantly lower than the average Korean tariff of 6.0 percent in these sectors. 
Conversely the EU tariff for transport equipment averages 4.1 percent which is much 
closer to the average applied tariff on 5.4 percent in this sector. Automobiles are one of 
the few significant industries where EU tariffs are higher than Korean tariffs. 

Non-Tariff Measures 

The European Union has relatively few Non-tariff measures. The EU does maintain 91 
tariff rate quotas in agricultural products and these require import administration. Among 
the non-tariff measures identified in the recent Trade Policy Review by the WTO were the 
agreed quota levels on textiles products from China which are due to expire soon and the 
EU trade defence instruments.11  

The following table is reproduced from the WTO Trade Policy Review summarising the 
use of trade defence measures by the EU in recent years.  

                                                      

11 World Trade Organization, Trade Policy Review: European Communities, WT/TPR/S/177, January 2007. 
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TTaabbllee  22..99::  EEUU  TTrraaddee  DDeeffeennccee  MMeeaassuurreess  11999955--22000066  

a/ Until September 2006.  
Source: WTO, Trade Policy Review: European Communities, p. 56. 
 

The EU TBT and SPS systems are transparent but some developing country exporters 
find compliance to be costly.  

On the Korean side, the study, Qualitative Analysis of a Potential Free Trade Agreement 
between the European Union and Korea, indicated that technical regulations in the 
automotive sector, pricing regulation in the pharmaceutical sector, testing requirements in 
cosmetics and aspects of the SPS system in Korea were regarded as non-tariff barriers. 
There has been some progress on resolving the testing and certification issues in 
cosmetics on a bilateral basis.   

  TTRRAADDEE  IINN  SSEERRVVIICCEESS  

Korea participated in the WTO negotiations on basic telecommunications and financial 
services.  It has an MFN exemption for computerized flight reservation services.  The 
Government submitted initial services offers under the current WTO negotiations in 
March 2003, and would like to see meaningful liberalization in the maritime transport 
sector.

12  

The services sector in Korea is now the largest sector of the economy accounting for 
more than three fifths of GDP in 2005. Korea has been a member of the WTO since 1995, 
and has made its first DOHA Round GATS offer in March 2003 and its revised offer in 
May of 2005 (see TN/S/O/Kor/Rev.1). Korea’s WTO GATS commitment covers 98 
services sectors (compared to 115 services sectors in EU-27). The last revision covered 
improvement on market access (mode 4) and horizontal commitments in the following 
sectors: 

• Mode 4 (Intra-corporate transferees, contractual service suppliers) 

• Business services (Legal services, veterinary, services incidental to manufacturing) 

• Communication services (telecommunication services) 

• Distribution services 

• Educational services 

• Financial services and 

• Transport services. 

The Economic Impact Study indicated that much of the potential gains to the EU came 
from Services liberalisation. According to the Study the value of the EU’s exports in 
various services sectors increases between 40 to 60% of baseline values. On the other 
hand, 53% of gains in real income in Korea in the Partial 1 scenario can be attributed to 
the liberalisation of services. It is very important to emphasise that Korea’s losses are in 

                                                      

12 WTO document TN/S/W/11, 3 March 2003. 

 Average 
1995-99 

2000 2001 2002 2003 2004 2005 2006a 

Anti-Dumping         

   Initiation of investigations 37 31 27 20 7 29 24 24 

   Definitive measures 21 40 12 25 3 9 19 11 

Countervailing         

   Initiation of investigations 6 0 6 3 1 0 2 0 

   Definitive measures 1 11 0 3 2 2 0 0 

Safeguards         

   Initiation of investigations 0 0 0 1 2 1 2 0 

   Definitive measures 0 0 0 1 0 1 1 0 
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the short term: besides there will be spill over effects (e.g. positive productivity gains) 
from services liberalisation into the manufacturing sectors to the extent that manufactures 
use services as intermediate inputs. 

The Korea–Chile Free Trade Agreement (KCFTA) covers trade in services.  Provisions 
relate to foreign investment, cross-border trade in services, telecommunications, and 
temporary entry for business persons, subject to negative lists of reservations for cross-
border trade in services and foreign investment.  Korea indicates that the coverage of 
services liberalization in the KCFTA is broader than Korea's WTO commitments.  For 
example, it has made substantial concessions in educational and legal services, which 
are not in its GATS undertakings.  Also neither country may impose specific performance 
requirements, such as on exports, as a condition for investment in services.    

22..44..  WWTTOO  AANNDD  OOTTHHEERR  FFTTAA  NNEEGGOOTTIIAATTIIOONNSS  

Both the European Union and Korea are actively engaged in the Doha Development 
Agenda negotiations in the WTO. Also both entities are also engaged in other FTA 
negotiations.  

  

EEUU  RREEGGIIOONNAALL  AANNDD  BBIILLAATTEERRAALL  NNEEGGOOTTIIAATTIIOONNSS  

The EU has bilateral or regional trading arrangements with a large number of countries 
including with EFTA, Turkey, Euro Med partners, Chile, Croatia and Mexico. Economic 
Partnership Agreements (EPAS) have been negotiated recently with Africa Caribbean 
and Pacific (ACP) countries under the Cotonou Agreement and a number of agreements 
have been concluded. Other FTA negotiations are at various stages of negotiation, such 
as for example, the negotiations with ASEAN, India and Mercosur. 

KKOORREEAANN  FFTTAA  NNEEGGOOTTIIAATTIIOONNSS  

Korea was one of the last major trading nations to pursue FTAs. In a manner similar to 
Japan, Korea had focused exclusively on multilateral negotiations in the GATT and WTO 
trade negotiations until the breakdown of the WTO ministerial meeting in Seattle in 
December 1999. The resulting cloud over multilateral trade talks precipitated a sea 
change in Japanese policies toward FTAs, which in turn led Korean policymakers to 
adopt a more diversified negotiating strategy. Korea had previously explored bilateral 
talks, at least with the United States. Since the conclusion of negotiations of the Canada-
US FTA in late 1987, and the subsequent expansion of the Canada-US FTA to the 
NAFTA free trade regime to Mexico in 1993, Korea had at times considered the possibility 
of seeking accession to NAFTA or negotiating a NAFTA-like bilateral FTA with the United 
States. For a variety of reasons, however, such proposals were not considered politically 
realistic presumably due to sensitivities over agricultural trade. 

After the successful launch of the Doha WTO negotiations in 2001, the challenges at the 
Cancun WTO Ministerial in 2003 presaged broader challenges in the WTO negotiations. 
Subsequently, Korea has pursued an active strategy of negotiating FTAS with trading 
partners in different regions of the world.  

Today, after concluding an FTA with Chile in 2004, Korea has concluded FTAs with 
Singapore, the European Free Trade Association (EFTA), nine of the ten members of the 
Association of South East Asian Nations (ASEAN) (including Singapore) and the United 
States. So far the Free Trade Agreements with Chile, Singapore, EFTA, and other 
ASEAN have commenced implementation. Korea’s FTAs with Chile, Singapore, and 
EFTA have been notified to the WTO under both Article XXIV of the GATT 1994 and 
Article V of the GATS. 

These initial FTAs have involved limited incremental amounts of trade but have not been 
without controversy—especially the Chilean deal, which sparked a debate in the Korean 
National Assembly over grapes and the broader issue of agricultural reform. Those talks 
were pursued at least in part to prepare for more ambitious ventures with its major trading 
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partners, the European Union, Japan and the United States (and prospectively China as 
part of a Northeast Asian FTA). The Korea-US FTA has been concluded and signed, but 
awaits ratification and implementation. The ratification debate in both Korea and the 
United States has proved to be vocal with active opposition. Negotiations of an FTA with 
Japan are still continuing and Korea has FTA negotiations underway with Canada, India 
and Mexico.  Australia and New Zealand are possible partners for future FTA 
negotiations. Together, current and prospective FTA partners represent more than half of 
Korea’s total trade. 
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33..  SSOOCCIIAALL  CCOONNTTEEXXTT  
 

The SIA methodology specifies indicators and themes of significance relating to the social 
pillar of the assessments, with a two prong approach, distinguishing (i) general societal 
themes from (ii) labour aspects.  

The main themes to be considered under the (i) general societal themes heading are the 
following:                           

• Health,  

• Education, and  

• Equity.  

The equity theme is to be further delineated under gender related topics also correlated 
with the employment and labour theme. For this reason they will be addressed after the 
section covering specifically the labour dimensions.  

Regarding the broad (ii) labour aspects, the focal points of the SIA are the following: 

• Unemployment,  

• Productivity and quality of work,  

• Rights at work, 

• Employment opportunities, wage effects, self-employment, 

• Gender equality in employment and employment opportunities,  

• Gender equality in education,  

• Social protection,  

• Social dialogue.  

Many of those themes are at the juncture between the agenda of DG Employment and 
DG Trade. The Commission's 'decent work' Communication of 24 May 2006, in line with 
core labour standards defined by the International Labour Organisation, covers 
supporting the right to join a trade union, the freedom to collective bargaining, the fight 
against forced labour, child labour and modern forms of slavery. 

Moreover, the Commission’s Communication is striving to go beyond ensuring minimum 
labour rights, by clearly setting out how to promote decent work and by linking 
development to "values and principles of action and governance which combine economic 
competitiveness with social justice". 

Employment, Social Affairs and Equal Opportunities Commissioner Vladimír Špidla 
said: "The concept of decent work for all is a way of tackling inequalities; higher economic 
growth is no guarantee of better jobs or less poverty – economic and social progress 
need to go hand in hand." 

EU Trade Commissioner Peter Mandelson added: "Trade creates jobs and decent jobs 
lift people out of poverty. But trade and social policies must work together to ensure that 
economic growth is based on fairness and basic labour standards." 

The specific social dimensions of the Korea- EU FTA are framed within a landscape 
where political partisanship polarizes economical stands. Those lines of fractures were 
quite apparent in the debates caused by the signing of the Korea-US FTA. The same 
issues remain key in the simultaneous negotiations towards a Korea-EU FTA, with the 
added political in-fighting stirred by the presidential elections, taking place on December 
19

th
 2007, where a major stake, overshadowing strict economic policies implications, 

hinges around North-Korean relations. 

The general perception in Korea is that the country is sandwiched between the fast-
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developing and advanced countries—not yet catching up with the advanced economies 
while being chased closely by the rising ones (especially China). For example, a 2004 
Korean Broadcasting System poll found that “more than half of Koreans feel that the 
current economic situation is worse than it was in late 1997 when the financial crisis 
shook the nation”.  

In Korea it is commonly argued, and often linked to militant labour unions and regulations, 
that the country’s international competitiveness is declining and is facing a crisis in 
technology, profits, market share and lack of innovation in high-tech industries. As big 
economies such as China and India expand rapidly and demand expands, acquiring 
energy and other raw materials in a global market becomes more expensive and difficult. 
This represents a serious challenge for resource-poor countries like Korea.  

Korea is also experiencing problems common to post-industrial societies, such as a gap 
between the rich and the poor, social polarization, social welfare issues, and 
environmental degradation. Low fertility is the other serious challenge to the Korean 
economy, as Korea is an aging society that will contribute to a slow down in economic 
growth.  

While Lee Baek-man, senior presidential secretary on public policy, argued on the 
presidential website that FTAs “would bring about epoch impacts for our country in terms 
of improving the growth rate, job creation and attraction of foreign capital” and eventually 
“pull the nation into the ranks of advanced countries”, there are differing views inside the 
political leaders, state institutions, the labour unions, farm groups and representative 
institutions. 

Reflecting the convergence in development levels of the EU and Korea, the social pillar of 
the EU-Korea FTA SIA focuses on the crucial demographic factors, labour indicators, and 
gender indicators, as these are the most relevant areas to build a mutually beneficial 
agenda.   

33..11..  GGDDPP  AANNDD  DDEEMMOOGGRRAAPPHHIICC  FFAACCTTOORRSS    

The European Union comprises 27 Member States (EU-27) which cover a land area of 
4.2 million km

2
, and which have a combined population of 490 million, of which more than 

three fifths reside in the euro area.  Korea is a country with a population 48 million and a 
territory of about 100,000 km

2
. Korea is the most densely populated member of the 

OECD. 

In 2005, the EU-25 had a GDP of €10,844 billion, while its per capita income in nominal 
terms amounted to €23,500.  In terms of per capita income, Luxembourg ranks first, 
followed by Ireland and Denmark as is evident from the following table.

 13  
The following 

table presents data for 2005 when the EU was 25 member states. Bulgaria and Romania 
joined subsequently. 

 
 

                                                      

13 If measured in purchasing power standards, the Netherlands ranks third.  
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TTaabbllee  33..11::  SSeelleecctteedd  EEccoonnoommiicc,,  SSeeccttoorraall  aanndd  LLaabboouurr  FFoorrccee  IInnddiiccaattoorrss  EEUU--2255  

Area Population  
 

GDP  per capita 
Share in gross value 

added (2004) %  
 Agriculture 

employment 
 

('000 
km2) 

(million) Euro  PPSa  Agriculture, 
forestry and 

fishing 

Industryb Services % of working 
populationc  

(2004) 

EU (25) 3,894.3 459.5 23,500.8 23,500.8 2.1 26.5 71.5 5.0 

EU (15) 3,154.0 385.4 26,584.1 25,468.1 2.0 26.2 71.8 4.0 
Euro-zone 2,458.0 310.9 25,666.4 25,012.2 2.2 26.6 71.1 .. 
Austria 84.0 8.2 30,033.0 28,691.5 1.9 30.3 67.8 5.5 
Belgium 31.0 10.4 28,545.2 27,544.6 1.0 24.8 74.3 2.2 
Cyprus 9.0 0.7 17,909.1 19,549.8 3.1 20.3 76.6 5.1 
Czech 
Republic 79.0 10.2 9,629.3 17,142.4 3.3 37.9 58.8 

4.4 

Denmark 43.0 5.4 38,475.5 28,873.8 1.9 24.0 74.0 3.3 
Estonia 45.0 1.3 7,824.9 13,048.6 4.3 28.9 66.9 5.5 
Finland 305.0 5.2 29,660.5 26,374.4 3.1 30.2 66.7 5.3 
France 544.0 60.6 28,236.3 26,341.8 2.5 21.3 76.3 4.3 
Germany 357.0 82.5 27,240.9 25,279.9 1.1 29.1 69.8 2.4 
Greece 132.0 11.1 16,350.0 19,565.5 5.7 21.2 73.1 12.6 
Hungary 93.0 10.1 8,697.8 14,381.5 3.9 30.8 65.2 5.3 
Ireland 70.0 4.1 39,015.4 32,649.9 2.5 37.5 60.0 6.4 
Italy 301.0 58.5 24,241.9 24,246.4 2.5 27.3 70.2 4.2 
Latvia 65.0 2.3 5,545.0 10,901.1 4.1 22.6 73.3 14.6 
Lithuania 65.0 3.4 6,010.4 11,883.8 5.9 32.7 61.5 16.3 
Luxembourg 3.0 0.5 64,449.5 56,987.0 0.6 16.8 82.8 2.1 
Malta 0.3 0.4 11,131.6 16,292.5 2.5 23.7 73.6 2.3 
Netherlands 34.0 16.3 30,782.3 28,940.2 2.1 23.9 74.0 2.7 
Poland 313.0 38.2 6,301.2 11,620.8 5.1 31.0 64.0 17.6 
Portugal 92.0 10.5 13,984.7 16,691.1 3.3 25.1 71.7 12.1 
Slovak 
Republic  49.0 5.4 6,927.1 12,949.3 3.9 35.1 60.9 

5.1 

Slovenia 20.0 2.0 13,702.9 18,938.0 2.5 35.2 62.2 9.7 
Spain 505.0 43.0 21,012.2 23,068.4 3.5 29.1 67.3 5.5 
Sweden 411.0 9.0 31,957.0 27,736.7 1.8 27.7 70.5 2.5 
United 
Kingdom 244.0 60.0 29,458.9 27,181.8 1.0 24.1 75.0 1.3 

a In euros, measured on the basis of purchasing power standards (PPS). 
b Including construction. 
c Employment in agriculture, hunting, fishing, and forestry. 

Source: Eurostat (2005) Yearbook and DG Agriculture (2005), Key Agricultural 
Statistics, Table 2.0.1.2, Brussels. 

There has been a trend to income convergence between the EU-15 and NMS-10.  
Growth rates in the NMS-10 have been higher than in the EC-15, although more volatile.  
Thus, per capita incomes in NMS-10 and EU-15 are now much closer than they were in 
the late 1990s; NMS-10 income increased to more than 50% of the EU-15 level, on 
average, in 2005, from 44.3% in 1997, when enlargement process based on the 1995 
White Paper was defined in the Commission's Agenda 2000.  The catch-up process, 
which is led by the manufacturing and services sectors, is particularly impressive in the 
Baltic States, but also in Hungary and Slovenia.  Similarly Bulgaria and Romania have 
experienced strong growth contemporaneous with the EU accession.  

The following table presents GDP per capita for OECD member countries. Note that 
Korea is a member of the OECD while some of the smaller NMS are not members of the 
OECD.  
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FFiigguurree  33..11::  GGDDPP  PPeerr  CCaappiittaa  OOEECCDD  MMeemmbbeerrss  22000055  PPuurrcchhaassiinngg  PPoowweerr  PPaarriittyy  $$UUSS  
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Source: OECD. 

When we consider GDP per capita, it is evident from the table above that at $22,000 
Korea is below the average of the EU-15 and the OECD average which are almost 
identical at about $30,000 per capita. However, in 2005 Korea ranked above the NMS in 
per capita income and is about half way between the average for the NMS and the 
average for the EU-15 in GDP per capita. The reality of the GDP positioning of Korea as 
compared to the EU27 is an element that is not realistically perceived whether in Europe 
or in Korea itself. Koreans have not always taken full stock of the remarkable growth in 
GDP they have achieved and keep mentally in a position of developing country when 
dealing with the US or the EU. Similarly on the European side the awareness of Korea as 
a developed country is not widespread.  

Although growth in per capita GDP has slowed in Korea in recent years and there was a 
sharp reversal as a result of the 1997-1998 financial crisis, Korea has the highest growth 
rate among OECD countries on a per capita basis and the process of convergence will 
continue.   

EEUU  DDEEMMOOGGRRAAPPHHIICC  AANNDD  LLAABBOOUURR  FFOORRCCEE  PPRROOJJEECCTTIIOONNSS  

In the coming decades, Europe's population will undergo dramatic demographic changes 
due to low fertility rates, continuous increases in life expectancy and the retirement of the 
baby-boom generation. These changes will have profound economic and social 
consequences. In particular there will be fiscal challenges.

14
 Ageing populations will pose 

major economic, budgetary and social challenges. It is expected to have a significant 
impact on growth and lead to significant pressures to increase public spending.

15
 

Assuming no change in work and retirement patterns, the ratio of older inactive persons 
per worker will almost double from around 38% in the OECD area in 2000 to just over 
70% in 2050. This will make it difficult for Member States to maintain sound and 

                                                      

14 European Commission-DG ECFIN, “The Long-Term Sustainability of Public Finances in the 
European Union”, European Economy n° 4/2006. 
15 See Economic Policy Committee and European Commission-DG ECFIN (2006) ‘The impact of 
ageing on public expenditure: projections for the EU25 Member States on pensions, health-care, long-
term care, education and unemployment transfers (2004-2050)’, European Economy, Special Reports No 
1, 2006, henceforth called the 'Ageing Report'. 
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sustainable public finances in the long-term. This is of particular importance in the 
Economic and Monetary Union, as high deficits and rising debt in some countries leading 
to unsustainable public finances might have an adverse impact on macro-economic 
conditions for other EMU countries. Therefore, ensuring fiscal sustainability requires 
forward looking and time-consistent policies. In turn this involves addressing budgetary 
imbalances before the budgetary impact of ageing sets in and becomes entrenched. 

Some potential implications of the ageing of European society for the labour force 
population and employment rates are depicted in the following diagram drawn from the 
Ageing Report.  

FFiigguurree  33..22::  DDeemmooggrraapphhiicc  aanndd  EEmmppllooyymmeenntt  PPrroojjeeccttiioonnss  EEUU--2255  

 

Source: European Commission-DG ECFIN, Ageing Report, 2006.  

This projection assumes that Lisbon Agenda objectives of achieving higher employment 
rates are attained in the EU. Under the assumption of rising employment rates, total 
employment rises until 2016 despite declines in the working age population commencing 
in 2010. After 2016 total employment will start to fall and any aggregate economic output 
growth will depend primarily on labour productivity rising faster than the decline in total 
employment. Note that it will be about 2016 when the EU-Korea FTA would be almost 
fully implemented if the agreement is concluded in 2008 and implementation commences 
soon thereafter.   

KKOORREEAANN  DDEEMMOOGGRRAAPPHHIICCSS  

As projected by the United Nations, Korea also faces a rapid demographic transition to an 
ageing society with almost no population growth and increasing urbanisation. Of course 
this projection assumes that migration flows in the Korean peninsular remain modest.  
The following tables report the medium variant projection by the United Nations. The low 
variant with lower fertility rates would accentuate the demographic changes.  

