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South Korea is one of the world’s greatest development success stories. A 
tireless work ethic, tremendous sacrifice, and the relentless pursuit of an 
export-oriented industrialization strategy transformed the country from 
economic basket case in the 1950s to manufacturing powerhouse and 
OECD member by 1996. This year, Korea joined an even more elite group, 
becoming only the seventh member of the “20-50” club—those economies 
with GDP per capita and populations in excess of $20,000 and 50 million 
people.

Successful as it has been in achieving prosperity, Korea now faces the 
challenge of securing it. In addition to weaker near-term growth (the Bank 
of Korea recently lowered its 2012 forecast from 3.5 to 3 percent), the coun-
try is facing an impending demographic crisis. Korea has one of the world’s 
lowest total fertility rates at 1.24, well below the rate required to maintain a 
stable population. It also has the world’s fastest aging population, with the 
number of working-age individuals projected to peak in 2016. This demo-
graphic shift will place increasing pressure on a welfare system badly in 
need of reform and cast a shadow over Korea’s long-term growth prospects.

These challenges are exacerbated by other problematic structural characteristics of the Korean economy: high household 
debt levels, rising inequality, and heavy dependence on fossil-fuel imports to feed an energy-intensive economy. While 
policymakers in Seoul are wise to these challenges—as evidenced by the government’s ambitious green growth strategy, 
daycare programs aimed at allowing more women into the workforce, and attempts to further reform the country’s welfare 
system—the medium-term picture of the Korean economy remains far from clear.

In addition to overcoming its structural hurdles at home, Seoul will—as it has in the past—need to look abroad for sources 
of growth. That has been the logic behind the efforts of President Lee Myung-bak and his predecessor, Roh Moo-hyun, 
to turn Korea into an East Asian free trade “hub.” Since signing its first free trade agreement with Chile in 2004, Korea 
has concluded FTAs with a total of 46 countries, most recently with Colombia on June 25. These deals have undoubtedly 
provided an important boost to the country’s exports, which managed to grow at more than 10 percent annually from 2000 
to 2009. However, Seoul has sometimes appeared to pursue quantity over quality in negotiating trade agreements.

Two agreements have been exceptions to this rule—the Korea-U.S. FTA (KORUS) and the Korea-EU FTA. These deals 
include substantial liberalization; address “next generation” trade issues, including new rules on foreign investment, state-
owned enterprises, and intellectual property rights; and involve two of Korea’s three largest export markets. Both are having 
an important impact on sustaining near-term growth. In spite of a general downturn due to the eurozone crisis, Korean 
exports of products impacted by the EU FTA have increased by 16 percent since the agreement’s implementation on July 
1, 2011. A similar (if not greater) boost is expected to occur as a result of KORUS; in the three months since taking effect 
on March 25, exports have already increased 8.4 percent compared with the same period a year earlier. This illustrates an 
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important characteristic of economically significant FTAs: it 
matters less how many markets they target than how much 
of each market they open.

Seen in this light, Korea’s current FTA strategy is somewhat 
puzzling. Seoul recently announced its intention to pursue 
a trilateral trade agreement with China and Japan, a deal 
likely to take years to complete and unlikely to produce 
the high-quality outcomes seen in KORUS. Meanwhile, it 
continues to prioritize “soft” arrangements with ASEAN and 
other regional partners. Yet it is holding at arm’s length an 
opportunity of much greater economic and strategic value to 
Korea—entry into the Trans-Pacific Partnership (TPP).

Intended to be a high-standard agreement—modeled on 
KORUS—TPP includes countries with a combined GDP total 
of nearly $21 trillion. Among these are several countries with 
which Korea is currently negotiating bilateral deals—namely, 
Australia, Mexico, and Canada, three economies with a 
combined $4.3 trillion in GDP. Entry into TPP would not 
only boost trade with these countries, but would “update” 
some of Korea’s lower-quality FTAs, such as those with Chile, 
Malaysia, and Vietnam. Key provisions concerning foreign 
direct investment and intellectual property rights also align 
strongly with Korean interests, with the likely increase in FDI 
serving as a shot in the arm to Korea’s laggard service sector.

Korean trade officials could be forgiven for suffering “FTA 
fatigue” following an exhausting fight over KORUS. And 
to be sure, a TPP agreement would require additional 
structural adjustment and market opening, including 

Simon Says…  

While his sinking poll numbers may have him feeling 
blue, South Korea’s “Bulldozer” has acquired a distinctly 
greenish hue during his term in office. President Lee 
Myung-bak, who earned the nickname during his time 
as the hard-charging CEO of Korea’s largest construction 
firm, burnished his “green” credentials with the June 
20 announcement that the Seoul-based Global Green 
Growth Institute (GGGI) will be converted into a 
formal international organization—the first founded in 

by Korea’s agriculture sector. But policymakers in Seoul 
should have no doubt that the net economic benefits of 
participation in a successful TPP would be positive, while 
the opportunity cost of not joining—including the prospect 
of Japan’s entering first—could be substantial.

Existing TPP members would likely welcome Korea’s 
participation, and senior U.S. officials have repeatedly 
encouraged Seoul to come to the table. American 
policymakers are well aware of the competitive impact Korea’s 
entry would have on Japan, and the entry of another trillion-
dollar economy would add momentum to an initiative that is 
the centerpiece of Washington’s trade strategy.

If Korean policymakers are serious about transforming the 
country into an East Asian trade hub, then TPP deserves 
a serious look. Seoul, if it did enter, would ensure Korea’s 
centrality in the evolving regional architecture and bring 
the region one big step closer to the ultimate vision of a Free 
Trade Area of the Asia-Pacific.■
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Korea. This adds a neat flourish to the list of Lee’s green 
accomplishments, which also includes an ambitious green 
growth strategy calling for investment of 2 percent of GDP 
annually from 2009 to 2013 to support green development 
in a variety of areas. While there are encouraging traces 
of green, time will be the ultimate test of the Bulldozer’s 
legacy: Korea’s power companies are already struggling 
to meet a 2012 quota for 2 percent of electricity to be 
produced from renewable sources.