As the following table demonstrates, in the last half century Korea has been transformed 
from a predominantly rural society with relatively high fertility rates, into an urbanised 
society with lower fertility rates which is in the midst of a rapid demographic transition to 
an ageing society.   
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TTaabbllee  33..22::  RReeppuubblliicc  ooff  KKoorreeaa  KKoorreeaann  PPooppuullaattiioonn  ((MMiilllliioonnss))  aanndd  UUrrbbaann  RRuurraall  DDiissttrriibbuuttiioonn  
MMeeddiiuumm  VVaarriiaanntt  PPrroojjeeccttiioonn  22000000--220022551166  

Year 
Population 
millions 

Percentage 
urban 

Percentage 
rural 

1950 18.9 21.4 79.6 

1975 35.3 48.0 52.0 

2000 46.8 79.6 20.4 

2005 47.9 80.8 19.2 

2010 48.7 81.9 18.1 

2015 49.1 83.1 16.9 

2020 49.2 84.2 15.8 

2025 49.0 85.2 14.8 

Source: UN Population Projections. 

 

TTaabbllee  33..33::  RReeppuubblliicc  ooff  KKoorreeaa  DDeemmooggrraapphhiicc  PPrrooffiillee  MMeeddiiuumm  VVaarriiaanntt  22000000--22002255  

Indicator 2000 2005 2010 2015 2020 2025 

Population (thousands) 46.8 47.9 48.7 49.1 49.2 49.2 

Male population (thousands) 23.4 23.90 24.3 24.4 24.4 24.2 

Female population (thousands) 23.3 23.9 24.4 24.7 24.8 24.8 

Population sex ratio (males per 100 
females) 

100.5 100.0 99.6 99.1 98.5 97.9 

Percentage aged 0-4 (%) 6.6 5.1 4.6 4.2 4.0 4.0 

Percentage aged 5-14 (%) 14.3 13.5 11.3 9.5 8.7 8.3 

Percentage aged 15-24 (%) 16.4 14.5 13.6 13.1 11.1 9.5 

Percentage aged 60 or over (%) 11.4 13.7 16.0 18.8 23.1 27.4 

Percentage aged 65 or over (%) 7.4 9.4 11.3 13.3 15.7 19.6 

Percentage aged 80 or over (%) 1.0 1.4 1.9 2.7 3.6 4.4 

Percentage of women aged 15-49 (%) 57.1 55.5 53.1 50.0 46.3 42.2 

Median age (years) 32.0 35.0 38.0 40.8 43.4 45.8 

Population density (population per sq. 
km) 

470 481 489 493 494 492 

Source: UN Population Projections. 

 
The table above presents clearly the demographic changes occurring in Korean society. 
The percentage of young people in society is falling and the median age is steadily rising 
from 35 years in 2005 to 45.8 years in 2025. From 2005 until the 2025 the proportion of 
people over age sixty is projected to double from 13.7 percent to 27.4 percent. Thus the 
population grows marginally and then starts to decline, but there is a dramatic change in 
the age profile of the population. Currently, Korea has one of the youngest populations 
out of all OECD countries but by the middle of this century it will have one of the oldest, 
just behind Japan, Italy and Greece. In 2050, more than one-third of the population will be 
over the age of 65 and around half of all workers will be aged 50 and over.  

The following table presents the details of this demographic transition. Life expectancy is 
expected to continue rising during the forecast period.   

                                                      

16 Source: Population Division of the Department of Economic and Social Affairs of the United 
Nations Secretariat, World Population Prospects: The 2006 Revision and World Urbanization 

Prospects: The 2005 Revision, http://esa.un.org/unpp. 
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TTaabbllee  33..44::    RReeppuubblliicc  ooff  KKoorreeaa  DDeemmooggrraapphhiicc  PPrrooffiillee  MMeeddiiuumm  VVaarriiaanntt  22000000--22002255  

Indicator 
2000-
2005 

2005-
2010 

2010-
2015 

2015-
2020 

2020-
2025 

Population change per year (thousands) 218 161 89 21 -40 

Births per year, both sexes combined (thousands) 492 449 417 400 391 

Deaths per year, both sexes combined (thousands) 258 282 322 374 426 

Population growth rate (%) 0.46 0.33 0.18 0.04 -0.08 

Crude birth rate (births per 1,000 population) 10.4 9.3 8.5 8.1 8.0 

Crude death rate (deaths per 1,000 population) 5.4 5.9 6.6 7.6 8.7 

Total fertility (children per woman) 1.24 1.21 1.21 1.24 1.29 

Net reproduction rate (daughters per woman) 0.58 0.57 0.57 0.59 0.61 

Infant mortality rate (infant deaths per 1,000 live births) 4.7 4.1 4.0 3.9 3.8 

Life expectancy at birth, both sexes combined (years) 77.0 78.6 79.6 80.2 80.8 

Life expectancy at birth, males (years) 73.5 75.0 75.9 76.6 77.2 

Life expectancy at birth, females (years) 80.6 82.2 83.2 83.8 84.4 

Source: UN Population Projections. 

The data presented above shows Korea and the EU face similar challenges of managing 
the transition to an ageing society. For both the EU and Korea this has implications for 
fiscal policies since the debt path without fiscal adjustment is unsustainable. Although 
Korea benefits from favourable initial conditions compared to the EU in facing age-related 
fiscal pressures, the unprecedented speed of Korea’s demographic transition and the 
confluence of long-term fiscal pressures that it faces leave a relatively narrow window of 
opportunity. The impact of the ageing of the Korean labour force is tied to social 
dimensions of the labour market and will vary according to trends in the participation rates 
of older workers. This in turn is dependant on the age at which workers can enjoy 
retirement, and globally on the compensation system.  

The average age of retirement varies significantly in the EU 27, as is illustrated in the 
following table which places Korea at the high end of the chart for the effective age at 
which workers both male and females leave the work force, right behind Japan.  

The 2005 statistics establishes that Korean men and women can officially retire at age 60. 
However the effective age of retirement is 70.4 and 67.9 respectively, which actually 
places Korean women in the absolute first place in terms of age of retirement. This in turn 
is related to the structure of the labour market and to employment regimes that are 
presented in more details below.  

Addressing the age challenge will necessitate reform in a number of areas: the issue of 
retirement funds is crucial in this regard: Older workers in Korea currently face a long but 
rocky road to retirement. The National Pension System (NPS) has not yet reached 
maturity and so many older people have little alternative but to continue working as a 
source of income. Yet, employers appear reluctant to retain older workers beyond a 
certain age, often as low as 55. It is common practice among firms in Korea to set a 
mandatory age of retirement well below the age of 60, which is the norm, recommended 
under the Aged Employment Promotion Act. Women tend to be more often selected out 
than men, a significant factor of gender inequality.  

Equally important in the wake of the ageing phenomenon, as larger cohorts of workers 
move into the older age groups, it will become increasingly important to ensure that older 
workers have up-to-date skills, good access to employment services and better working 
conditions. Over the past decades, the frequency of work accidents in Korea in the 
manufacturing sector has declined substantially. However, the severity of work accidents 
rose over the 1990s, reflecting a rise in the incidence of fatal injury in manufacturing that 
is substantially higher than in a number of EU countries. 

In addition to pension reform, and adjustment of the mandatory retirement system, Korea, 
with the high age of retirement of its work force, has an even greater need to strengthen 
and expand training opportunities for mid-career and older workers.   
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There is considerable scope for fiscal consolidation by increasing tax revenue, and some 
room for raising spending efficiency and reducing non-age-related spending in tandem 
with further improvements in debt management. A series of reports by the OECD, and the 
EC have started elaborating on the needs for such reforms. Building consensus in Korea 
for these reforms will not be easy, but the publication of a regular long-term fiscal report 
as is done by the European Commission would help to communicate the underlying fiscal 
pressures to the public.17 

 

33..22..  LLAABBOOUURR  MMAARRKKEETT  IINNDDIICCAATTOORRSS  
Labour market indicators are relatively positive for Korea as indicated in the figures 
below. The growth rate in the total employment rate is slightly above the OECD average. 
Unemployment is low with Korea having the third lowest unemployment rate in the OECD 
surpassed only by Luxembourg and Switzerland. It is noteworthy that Korea managed to 
absorb the enormous shock of the 1997-1998 financial crisis without major increases in 
unemployment but the price was significant volatility in real wages. 

The following table gives an overview of the Korean labour market: 

TTaabbllee  33..55::  TTrreennddss  iinn  EEccoonnoommiicc  PPaarrttiicciippaattiioonn  aanndd  EEmmppllooyymmeenntt  ((iinn  tthhoouussaanndd  ppeerrssoonnss))  

Economically active 

Year 
Total 
popula
tion 

Working 
age 

population 
(15 or 
above) 

Sub-
total 

Emplo-
yed 

Unemp
loyed 

Economic 
participate
-ion rate 
(%) 

Economically 
inactive 

Unemplo
yment 
rate (%) 

1995 46,860 33,659 20,845 20,414 430 61.9 12,811 2.0 
2000 47,008 36,186 22,069 21,156 913 61.0 14,189 4.4 
2005 48,294 38,488 23,743 22,856 887 62.0 14,512 3.7 

 

* Economically active people include both employed and unemployed people aged 15 or 
older 

* Economically inactive people are those aged 15 or older who are neither employed nor 
unemployed (such as housewives, students, elderly, persons with physical or mental 
disabilities, charity workers, and those engaged in religious organisations) 

* Employed people are those who work 1 hour or longer a week in paid employment, 
family workers who work 18 hours or longer a week or those who are in temporary leave 
from work 

* Unemployed people are those who do not work at all in a given week in paid 
employment 

Source: Lee, Wonbo (2007) “Understanding Korea’s Labour Relations,” Seoul: Korea 
International Labor Foundation. mimeo. 

The following two tables provide an indication of the changing structure of employment. 
The proportions of permanent, self employed and family workers have declined while the 
proportion of temporary workers has increased. The proportion of temporary workers 
surged after the financial crisis but the proportion of permanent workers has rebounded 
somewhat by 2005.   

In Table 3.7 below the disruptive impacts of the financial crisis are strikingly evident with 
real wages plunging almost 10 % in 1998 but rising at rates of 5-6 % per year thereafter.  

TTaabbllee  33..66::  CCoommppoossiittiioonn  ooff  tthhee  EEmmppllooyyeedd,,  bbyy  EEmmppllooyymmeenntt  SSttaattuuss  ((iinn  tthhoouussaanndd  ppeerrssoonnss;;  %%))  

                                                      

17 International Monetary Fund, Republic of Korea: Selected Issues, October 2007, IMF Country Report 
No. 07/345. 
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Non-wage workers Wage workers 
Year Employed 

Sub-
total 

Self-
employed 

Family 
workers 

Sub-
total 

Permanent Temporary Daily 

1995 20,414 
(100.0) 

7,515 
(36.8) 

5,569 
(27.8) 

1,946 
(9.5) 

12,899 
(63.2) 

7,499 
(58.1) 

3,598 
(27.9) 

1,802 
(14.0) 

2000 21,156 
(100.0) 

7,795 
(36.8) 

5,864 
(27.7) 

1,931 
(9.1) 

13,360 
(63.1) 

6,395 
(47.9) 

4,608 
(34.5) 

2,357 
(17.6) 

2005 23,025 
(100.0) 

7,663 
(34.0) 

6,110 
(27.1) 

1,553 
(7.4) 

14,894 
(66.0) 

7,625 
(51.2) 

5,082 
(34.1) 

2,188 
(14.7) 

 

* Self-employed people include both business owners and self employed persons (for 
example, farm business or store owners who don’t hire any paid workers and free lancers) 

* Unpaid family people are those who work 18 hours or longer a week in a farm or 
another form of business that is run by their own family, without being paid for such work 

* Permanent workers are those who, without signing an employment contract, are 
employed for a regular job and are entitled to bonus, allowances and retirement pay, or 
who work on an employment for 1 year or longer 

* Temporary workers are those who work on an employment contract for 1 month or 
longer but shorter than 1 year 

* Daily workers are those who work on a contract of employment for shorter than 1 
month, or who are paid without being placed at a particular workplace. 

Source: Lee, Wonbo (2007) “Understanding Korea’s Labor Relations,” Seoul: Korea 
International Labor Foundation. mimeo. 

TTaabbllee  33..77::  WWaaggee  aanndd  OOtthheerr  WWoorrkkiinngg  CCoonnddiittiioonnss  iinn  KKoorreeaa  

 Unit 1998 2000 2003 2005 

Monthly average 
nominal wage 

KRW 
1,000 

1,426 1,668 2,127 2,404 

Nominal wage growth % -2.5 8.0 9.2 6.7 
Consumer prices 
growth % 7.5 2.3 3.6 2.7 

Real wage growth % -9.3 6.2 4.9 5.2 

Labour productivity % 
(manufacturing) 

12.2 9.1 6.4 8.2 

Monthly average 
number of days 
worked 

Days 24.0 24.6 23.9 23.5 

Monthly average 
number of hours 
worked 

(All 
industries) 

199.2 204.8 198.2 195.1 

Minimum wage KRW per 
hour 

1,525 1,865 2,510 3,100 

Notes: 1. The above includes all the non-farming business employing 5 workers or more. 
2. The growth rates of wage, consumer prices and labour productivity are on a year-on- year 

basis. 

Source: Lee, Wonbo (2007) “Understanding Korea’s Labor Relations,” Seoul: Korea 
International Labor Foundation. mimeo. 
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The 2 following figures place Korea in the context of OECD country averages for 
unemployment over the 1995-2005 period.  

FFiigguurree  33..33::  EEmmppllooyymmeenntt  RRaatteess  ––  TToottaall  1188  AAvveerraaggee  AAnnnnuuaall  GGrroowwtthh  iinn  PPeerrcceennttaaggee,,  11999922--22000055  oorr  
LLaatteesstt  AAvvaaiillaabbllee  YYeeaarr  
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18 Source: 

http://stats.oecd.org/wbos/viewhtml.aspx?queryname=322&querytype=view&lang=en  
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Korea has low unemployment rates both absolutely and relative to EU member states. 
Furthermore the proportion of long term unemployment among the unemployed is 
extremely low about 1 percent in 2006 compared to 74 % in Slovakia, 58 % in Germany,  
55 % in Belgium, 54 % in the Czech Republic, 51 % in Italy and Portugal, 49 % in  
Poland, 48 % in Greece, 47 % in  Hungary and  Netherlands, and 45 % in France. 

Comparing the two tables above we see that Korea has a low unemployment rate but that 
employment growth has been low over the last fifteen years reflecting the slow growth in 
the population and stale participation rates.  Moreover, there is a large gender imbalance 
with the employment rate for women being significantly lower than for men. The gender 
aspect and its implications are further discussed below.   

Historical perspectives on the Korean Labour scene: 

The democratic transition in Korea since 1987 greatly modified the terrain of the Korean 
labour movement. Organized labour suddenly became empowered and emerged as a 
major social force for democratic reform and social justice. Union membership increased 
from 1,004,000 in 1985 to 1,932,000 in 1989 or from 12.4 percent of the labour force to 
19.8 percent. The previously government-controlled Federation of Korean Trade Unions 
(FKTU) was reformed to become an independent and representative union. But a more 
significant development was the formation of an alternative radical national centre, the 
Korean Confederation of Trade Unions (KCTU) in 1995, comprising many powerful 
unions in the automobile, shipbuilding, health care and telecommunications industries, as 
well as in education and various service sectors. Small numbers of workers are unionized 
over time. According to the Korea Labor Institute,

19 
in the wake of the democratisation 

wave and the simultaneous eruption of labour movement in 1987, the union density 
increased from 15.7% as of end-June in 1987 to 18.5% at the end of the same year. The 
union density rate peaked at 19.8% in 1989 and then took a downturn, recording about 
12% in 1997~2001; about 11% in 2002 and 2003; and 10.3% in 2005. The declining 
tendency is also found in the number of unionists: it began to slide after it peaked at 
1,930,000 persons in 1989. Although the number of unionists showed a slight rebound in 
the years shortly after the 1997-98 financial crisis, then it began to go down again in 
2002. 

If democratisation opened the political space for the labour movement, it can be said that 
globalization functioned to undermine the economic base of the unionism. Globalization in 
Korea brought new managerial practices aimed at creating a flexible labour force. The 
major focus of labour-management conflicts in the first half of the 1990s was on labour 
laws concerned with employer rights on utilization of labour and particularly on layoffs of 
workers. 

The Korean labour force was relatively homogeneous until the early 1990s. A turning 
point occurred in 1997:  After the passing of  controversial labour laws, which were to give 
more power to employers to lay off workers, at a pre-dawn National Assembly session on 
December 26, 1996, the newly formed KCTU and the old FKTU coordinated successfully 
to mobilize millions of workers over a three-week period in January 1997. The strike was 
about job security at a time when more and more people were experiencing job instability, 
as well as about democratic procedures, so the public was fully supportive of the strike.  

But serious internal differentiation has occurred in the past decade, especially after the 
financial crisis in 1997. The financial crisis and the subsequent economic restructuring 
brought on devastating consequences to Korean people, producing a staggering number 
of business failures, a sharp increase in unemployment, frozen wages, decreased 
income, curtailments of non-wage benefits, a growing number of homeless people, and 
many other social problems. In February 1998, President Kim Dae-jung formed a labour-
management-government tripartite body which succeeded in producing a Tripartite 
Accord that, among other things, allowed employers to implement redundancy layoffs in 

                                                      

19 Korea International Labor Foundation (2007) “The Trends in Change of Unionization and Labor 

Disputes since 1987,” Korea Labor Review, No.15, July-August. 
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case of business failures. Subsequently to this historic compromise, the KCTU stepped 
out of the Tripartite Commission, in a show of disagreement.  

 

Current situation of the labour scene in Korea: 

a) unions: 

Today, the Korean union movement is beset with serious organisational, structural and 
ideological problems. 

The union members now represent less than 11 percent of the wage workers. Union 
membership peaked at 19.8 percent in 1989 and has been falling ever since. It dropped 
to 12.0 percent in 2000 and to 10.6 percent at the end of 2004. Not only is the 
unionization rate low, it is limited largely to workers employed at large firms. Currently, 
more than three quarters of union members are workers employed at large firms hiring 
300 or more employees. Less than a quarter of union members are found in smaller 
enterprises. Of enterprises with fewer than 300 employees, only 2.8 percent have unions 
present, while 69 percent of enterprises with 300 or more workers have unions. Frequent 
revelations of corruption and violence within union leadership have weakened public 
support. 

Globalization, the official policy since the early 1990s, had a deep impact on the labour 
market structure: large-scale firms have carried out extensive industrial restructuring in 
order to reduce their labour costs and increase labour market flexibility. As a 
consequence, the number of regularly employed workers has noticeably declined while 
that of irregular workers has increased sharply since the mid-1990s. On average, the 
irregular workers receive about half of regular workers' wages and are typically not 
covered by statutory welfare policies.  

Recent economic trends in Korea produced an increasingly polarized business structure. 
Large firms, especially chaebol firms, adapted to global competition relatively well, while 
many small enterprises suffered serious problems. This polarised economic structure is 
reflected in the labour force, sharply divided by the size of the firms they are employed at 
and the terms of their employment. Union membership is correlated with these two 
factors. 

Institutionally, post-1987, the Korean labour movement kept the decentralized, enterprise-
based union structure, inherited from the authoritarian government period. This constraint 
was met with an effort to form industrial unions to overcome the limitations of enterprise 
unions. Of several industrial unions formed in recent years, the metal worker union is the 
most important one, with about 143,000 members and representing powerful local unions, 
such as the Hyundai, Kia and Ssangyong automotive unions. But it is still not clear to 
what extent these industrial unions are effective organs representing broader worker 
interests and devising viable policies in the face of accelerating globalization. While there 
seems to be consensus among Korean labour groups that building effective industrial 
unions is the only solution to addressing the mounting problems of unprotected workers 
and the increasing fragmentation of the Korean working class, the anti-FTA strike 
organized by the Korean Metal Workers' Union (KMWU), illustrates the fact that the power 
of the industrial union, let alone the national flagship union, over powerful local member 
unions (in this case the Hyundai Motor's union) is very limited: Hyundai Motor workers' 
union vehemently opposed to participating in what they considered a political strike. Yet 
Hyundai Motor workers' union is known to be the most radical union in the nation, 
conducting annual strikes for the past 13 years, and the KMWU is the most powerful 
union at the industry level.  

b) Labour market efficiency: 

The labour market was graded at 49th place in 2006 WEF report due to strained relations 
between labour and management. Compared with Korea’s global competitiveness, labour 
market efficiency and labour relations are way behind other Asian competitors, such as 
Singapore. However, substantial improvement in the evaluation of labour market 
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efficiency, as reflected in the table below, implies that Korea’s labour market is changing 
in favour of business activity. 

 

TTaabbllee  33..88::  KKoorreeaa’’ss  GGlloobbaall  CCoommppeettiittiivveenneessss  ((22000077))  

Index 2007 2006 Index 2007 2006 
      Basic requirements 

14 
4
2 

Efficiency enhancers 
12 21 

Institutions 
26 

2
3 

Higher education 
and training 

6 28 

Infrastructure 8 5 Goods market 
efficiency 

16 47 

Macroeconomic stability 
27 

3
4 

Labour market 
efficiency 

24 49 

Health and primary 
education 

7 
1
7 

Financial market 
sophistication 

27 12 

 Technological 
readiness 

7 12 

Source: Information is taken from the World Economic Forum (2007) "The Global 
Competitiveness Report 2007-2008".  

c) The labour market in relation to attracting FDI: 

Korean economy has been recording a poor inflow of FDI, with substantial outflows since 
2003. A recent report by the Minister of the Ministry of Finance and Economy (MOFE) 
explains why Korea has recorded poor performance in the inflow of FDI, noting one of 

main reasons is hostile labour relations, along with irrational regulations on investment.
20
  

According to Kwon, O-Kyu (2006), Deputy Prime Minister and the Minister of the MOFE, 
“I am aware that industrial relations and regulations still remain major impediments to 
shaping a favourable business environment” 

At a forum on industrial strategies following the FTA on April 9, 2007, the Ministry of 
Commerce, Industry, and Energy (MOCIE) announced a comprehensive strategy to 
upgrade Korea's industrial structure following the conclusion of the Korus-FTA and to 
become a business hub in Northeast Asia. One of four implementation tasks the MOCIE 
also announced is attracting quality FDI by creating a world-class investment 
environment.  

The EU-Korea FTA, in conjunction with broader economic changes in the global economy 
could be expected to have greater economic effects on Korean economy. In particular, 
implementation of the FTA is likely to encourage the labour unions to be more adaptive to 
the global business practices in dealing with labour issues with management, but if the 
adverse labour management climate continues in Korea this will reduce the potential 
benefits from greater exchange of investment and technology. 

 

33..33..  TTHHEE  HHUUMMAANN  DDEEVVEELLOOPPMMEENNTT  IINNDDEEXX  --  GGOOIINNGG  BBEEYYOONNDD  IINNCCOOMMEE2211  

The Human Development Index is a broader measurement of welfare than per capita 
income and takes account of a number of social indicators.  The HDI for Korea of is 

                                                      

20 The Minister of the Ministry of Finance and Economy (2007) “The recent trend of FDI and 

reasons for poor inflow of FDI” October.  
21 Source: http://hdrstats.undp.org/countries/country_fact_sheets/cty_fs_KOR.html  
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0.912, which gives Korea a rank of 26th out of 177 countries for which data are available 
and are compiled by the UN – see the following table for a comparison.  

 

TTaabbllee  33..99::  KKoorreeaa’’ss  HHuummaann  DDeevveellooppmmeenntt  IInnddeexx  22000044  

HDI value Life expectancy 
at birth (years) 

Adult literacy 
rate (% ages 15 
and older) 

Combined 
primary, 
secondary and 
tertiary gross 
enrolment     
ratio (%) 

GDP per capita 
(PPP US$) 

1. Norway (0.965) 1. Japan (82.2) 1. Georgia (100.0) 1. Australia 
(113.2) 

1. Luxembourg 
(69,961) 

24. Greece 
(0.921) 

31. Portugal 
(77.5) 

20. Bulgaria (98.2) 10. Spain (96.1) 29. Bahrain 
(20,758) 

25. Singapore 
(0.916) 

32. Denmark 
(77.3) 

21. Croatia (98.1) 11. Slovenia 
(95.4) 

30. Equatorial 
Guinea (20,510) 

26. Korea (0.912) 33. Korea (77.3) 22. Korea (98.0) 12. Korea (95.0) 31. Korea 
(20,499) 

27. Slovenia 
(0.910) 

34. Kuwait (77.1) 23. Spain (98.0) 13. Belgium (94.7) 32. Qatar (19,844) 

28. Portugal 
(0.904) 

35. Slovenia 
(76.6) 

24. Saint Kitts and 
Nevis (97.8) 

14. Libyan Arab 
Jamahiriya (94.4) 

33. Portugal 
(19,629) 

177. Niger (0.311) 177. Swaziland 
(31.3) 

128. Mali (19.0) 172. Niger (21.5) 172. Sierra Leone 
(561) 

Source: UN Human Development Report 2007. 

 

The aggregate HDI for Korea ranks below 14 of the EU-15 countries, but ranks ahead of 
Portugal and the EU NMS.  

This year’s HDI from the 2007 report, which refers to 2004, highlights the very large gaps 
in well-being and life chances among countries and regions that continue to divide our 
increasingly interconnected world. By measuring important aspects of people’s lives and 
opportunities the HDI provides a much more complete picture of a country’s development 
than indicators such as GDP per capita. Figure 2.3 illustrates that countries on the same 
level of HDI as Korea, can have very different levels of income and life expectancy. In fact 
the figure suggests that Korea’s HDI is high relative to its GDP per capita when compared 
with other countries due to other indicators such as life expectancy and high levels of 
education.   
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FFiigguurree  33..55::    TThhee  HHuummaann  DDeevveellooppmmeenntt  IInnddeexx  GGiivveess  aa  MMoorree  CCoommpplleettee  PPiiccttuurree  tthhaann  IInnccoommee  

 

The Human Development Index trends tell an important story. Since the mid-1970s 
almost all regions have been progressively increasing their HDI score (see Figure 2.4 
below). East Asia and South Asia have accelerated progress since 1990. Central and 
Eastern Europe and the Commonwealth of Independent States (CIS), following a 
catastrophic decline in the first half of the 1990s, has also recovered to the level before 
the reversal. The major exception is Sub-Saharan Africa. Since 1990 it has stagnated, 
partly because of economic reversal but principally because of the catastrophic effect of 
HIV/AIDS on life expectancy. 

FFiigguurree  33..66::  HHuummaann  DDeevveellooppmmeenntt  IInnddiicceess  ffoorr  DDiiffffeerreenntt  RReeggiioonnss  ooff  tthhee  WWoorrlldd  
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FFiigguurree  33..77::    SSaammee  CCoouunnttrryy,,  DDiiffffeerreenntt  WWoorrllddss  ——  aa  HHuummaann  DDeevveellooppmmeenntt  IInnddeexx  bbyy  IInnccoommee  
GGrroouupp2222  

 

  

 

                                                      

22 Source: Human Development Report 2006, Beyond scarcity: Power, poverty and the global water 
crisis, p. 270. 
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  EEDDUUCCAATTIIOONN  

The following figure demonstrates that Korea ranks just behind Iceland as the OECD with 
the second highest spending on education at all levels as a proportion of GDP.  A 
significant proportion of the Korean spending is privately financed reflecting a high social 
value on education.  

FFiigguurree  33..88::  EEdduuccaattiioonn2233  TToottaall  EExxppeennddiittuurree  oonn  EEdduuccaattiioonnaall  IInnssttiittuuttiioonnss  ffoorr  aallll  LLeevveellss  ooff  
EEdduuccaattiioonn  aass  aa  PPeerrcceennttaaggee  ooff  GGDDPP  
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Furthermore, Figure 3.9 below shows that Korea has the third highest educational 
attainment among the OECD countries in terms of tertiary education of the 25-34 age 
cohort behind Canada and Japan. This figure confirms that Korea not only has higher 
average years of schooling than Germany, Finland or France but also that it has 
accumulated a highly-skilled labour force ahead of even the Nordic states. 

                                                      

23 Source: 

http://stats.oecd.org/wbos/viewhtml.aspx?queryname=322&querytype=view&lang=en  
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FFiigguurree  33..99::  TTeerrttiiaarryy  AAttttaaiinnmmeenntt  ffoorr  AAggeess  2255--3344    
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Source: OECD. 

 

HHEEAALLTTHH  

In terms of spending on health, Korea lags behind other OECD members in spending on 
health on a per capita basis. 

FFiigguurree  33..1100::  PPuubblliicc  aanndd  PPrriivvaattee  EExxppeennddiittuurree  oonn  HHeeaalltthh2244  UUSS  ddoollllaarrss  ppeerr  CCaappiittaa,,  CCaallccuullaatteedd  
UUssiinngg  PPPPPPss,,  22000044  oorr  LLaatteesstt  AAvvaaiillaabbllee  YYeeaarr  
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24 Source: 

http://stats.oecd.org/wbos/viewhtml.aspx?queryname=322&querytype=view&lang=en  
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(1) For Denmark, the chart shows current expenditures rather than total. Source: OECD 

In terms of health outcomes the results are relatively better for Korea as the following 
figure shows.  Korea is just below the OECD average in life expectancy and just below 
the United States which has far greater expenditures on health on a per capita basis.  

FFiigguurree  33..1111::  LLiiffee  EExxppeeccttaannccyy  aatt  BBiirrtthh  ((TToottaall))    
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Source: OECD. 

 

 

33..44..  EEQQUUIITTYY  DDIIMMEENNSSIIOONNSS  

IINNCCOOMMEE  DDIISSTTRRIIBBUUTTIIOONN    

The following table reports on income distribution in EU member states, Korea and 
selected other countries. Two measures are reported. One measure is the ratio of the 
income of the richest twenty percent of the population compared to the poorest twenty 
percent of the population. The lower the ratio the more equal is the distribution. The other 
measure is the gini coefficient. The gini coefficient would be zero with a completely 
equitable income distribution and approaches100 with a highly inequitable income 
distribution. Thus the lower the gini coefficient the more equal is the income distribution. 

Although there are some challenges in data availability reflecting the variation in the base 
year for comparison, Korea has a degree of income equality that is below the median in 
the EU member states. Korea also has a much more equal distribution of income than 
some other OECD member economies such as Mexico or the United States and 
compared with some more advanced developing countries such as Hong Kong or 
Malaysia.  
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TTaabbllee  33..1100::2255  MMeeaassuurreess  ooff  IInnccoommee  IInneeqquuaalliittyy  

HDI 
Rank  

Survey 
year 

Richest 
20% 

to poorest 
20 % a Gini index b 

HIGH HUMAN DEVELOPMENT    
4 Ireland 2000

c
 5.6 34.3 

5 Sweden 2000
c
 4.0 25.0 

7 Japan 1993
c
 3.4 24.9 

10 Netherlands 1999
c
 5.1 30.9 

11 Finland 2000
c
 3.8 26.9 

12 Luxembourg .. .. .. 
13 Belgium 2000

c
 4.9 33.0 

14 Austria 2000
c
 4.4 29.1 

15 Denmark 1997
c
 4.3 24.7 

16 France 1995
c
 5.6 32.7 

17 Italy 2000
c
 6.5 36.0 

18 United Kingdom 1999
c
 7.2 36.0 

19  Spain 2000
c
 6.0 34.7 

21 Germany 2000
c
 4.3 28.3 

22 Hong Kong, China 
(SAR) 

1996
c
 9.7 43.4 

24 Greece 2000
c
 6.2 34.3 

26 Korea 1998c 4.7 31.6 
27 Slovenia 1998-

99
c
 

3.9 28.4 

28 Portugal 1997
c
 8.0 38.5 

29 Cyprus .. .. .. 
30 Czech Republic 1996

c
 3.5 25.4 

32 Malta .. .. .. 
35 Hungary 2002

d
 3.8 26.9 

37 Poland 2002
d
 5.6 34.5 

40 Estonia 2003
d
 6.4 35.8 

41 Lithuania 2003
d
 6.3 36.0 

42 Slovakia 1996
c
 4.0 25.8 

45 Latvia 2003
d
 6.8 37.7 

53 Mexico 2002
d
 12.8 49.5 

54 Bulgaria 2003
d
 4.4 29.2 

60 Romania 2003
d
 4.9 31.0 

61 Malaysia 1997
c
 12.4 49.2 

69 Brazil  2003
c
 23.7 58.0 

a Data show the ratio of the income or expenditure share of the richest group to that of the poorest. Because of 
rounding, results may differ from ratios calculated using the income or expenditure shares in columns 2–5 in the 
original table from which this is drawn. 

b A value of 0 represents perfect equality, and a value of 100 perfect inequality. 
c Data refer to income shares by percentiles of population, ranked by per capita income. 
d Data refer to expenditure shares by percentiles of population, ranked by per capita expenditure. 
Note that countries not shaded are EU member states. 

Source: United Nations Human Development Report 2006. 
 

Based on the available data, Austria, Bulgaria, Czech Republic, Denmark, Finland, 
Germany, Hungary, Slovakia, Slovenia, and Sweden have more equitable income 
distributions while Romania has a degree of income inequality that is broadly comparable 
to Korea. The other EU member states, for which data are available, Belgium, Estonia, 
France, Greece, Ireland, Italy, Latvia, Lithuania, Netherlands, Portugal, Spain and the 
United Kingdom have a higher degree of income inequality.  

 

                                                      

25 Source: Human Development Report 2006. Beyond scarcity: Power, poverty and the global water 
crisis. 
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GGEENNDDEERR  AASSPPEECCTTSS  

The HDI measures average achievements in a country, but it does not incorporate the 
degree of gender imbalance in these achievements. The gender-related development 
index (GDI), introduced in Human Development Report 1995, measures achievements in 
the same dimensions using the same indicators as the HDI but captures inequalities in 
achievement between women and men. It is simply the HDI adjusted downward for 
gender inequality. The greater the gender disparity in basic human development, the 
lower is a country's GDI relative to its HDI. 

Korea’s GDI value, 0.905, should be compared to its HDI value of 0.912. Its GDI value is 
99.2% of its HDI value. Out of the 136 countries with both HDI and GDI values, 74 
countries have a better ratio than Korea's.  

Table 3.11 shows how Korea’s ratio of GDI to HDI compares to other countries, and also 
shows its values for selected underlying values in the calculation of the GDI. 

TTaabbllee  33..1111::  TThhee  GGDDII  CCoommppaarreedd  ttoo  tthhee  HHDDII  ––  aa  MMeeaassuurree  ooff  GGeennddeerr  DDiissppaarriittyy  

GDI as % of HDI Life expectancy at birth 

(years)  2004 

Combined primary, 
secondary and tertiary 
gross enrolment ratio 
2004 

- Female as % male Female as % male 

1. Luxembourg (100.4 %) 1. Russian Federation 
(122.4 %) 

1. United Arab Emirates 
(126.0 %) 

73. Cambodia (99.2 %) 31. Myanmar (109.9 %) 154. Senegal (87.5 %) 
74. Uganda (99.2 %) 32. Armenia (109.9 %) 155. India (86.9 %) 
75. Korea (99.2 %) 33. Korea (109.8 %) 156. Korea (86.7 %) 
76. Mozambique (99.2 %) 34. Mauritius (109.8 %) 157. Papua New Guinea 

(86.7 %) 
77. Kuwait (99.2 %) 35. Korea, Dem. Rep. 

(109.8 %) 
158. Angola (85.0 %) 

136. Yemen (94.0 %) 191. Kenya (95.8 %) 189. Afghanistan (40.9 %) 

Source: UN Human Development Report. 

The gender empowerment measure (GEM) reveals whether women take an active part in 
economic and political life. It tracks the share of seats in parliament held by women; of 
female legislators, senior officials and managers; and of female professional and 
technical workers- and the gender disparity in earned income, reflecting economic 
independence. Differing from the GDI, the GEM exposes inequality in opportunities in 
selected areas.  

Korea ranks 53rd out of 75 countries in the GEM, with a value of 0.502. Perhaps this is 
the index most likely to change due to both economic and demographic developments.  

Labour force participation by women in Korea is low compared to other OECD 
economies. If participation rates remain at their current levels, the labour force would 
decline by 23% by mid-century, thus increasing the burden of ageing. There is significant 
scope to increase the labour force participation rate of prime-age women, which is one of 
the lowest in the OECD area. One priority in this regard – ensuring an adequate supply of 
high quality childcare facilities – could also tend to raise fertility. The government plans to 
triple the proportion of children up to age five in public childcare facilities to 30%. 
Furthermore attention must be giving to issues regarding the type of employment (sector 
and level) in which women are most involved, as it contributes to occupational 
segregation in the work place and mirrors gender sensitivity. 
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In the last few years employment rates have been rising in Korea and this is associated 
with an increased share of temporary employment, especially for women. Temporary 
employment has increased from 17 per cent in 2000 to 29 percent in 2006.26  

 Although it is not evident that an EU-Korea FTA will have significant implications for 
gender aspects of economic activity, this aspect, and particularly gender implications of 
adaptation of the labour structures should be monitored carefully. 

 

Overall framework for the social impact of the EU-Korea FTA: 

The FTA can be expected to have impact on working conditions, health & safety 
standards (via regulatory approximation) and quality of work along the lines of the “decent 
work” indicators as identified by the EU and ILO. This effect can be both direct, due to the 
need to adjust to and comply with EU standards for the sectors that are seeking market 
access to the EU, or less tangible, more indirect, differed in time or even negative, 
depending on the timeframe for implementation of the liberalisation and the structure of 
the sector. On some social dimensions, such as gender opportunities for employment, the 
impact might be limited to enhanced awareness of  related issues of child care, family 
supportive policies, etc…induced by the opening of the relatively closed Korean society 
through increased exposure to EU social models, norms and values.   

On a general principle, for both partners of the FTA, the domestic industries with higher 
ex-ante levels of import protection are those expected to decrease as a result of 
increased trade and thus competition.  Therefore the effects of the FTA in Korea will 
mirror the impact in the EU:  a drop in merchandise production for the EU can be 
anticipated in the automobile sector for instance, while the output for European services 
will increase. Conversely, the Korean small farmers might be expected to suffer, while it 
can be anticipated that the consumer will experience a drop in food prices due to 
increased imports of agro-foods.  The competition induced by the liberalisation of services 
might however, lead – albeit in a longer time frame—to important productivity gains in 
view of the fact that currently, labour productivity in services is around 60% of that in 
manufacturing27.   

 

The following table presents the share of men and women employed in different industry 
sectors in Korea.  

                                                      

26 Lee, Jae-Kap, David Grubb, and Peter Tergeist, ADDRESSING LABOUR MARKET DUALITY 
IN KOREA,OECD SOCIAL, EMPLOYMENT AND MIGRATION WORKING PAPERS No. 61, 
October 2007. 

27 see OECD (2004) p. 10, p. 34. 
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TTaabbllee  33..1122::  EEmmppllooyyeedd  PPeerrssoonnss  bbyy  IInndduussttrryy  bbyy  GGeennddeerr  ((AAvveerraaggee))  ffoorr  22000077    

(Unit: 1000 persons)  

Male Female Total 
* By industry No/% 

Average 

Number 914.00 812.42 1,726.42 
Agriculture, forestry & fishing 

Percent 52.94 47.06 100 

Number 879.00 791.42 1,670.42 
A. Agriculture & forestry 

Percent 52.62 47.38 100 

Number 34.92 21.33 56.25 
B. Fishing 

Percent 62.07 37.93 100 

Number 2,791.83 1,345.33 4,137.17 
Mining & manufacturing 

Percent 67.48 32.52 100 

Number 17.83 1.25 19.08 
C. Mining & quarrying 

Percent 93.45 6.55 100 

Number 2,775.33 1,344.33 4,119.67 
D. Manufacturing 

Percent 67.37 32.63 100 

Number 9,901.08 7,668.17 17,569.25 
S.O.C. & other services 

Percent 56.35 43.65 100 

Number 67.33 18.83 86.17 
E. Electricity, gas & water supply 

Percent 78.14 21.86 100 

Number 1,678.17 172.17 1,850.33 
F. Construction 

Percent 90.70 9.30 100 

Number 2,632.58 3,093.50 5,726.08 
*Wholesale & retail trade, hotels & restaurants 

Percent 45.98 54.02 100 

Number 3,817.50 3,782.33 7,599.83 
*Business, personal, public service & others 

Percent 50.23 49.77 100 

Number 1,773.08 620.25 2,393.33 
*Electricity, transport, telecom. & finance 

Percent 74.08 25.92 100 

Number 1,999.67 1,677.25 3,676.92 
G. Wholesale & retail trade 

Percent 54.38 45.62 100 
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Number 633.25 1,416.33 2,049.58 
H. Hotels & restaurants 

Percent 30.90 69.10 100 

Number 1,096.92 117.67 1,214.58 
I. Transport 

Percent 90.31 9.69 100 

Number 219.25 64.67 283.92 
J. Post & telecommunications 

Percent 77.22 22.78 100 

Number 390.08 419.33 809.42 
K. Financial institutions & insurance 

Percent 48.19 51.81 100 

Number 334.17 171.25 505.42 
L. Real estate & renting & leasing 

Percent 66.12 33.88 100 

Number 1,187.83 657.00 1,844.83 
M. Business activities 

Percent 64.39 35.61 100 

Number 542.75 253.83 796.58 
N. Public adm. & defense, compulsory social 
security 

Percent 68.13 31.87 100 

Number 544.00 1,143.08 1,687.08 
O. Education 

Percent 32.24 67.76 100 

Number 198.67 546.00 744.67 
P. Health & social work 

Percent 26.68 73.32 100 

Number 305.92 187.08 493.00 
Q. Recreational, cultural & sporting activities 

Percent 62.05 37.95 100 

Number 688.33 664.33 1,352.67 
R. Other community, repair and personal 
service activities 

Percent 50.89 49.11 100 

Number 3.75 156.83 160.58 
S. Private households with employed persons 

Percent 2.34 97.66 100 

Number 12.08 3.25 15.33 
T. Extra-territorial organisations & bodies 

Percent 78.80 21.20 100 

Source: Ministry of Labour, Republic of Korea. 

The more general point that emerges from this detailed table is that women are employed 
in much greater proportion than men in the Services industries. About 74 % of total 
employment of women is in Services while 59 % of the employment of men is in 
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Services.28 Thus, expansion of employment in Services will tend to expand employment 
opportunities for women. 

33..55..  SSOOCCIIAALL  DDIIMMEENNSSIIOONNSS  OOFF  TTHHEE  PPOOLLIITTIICCAALL  DDIIVVIIDDEE  

The Korean peninsula remains divided by the cold war schism of the post-World-War-Two 
era. After decades of a frozen border, there have been tentative initial steps toward 
détente and diplomatic efforts are focused on reducing the threat of nuclear weapons and 
humanitarian assistance to people in the Northern side of the border.  At some point in 
the future more rapid change could occur if there is a transition in the regime in the 
Democratic Peoples Republic of Korea, (DPRK or North Korea). Whether and when such 
a transition might occur is inherently uncertain.  

If is evident that if at some point in the future and perhaps in the distant future, a dramatic 
regime change occurs in the Korea peninsula, analogous to the collapse of the Soviet 
bloc and the reintegration of Western and Eastern Europe, that there will be considerable 
challenges for the Korean people. The division of the Korean peninsula has endured 
longer than did the division of Central Europe and the gap in the level of economic and 
social development between the two Koreas is much greater than existed in Europe two 
decades ago.  Thus the overall economic and social challenges of any rapid integration 
scenario are likely to greater for the Koreas than was the case in Europe. 

The more specific challenge is the potential implications of a continued process of a slow 
thaw of the frozen border analogous to how China and Vietnam had gradually 
reintegrated into the world economy.  A specific case in point is the development of the 
Kaesong Industrial Complex (KIC).  

KKAAEESSOONNGG  IINNDDUUSSTTRRIIAALL  CCOOMMPPLLEEXX  

The Kaesong Industrial Complex (KIC) is an industrial park located in the Democratic 
People’s Republic of Korea just across the demilitarized zone from South Korea. As of 
November 2007, over 50 medium-sized South Korean companies were using North 
Korean labor to manufacture products there, employing around 20,000 workers. The 
complex was planned, developed, and financed largely by South Korea, and it has 
become a symbol of the growing level of engagement between the North and the South. 

According to South Korean officials, average wages and working conditions at Kaesong 
are far better than those in the rest of North Korea. Conditions in Kaesong were 
investigated by a Congressional Research Service study conducted for the US 
Congress.29   During 2007 the monthly minimum wage was $50 ($57.50 including the cost 
of social insurance) or $2 per day. Increases in the minimum wage are capped at 5% per 
year. General workers receive $50, team leaders receive $52-$55, and heads of 
companies receive $75 per month. Workers also receive overtime pay of about $10 per 
month and average about six hours per week in overtime. The normal workweek is 48 
hours. For extended working hours, the overtime premium is 50% of the hourly wage rate. 
For public holidays and nighttime work (10 p.m. to 6 a.m.), the overtime premium is 100% 
of the hourly wage rate. In some cases, North Korean workers have asked for additional 
night shift or weekend work in order to qualify for additional pay. Companies also may pay 
cash rewards as a special incentive. KIC employees receive 14 days per year in vacation 
time. At first, North Korean workers were reluctant to ask for leave time, but now they do. 
Female employees receive 60 days paid maternity leave. Labour costs in Kaesong are 
approximately 8% of those in a South Korean metropolitan area.30  South Korea has 
passed legislation to extend labour legislation to South Korean workers in the Kaesong 
Industrial Complex, but the practical consequences are not very clear. 

                                                      

28 UNDP, Human Development Report 2007-2008, Table 31, page 338. 
29 Dick K. Nanto and Mark E. Manyin, Congressional Research Services Study: The Kaesong North-South 
Korean Industrial Complex, Updated February 14, 2008, Congressional Research Service, Washington, 
DC.  
30 Hyundai Asan. Kaesong Industrial Park, brochure. c. 2006. 
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In April 2007, Unification Ministry officials confirmed that the DPRK had requested pay 
raises of 30% and 10% for members of the North Korean workforce who are graduates of 
four- and two-year colleges, respectively. The two categories make up about 11% each of 
North Korea’s workforce in the KIC.31  

The wages of North Korean workers are paid in dollars (or other hard currency other than 
South Korean won) first to the Central Special Direct General Bureau, a North Korean 
government agency. Article 34 of the Labour Law of the Kaesong Industrial Complex, 
however, states that wages must be paid directly to employees in cash. The DPRK claims 
that this is not being implemented now because of the lack of foreign exchange centres in 
the KIC. The ROK Ministry of Unification has stated that of the $57.50 minimum monthly 
salary, $7.50 or 15% of the base pay goes for social insurance (providing for 
unemployment and occupational hazards). According to the CRS study, the North Korean 
government also deducts $15 or 30% for a socio-cultural policy fee that goes for rental of 
state-owned housing, education, medical services, social insurance, and social welfare 
and reportedly is given to the Kaesong City People’s Committee. According to the 
Unification Ministry, the remaining $35 is paid to the workers in cash (upwards of 5% in 
North Korean won) or as chits that can be exchanged for daily supplies (food and 
necessities).32 At the exchange rate of 140 North Korean won per dollar, the $35 
translates into 4,900 won. (A kilogram of rice costs about 44 won if bought from North 
Korea’s public distribution system but as much as 1,000 won if bought on the open 
market. The average family consumes about 60 kilograms of rice per month. Undoubtedly 
black market rice prices have risen since that time;) Companies provide the workers with 
a way to verify their wages by having them sign a ledger or provide a pay slip when they 
receive their pay. 

North Korean workers commute to the KIC by bus provided by the Kaesong Industrial 
Complex Management Council and by some 1,000 bicycles also provided for workers 
living closer to the complex. According to the KIC Management Council, the health 
condition of workers at the KIC has visibly improved as they have had access to better 
nutrition. The actual recruitment of workers is done by North Korea’s Central Guidance 
Agency on Special Zone Development, a cabinet level administrative body. The South 
Korean hiring company, however, may reject any recruit provided or if the recruit does not 
demonstrate the requisite skills (e.g., sewing), hire the worker as a trainee at 70% or less 
of the minimum wage. Employers cannot freely punish or fire incompetent workers. They 
must give instructions through North Korean mid-level managers. Directly scolding 
employees is regarded as humiliation and prohibited. The experience of many 
companies, however, is that labour management is a challenge during the start-up phase 
of a factory in the KIC. Gradually, however, North Korean workers begin to identify with 
the company, and a level of trust is developed between the South Korean executives and 
the North Korean managers and workers. 

Currently, North Korean workers do not have the right to change employers. This 
promises to keep labour costs from escalating as they have in other developing markets 
as foreign firms bid for skilled workers. This also provides companies in the KIC with a 
stable (though aging) workforce. This practice, however, conflicts with what would be 
consistent with internationally accepted workers’ rights. 

                                                      

31 The following sources are cited in the CRS study: South Korea Considers Expanding Joint 
Industrial Complex in North. Yonhap News  Agency, Seoul. Reported by BBC Monitoring Asia 
Pacific. London, July 26, 2006. Ministry of Unification (South Korea). The Gaesong Industrial 
Complex. Status of North Korean Workers. November 14, 2006. North Korea Economy: Kaesong 
Zone Expansion to Resume. Economist Intelligence Unit ViewsWire. New York: May 8, 2007.  

32 Ko, Gyoung-Bin. All the Salary Goes to the North Korean Workers at the Gaeseong Industrial 

Complex (GIC), January 31, 2007. Ministry of Unification document #uni4101. 

33 North Korea Today, No. 38, September 2006. Good Friends: Centre for Peace, Human. 
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33..66..  CCOONNCCLLUUDDIINNGG  OOBBSSEERRVVAATTIIOONNSS  

Of course the institutional arrangements for labour markets in the Republic of Korea have 
been influenced by its history. In addition, macroeconomic disturbances such as the 
Asian financial crisis in the late 1990s have had significant impacts on the trends in 
wages for several years, which can lead to deviations from longer term trends. On the 
European side, the shifts in exchange rates and global trade and payments flows can 
cause transitory challenges in bilateral trade flows. Specifically the pressures for 
unwinding the large US trade deficit imply that there are longer term pressures to 
increase exports to third countries to offset potential declines in the EU trade surplus with 
the US, but these adjustments can take several years.  

A critical part of the historical context of the Republic of Korea is the relationship with 
North Korea, and undoubtedly there are important issues with respect to labour standards 
in the specific situation of the Kaesong Industrial Complex (KIC). The specific issues of 
rules of origin for qualifying products under the FTA are important in this respect. This is a 
sensitive issue which requires balancing the concerns of various socio-economic groups 
in the EU about unfair competition from imports against the goal of improving the 
economic status of some portion of the population in North Korea and contributing to 
peace on the peninsula. Balancing these concerns involves questions of political 
judgment and values which the SIA is not in position to make but we seek to inform the 
choices.
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44..  EENNVVIIRROONNMMEENNTTAALL  CCOONNTTEEXXTT  
In the last decades of the 20

th
 century Korea was transformed from a rural agrarian 

society to one of the most industrialised. Industry accounts for 42.5% of GDP (well above 
the 29% OECD average). Manufacturing and energy-intensive industry remain 
predominant (Korea has the world’s largest shipbuilding industry and the fifth largest steel 
production) though information and communication technology are growing. With a 
population of 48 million living in an area of just under 100 000 km2, Korea has the highest 
population density (484 inhabitants per square kilometre) in the OECD33. The Seoul 
megalopolis, with 48% of the population, produces 53% of the Korean GDP. 

44..11..  PPOOLLLLUUTTIIOONN  CCOONNTTRROOLL  AANNDD  EENNVVIIRROONNMMEENNTTAALL  QQUUAALLIITTYY  

Further to good environmental progress during 1990-97, a period marked by Korea’s 
accession to the OECD, the review period (1997-2005) saw major progress in addressing 
air, water and waste management issues, particularly in urban areas. During this period 
Korea adopted new environmental legislation. However, indicators of carbon, energy and 
some material utilisation intensities still remain among the highest in the OECD.34  

The Ministry of Environment of Korea was established in 1990 and it was preceded by the 
Environment Administration which was established in 1987.   

During the last decade Korea has achieved striking progress with air quality management 
(major cuts in SOx and particulate pollution), water infrastructure (massive investment in 
sanitation, totalling about $US 20 billion since 1997), water management (establishment 
of river basin management), waste management (recycling, incineration and sanitary 
landfill infrastructure), and nature/biodiversity protection.  

New environmental legislation was adopted (18 new acts) and more bills are pending in 
the National Assembly. Korea is gradually changing its approach to environmental 
management. New legislation has been enacted to foster the use of economic 
instruments in environmental protection (e.g. Special Act on Metropolitan Air Quality 
Improvement for the capital region) and to introduce mandatory public green procurement 
(as part of the Act on Promoting the Purchase of Environmentally-Friendly Products).  

To improve environmental management at the territorial level, river basin environmental 
offices and a metropolitan air quality management office were established under the 
supervision of the Ministry of Environment. Public private partnership platforms with 
business and environmental non-governmental organisations (NGOs) have contributed to 
addressing many environmental issues. Many firms have adopted environmental 
management systems and industry is actively engaged in voluntary approaches, notably 
in the areas of oil spill remediation, chemical management and energy saving. NGOs 
have been allowed to participate in environmental inspections.  

Continuous monitoring systems have been introduced, and monitoring by civilian groups 
has increased. Environmental Impact Assessment (EIA) of projects has been 
strengthened and reinforced to be more preventive through development of the prior 
environmental review system (PERS) in 1999; the effectiveness and enforcement of both 
EIA and PERS requires further attention. Integration of environmental concerns in land-
use planning improved with a land-use reform and adoption of the principle “plan first, 
develop later” supported by two new acts. Pollution abatement and control expenditure 
increased in volume and remained at a robust rate of 1.6 to 1.9% of GDP. Environmental 
expenditure (including also expenditure on water supply and nature protection) is well 
over 2% of GDP. Overall, Korea has thus taken a range of actions to pursue 

                                                      

33 Korea acceded OECD in 1996. 
34 OECD, Environmental Performance Review of Korea, 2005, www.oecd.org  
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environmental protection together with economic development and institutional 
decentralisation.  

However, the sharing of environmental responsibilities (e.g. Ministry of Environment; 
Ministry of Construction and Transportation; Ministry of Commerce, Industry and Energy; 
Ministry of Maritime Affairs and Fisheries; Korean Forest Service) could be usefully 
reviewed and revised. In addition, important challenges remain concerning water, nature 
and air management. There are very high pressures associated with CO2 emissions and 
with use of water, pesticides and fertilisers. The permitting and enforcement systems 
have been weakened in recent years. Following the 2002 transfer of all enforcement 
duties in the areas of air, water quality and municipal waste management to local 
authorities, the number of inspections and the proportions leading to violations and 
prosecutions have decreased. The permitting system is still single-media in approach, 
and lacks regular renewal procedures. Integrated permits for large stationary sources 
should be considered. There is a risk of environmental concerns being too often 
superseded by development interests in local decision-making. The integration of 
pollution and nature protection concerns in land-use plans varies greatly among 
municipalities. Economic instruments should be reviewed to enhance their effectiveness 
and efficiency (e.g. streamlining, increased rates to induce changes in behaviour and to 
internalise externalities). The Framework Act on Environmental Policy of 1990 requires all 
levels of government to prepare five- and ten-year environmental management plans. 

Korea succeeded in the review period in strongly decoupling several environmental 
pressures from GDP growth (e.g. SOx emissions, the use of pesticides and fertilisers in 
agriculture); SOx and NOx emissions per unit of GDP are below the OECD average, as is 
per-capita municipal waste generation. Although municipal waste generation has 
continued to increase, it has risen at a lower rate than GDP due to an active recycling 
policy, volume-based waste charging and, more broadly, Korea’s emphasis on a “3Rs” 
(reduce, recycle, reuse) strategy for waste management. The introduction of cross 
compliance in agricultural policy and of agri-environmental payments in 1996 brought 
positive environmental outcomes.  

NNAATTUURREE  AANNDD  BBIIOODDIIVVEERRSSIITTYY  

Tourism and forestry sectoral plans have been prepared with due attention to 
environmental concerns. As tourism accounts for 4.8% of Korea’s GDP, the second 
tourism development plan (2002-11) aims to increase eco-tourism and strengthen 
environmental impact assessment of tourism development projects.  

Korea has designated the areas which have an excellent natural ecology and are rich in 
biological diversity as protected areas including ecosystem and landscape conservation 
area, and is taking measures to prevent ecosystem degradation of those areas. Ramsar 
wetlands and UNESCO biosphere reserves are places that have been designated or 
registered as international reservation areas. On the 30th of March, 2005, the Sinan Gun 
Jangdo island moor were registered as a Ramsar Wetland according to the Ramsar 
convention, the third designation after Yong moor of Mt.Daeam and the Changnyong 
Woopo wetland. In October 2004, Guweol Mountain was designated as the 4th UNESCO 
Biosphere reserve in Korea, after Seorak Mountain, Baekdoo Mountain, and Hanla 
Mountain in Chejudo. As of December, 2005, there are 76 natural parks in Korea (total 
area 7,805km2): 20 national, 23 provincial, and 33 county natural parks. Together they 
make up a land area which totals 5,125km2 (5.1% of the national land area), and surface 
sea area of 2,889km2 (2.9% of the national land area). This takes up 7.8% of the total 
territory of the nation.35 

The government revised the Natural Environment Preservation Act in 1997, which 
provided a framework for designating and managing endangered and protected wildlife, 
and also substantially reinforced the penalties (up to 5 years in prison and a KRW 30 
million fine) for illegal capture or gathering, thereby providing a legal system for the 
protection of wildlife. In February 2004, each of the regulations regarding wildlife 

                                                      

35 Source: Ministry of Environment of the Republic of Korea. 
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protection in the Natural Environment Preservation Act and the Wildlife Protection and 
Hunting Act were consolidated into the Wildlife Protection Act. The presidential and the 
ministerial decree were enacted and went into effect on the 10th of February, 2005. The 
Wildlife Protection Act categorizes the previously endangered species and protected 
wildlife into 221 species and classifies them into endangered species category I and II.  

In the fisheries sector, a total allowable catch system was adopted in 1998 and the 
doubling of budgetary transfers to fishery policies since 2000 was mainly to preserve the 
marine environment. Adoption of the Coastal Zone Management Act (1999) was followed 
by development of an integrated coastal zone management plan (2000).  

There is no evidence of environmental progress affecting the overall competitiveness of 
the Korean economy. On the contrary, environmental efficiency is enhancing the results 
of a number of Korean firms in international markets. As regards institutional 
arrangements, the Presidential Commission on Sustainable Development was created in 
2000 (as an advisory body), and a sustainable development strategy was launched in 
June 2005. 

The number of biological species in Korea is estimated at about 100,000, but currently 
only about 30,000 have been confirmed. In order to prepare for inter-state competition in 
securing biological resources, and to preserve and manage systematically the biological 
resources of the country, “Comprehensive Measures for the Conservation of National 
Biological Resources” were established in January 2005. 

AAIIRR  

With rapid economic growth and high population densities, Korea continues to face 
challenging sustainable development issues. Its intensive use of energy, water, pesticide 
and fertiliser as well as its CO2 emissions are among the highest in the OECD. High 
priority should be given to further reducing the energy and CO2 intensities and material 
intensities of the Korean economy. Further improvements in reducing air pollution should 
bring health and related economic benefits.  

Due to measures such as supplying clean fuel and making the use of low-sulphur fuel 
mandatory, the level of SO2 has gone down since the mid-90s and has remained below 
WHO recommended standards (0.019ppm) since 1997. The Ulsan region, where large 
industrial emitters are concentrated, has shown relatively high levels of pollution, but the 
average level of pollution in cities as a whole was 0.008ppm, which is lower than the 
environmental standard of 0.02ppm. 

The density of particulate matters in Seoul has been decreasing after peaking in 2002 
when it reached 76 mg/m

3
, but is still high compared to cities in other advanced countries 

– 58 mg/m
3
 in 200536. Particulate levels in the other large cities in Korea have also 

demonstrated a trend toward lower levels, but density in Incheon, a city in the 
Metropolitan area, has been increasing slightly.  

A study of precipitation acidity in the major cities in 2005 shows a distribution between pH 
4.4-5.3, and the level of acidity in Seoul is high. NO2 has adverse effects on the 
respiratory organs and irritates the nose and throat. Together with hydrocarbons, it is also 
a source of photochemical smog. In the major metropolitan cities, exhaust is the main 
source, and Seoul has shown the highest pollution level. In the case of ozone, the 
frequency of exceeding safety standards in the short-term is more important than the 
average level over the year because exposure to high densities for a short time can have 
adverse effects on the human body. A look at the current state of the frequency with 
which ozone levels exceed standards in the short term shows that, since 2002, the 
number of times per monitoring station when standard is not met has been increasing. 
The reason for this is thought to be the rise in the number of cars.  

In general, heavy metal contamination in all cities has remained level or is decreasing. 
Lead in particular has decreased because of the supply of unleaded gasoline. In the case 

                                                      

36 Source: Ministry of Environment, “Green Korea 2006”, http://eng.me.go.kr  
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of Cadmium, pollution levels are relatively higher in cities such as Ulsan and Incheon than 
in Gwangju or Daejon due to the higher number of factories. 

WWAATTEERR  

The overall water quality of the four major rivers is improving. The government has set 
water quality improvement goals for 194 rivers nationwide, and has been enforcing water 
quality management. The achievement ratio of water quality improvement (number of 
goal achievements per number of goals established) went from 12.8% in 1991 to 37.6% 
in 2002. It was 42.3% in 2005, showing a trend of continued improvement. The 
achievement ratio for watersheds in 2005 was 54%, 45%, 45%, 17%, and 17% for the 
Han, Nakdong, Geum, Yeongsan, and Seomjin rivers respectively. In terms of water 
class, achievement ratio for class I is 34%, while it is 49%, 56%, 75%, and 75% for class 
II, III, IV, and V respectively. Currently in Korea there are 18,797 lakes. Most are 
agricultural reservoirs, which are man-made lakes that are formed when building dams. 
The COD, instead of the BOD, is used for lakes that have a retention time of over 35 
days, and the MOE also has set environmental standards for phosphorous and nitrogen. 
Most lakes have the water quality of class II or III, and the number of days which exceed 
the standards of the algae prediction system has been on the rise since 1994. As of 
December 2004, 44.2 million (90.1% of the total population), in 1,015 water service areas, 
benefit from waterworks. The daily capacity of waterworks is 23,156,000m

3
. The supply 

level per person is 365 litres and has dropped since 1996. This is attributed to the 
installation of water saving devices and water saving campaigns. 
 

TTaabbllee  44..11::  WWaatteerrwwoorrkkss  SSuuppppllyy  

Classification 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 

Total 
population 
(thousands) 

45,974 46,426 46,878 47,171 47,543 47,477 48,289 48,518 48,824 49,053 

Population 
benefiting from 
waterworks 
(thousands) 

38,107 38,823 39,607 40,190 40,948 41,774 42,402 43,021 43,633 44,187 

Supply rate 
(%) 

82.9 83.6 84.5 85.2 86.1 87.1 87.7 88.7 89.4 90.1 

Capacity (10
3
 

m
3
/day) 

22,000 22,902 23,695 25,695 26,590 26,980 27,751 28,561 28,250 23,156 

Water supply 
amount (litres 
day • person) 

398 409 409 395 388 380 374 362 358 365 

Source: Ministry of Environment, Republic of Korea. 

 

As of late 2004, the supply rate of sewerage service (registered population divided by the 
population in sewerage service regions) is 81.4%. The capacity of 268 sewage service 
facilities across the nation is 21,535 thousand tons per day. The total length of sewer 
pipelines was 82,215km as of late 2004. 47,225km (57.5%) were combined sewer system 
pipelines, which simultaneously remove rain and sewage water, and 34,959km (42.5%) 
were separate sewer system pipelines that remove rain and sewage water separately. 
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TTaabbllee  44..22::  SSeewweerraaggee  SSuuppppllyy  

Classification 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 

Total 
population 
(thousands) 

45.9 46.426 46.878 47.171 47.543 47.977 48.289 48.518 48.824 49.052 

Population 
benefiting from 
sewerage 
treatment 
(thousands) 

20.908 24.420 28.559 31.099 32.539 33.843 35.369 36.760 38.558 39.680 

Sewerage 
plants 
(Number) 

71 79 93 114 150 172 184 207 242 268 

Supply rate 
(%) 

45.4 52.6 60.9 65.9 68.4 70.5 73.2 75.8 79.0 81.4 

Capacity (10
3
 

ton/day) 
9.653 11.542 15.038 16.616 17.712 18.400 19.230 20.233 20.885 21.535 

Source: Ministry of Environment, Republic of Korea. 

In 1963 drinking water standards according to 29 substances were set for the first time 
based on the Water Supply and Waterworks Installation Act. After 11 revisions, we now 
manage drinking water quality standards according to 55 substances. Recently, viruses, 
pathogenic microbes, and disinfection by-products have drawn attention as new 
hazardous substances in drinking water. In response, the water treatment technique 
standard has been implemented, which reinforces the filtration and disinfection in the 
water purification process to eliminate viruses and pathogenic microbes to safe levels. 
The MOE has also established new standards for inland water quality regarding 
pathogenic microbes and five new disinfection by-products such as Haloacetic acid. In 
order to guarantee safety, the MOE has also established water quality monitoring 
systems that differentiate substances and cycles according to the type of drinking water 
supply facility. According to the water quality test in 2005 by joint participation of public 
and private sector, 0.9% of facilities tested exceeded the water quality standards, and a 
high number of village-level waterworks in particular exceeded standards. Most of these 
cases were due to bacteria, E-Coli, and nitrate nitrogen. This is deemed to be caused by 
insufficient disinfection or negligence of facility maintenance, etc. 

SSOOIILL  AANNDD  GGRROOUUNNDDWWAATTEERR  

The MOE established 250 stations nationwide in 1987 constituting the national soil 
monitoring network and started routine measurements. Starting in 1997, it expanded this 
to regional networks and by 1999 had 4,500 stations. In 2005, MOE ran soil monitoring 
networks at 1,500 sites and carried out a soil contamination investigation at 2,402 sites. 
Out of 3,902 sites, 56 sites (1.4%) exceeded soil contamination precautionary level and 
22 sites (0.6%) soil contamination regulatory level. In the case of soil monitoring 
networks, 4 sites (0.3%) exceeded “soil contamination precautionary level” of Ni, but there 
are no sites exceeding soil contamination regulatory level. Meanwhile, 52 sites (2.2%) 
from 2,402 soil contamination investigation sites didn’t meet the “soil contamination 
precautionary level” and among them 22 sites (0.9%) exceeded “soil contamination 
regulatory level.” Soil contamination investigation was changed in 2001 to a system that 
rotated monitoring sites each year by focusing on contamination-prone areas. This was 
due to the previous regional monitoring network not conforming to its purpose of 
pinpointing contaminated areas. The investigation monitored eleven sites where concern 
of contamination existed, such as factories and industrial sites, areas of waste water 
inflow, and waste treatment facilities. 

The supply of water had thus far relied mostly on inland water but pollution, limitations of 
water supply by dams, and the rise in water consumption has led to more underground 
water being used. As of late 2004, there were 1,234 underground water sources in use or 
under construction. The total use of groundwater in 2004 was still only at 32.1% (3.7 
billion m3/year) of the development potential (11.7 billion m3/year), which signifies that the 
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value of groundwater as a alternative source of water is very high. A groundwater 
monitoring network has also been put in place to regularly update the status of 
groundwater quality and to monitor trends, so that basic data for policy formulation can be 
assured. 

WWAASSTTEE  

Of the materials that are no longer of use to people, the current Waste Management Act 
differentiates between industrial waste and municipal waste. Industrial waste is further 
divided into general industrial waste, construction waste, and designated waste. Total 
waste generation is on the rise since 1993. Municipal waste, generated during everyday 
life and economic activities, decreased substantially in 1995 when the volume based 
waste fee system was implemented, but has been gradually increasing since 1999. 
Municipal waste generation per person has decreased from 1.3kg/day in 1994 to 1.03 
kg/day in 2004. On the other hand, industrial waste generation has been increasing by a 
large margin each year because of expansion in industrial activities. 

 

TTaabbllee  44..33::  WWaassttee  GGeenneerraattiioonn  TTrreenndd  

Classification 1998 1999 2000 2001 2002 2003 2004 

Total 
190.254 219.216 234.282 261.032 277.533 303.028 311.666 

Total 44.583 45.614 46.438 48.499 49.902 50.739 50.007 

Municipal waste 
Generation 
per capita 

0.96 0.97 0.98 1.01 1.04 1.05 1.03 

Industrial waste 
145.671 173.602 187.844 212.533 227.631 252.292 261.659 

Source: Ministry of Environment, Republic of Korea. 

 

Recycling of waste has increased rapidly, while the percentage of land filling has gone 
down. Use of incinerators is gradually on the rise. In the case of municipal waste, 72.3% 
went to landfills in 1995 and only 23.7% was recycled, but due to the volume-based waste 
fee system and recycling polices, the recycling rate became 49.2% and land filling was 
down to 36.4% by 2004. This change shows that the waste disposal structure is moving in 
a positive direction. 

 

TTaabbllee  44..44::  MMuunniicciippaall  WWaassttee  TTrreeaattmmeenntt  

Classification 1998 1999 2000 2001 2002 2003 2004 

Generation 44.583 45.614 46.438 48.499 49.902 50.739 50.007 

25.074 23.544 21.831 21.000 20.724 20.450 18.195 

Land filling 

(56.2%) (51.6%) (47.0%) (43.3%) (41.5%) (40.3%) (36.4%) 

3.943 4.676 5.440 6.577 7.229 7.348 7.224 

Incineration 

(8.9%) (10.3%) (11.7%) (13.6%) (14.5%) (14.5%) (14.4%) 
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15.566 17.394 19.167 20.922 21.949 21.938 24.588 

Recycling 

(34.9%) (38.1%) (41.3%) (43.1%) (44.0%) (45.2%) (49.2%) 

Source: Ministry of Environment. 

 

Similar to municipal waste, land-filling for industrial waste has decreased and the rate of 
recycling is also continuously increasing. In 2004, the rate of recycling was at 81.3%. 

 

TTaabbllee  44..55::  IInndduussttrriiaall  WWaassttee  TTrreeaattmmeenntt  

Classification 1998 1999 2000 2001 2002 2003 2004 

Generation 145.671 173.602 187.844 212.533 227.631 252.292 261.659 

36.752 30.573 29.904 32.677 34.303 29.377 26.043 

Land filling 

(25.2%) (17.6%) (15.9%) (15.3%) (15.1%) (11.6%) (10.0%) 

7.342 8.893 11.757 12.105 10.892 11.338 11.341 

Incineration 

(5.1%) (5.1%) (6.3%) (5.7%) (4.8%) (4.5%) (4.3%) 

96.351 125.990 138.035 158.842 172.323 200.829 21.728 

Recycling 

(66.1%) (72.6%) (73.5%) (74.7%) (75.7%) (79.6%) (81.3%) 

5.227 8.146 8.148 8.909 10.113 10.748 11.547 
Others (dumping at sea, 
storage etc.) 

(3.6%) (4.7%) (4.3%) (4.2%) (4.4%) (4.3%) (4.4%) 

Source: Ministry of Environment. 

 

Korea, because of its unique food and cooking style, generated a lot of food waste. 
Various campaigns and policies have been implemented to decrease this kind of waste, 
and as a result the amount of food waste has been declining. Thanks to the strong push 
by the government to recycle food waste as livestock feed and compost, as of 2004 the 
rate of recycling is 81.3%. 

Due to the concentration of people in the Seoul megalopolis, and air quality issues in the 
conurbation, Korea is developing innovative approaches to, and standards for, automotive 
emissions.  

44..22..  EENNEERRGGYY  AANNDD  NNAATTUURRAALL  RREESSOOUURRCCEESS  

Korea imports 97 percent of its primary energy. The energy and transport sectoral plans 
have been prepared with little regard to environmental concerns. The second national 
energy plan projected energy demand to grow by 3.1% a year over the period 2002-11 
and envisaged only limited changes in the energy mix (with only 5% for renewables by 
2011). The prices of electricity and natural gas for industry are kept low although being 
higher than production costs. Electricity is largely produced from coal (with subsidies for 
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domestic production) and from nuclear energy (with little provision to the fund for nuclear 
waste management).  

In the agricultural sector, border protection continues to be very high and with it the level 
of market price support, thus creating incentives for unsustainable farm practices. Efforts 
to decouple direct payments from production should be pursued. No sectoral policies or 
plans have yet been subject to strategic environmental assessment and there is limited 
use of cost-benefit analysis to support policy formulation. In the context of Korea’s low 
overall tax burden (by OECD standards), in-depth thinking about environmental tax 
reform is desirable. The pursuit of balanced territorial development, including the 
construction of a new administrative capital city and of new transportation infrastructure, 
will offer challenging opportunities to “green” the country’s physical development.  

Natural gas has attracted attention as an energy source with a lower environmental load 
than some of other conventional energy sources. In Korea Rep., with its high dependence 
on oil, fuel conversion from oil to natural gas and atomic power, as an alternative energy 
source, is advanced. It is expected that energy consumption will increase in Korea along 
with its continuing high economic growth, as will the import of energy resources from 
countries beyond the sub-regional border. In order to secure a stable energy supply to 
meet the increasing demand for energy in the sub-region, it is and will become even more 
crucial to develop concrete reliance and cooperation mechanisms both within and beyond 
the sub-region among countries both rich and poor in energy resources. Coal is likely to 
continue to serve as a major energy source in the future in Korea, although it is a 
resource with a large environmental burden such as the discharge of SO2 created by 
combustion. Therefore, the emission control of gases that result from coal use will remain 
a priority issue in the future. Policies to effectively address and improve the dissemination 
of desulphurisation equipment and renovation of outdated firms need to be further 
elaborated. 

Northeast Asia and its surrounding sub-region are rich in reserves of natural gas 
resources. In order to take advantage of natural gas in terms of its lower environmental 
load compared to other types of conventional energy sources, promoting its utilisation and 
fuel conversion from other types of fossil fuel is necessary. Development of a natural gas 
pipeline network covering a vast area to connect production and consumption sites will 
play a key role, thus multilateral cooperation mechanisms should be established to 
address obstacles ahead, such as fund-raising, sharing and utilising advanced 
technologies, and establishing markets. 

As for renewable energy, potential of such energy should be further explored and better 
utilised where it is applicable. Sustainable use of all available renewable energy such as 
solar, wind, biomass, geothermal and small-scale hydraulic power needs to be further 
promoted to simultaneously address increasing demand for energy and climate change 
mitigation. Advantage of small scale and off-grid power generators utilising such energy – 
by and large, require less infrastructure – needs to be well considered and appropriate 
investment should be made for their research and development as well as for their 
dissemination. Korea has not attached a high priority to renewable energy development 
but that could change in light of higher world oil prices and increased concerns about 
global warming.  

44..33..  GGLLOOBBAALL  EENNVVIIRROONNMMEENNTTAALL  AAGGRREEEEMMEENNTTSS  AANNDD  IINNTTEERRNNAATTIIOONNAALL  
EENNVVIIRROONNMMEENNTTAALL  CCOOOOPPEERRAATTIIOONN  

Korea has made impressive progress in projecting internationally its environmental 
values, influence and leadership. This reflects Korea’s commitment to environmental 
protection domestically and globally, as well as its recognition of the obligations and 
capabilities associated with its rapid economic growth and its new responsibilities as a 
member of the OECD community of industrialised nations. Korea has hosted numerous 
major international environmental meetings (e.g. the 2005 UN-ESCAP Ministerial 
Conference on Environment and Development in Asia and the Pacific, the 2004 UNEP 
Special Session of the Governing Council and Global Ministerial Environment Forum), 
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participated much more extensively and actively in multilateral and regional organisations, 
and played a lead role regionally in advancing environmental capacity-building and 
programme initiatives. Ratification of global conventions on oil spills, wildlife conservation, 
chemicals, hazardous wastes and climate change was followed up rapidly by 
implementation of national legislation, reporting and public awareness campaigns. 
Similarly, Korea fulfilled its commitment to adhere to the body of OECD Decisions and 
Recommendations on environmental matters, following its accession to the Organisation 
in 1996. Korea expanded its outreach systematically to now include memorandums of 
understanding and technical exchanges with developing countries in Southeast Asia, the 
Middle East and Africa. It provided leadership within the Northeast Asia region by 
focusing attention and resources on trans-boundary problems of special interest to Korea, 
including dust and sandstorms, acid rain, marine fisheries and migratory wildlife. A strong, 
comprehensive national marine fisheries management regime was established. And the 
Republic of Korea’s efforts to engage North Korea in protecting the unique ecological 
resources of the Demilitarised Zone gained international attention and endorsement. 

On the other hand, the absence of specific greenhouse gas reduction targets in Korea’s 
three-year national action plans on climate change weakens pressures and incentives for 
reducing greenhouse gas emissions meaningfully in the foreseeable future. Korea met its 
initial 2005 commitment under the Montreal Protocol for the phase-out of CFC production, 
after having been granted an extended phase-out schedule as a “developing country” 
under the protocol; and it has prepared a 2005-10 CFC reduction plan. While Korea’s 
official development assistance and its environmental component have been increasing, 
the funding levels are well below those of other OECD donors and are not commensurate 
with Korea’s economic status. Inspection and enforcement remain weak for ensuring 
compliance with domestic laws and international commitments on the trans-boundary 
movement of hazardous waste, trade in endangered species and chemicals, and ship-
based marine pollution. Some progress has been made in reducing land-based sources 
of marine pollution, including the dumping of sewage sludge and dredged spoils in coastal 
waters, but this remains an issue. Concern about over-fishing has emerged. Overall, the 
Korean economy is evolving from a developing country status towards convergence with 
other OECD countries’ economies. In parallel, environmental convergence has advanced 
with the adoption of the body of OECD environmentally related Council Acts and 
engagement in regional and multilateral environmental co-operation. However, the road to 
full environmental convergence will require strengthened efforts, particularly concerning 
climate, stratospheric ozone, aid and marine issues. 
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TTaabbllee  44..66::  IInntteerrnnaattiioonnaall  EEnnvviirroonnmmeennttaall  CCoonnvveennttiioonnss  iinn  wwhhiicchh  KKoorreeaa  PPaarrttiicciippaatteess  

International Conventions Korea 
Conventions 

Date Signed 
Date Entered 
into Force 

Date Signed in 
Korea 

Date Entered 
into Force 

Atmosphere/ Climate Change 

United Nations Framework Convention on 
Climate Change (UNFCCC) 

May 9, 1992 Mar. 21, 1994 Dec. 14, 1993 Mar. 21, 1994 

Vienna Convention for the Protection of the 
Ozone Layer 

Mar. 22, 1985 Sep. 22, 1988 Feb. 27, 1992 May 27, 1992 

Montreal Protocol on Substances that Deplete 
the Ozone Layer 

Sep. 16, 1987 Jan. 1, 1989 Feb. 27, 1992 May 27, 1992 

The London Amendment to the Montreal 
Protocol 

Jun. 29, 1990 Aug. 10, 1992 Dec. 10, 1992 Mar. 10, 1993 

The Copenhagen Amendment of the Montreal 
Protocol 

Nov. 25, 1992 Jun. 14, 1994 Dec. 2, 1994 Mar.2, 1995 

The Montreal Amendment to the Montreal 
Protocol 

Sep. 17, 1997 Nov. 10, 1999 Aug. 19, 1998 Nov. 10, 1999 

Maritime Affairs and Fisheries 

International Convention for the Regulation of 
Whaling (ICRW) 

Dec. 12, 1946 Nov. 10, 1948 Dec. 29, 1978 Dec. 29, 1978 

International Convention for the Conservation 
of Atlantic Tunas (ICCAT) 

May 14, 1966 Mar. 21, 1969 Aug. 28, 1970 Aug. 28, 1970 

Convention of the Conservation of the Living 
Resources of the Southeast Atlantic 

Oct. 23, 1969 Oct. 24, 1971 Jan. 19, 1981 Feb. 19, 1981 

Convention on the Conservation of Antarctic 
Marine Living Resources (CCAMLR) 

May 20, 1980 Apr. 7, 1982 Mar. 29, 1985 Mar.28, 1985 

International Convention for the Prevention of 
Pollution of the Sea by Oil, 1954 (as amended 
in 1962 and 1969) 

May 12, 1854 
Apr. 11, 1962 
Oct. 21, 1969 

July 26, 1958 
Jun. 28, 1967 
Jan. 20, 1978 

July 31, 1978 Oct. 31, 1978 

Convention on the Prevention of Marine 
Pollution by Dumping of Wastes and Other 
Matter (London Convention) 

Dec. 29, 1972 Aug. 30, 1975 Dec. 21, 1993 Jan. 20, 1994 

International Convention on Civil Liability for Oil 
Pollution Damage (CLC) 

Nov. 29, 1969 June 19, 1975 Dec. 18, 1978 Mar. 18, 1979 

Protocol to the International Convention of Civil 
Liability for Oil Pollution Damage, 1969 

Nov. 19, 1976 Apr. 8, 1981 Dec. 8, 1992 Mar. 8, 1993 

International Convention on the Establishment 
of an International Fund for Compensation for 
Oil Pollution Damage, 1971 (Fund Convention)  

Dec. 18, 1971 Oct. 16, 1978 Dec. 8, 1992 Mar. 8, 1993 

International Convention for the Prevention of 
Pollution from Ships, 1973 as Modified by the 
Protocol of 1978 relating thereto (MARPOL 
73/78) 

Nov. 2, 1973 
Feb. 17, 1978 

Oct. 2, 1983 July 23, 1984 Oct. 23, 1984 

Convention on Future Multilateral Cooperation 
in the Northwest Atlantic Fisheries 

Oct. 24, 1978 Jan. 1, 1979 Dec. 21, 1993 Dec. 21, 1993 

United Nations Convention on the Law of the 
Sea 

Dec. 10, 1982 Nov. 16, 1994 Jan. 29, 1996 Feb. 28, 1996 

Agreement Relating to the Implementation of 
the Part XI of the United Nations Convention 
on the Law of the Sea of 10 December 1982 

July 28, 1994 July 28, 1996 Jan. 29, 1996 July 28, 1996 

Hazardous Waste Management 

Basel Convention on the Control of 
Transboundary Movements of Hazardous 
Wastes and their Disposal (Basel Convention) 
 
 

Mar. 22, 1989 May 5, 1992 Feb. 28, 1994 May 29, 1994 
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Nature and Species Conservation 

Convention on International Trade in 
Endangered Species of Wild Fauna and Flora 
(CITES) 

Mar. 3, 1973 July 1, 1975 July 9, 1993 Oct. 7, 1993 

Convention on Biological Diversity Mar. 22, 1992 Dec. 29, 1993 Oct. 3, 1994 Jan. 1, 1995 

Convention on Wetlands of International 
Importance Especially as Waterfowl Habitat (as 
amended in 1982 and 1987) (RAMSAR) 

Feb. 2, 1971 Dec. 21, 1975 Mar. 28, 1997 July 28, 1997 

International Plant Protection Convention 
(IPPC) 

Dec. 6, 1951 Apr. 3, 1952 Dec. 8, 1953 Dec. 8, 1953 

Plant Protection Agreement for the South East 
Asia and Pacific Region 

Feb. 27, 1956 July 2, 1956 Nov. 4, 1981 Nov. 4, 1981 

International Tropical Timber Agreement, 1983 
(ITTA) 

Nov. 18, 1983 Apr. 1, 1985 July 25, 1985 July 25, 1985 

International Tropical Timber Agreement 1994 Jan. 26, 1994 Jan. 1, 1997 Sep. 12, 1995 Jan. 1, 1997 

Nuclear Safety 

Treaty Banning Nuclear Weapons Tests in the 
Atmosphere, in Outer Space and Underwater  

Aug. 5, 1963 Oct. 10, 1963 July 24, 1964 July 24, 1964 

Convention of the Physical Protection of 
Nuclear Material 

Mar. 3, 1980 Feb. 8, 1987 Feb. 7, 1982 Feb. 8, 1987 

Convention on Early Notification of a Nuclear 
Accident (Notification Convention) 

Sep. 26, 1986 Oct. 27, 1986 June 8, 1990 July 9, 1990 

Convention on Assistance in the Case of a 
Nuclear Accident or Radiological Emergency 
(Assistance Convention)  

Sep. 26, 1986 Feb. 26, 1987 June 8, 1990 July 9, 1990 

Convention on Nuclear Safety Sep. 20, 1994 Oct. 24, 1996 Sep. 19, 1995 Oct. 24, 1996 

Treaty on the Prohibition of the Emplacement 
of the Nuclear Weapons and Other Weapons 
of Mass Destruction on the Sea Bed and the 
Ocean Floor and in the Subsoil Thereof 

Feb. 11, 1971 May 28, 1972 June 25, 1987 June 25, 1987 

Others 

The Antarctic Treaty Dec. 1, 1959 June 23, 1961 Nov. 28, 1986 Nov. 28, 1986 

Protocol to the Antarctic Treaty on 
Environmental Protection 

Oct. 3, 1991 Jan. 14, 1998 Jan. 2, 1996 Jan. 14, 1998 

United Nations Convention to Combat 
Desertification in Those Countries 
Experiencing Serious Drought and /or 
Desertification, Particularly in Africa 

June 17, 1994 Dec. 26, 1996 Aug. 17, 1999 Nov. 15, 1999 

Convention for the Protection of the World 
Cultural and Natural Heritage (World Heritage 
Convention) 

Nov. 23, 1972 Dec. 17, 1975 Sep. 14, 1988 Dec. 14, 1988 

Treaty on Principles Governing the Activities of 
States in the Exploration and Use of Outer 
Space, including the Moon and Other Celestial 
Bodies 

Jan. 27, 1967 Oct. 10, 1967 Oct. 31, 1967 Oct. 31, 1967 

Convention on the Prohibition of Military or Any 
other Hostile Use of Environmental 
Modification Techniques 

Dec. 10, 1976 Oct. 5, 1978 Dec. 2, 1986 Dec. 2, 1986 

Convention on the Prohibition of the 
Development, Production and Stockpilling of 
the Bacteriological (Biological) and Toxic 
Weapons, and on their Destruction 

Apr. 10, 1972 Mar. 26, 1975 June 25, 1987 June 25, 1987 

Source: Ministry of Environment, Republic of Korea. 
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44..44..  LLOOOOKKIINNGG  TTOO  TTHHEE  FFUUTTUURREE  
Korea has made considerable progress in the protection of the environment and there 
has been a degree of divergence with the European Union and other OECD countries in 
the areas of resource management and environmental protection. Apart from global 
warming issues, there are no major issues where lack of resource and environmental 
management are likely to lead to adverse environmental consequences as a 
consequence of the implementation of the proposed EU-Korea FTA.  

Both the EU and Korea are dependent on the use of imported fossil fuels for energy 
generation and transportation needs and face common challenges in supporting the 
development of the United Nations Framework Convention on Climate Change 
(UNFCCC) in the Post Kyoto phase beyond 2012. Energy policy is crucial when tackling 
the challenge of climate change.  

The EU has established a new integrated climate change and energy policy. Its targets 
include: 

� Reducing greenhouse gas emissions in the EU by 20% by 2020, and by 30% if 
international agreement is reached; 

� Improving energy efficiency by 20% by 2020; 

� Raising the share of renewable energy to 20% by 2020; and 

� Increasing the level of bio-fuels in transport fuel to 10% by 2020. 

Korea has taken actions to implement the Clean Development Mechanism under the 
Kyoto Protocol but lags in the reform of energy policy. Generally Korea shares EU 
concerns about the future development of the UNFCC after the Bali conference and a 
broader commitment to co-operation on multilateral environmental cooperation. 

Expansion of trade and investment between the EU and Korea will lead to increased 
energy use. The challenge is that since greenhouse gas emissions are not fully priced, 
there could be adverse environmental effects. The issue of the pricing of energy and the 
inclusion of appropriate incentive mechanisms to deal with green house gas emissions 
warrants further consideration.    
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55..  GGLLOOBBAALL  AANNAALLYYSSIISS  

55..11..  MMEETTHHOODDOOLLOOGGYY  
The analysis of the global impact of a potential FTA agreement between EU and Korea 
has already been done by a number of actors: the KIEP (2005), Pukyong (2006), 
Copenhagen Economics (March, 2007), the CEPS (November, 2007). Most of the times, 
the overall gains are estimated to be quite low for Korea and very small for the EU. 

This study is following a previous one written by Copenhagen Economics and the 
professor François. They did many calculations in order to evaluate the overall economic 
impact of an FTA over for Korea and EU, through a highly technical GTAP model. Again, 
all the results that they obtain are calculated through the GTAP database 6 and general 
equilibrium model (CGE model), a framework that is widely used to evaluate the impact of 
such FTA agreements. This particular version of CGE model is a multi-country and multi-
sector general equilibrium model with a very large database and a set of exogenous 
variables on trade tariffs that allow testing various liberalisation assumptions. But when 
Copenhagen Economics did their evaluation, the GTAP 7 was not yet available and all 
the calculations were made by using the version 6 that is using very old data (data for 
2001). Unfortunately the GTAP 7 database that was expected to be deliverable at the end 
of 2007 and would allow a major update of the Copenhagen Economics results was not 
ready in January 2008 and it should only be available in mid-2008. Consequently, the 
reference database that is used in our simulations is the same as in the previous study 
(the GTAP database version 6.2 with 2001 data).  

It should be noted that if CGE models and particularly the GTAP model are widely used to 
evaluate the global impact of FTA over regions are also widely criticized by many 
academic researchers (Kehoe, 2002; McKitrick, 1998; Jorgenson, 1984). The main 
criticism is usually about the parameters that are used in these models and on the fact 
that the results should always be used with caution. As for econometric models, the 
accuracy of such CGE models depends highly on the accuracy of the equation and 
parameters. But, for example, the trade elasticities are not always estimated precisely 
econometrically. Then any error or dynamic change of the parameter over the evaluation 
period could have a great impact on the results (see Lucas Critique).  

In the following section we will successively present the assumptions and guidelines that 
we used to run our GTAP evaluation process, the results of the simulations and finally a 
brief comparison with the results obtained in other studies. 

55..22..  AASSSSUUMMPPTTIIOONNSS  FFOORR  TTHHEE  MMOODDEELLLLIINNGG  EEXXEERRCCIISSEE  
The basic principle of this global modelling exercise is to evaluate the global impact of an 
EU/Korea FTA through a GTAP framework. In order not to do again something that had 
already been done, we start from the Copenhagen Economics study that had been done 
in March 2007. Then, the idea is on one side to reproduce the results obtained on the 
different scenarios tested by professor François and on the other side to try to understand 
the impact of some parameters and finally to go further on various assumption and GTAP 
model parameters. 

As pointed out by the previous study there is a critical problem with the GTAP 6.2 
database on services as all these tariff lines are equal to zero. Copenhagen Economics 
are using their own estimated tariff in place of these “missing” figures. These new figures 
were estimated by using a panel of countries and imports estimated through a simplified 
Gravity Model. Then, any difference on imports that is not explained directly by a variable 
in the model is implicitly assumed to represent a tariff barrier. All the calculations are done 
by using a combination of GTAP elasticity of substitution and the results obtained from 
the Gravity Model. On the basis of this model, the tariff barrier on services in Korea is 
very high (46%) and much lower in EU25 (17%). Qualitative comments would suggest 
that such levels of protection in services are much higher than considered by many 
practitioners or academics.  
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We would certainly argue that (1) the Gravity Model used in the Copenhagen Study is too 
simple (with only GDP and Per Capita Income as explanatory variables and no attempt to 
include either geographic / distance elements or “home bias” preferences as the recent 
literature would suggest); and (2) that the critical importance of the expected gains which 
are directly related to the impact of service liberalisation (83% of the total expected gain in 
real income in both the EU and Korea under a full FTA assumption) leaves a major 
question mark on the results derived from the Copenhagen Study 

As in all simulation exercises, a baseline scenario is used as the “benchmark” and takes 
into account the Doha tariff reduction assumptions: a tariff reduction of 40% on agriculture 
and the Swiss formula on manufacturing and other primary product. From this baseline 
scenario, three different assumptions have been tested, based on assumptions similar to 
the Copenhagen Economics study scenarios. 

TTaabbllee  55..11::  AAssssuummppttiioonnss  uusseedd  iinn  tthhee  CCooppeennhhaaggeenn  SScceennaarriiooss  

 

Scenarios on Trade Tariffs 
between EU and Korea 

 

Assumptions 
on Food 

 

Assumptions 
on Non-Food 

 

Assumptions 
on Services 

Partial Trade Agreement 1 -40% -100% -25% 

Partial Trade Agreement 2 -40% -100% -50% 

Full Trade Agreement (FTA) -100% -100% -100% 

Source: Copenhagen Economics.  

Finally, we make no modification on the production functions of the GTAP model. This is 
a main difference between our simulations and the Copenhagen Economics scenarios as 
they use a modified version of the GTAP model with imperfect competition. They divide 
the different sectors into three categories: perfect competition (Armington assumptions, 
the standard GTAP case), monopolistic competition and those with scale economies.  

To ensure that the results do not depend on any particular aggregation, two different 
GTAP datasets are constructed. The first one on a reduced and aggregated list of four 
products (agriculture, other primary, manufacturing and services) and the second one 
including the whole list of GTAP products (57 products). These two databases were 
created to ensure that any non-linear effect of a shock was not eliminated by any 
aggregation scenario. The conclusion of the exercise indicates that the overall impact is 
slightly reduced when moving from the aggregated to the disaggregated dataset, but not 
significantly (the difference is a statistically insignificant 0.04% of global output). 

 

55..33..  RREESSUULLTTSS  OOFF  SSIIMMUULLAATTIIOONNSS  
Using only the aggregated dataset on four different sectors, the simulations run by the 
TSIA team include (1) a simple standard use of the GTAP model and (2) a use of the 
GTAP model with reduced import substitution elasticities (which is supposed to take into 
account the mature nature of Korean and EU markets and therefore the likely “corporate 
reaction” to any entry of foreign competition). 

The conclusion is that in all case, assuming the standard GTAP assumption, the overall 
impact of FTA (partial or full) over the baseline scenario is very limited for both Korea and 
EU25. The total estimated impact on GDP is always lower than 1% over the baseline 
case: the impact on Korea’s GDP would be a meagre 0.2% using standard elasticities 
included in the original GTAP model, and 0.6% using the reduced elasticities. The impact 
on EU25 GDP would be much smaller, not different from zero in the first simulation and 
0.1% in the simulation with adjusted elasticities. 

These results would suggest an overall impact much lower than what has been estimated 
by the Copenhagen Study. The two main reasons for these differences are on one side 
the market structure assumptions made by Pr. François in the Copenhagen Study 
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(imperfect competition and scale economies injected in the GTAP model through an add-
on specifically developed by Pr. François), and on the other side, the different 
assumptions on Armington elasticities for the respective sectors. 

McDaniel and Balistreri (2002) have shown that Armington trade elasticities can have a 
great impact on CGE models and tend to be underestimated and are crucial when 
evaluating the impact of trade liberalization. As shown in the following graph, the authors 
explain that the impact of different elasticities on a welfare index can be non linear and 
highly influences the FTA assessment. 

FFiigguurree  66..11::  SSeennssiittiivviittyy  AAnnaallyyssiiss  ttoo  AArrmmiinnggttoonn  EEllaassttiicciittyy  SSppeecciiffiiccaattiioonn  

 

Source : McDaniel and Balistreri (2002). 

In the Korea / EU case, when we investigate on these Armington elasticities assumptions, 
we also find that they have a great impact on the overall results but it is difficult to 
evaluate the right one. The following graph summarizes some of the stress test scenarios 
than we ran to evaluate the sensitivity of gains to these Armington elasticities. 
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FFiigguurree  66..22::  IImmppaacctt  ooff  DDiiffffeerreenntt  AArrmmiinnggttoonn  TTrraaddee  EEllaassttiicciittiieess  iinn  SSeerrvviicceess  oonn  tthhee  GGDDPP  GGaaiinn  iinn  
KKoorreeaa  ((PPaarrttiiaall  22  FFTTAA  AAssssuummppttiioonnss))  

 

Source: Consultant.  

The results show again that in the case of an EU / Korea FTA, the overall economic 
impact is expected to be low for both Korea and EU, and highly sensitive to the 
assumptions on market structure (perfect competition or monopoly) and Armington trade 
elasticities.  

 

55..44..  CCOOMMPPAARRIISSOONN  WWIITTHH  OOTTHHEERR  SSTTUUDDIIEESS  
We first present the results provided by the Copenhagen Economics Study, as it has 
been used as a benchmark for our analysis and is the most recent comprehensive 
exercise dealing with the EU-Korea FTA. 

The following table summarizes the macroeconomic changes related to the different trade 
assumptions (compared to the baseline). For the EU, the positive effect on a trade 
agreement is marginal. For instance, the positive effect of a trade agreement on EU’s 
GDP hovers between 0.1% and 0.3%, the change in value of exports is less than 1% and 
the unskilled/skilled worker wage change is negligible.  

The positive impact on the Korean economy is significant higher than for EU with a 
change in GDP between 0.6 and 1.6%. The value of Korean’s exports is projected to 
increase by 20.8% (in the full FTA). The percentage changes in skilled and unskilled 
worker wage should be respectively 1.6% and 3.4% in the case of a full FTA.   
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TTaabbllee  55..22::  CCooppeennhhaaggeenn  RReessuullttss,,  MMaaccrrooeeccoonnoommiicc  CChhaannggeess  

 
Partial 1 trade 
agreement 

Partial 2 trade 
agreement 

Full FTA 

  EU Korea EU 
Kore
a EU 

Kore
a 

 Change in GDP  0.1% 0.6% 0.1% 0.8% 0.3% 1.6% 

 Change in value of 
exports  0.3% 6.4% 0.5% 

10.0
% 0.9% 

20.8
% 

 Unskilled worker wage  0.0% 1.0% 0.0% 1.6% 0.0% 3.4% 

 Skilled worker wage  0.0% 0.6% 0.0% 0.8% 0.0% 1.6% 

Note: All results are reported as percentage change compared to baseline  

 

Trade liberalization has positive net income effects on both economies, in all scenarios. 
As could be expected, the gains from liberalization are higher the more trade barriers are 
removed, i.e. economic gains in the two partial scenarios are smaller than for a full free 
trade agreement.  

As mentioned earlier, there are other studies that aimed at evaluating the potential 
economic impact of an FTA between EU and Korea. 

• The first one, written by the KIEP in 2005 uses a standard GTAP model augmented 
with capital accumulation effects. They define three scenarios, with a central one that 
seem to the Partial 2 scenario developed by Copenhagen Economics. 

• The second one, written by Pukyong in 2006, is mentioned by the Centre for 
European Policy Studies in their report on “Qualitative Analysis of a Potential Free 
Trade Agreement between the European Union and Korea”, written in November 
2007. They use a dynamic but more restrictive version of the GTAP model (GDyn). 

The results of these two studies can be compared with the outcomes of the Copenhagen 
Economics Study as well as to our own computation and modelling exercises, including 
the different GTAP simulations and the investment model presented in a previous section 
of the Report. 

Here under is a table summarizing the overall impact estimated by all these studies. 

TTaabbllee  55..33::  FFTTAA  EEffffeeccttss  oonn  GGDDPP  ((%%  ffrroomm  tthhee  BBaassee  CCaassee))  

 Model 
Impact 
on 

Korea 

Impact on 
EU25 

Pukyong (2006) GTAP Armington / 
Dynamic 

2.3% - 

KIEP (2005) GTAP Armington 2.0% 0% 

Copenhagen Economics 
(2007) 

GTAP with Imperfect 
Competition 

2.4% 0% 

SIA GTAP (2007) GTAP Armington 0.2% 0.0% 

SIA GTAP (2007) GTAP Adjusted 
Elasticities 

0.6% 0.1% 

SIA Investment Model (2007) Econometric Panel 
Estimation 

2.1% - 
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So, if we measure the expected overall economic impact of an FTA between Korean and 
EU through a CGE model, and more precisely by using a simple GTAP framework (with 
Armington elasticities and CES functions with perfect competition), an dynamics GTAP 
model (with capital accumulation) or a GTAP with model with imperfect competition and 
scale effects, the overall potential effect of an FTA is always expected to be relatively low, 
and between 0.5% and 2.5% of GDP.  

The second important conclusion is that these overall economic effects seems to depend 
substantially not only on the equations of the CGE model itself, but on the assumptions 
on the market structure of the different sectors involved, especially the services sector 
(that represent more than 2/3 of the total impact) and on the assumption on Armington 
trade elasticities.  

Results on GTAP 
 
The aim of this part is to summarise a number of key results obtained with our simulation 
on GTAP, notably on the aggregated GTAP and a more disaggregated version allowing 
one to evaluate the impact on specific sectors.  

The following table gives key information about a potential Full FTA between the 
European Union and Korea. The Full FTA agreement includes a 100% barrier cut on 
services between the EU and Korea and a full bilateral non food tariff reduction. 

TTaabbllee  55..44::  RReessuullttss  oonn  tthhee  AAggggrreeggaatteedd  VVeerrssiioonn,,  FFuullll  FFTTAA  

 
Results on the Aggregated Version, Full FTA  

  EU KOREA Others 

 Change in GDP  0.01% 0.15% 0.03% 

 Change in value of exports  0.25% 1.68% 0.12% 

 Unskilled Labour  -0.02% -0.45% 0.23% 

 Skilled Labour  -0.08% -0.14% 0.26% 

Source: SIA.    

 
It clearly shows that the impact of the Full FTA is limited in term of change in GDP but the 
change in the value of exports is higher with a positive effect in Korea (closely to 1.7%) 
whereas the benefits in the European Union in term of exports are rather low (equal to 
0.25%). The effects on unskilled and skilled labour that might be expected are not 
confirmed because variations with a Full FTA are negligible or negative. 

 

Based on the analysis that we have done with the GTAP 6.2 database and CGE model, 
we disaggregate the manufacturing sector to allow evaluating the impact of a Full FTA 
agreement on the manufacturing sectors.  

Macroeconomic results on this model are summarized in the following table: 

TTaabbllee  55..55::  RReessuullttss  oonn  tthhee  DDeettaaiilleedd  VVeerrssiioonn,,  FFuullll  FFTTAA  

 
Results on the Detailed Version, Full FTA  

  EU KOREA Others 

 Change in GDP  0.01% 0.10% 0.00% 
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 Change in value of exports  0.24% 0.97% -0.01% 

Source: SIA.    

 
 
Although the impact of a FTA on quantity GDP index is low in Korea, negligible in the 
European Union and also negligible on the employment, the following graph shows that 
the changes in industry output after a FTA between Korea and the European Union would 
be  different. 

FFiigguurree  66..33::  CChhaannggee  iinn  IInndduussttrryy  OOuuttppuutt  wwiitthh  aa  FFTTAA  bbeettwweeeenn  EEUU2255  aanndd  KKoorreeaa  

 

Change in industry output with a FTA between EU25 and Korea
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ο Electronic machinery and other machinery 
 

The chart confirms that the impact of a FTA between EU and Korea on services and 
manufacturing sector would have an impact on other machinery and electronic 
machinery, but that it would be much more important in Korea that in the European Union. 
On the Korean side, changes in electronic machinery and other machinery would be 
positive. The results confirm that the effects of a FTA on environmental goods could be 
positive with potential increase in technological innovation. 

 
 

ο Textile and clothing sectors 
 

In the EU, effects are broadly marginal and the higher effect of a FTA would be on textile 
and clothing sector. In the Korean case, the effects would be widely higher that in EU on 
these sectors. In this sense, the impact of a FTA on environmental goods is likely to be 
negligible but there could be also some positive effects from increased scale effects and 
increased product specialization. 
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ο Transport equipment and motor vehicles 
 

The effects of a FTA in the transport equipment and motor vehicles would also be positive 
in Korea but negligible in EU. Again, in Korea, the impact should be positive on output, 
through the removal of barriers to trade in Environmental Goods, with again a potential 
increase in technological innovation. 

The last two charts show the impact on Skilled and Unskilled Labour after a FTA between 
Korea and EU. What is interesting in these following charts is that the effect in EU is 
always negligible whereas the impact in Korea is obviously positive in sectors with 
positive changes in industry output.  

FFiigguurree  66..44::  IImmppaacctt  oonn  tthhee  SSkkiilllleedd  LLaabboouurr  wwiitthh  aa  FFTTAA  iinn  EEUU2255  aanndd  KKoorreeaa  

 

Impact on the Skilled Labour with a FTA in EU25 and Korea 
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FFiigguurree  66..55::  IImmppaacctt  oonn  tthhee  UUnnsskkiilllleedd  LLaabboouurr  wwiitthh  aa  FFTTAA  iinn  EEUU2255  aanndd  KKoorreeaa  

Impact on the Unskilled Labour with a FTA in EU25 and Korea 
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55..55..  CCOONNCCLLUUDDIINNGG  OOBBSSEERRVVAATTIIOONNSS  
In order to refine the analysis, we have examined in detail the impacts in key sectors such 
as automobiles and financial services where the CGE studies suggest large impacts on 
output of the EU Korea FTA. The reasons for the large trade effects are first that the 
primary channel of integration in the CGE models is through trade and second that the 
elasticities and model structure used in CGE models tend to exaggerate the significance 
of inter-industry adjustments and underestimate or disregard intra-industry responses and 
dynamic adjustments to economic integration. 

The theory of intra-industry trade was developed initially by Grubel and Lloyd 1975, who 
proposed it as an alternative to Hecksher-Ohlin or Vinerian types of theories emphasizing 
inter-industry trade with constant costs, identical technologies and fungible products. 
Based on their analysis of the creation of the European Community, Grubel and Lloyd 
observed rapid growth in intra-EC two-way trade in differentiated products leading to 
increased intra-industry specialization and less inter-industry shifts in output than some 
observers had foreseen. The empirical observations about the growth of intra-industry 
trade led to a consideration of monopolistic competition or oligopolistic industries 
characterised by product differentiation. Thus firms competed by specialising in market 
segments or niches in the whole EC market for the particular product range of brand they 
produce. Not surprisingly, in the 1980s the scale economies argument has been 
progressively linked to new models of international trade under imperfect competition, 
drawing abundantly from industrial economics (Helpman and Krugman 1985, Smith and 
Venables 1988).   

A different but complementary line of analysis is the analysis based on Neo-Ricardian 
perspectives emphasising differences in technology and endogenous technologies. 
(Romer 1986, Aghion and Howitt 1998, and Lipsey, Carlaw and Beckar, 2006)  

In either goods or services industries, if in the integration zone there are well developed 
monopolistic competition or oligopolistic industries with differentiated products or services 
(or bundles thereof), then when barriers to trade and investment are removed the result is 
less of a flow response of shipping millions of tons of fungible products through trade 
leading to large inter-industry shifts and instead the result is much more complex. There 
are potential scale effects, product specialisation effects, pro-competitive pricing effects, 
and induced direct investment and innovation effects occurring with less actual trade 
effects. The increase in contestability becomes more important than the increased actual 
trade flows. 

There are two broad conclusions that can be made about the economic analysis of the 
EU-Korea FTA. First the overall economic effects of the EU-Korea FTA are likely to be 
modest whatever the metric or methodology used to analyse the potential economic 
effects because both partners already have very open economies and highly integrated 
into the world economy. Second, the emergence of Korea as a developed economy and 
the degree of overlap that has developed in the industry structure for goods and for 
services between the EU and Korea suggests that there are increased opportunities for 
intra-industry specialisation, scale effects, pro-competitive effects and induced investment 
and innovation effects.  

These broad conclusions have implications for the assessment of the potential social and 
environmental impacts of the EU Korea FTA. In terms of the Social Impacts, there are 
unlikely to be large inter-industry shifts in output and employment that could lead to 
disruption of labour markets at either a national or regional level.  In the medium to longer 
term both the EU and Korea face common challenges to increase productivity and labour 
force participation and employment rates in order to sustain economic growth with a 
stable and aging population.    

In terms of Environmental Impacts, the convergence in economic development levels is 
leading to greater commonality in concerns about protection of the environment. The 
potential economic benefits of increased productivity and enhanced technology could 
translate into the development of, and the increased use and diffusion of clean 
technologies.      
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66..  SSCCRREEEENNIINNGG  AANNDD  SSEECCTTOORR  SSEELLEECCTTIIOONN  

 

66..11..  CCRRIITTEERRIIAA  FFOORR  SSCCRREEEENNIINNGG  
As outlined in the Handbook for Sustainability Impact Assessment, the screening and 
selection of trade measures for their economic, social, or environmental impact (inside or 
outside the EU), is a key part of the preliminary assessment process.  Since trade 
measures (e.g. tariffs, import licensing arrangements etc.) are sector specific, this implies 
the screening of sectors and the likely impact under different negotiation scenarios. 
 
Potential impacts can be assessed under different headings, the most important of which 
we would suggest are the following:  
 
a) Negotiations coverage; it stands to reason that impacts ought to be assessed only 

for those measures or sectors that are likely to be part of the final agreement 
package.  In view of the intent of FTAs to achieve deep and comprehensive 
coverage, only a small number of sectors would be excluded under this criterion. 

b) Current levels of protection; the greater the current level of protection, the greater 
the likely relative impact.     

c) Current and potential future levels of trade or investment; the economic significance 
of the bilateral trade and investment relationship is also an important factor, not least 
because social and/or environmental impacts tend to be correlated with the 
magnitude of economic impacts.    

d) Outstanding social and/or environmental issues; there are a number of sectors 
where social (e.g. agriculture) or environmental (e.g. automotives) considerations 
are inseparable from general sector developments, and as a consequence 
economic adjustments of almost any magnitude are significant from that 
perspective.     

e) Sector priorities as communicated through the consultations process.  
 
We now assess potential sectors according to the criteria stated. 

 

66..22..  SSCCRREEEENNIINNGG  OOFF  SSEECCTTOORRSS  
 
The scope and coverage of an EU-Korea FTA is intended to be comprehensive, in line 
with the requirements under Article 24 of the GATT and Article V.  The stated objectives 
both of the EU and Korea, as well as the precedent of already concluded FTA 
Agreements, in particular KORUS, are taken as a guide. On that basis, there are only a 
small number of sectors that exclude themselves, either because they are ‘off the table’ 
entirely, such as rice, or are likely to be subject to such an extended phase-in period that 
impacts are likely to be mitigated or deferred almost entirely.   
 
On the basis of this criterion therefore, and in due consideration of the EU’s overall 
ambitious agenda, only a very small number of sub-sectors, all within the agricultural 
sector – in particular rice and grapes, can be excluded out of hand.  
   

CCUURRRREENNTT  LLEEVVEELLSS  OOFF  PPRROOTTEECCTTIIOONN::              

 
Current levels of protection have been estimated in the two baseline studies that 
preceded this analysis, and to which we now refer.  
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6.2.1.1 Tariff Protection 

 
The most tangible measure of protection is the tariff.  The tariff structure of Korea was 
summarised in Table 2.1.5 of the Qualitative Analysis Report on a Korea-EU FTA carried 
out by the Centre for European Policy Studies (CEPS).  On the basis of that Table (which 
is based on 2004 tariffs as per the WTO Trade Policy Review for Korea), the most highly 
tariff protected sectors, in order, are:  
 
• Agricultural Products: Average Tariff Rate of 52.2% 

• Processed Foods: 21.3% 

• Chemicals: 11.8% 

• Textiles: 9.7% 

• Footwear: 9.7% 

• Motor Vehicles: 7.9% 

• Cement & Glass: 7.9% 
 
Next in line are Wood Products (7.2%), Plastics (7%), Machinery & Equipment (6.9%), 
Non ferrous Metals (6.7%), and Electrical & Electronics Equipment -including 
Telecommunications Equipment - (5.8%).  These together comprise the most likely 
‘candidates’ in terms of impacts from a simple tariff protective perspective.      
 
The EU’s average tariff is significantly lower than that of Korea, i.e. with an average of 
16.5% for agricultural products, and 4.1% for non-agricultural products.  Outside of 
agriculture, there are a small number of significant tariff protected sectors, the most 
notable of which is automobiles, which retains an average tariff of 10%.  

CCOOPPEENNHHAAGGEENN  EECCOONNOOMMIICCSS  EESSTTIIMMAATTEEDD  IIMMPPOORRTT  PPRROOTTEECCTTIIOONN  LLEEVVEELLSS3377  

As estimated by this study (using tariff equivalents for the Services sector), the following 
are the most highly protected sectors (and hence those most likely to experience the 
greatest impacts).   

 

6.2.1.2 Korea 

Agriculture:  In Korea, the most highly protected sub-sectors according to this study are: 
Grains and Horticulture (61-67%), Oil seeds and dairy products (42-46%), and sugar 
(30%). 

The most highly protected agri-food sectors are Processed Foods (35%), Beverages & 
Tobacco (25%), and Fisheries (17%). 

The highest import protection levels in manufacturing are for Textile and Clothing (10-
12%), followed by Motor Vehicles (8%).     

An aggregated import protection measure (tariff equivalent) of 46% is reported for 
Services. 

6.2.1.3 European Union 

Agriculture:  The most highly protected sectors were estimated to be Grains (43.4%), 
Horticulture (22.9%), Sugar (14.4%), Dairy products (12.4%), and Vegetable Oils (11.9%). 
 
The agri-food sectors Processed Foods (12.4%) and Beverages and Tobacco (24.3%) 
are also highly protected.   
 

In manufacturing, the most protected sectors were estimated to be Textiles and Clothing 
(8.6-11%), Leather Goods (9%), Motor Vehicles (10%), and Iron & Steel (7.4%).   

                                                      

37 See Table 2.6 op. cit.  
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  NNOONN  TTAARRIIFFFF  PPRROOTTEECCTTIIOONN      

For a number of sectors, non-tariff protection is also an important issue.  These sectors 
were identified in the CEPS report as: Automobiles, Pharmaceuticals and Cosmetics, 
Agricultural Products, Textiles, and Legal/Accounting Services, and Financial Services. 
Key NTB issues were identified as follows: 
 

Automobiles:  The application of Korea’s Special Consumption and Vehicles Taxes with 
respect to size of engine displacement, and the application of new Korean vehicle 
emission and safety standards.     

Pharmaceuticals and Cosmetics: NTB issues include the issue of the pricing and 
reimbursement of pharmaceuticals, and intellectual property rights issues (e.g. regulatory 
data protection and duration of patent periods related to the approval and testing period).  
In Cosmetics, the main issue is the application of Korea’s functional cosmetics system, 
and how it may be blocking EU product access. This has been a longstanding dispute 
between the EC and Korea dating back to 1998. 

Agricultural Products:  The EU has a strong comparative advantage over Korea in the 
area of agricultural trade (primary and processed), with annual exports averaging €1.3-1.5 
billion in recent years. NTB issues include the coverage and application of Korean special 
safeguard measures, and joint understandings/protocols on SPS measures. 

Textiles:  Korea has a comparative advantage over the EU in the textiles area, and 
therefore EU barriers are the more significant issue. Foremost among these would be the 
rules of origin applying to these products that are developed. 

 

TTRRAADDEE  AANNDD  IINNVVEESSTTMMEENNTT  LLEEVVEELLSS                            

Current levels of bilateral trade are one index of the possible scale of impacts arising 
under an agreement.  

 

EU imports from Korea are dominated by the Machinery and Transport Equipment Sector, 
which (according to Copenhagen Economics) accounted for an estimated 81.5% of EU 
imports in 2005. Major sub-categories were motor vehicles, and telecommunications and 
IT equipment.  The leading categories of EU exports to Korea were broadly similar (with 
the addition of power generating machinery), indicating high levels of intra-industry trade.    

 

 Simulated Trade Liberalisation Impacts 

One possible selection guide is the anticipated impact on sector outputs, as simulated in 
the earlier Copenhagen Economics study38.  Of the three scenarios considered in that 
study, the so-called Partial 2 scenario, comprising 40% food tariff reductions, complete 
non-food tariff elimination, and 50% reduction in services barriers, is the most plausible. 
Broadly speaking however, overall rankings are relatively consistent as between the three 
different scenarios.  
 

Under the Partial 2 Scenario, the sectors identified as posing the greatest output impacts 
are the following (these impacts are relative to a baseline that assumes a full Doha 
agreement and implementation of other Korea FTAs) : 

 

 

                                                      

38 ‘Economic Impact of a Potential FTA between the EU and South Korea’, Copenhagen Economics 
and Prof. J.F. Francois, March 2007, pp 27-32.  
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TTaabbllee  77..11::    SSiimmuullaatteedd  CChhaannggeess  iinn  SSeeccttoorraall  OOuuttppuutt  ((%%  CChhaannggee  ffrroomm  BBaasseelliinnee))  

Sector  Simulated EU Impact  Simulated Korea 
Impact 

Agri-Foods   

Processed Foods 0.31 -5.23 

Beef -0.3 -2.32 

Other Primary Agriculture 0.12 -1.9 

Vegetable Oils 0.0 -1.6 

Sugar -0.06 -1.45 

Oil Seeds -0.08 -1.23 

Beverages and Tobacco -0.14 -0.74 

6.2.1.4 Manufacturing   

Motor Vehicles -1.08 18.93 

Electrical Machinery -0.63 11.58 

Iron & Steel -0.89 8.39 

Other Machinery -0.51 3.14 

Non-Ferrous Metals -0.34 3.00 

Paper, Pulp & Publishing -0.02 -2.88 

Clothing 2.27 -0.8 

Textiles -0.35 1.25 

6.2.1.5 Services    

Other Business Services 0.28 -9.91 

Communications 0.16 -3.15 

Trade 0.02 -1.01 

Transport 0.15 0.91 

Financial and Banking 
Services 

0.05 -0.60 

Source: Copenhagen Economics. 

 

Some of the simulated output impacts are, frankly, surprising to us (e.g. Sugar, 
Beverages) while others, due to the highly aggregated sectoral combinations that were 
used, and  particular assumptions made in of the modelling process by Copenhagen 
Economics, not particularly useful as a guide to real world impacts (Other Machinery, 
Other Business Services). Others, e.g. Trade, Transport and Communications, are a 
direct corollary to the anticipated expansion in trade volumes, and not particularly 
interesting in their own right.   
 
These qualifications aside, however, the results of this exercise do flag (as gauged by the 
outer limits of the joint EU and Korea impacts) certain sectors for closer attention and 
these are: 
 

• Processed Foods, Beef, Motor Vehicles, Iron & Steel, Electrical and Other (i.e. non 
Electrical Machinery), Clothing and Textiles, Other Business Services, and Financial and 
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Banking Services.  Processed Foods, Motor Vehicles, and Other Business Services, do 
stand out most of all.   
 

We should also mention a sector which is not highlighted in the above table, but which 
has been raised in the consultations process, i.e. the pharmaceuticals sector.  
Unfortunately, no focused simulation on this sector was undertaken, rather an aggregated 
simulation for the chemicals, rubber, and plastics sector, which showed very minor output 
effects both for the EU (-.016%), and for Korea (0.27%).     

 

66..33..  SSEECCTTOORRSS  SSEELLEECCTTEEDD    
 

On the basis of the criteria and considerations referred to above therefore, four sectors 
were selected for a detailed examination of economic, social, and environmental impacts.  
The four are: 

 

AAUUTTOOMMOOTTIIVVEE  SSEECCTTOORR        

In terms of sector selection, the automotive sector ‘ticked all the boxes’.  As shown above, 
it ranks among the highest of manufacturing sectors in terms of tariff protection both in 
Korea and the EU, it is regulated by a range of standards that have alleged non-tariff 
barrier effects, and the output impacts of trade liberalisation as simulated by earlier 
studies are among the highest. This sector is also seen by negotiators as one of the most 
sensitive and also most crucial for negotiation, and was further the subject of submissions 
by interested parties during the consultations process.  Finally, the industry is a major 
player in the whole environmental debate, and as a major employer both in the EU and in 
Korea, the social impacts of any liberalisation are also potentially significant. 

 

AAGGRRII--FFOOOODDSS  

The agri-food sector was also identified as one most likely to be impacted in a significant 
way across the three strands, economic, environmental, and social.  This sector, in 
particular primary agriculture, is the most highly protected of all sectors both in the EU 
and in Korea, and hence significant economic impacts, as also corroborated by the earlier 
simulations reported above, are to be anticipated. Of course these will vary by individual 
sub-sector, and the provisions agreed for each.  There are too many of these to examine 
in detail, and final agreement (based on the likely negotiating scenarios) is still be needed 
on precisely which ones should be covered. In both Korea and the EU, the social role of 
farming is substantial and sensitive, and identifiable social impacts are therefore likely to 
flow from any trade impacts likely to arise from the agreement, particularly in Korea. The 
farming sector is also a crucial player from an environmental perspective, and impacts 
there too are possible. 
 

The related processed foods and beverages sector was also identified as a study 
candidate.  In part this is because of its linkage to the sensitive primary sector, but also 
because of the identified trade expansion potential (i.e. for the EU) of this sector.  Also, as 
the tables above indicate, both the protection levels, and the simulated output impacts 
(particularly for Korea) are among the highest.   

 

EENNVVIIRROONNMMEENNTTAALL  GGOOOODDSS  AANNDD  SSEERRVVIICCEESS              

This is not a sector in the traditional industry classification (SIC or NACE sense), but as 
an emerging sector, it overlaps (from a statistical point of view) with a number of 
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traditional industry ‘sectors’.  It would have a certain correlation with the Machinery, both 
Electrical and Non-Electrical sectors, e.g. with items such as wind turbines, hybrid power 
engines, water supply and treatment etc.  Although the sector definitions used in the 
earlier analyses are too broad to be really useful, the Machinery sectors as defined there 
ranked among the highest both in terms of tariff protection and simulated output impacts, 
and are therefore supportive of the choice. Trade agreements encompassing this sector 
are increasingly seen as a means of developing closer synergies between trade 
liberalisation and environmental protection. Other influential factors in choosing this sector 
were a) the future trade potential in particular from an EU point of view, with its leadership 
position in many of the emerging environmental technologies, and b) the opportunity it 
creates to engage in a more complete way with the environmental dimension of an 
agreement. Environmental protection has been placed at the forefront of Korean policy 
formulation and this will create opportunities for European suppliers of high-end 
technologies and services.  

Financial Services       

The selection of at least one services sector was also considered necessary.  On that 
basis, the Financial Services sector, which was ranked among the highest service sectors 
in terms of simulated output impacts by Copenhagen Economics, was selected. If we 
exclude the trade facilitating sectors of Trade, Communications and Transport, Financial 
Services was ranked second only to the ‘Other Business Services’ category, which is a 
highly diverse sector grouping covering accounting, management consulting, advertising, 
legal services etc. Financial Services is also a priority negotiating sector for the EU, with 
significant EU competitive strengths, and with improved access to a fairly restricted 
Korean market providing the promise of significant impacts.       

  

Other Sectors Considered 

The above four sectors (or five allowing for the distinction within the Agri-Food Sector) 
provided what we judged to be the strongest combination of criteria. In response to 
suggestions from stakeholders, we considered a number of other sectors, but none, taken 
in combination, provided as compelling a case. Of course even if a sector did not warrant 
a sector study, the issues specific to the sector were analysed in a number of cases.  
These other sectors and some of the considerations in the choice included: 
 

Pharmaceuticals   

Submissions made by the EFPIA (European Federation of Pharmaceutical Industries and 
Associations) urged the inclusion of the Pharmaceuticals Sector for more detailed 
analysis.  The EFPIA submission referred to the NTBs faced by European companies in 
doing business in the Korean market, and provided a detailed issue analysis which should 
prove useful to EU negotiators.  While we fully accept that such barriers exist however, 
these were not, in our view a sufficient basis to include this sector.  Current levels of EU 
exports to Korea are estimated by the EFPIA at €1.6 billion, with Korean tariffs ranging 
from zero to 8%.  These are not insignificant levels of trade or of protection.  However, as 
compared to the sectors chosen, the environmental or social sustainability dimensions to 
any increased trade are not as compelling, and these are the primary focus of the SIA 
analysis. Nor were the simulated impacts, as generated by the Copenhagen study or 
other model based studies, of a magnitude to flag this sector as a priority. 

 

Legal Services 

This sector was also proposed during the consultations process as a candidate. However, 
the relatively small scale of this sector, as compared to those selected, and the absence 
of any compelling social or environmental aspect led us not to consider it further. 
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Textiles and Clothing  
The textiles and clothing sector is a substantial sector, both in Korea and the EU, and one 
that maintains relatively high levels of import protection both in the EU and in Korea. The 
trade expansion potential of an FTA however is debatable; the comparative advantage 
and export potential of this sector is shifting away from high income countries such as 
Korea and toward developing countries, many of whom (e.g. under the GSP or EBA 
initiative) enjoy much better access terms than Korea. In addition, the simulated impacts 
(as generated by Copenhagen Economics and our own CGE modelling analysis) were 
ranked toward the lower end of the scale. Further, whereas environmental and social 
concerns (such as the decent work agenda) are a major issue in many of the countries 
competing with Korea (e.g. China, Bangladesh, etc.), they are much less of an issue in 
Korea, where working conditions and environmental compliance standards are 
substantially higher and closer to EU norms.    
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77..  HHOORRIIZZOONNTTAALL  NNEEGGOOTTIIAATTIINNGG  IISSSSUUEESS  
The following are some of the key horizontal negotiating issues in the EU-Korea FTA. It is 
not possible for the SIA to analyse all of the issues in the negotiations and the focus 
needs to be on horizontal issues that will have impacts related to the Sustainability 
Indicators.  

77..11..  SSEERRVVIICCEESS  RREESSTTRRIICCTTIIOONNSS  AANNDD  RREEGGUULLAATTIIOONN  

The study will examine the restrictions on services trade and the potential sustainability 
impacts of removing services barriers. The focus will be on the two services sectors 
selected for more detailed analysis, the Financial Services Sector and the Environmental 
Goods and Services Sectors. However, both the Economic Impact Study and the 
Qualitative Analysis studies highlighted the key role of opening services barriers in the 
overall economic benefits of the EU-Korea FTA. Certainly removal of Services barriers 
was a key focus of the Korea US FTA negotiations. Consideration of Services issues will 
also necessitate an analysis of investment issues.  

77..22..    IINNTTEELLLLEECCTTUUAALL  PPRROOPPEERRTTYY  PPRROOTTEECCTTIIOONN    

The Qualitative Analysis Study highlights the key role of intellectual property rights 
implementation and enforcement as a key challenge in Korea. Intellectual Property Rights 
have been addressed in the Korea US FTA and the provisions and approach of the 
agreement will need to be reviewed.  

77..33..  RRUULLEESS  OOFF  OORRIIGGIINN      

A key set of issues will relate to rules of origin for goods and services, among which 
outward processing is one of the key interests on the Korean side. In the US-Korea 
negotiations, the Korean government asked to include outward processing as a Korean 
origin if the products are processed outwards in North Korea. In the Korea-Singapore FTA 
and the Korea-EFTA FTA, although the coverage of products and regions are different 
from one another, outward processing was accepted.  More generally, Korea is 
understood to seek changes to the EU's standard approach normally taken on rules of 
origin in a number of areas.   

77..44..  TTBBTT  AANNDD  SSPPSS  IISSSSUUEESS    

The Qualitative Analysis study and other studies have emphasised the importance of 
addressing effectively the issues related to all aspects of TBT and SPS issues. Certainly 
for industries such as automobiles common approaches to technical regulations and 
standards including those related to pollution, fuel economy and carbon loadings could 
help to resolve some EU-Korea trade frictions and ensure broader benefits of the EU-
Korea FTA. It is interesting to note that the Korea US negotiations devoted considerable 
effort to TBT and SPS issues but the response from US industry groups was sceptical.  

77..55..  WWHHAATT  SSHHOOUULLDD  TTHHEE  SSUUSSTTAAIINNAABBLLEE  DDEEVVEELLOOPPMMEENNTT  CCHHAAPPTTEERR  IINNVVOOLLVVEE??    

The SIA can make a contribution to the negotiations by providing analysis and advice on 
the elements of the Sustainable Development Chapter. Based on the SIA studies and 
consultations with stakeholders, options and approaches for the Sustainability 
Development Chapter is considered and recommendations are provided.   
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88..  CCOONNCCLLUUSSIIOONNSS  
This study looks at two possible FTA scenarios:  

1. a comprehensive FTA involving the removal of all non-food tariffs, the removal of 
most food tariffs (with exclusions for a few sensitive products) and comprehensive 
liberalisation of trade in services. Such an FTA would be compatible with WTO rules. 

2. a deep FTA which includes the comprehensive FTA and also addresses a number of 
beyond the border issues such as SPS measures, technical regulations and 
standards and sustainable development issues in an intensive manner. 

Having screened all the sectors, in terms of share in economic activity, potential FTA 
economic impact effects, consequents social and environmental impacts and 
complementary input from stakeholders and civil society representatives; we analysed the 
following four sectors: 

� Automobiles; 

� Agriculture (and various subcategories);  

� Financial Services; and 

� Environmental goods and services.   

Having carefully analysed the various horizontal issues in the context of the significance 
to either the EU or Korea, being made by Korea, we have selected the following 
horizontal issues, keeping in mind their projected effects on trade or investment flows, 
levels of trade protection, social and environmental (positive or negative) impacts and in 
order to address beyond the border issues.  

� Rules of Origin; 

� Technical Regulations, Standards and Sanitary and Phytosanitary Measures; 

� Intellectual Property Rights; and  

� Investment.  

The SIA utilises a range of methodologies to analyse the potential economic, social and 
environmental impacts of the prospective EU-Korea FTA.  All existing studies using both 
qualitative and quantitative models have been reviewed. The SIA has undertaken 
Computable General Equilibrium (CGE) modelling using the latest version of the GTAP 
model and data base. In addition, some dynamic effects have been analysed associated 
with potential induced investment flows. Finally, detailed disaggregated partial equilibrium 
analysis has been undertaken at the sector or sub sector level incorporating investment 
effects and incorporating analysis of non-tariff barriers and potential dynamic responses 
in industrial structure.   

The analysis of the global impact of a potential FTA agreement between EU and Korea 
has already been done by a number of studies. In most of the studies, the overall gains 
are estimated to be significant but not large for Korea and relatively modest for the EU 
relative to overall national income. 

It should be noted that CGE models, and particularly the GTAP, model are widely used to 
evaluate the global impact of FTA over regions but some of the limitations of the 
analytical tools need to be considered. Also some of the potential effects of an FTA such 
as reduction of non-tariff barriers, increased direct investment flows, pro-competitive 
effects and induced innovation effects are not easily captured in these models.  

The SIA has conducted model based studies using the GTAP model and has undertaken 
economy-wide quantitative analysis to examine some of the potential effects of increased 
investment flows in order to analyse effects not captured in most of the previous studies. 
At the same time more detailed case studies have been conducted in selected industries 
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or sectors in order to analyse in more depth detailed beyond-the-border issues on a 
disaggregated basis.  

The SIA has conducted consultations with stakeholder groups including enterprises, 
industry associations, research institutes, agricultural groups, labour unions, and civil 
society organisations in both Korea and the European Union.  Workshops have been held 
in Korea and in the EU and members of the SIA team have met representatives of various 
stakeholders and discussed issues with them. In addition, various groups have written to 
the SIA on the email address on the SIA website and have submitted detailed briefs to the 
SIA. These consultations and the inputs from stakeholders in the EU and Korea have 
enriched the analysis and served to inform the conclusions and recommendations.  The 
SIA has attempted to respond to the diverse range of views expressed.     

88..11..  EECCOONNOOMMIICC,,  SSOOCCIIAALL  AANNDD  EENNVVIIRROONNMMEENNTTAALL  CCOONNTTEEXXTT  
 The analysis of the potential economic, social and environmental impacts of the 
proposed EU Korea FTA needs to take account of the level of development of the EU and 
Korean economies and the economic, social and environmental context on both sides.  
Part of this context is the degree of integration into the global and regional economies and 
the dynamics of further integration on both sides.  

EECCOONNOOMMIICC  CCOONNTTEEXXTT  

In an economic context, Korea is now a developed nation after several decades of rapid 
growth. Using the purchasing power parity measure, per capita GDP in Korea was 
$22,000 in 2005 about 70 percent of the OECD average and the average of the EU 15. 
Korea was above Portugal and the New Member States in per capita GDP.   Although 
growth in per capita income has slowed in Korea in recent years, it still has the highest 
per capita growth rate among OECD member countries. Thus the process of 
convergence between Korea and the EU in per capita GDP is likely to continue.  

In a global context, both the EU and Korea face challenges about how to raise income 
levels in light of ageing of their societies and the rapid population growth in low income 
and lower middle income economies. Higher income levels will only be sustained with 
innovation and technological dynamism that raises productivity in both the EU and in 
Korea.   

SSOOCCIIAALL  CCOONNTTEEXXTT  

In terms of the operation of labour markets, Korea has a flexible labour market which was 
able to absorb the shock of the Asian financial crisis in the late 1990s while maintaining 
low levels of unemployment. In particular Korea has very low levels of long term 
unemployment of both men and women in contrast to EU member states where many 
have high rates of long term unemployment. 

Korea does have a distinct history in the development of labour markets and trade unions. 
Over the last twenty years, Korean trade unions have been independent and aggressive 
to the extent that labour management relations are one negative area among 
assessments of Korea’s competitiveness.  

Both the EU and Korea face similar challenges of an ageing labour force. For both the EU 
and Korea, the labour force population will decline, the median age will rise, and the 
dependency ratio will increase as the population over age 65 is projected to rise over the 
next thirty years. The EU and Korea face common challenges to promote life long 
learning, to enhance labour force participation and to encourage retention of old people in 
economic activity.  

Although there are challenges of availability of data, the income distribution in Korea is 
roughly comparable to the median EU member state with Austria, Germany, the Nordic 
and Central European countries having a more equal income distribution and economies 
such as Belgium, France, Greece, Ireland, Italy, Poland, Spain and the United Kingdom 
having a greater degree of income inequality.  
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For other non-income related aspects of poverty Korea does well with good life 
expectancy, very low long term unemployment and good literacy levels.    

Korea lags on some gender indicators in terms of participation of women in the paid 
labour force and the relative wage levels of women. Over the last two decades Korea has 
improved the level of women’s participation in secondary education substantially and the 
rate is now comparable to the rate for men. For tertiary education, Korean women still lag 
behind men in Korea in the participation rate, but the level of women’s participation in 
tertiary education is comparable to many EU member states with the notable exception of 
the Nordic countries. The challenge for Korea and many EU member states are to provide 
a wider range of employment opportunities and opportunities for ongoing upgrading of 
education and skills for women. 

EENNVVIIRROONNMMEENNTTAALL  CCOONNTTEEXXTT        

Associated with its emergence as a developed nation, Korea has made considerable 
progress in improving the protection of the environment and the conservation of natural 
resources. There are a number of areas where Korea needs to make further progress in 
environmental management and protection, there is a strong affinity for the natural 
environment in Korean culture and environmental management is a priority in Korea. On 
the European side, there is some variation among member states, but at both the 
member state level and the EU level there is strong commitment to improving 
environmental management. Although both the EU and Korea need to make continued 
efforts to meet local and regional environmental challenges a comprehensive framework 
for environmental management and control is in place on both sides.  

Korea and the EU face similar challenges in that both are heavily dependent upon 
imported carbon based fuels for their energy supplies. Thus both have an interest in 
collaboration on conserving energy use, in fostering renewable energy supplies and in 
developing innovative clean technologies to limit carbon emissions and to support the 
transition to a low carbon economy.  

88..22..  SSUUSSTTAAIINNAABBIILLIITTYY  IIMMPPAACCTT  AASSSSEESSSSMMEENNTT  

EECCOONNOOMMIICC  IIMMPPAACCTTSS  

In conjunction with the CGE modelling and in order to complement economy-wide 
modelling, we have examined in detail the impacts in key sectors such as automobiles 
and financial services where some of the CGE studies suggest relatively large impacts on 
output of the EU-Korea FTA. The reasons for the large trade effects are first that the 
primary channel of integration in the CGE models is through trade and second that the 
trade elasticities and model structure used in CGE models tend to exaggerate the 
significance of inter-industry adjustments and underestimate or disregard intra-industry 
responses and dynamic adjustments to economic integration. 

The theory of intra-industry trade was developed initially by Grubel and Lloyd (1975), who 
proposed it as an alternative to Hecksher-Ohlin or Vinerian types of theories emphasising 
inter-industry trade with constant costs, identical technologies and fungible products. 
Based on their analysis of the empirical evidence of trade and industry adjustment from 
the creation of the European Community in the 1960s, Grubel and Lloyd observed rapid 
growth in intra-EC two-way trade in differentiated products leading to increased intra-
industry specialization and simultaneously less inter-industry shifts in output than some 
observers had foreseen. Thus firms competed by specialising in market segments or 
niches in the whole EC market for the particular product range of brand they produce.  

The global CGE models often assume constant costs and static technologies. Within this 
specific framework the potential gains from removal of the remaining trade barriers 
between the EU and Korea are modest. In our view there are in addition potential scale 
effects, product specialisation effects, pro-competitive pricing effects, and induced direct 
investment and innovation effects from the implementation of a comprehensive and 



Reference: Trade 2007/349757/1 
Trade Sustainability Impact Assessment of the Free Trade Agreement to be negotiated 
between the European Community and the Republic of Korea 
 
 

                                           January 2008                                             Page 92 of 95 

relatively deep FTA between the EU and Korea. The increase in contestability becomes 
more important than the increased actual trade flows. 

 

AANNAALLYYSSIISS  OOFF  TTHHEE  ““BBAASSEE  CCAASSEE””  

An important issue in the analysis of the potential economic impacts of the proposed FTA, 
as well as the related social and environmental impacts, is proper understanding of the 
base case for the analysis. If we are to answer the counterfactual question of what is the 
potential impact of the EU-Korea FTA, we must understand how the world will evolve in 
the absence of such an agreement.   

Korea has already concluded and commenced implementation of FTAs with Chile, 
Singapore, the European Free Trade Association (EFTA) and now eight other ASEAN 
member countries. An agreement has been negotiated with the United States, the Korea-
US FTA or KORUS FTA, but not yet implemented. Korea is also engaged in official 
negotiations with Canada, India, Japan and Mexico about bilateral Free Trade 
Agreements.   

Similarly the EU has a number of bilateral Free Trade agreements in place including with 
Chile and Mexico as well as a customs union with Turkey and an Association Agreement 
with Croatia. The EU has recently concluded Economic Partnership Agreements with 
some groups of ACP countries, is deepening its economic arrangements with partner 
countries in the Mediterranean region and is also negotiating FTAs or exploring the 
negotiation of FTAS with ASEAN, the Gulf Cooperation Council, India, and Mercosur.  

Thus the potential impact of the EU-Korea FTA must be assessed in the context that if the 
bilateral FTA is not concluded, that both partners will continue to develop bilateral trade 
agreements with other partners and that bilateral trade and investment relations will be 
attenuated by preferences both sides grant to other partners. The analysis also assumes 
as part of the base case that there is an agreement reached in the near future to conclude 
the Doha Development Agenda negotiations in the WTO.    A successful conclusion to the 
Doha negotiations would reduce barriers to trade between the EU and Korea. 

There are two broad conclusions that can be made about the economic analysis of the 
EU-Korea FTA in the context of this baseline scenario. First the overall economic effects 
of the EU-Korea FTA are likely to be modest whatever the metric or methodology used to 
analyse the potential economic effects because both partners already have very open 
economies and are relatively highly integrated into the world economy. Furthermore, and 
perhaps most significantly, the integration of both potential partners into the world 
economy is likely to continue even if the bilateral FTA is not concluded.39 We have used a 
number of complementary methodologies to confirm the economic analysis. Nonetheless 
characterisation of the base case in the sense of the likely alternative scenarios is 
important.  

Second, the emergence of Korea as a developed economy and the degree of overlap and 
complementarity that has developed in the industry structure for goods and for services 
between the EU and Korea suggests that there are further opportunities for intra-industry 
specialisation, scale effects, pro-competitive effects and induced investment and 
innovation effects.  

                                                      

39 Some commentators note that while Korea has relatively modest formal trade barriers, the overall 
degree of openness of the economy is lower than might be expected. There can be a debate about the 
extent to which the apparent lower level of de facto openness of the Korean economy can be 
explained by geographic cum gravity factors and to what extent it is due to non-tariff barriers on 
products, market structure reflecting persistence of the chaebols or restrictions on investment in 
goods and services industries. Regardless of the relative significance of these explanatory factors, 
policy changes that address non-tariff barriers, improve the regulatory environment, or provide a more 
open environment for investment, or more generally, measures that enhance all aspects of 
contestability, will lead to structural changes over time.  It is noteworthy that share of exports and 
imports relative to GDP has increased greatly in the last two decades in Korea.  
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The overall quantitative economic impacts drawn both from other studies and our study, -- 
which with one exception are based on a CGE or modified CGE modelling framework, -- 
are summarised in the following table: 

 

TTaabbllee  88..11::  FFTTAA  EEffffeeccttss  oonn  GGDDPP  ((%%  ffrroomm  tthhee  bbaassee  ccaassee))  

Study Model 
Impact 
on 

Korea 

Impact on 
EU25 

Pukyong (2006) GTAP Armington / 
Dynamic 

2.3% - 

KIEP (2005) GTAP Armington 2.0% +0% 

Copenhagen Economics 
(2007) 

GTAP with Imperfect 
Competition 

2.4% +0% 

SIA GTAP (2007) GTAP Armington 0.4% +0% 

SIA GTAP (2007) GTAP Adjusted 
Elasticities 

0.7% +0% 

SIA Investment Model (2007) Econometric Panel 
Estimation 

2.1% - 

 

The more dynamic effects are partially reflected in the analysis of potential investment 
effects for Korea that the SIA has undertaken which is reported in the last line of the table 
above.  The basis for our estimation of these potential investment effects is discussed 
below. 

These conclusions about the potential economic impacts have implications for the 
assessment of the potential social and environmental impacts of the EU-Korea FTA. 

SSOOCCIIAALL  IIMMPPAACCTTSS  

In terms of the Social Impacts of the potential EU-Korea FTA, there are unlikely to be 
large inter-industry shifts in output and employment that could lead to disruption of labour 
markets at either a national or regional level in either the EU or Korea as a result of the 
implementation of the FTA. Although it is a challenge to distinguish the effects on the EU-
Korean FTA from broader changes in the economy and society on both sides associated 
with globalisation and technological change, at the margin there will be a modest net shift 
in demand to skilled workers from unskilled workers especially in the EU. Now some of 
the model based studies that have been reviewed show increased demand for unskilled 
workers in some industries in Korea due to the EU-Korea FTA, but in our view this reflects 
an unduly static and historically dated approach to the competitive challenges for Korea, 
which fails to take account of the global trend of integration of economies including China, 
India, ASEAN and other emerging economies.40   

Although there are differences in the institutional framework for labour markets between 
the EU and Korea, (and among EU member states) there are no serious issues with core 
labour standards and efforts to support the decent work agenda. Korea is not a signatory 
to some of the core ILO conventions related to freedom of association and forced labour, 
but is a signatory to some of the newer ILO conventions for worker safety. Nonetheless 
the standards under the ILO agreements are clear and can be used as a reference point 
for bilateral cooperation on labour matters. Notwithstanding the differences in the history 
and institutional structures for labour markets in Korea and among European member 

                                                      

40 The parameters of the model (specifically GTAP 6.2) are based inevitably on historic data. The 
parameter estimation can be robust in varying degrees, but the rise in real wages in Korea means that 
the competitive position in the use of unskilled labour in Korea is declining.  
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states, Korean labour markets function without official controls and Korean workers seem 
able to express demands for compensation. There are some challenges in Korea to 
support fuller participation of women in the economy as there are challenges in some EU 
member states to reduce long term structural unemployment among selected socio-
economic groups or to encourage labour force participation by older workers.    

There are, however, issues to be considered with respect to trade involving the products 
from the Democratic Republic of Korea or North Korea.   A critical part of the historical 
context of the Republic of Korea is the relationship with North Korea, and undoubtedly 
there are important issues with respect to labour standards in the specific situation of the 
Kaesong Industrial Complex (KIC). The specific issues of rules of origin for qualifying 
products under the FTA are important in this respect. This is a sensitive issue which 
requires balancing the concerns of various socio-economic groups in the EU about unfair 
competition from imports produced by workers who have very limited choices and are 
subject to various forms of social controls; against the goals of improving the economic 
status of some portion of the population in North Korea and contributing to peace on the 
peninsula. Balancing these concerns involves questions of political judgment and values 
which the SIA is not in position to make.  

Our analysis of the per capita income levels and the structure of income distribution in the 
EU and in Korea show that there is convergence in per capita incomes on a purchasing 
power parity basis and that the patterns of income distribution are broadly similar on both 
sides. In both aspects there is considerable variation among EU member states, but 
Korea is relatively close to the median.   

The expansion of trade over the next decade that will occur over the next decade with the 
implementation of the EU-Korea FTA will not have direct poverty impacts. The limited 
employment shifts that are anticipated to occur are unlikely to have either positive or 
negative directs effects on poverty.  The FTA will lead to neither significant expansion of 
employment of low income groups or significant job losses in groups vulnerable to job 
loss because of low social and economic mobility. The reason is that the trade expansion 
between the EU and Korea will focus on specialised manufacturers, services and 
increasingly exchange of technology. Both the EU and Korea will face continued 
challenges to adjust to the rapid population and labour force growth in low income and 
lower middle income economies over the next two decades since those economies will be 
expanding exports of labour intensive low technology products.   

As a result of this relative convergence in both income levels and the structures or 
patterns of income distribution between the EU and Korea, there are relatively few and 
limited issues with respect to the potential impacts of relative prices on the incomes of 
disadvantaged groups in society. There is likely to be little impact on the primary 
agricultural sector in Korea from the expansion of trade in processed agri-food products 
that is expected to occur as the FTA is implemented. On the other hand the expansion of 
exports of processed agricultural products from the EU to Korea could have modest 
positive effects on low income urban consumers in Korea who allocate a significant share 
of income to food and beverage consumption.   

In the medium to longer term both the EU and Korea face common challenges to increase 
productivity and labour force participation and employment rates in order to sustain 
economic growth with a stable and aging population.  Promoting lifelong learning, 
encouraging the retention of older workers in the labour force and ensuring skills 
development and retraining is a common concern. Korea has extensive educational and 
training programmes available for younger workers and has the lowest rate of long term 
unemployment among young people among OECD members but ensuring effective 
opportunities for irregular workers, enhancing skills of older workers and encouraging 
labour force participation by women are key challenges.   

No significant adverse effects on gender are foreseen from the EU-Korea FTA, and there 
could be modest benefits.  In some sectors such as financial services there could be 
modest positive gender effects in Korea reflecting increased employment and increased 
FDI in a sector which employs more women than men. Overall the expansion of services 
industries will tend to increase employment and entrepreneurial opportunities for women 
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in both the EU and Korea but the relative impact on Korea will be greater.  Improved 
educational and employment opportunities for women would support addressing the 
longer term social challenges of aging societies. 

EENNVVIIRROONNMMEENNTTAALL  IIMMPPAACCTTSS  

In terms of Environmental Impacts, the convergence in economic development levels is 
leading to greater commonality in societal concerns about protection of the environment 
between the EU and Korea. The implementation of the EU-Korea FTA is not foreseen to 
have significant adverse environmental effects since the projected expansion of trade is 
not predicted to utilise resources that are poorly managed or to increase production that 
will lead to expansion of pollution or other negative environmental externalities that are 
unregulated. Of course both the EU and Korea will need to enhance their environmental 
management and regulatory capacity in the future and co-operation in this area would be 
salutary.  

The only significant mitigation challenge identified by the SIA in the environmental sphere 
is that the modest increase in economic growth and the associated increases in 
production and trade flows will tend to increase energy use in both the EU and Korea and 
to increase the use of energy in transportation. However, the challenges for energy 
supplies and policies and related challenges with respect to climate change are of much 
broader significance and of greater common interest than the specific effects of the 
bilateral FTA. The potential economic benefits of increased productivity and enhanced 
technology especially in the sphere of environmental goods and services could translate 
into the development of, and the increased use and diffusion of, clean technologies. 
Improving the investment climate and enhancing protection of intellectual property rights 
will provide benefits in terms of investment and innovation in clean technologies.      

Both the EU and Korea are dependent on the use of imported fossil fuels for energy 
generation and transportation needs and face common challenges in implementing the 
United Nations Framework Convention on Climate Change (UNFCCC). Energy policy is 
crucial when tackling the challenge of climate change.  

The EU has established a new integrated climate change and energy policy. Its targets 
include: 

� Reducing greenhouse gas emissions in the EU by 20% by 2020, and by 30% if 
international agreement is reached; 

� Improving energy efficiency by 20% by 2020; 

� Raising the share of renewable energy to 20% by 2020; and 

� Increasing the level of bio-fuels in transport fuel to 10% by 2020. 

Korea has taken actions to implement the Clean Development Mechanism under the 
Kyoto Protocol but lags in the reform of energy policy. Generally Korea shares EU 
concerns about the future development of the UNFCC after the Bali conference and a 
broader commitment to co-operation on multilateral environmental cooperation. Both the 
EU and Korea face challenges to reduce their dependence on carbon based fuels through 
conserving energy use and through increased use of renewable energy sources. At the 
same time both the EU and Korea need to develop and implement innovative 
technologies that will reduce carbon emissions and contribute to the goals of the Bali 
Road Map for the development of the United Nations Framework for Climate Change.  

 


