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Beware a Second Korean War

Donald Manzullo

These are difficult times on the Korean Peninsula. With North Korea’s second test of an intercontinental ballistic missile (ICBM) and newfound ability to
produce a miniaturized nuclear warhead that can fit inside an ICBM, Kim Jong-un and the North Korean regime continue to demonstrate their persistent
and determined effort to become a nuclear threat, in spite of coordinated international efforts to stop them. These actions have raised tensions on the
peninsula to a high and dangerous level, potentially leaving the United States and its allies with few options. To forestall this possibility, there are
increasing considerations of turning to a military option with some suggesting that the United States engage in a preventive strike to thwart North Korea
from succeeding.
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At times like these it is the duty of any commander and chief to ensure the safety and security of his citizens which is why over the years neither
Republican nor Democratic administrations have taken the military option off the table when it comes to North Korea. However, the United States also
has a duty to work with its allies to ensure that its actions do not sacrifice their safety and security unless there are truly no other options available. North
Korea’s actions may at some point leave the United States no choice, but those suggesting preventive action should understand the very real costs.

A conflict on the Korean Peninsula as a result of preventive military efforts by the United States to preclude North Korea from completing the
development of an ICBM, rather than preemptive actions in a crisis, would have grave consequences for the United States and our allies in the region. If
the United States were to take preventive military action to eliminate the North Korean threat without the express support of South Korea and Japan, we
would run the risk of willingly endangering two allies that the United States is treaty bound to protect. There is no way we could be sure that preventive
actions would not set off a second Korean War. Doing so without allied cooperation would undermine U.S. credibility abroad because our friends would
no longer have reason to trust us to live up to our commitments.

Just as troublingly, such an attack might not preclude North Korea from utilizing a nuclear weapon. While North Korean missiles may not be able to
reliably reach the continental United States at the moment, the same cannot be said for South Korea and Japan (perhaps even as far as Guam, Hawaii,
and Alaska), which might find themselves at risk of a nuclear strike, as some analysts suggest.

A preventive attack would also put significant U.S. lives at risk even if North Korea was unable to deploy its nuclear weapons. There are more than
seventy-five thousand U.S. troops stationed in South Korea and Japan, to say nothing of the more than 136,000 U.S. civilians that reside in South
Korea. All of these are in the current range of North Korean missiles, while its major population center—Seoul—is within range of North Korean
conventional artillery. During a crisis, there would be no good way to protect U.S. citizens, particularly in a densely populated urban area. Trying to
evacuate U.S. citizens in advance would send a clear signal to North Korea that an attack was imminent, something that President Trump has said he
does not want to telegraph to our enemies.  The casualty counts in any conflict would, of course, be higher among South Korean and Japanese citizens.
Should China enter the conflict, U.S. losses could grow.

Beyond the human costs of a conflict, there would be significant economic consequences for the United States as well if a new Korean war were to
break out. China, South Korea and Japan are three of America’s top six trading partners as well as three critical players in the global economy. Much of
the world’s high-technology industry and the assembly of goods takes place in those three economies. A war encompassing all three nations would
likely bring about a catastrophic global recession and have severe economic impacts on the United States, particularly for the nearly four hundred
thousand Americans whose jobs are dependent upon the Korean economy.

Despite our best efforts, we might be unable to keep the war in northeast Asia rather than here. North Korea has worked just as diligently at developing
its cyber capabilities as its nuclear capabilities. Should a conflict break out, we should assume that North Korea would target businesses and
infrastructure in the United States with cyberattacks, causing economic and possibly physical destruction to the United States.

Someday, Kim Jong-un may be on the verge of launching a nuclear armed ICBM and the United States and its allies will have no choice but to defend
themselves. However, in the absence of that scenario, we should be cognizant that a conflict with North Korea would not only be devastating for our
allies South Korea and Japan, but it would also have consequences for the United States as well. Until that moment comes, we should try every tool
available short of conflict, but be prepared, as a last resort, to take military action in concert with our allies.

Donald Manzullo is a former congressman and was chairman of the Subcommittee on Asia and the Pacific of the House Foreign Affairs Committee. He
is currently president of the Korea Economic Institute of America, a not-for-profit, non-lobbying, educational organization, which is registered as a foreign
agent of the Korea Institute for International Economic Policy, a public policy research institute funded by the government of the Republic of Korea.

Image: North Korean leader Kim Jung Un guides the test fire of a tactical rocket in this undated photo released by North Korea's Korean Central News
Agency (KCNA) in Pyongyang August 15, 2014. REUTERS/KCNA
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No trade agreement is without its imperfections. NAFTA, 

as President Donald Trump has pointed out, is in need of 

updating. However, political realities in negotiating countries 

mean that certain sectors maintain some level of protection. 

The US-Korea FTA, or KORUS FTA, is no exception. When 

the agreement was originally negotiated, South Korea 

excluded rice from the agreement, while the United States 

maintained restrictions on inland water shipping established 

under the Jones Act. Politics in both countries necessitated that 

the restrictions remain place. With the KORUS FTA now five 

years old, Trump has said that the agreement should either be 

renegotiated or the United States should withdraw. However, 

withdrawing from the KORUS FTA would only increase the 

US trade deficit with South Korea.  

The standard by which to judge a free trade agreement is 

not whether it is a perfect agreement, but whether both 

countries sufficiently benefit from it. For KORUS FTA, the 

answer is clearly yes. 

This may not be obvious for the United States. Critics 

rightly point out that the US trade deficit in goods has grown 

from $12.4 billion to $28.1 billion since the agreement came 

into effect. They also argue that the agreement has cost the 

United States nearly 95,000 jobs. However, only looking at 

trade in goods gives a distorted picture of the agreement and 

leaves out both trade in services and new foreign direct 

investment (FDI) by South Korean firms in the United States – 

two areas where the US benefits greatly from the agreement.  

A focus on the bilateral goods deficit assesses the KORUS 

FTA according to all US trade in goods with Korea rather than 

trade covered by the agreement. The FTA is still being 

implemented and some goods were already duty free when it 

was signed; as a result not all goods have benefited from the 

agreement. Since the KORUS FTA has come into effect, US 

exports of beneficiary goods have increased by 18 percent 

while non-beneficiary items have declined by 20 percent. The 

focus on goods trade also discounts the growth in exports of 

services to South Korea, which has grown from $16.7 billion 

to $21.6 billion and, perhaps more important, created a surplus 

of $10.7 billion in services for the US. At the same time, FDI 

from South Korea into the United States has doubled over the 
same period, helping to support 47,000 jobs that receive an 

average compensation in salary and benefits of $92,000.  

Perhaps more compelling are the consequences of a US 

withdrawal from the KORUS FTA. The US International 

Trade Commission has determined that without KORUS, the 

US trade deficit with Korea would be $16 billion higher. In the 

absence of the FTA, US products would be at a disadvantage 

relative to those from competitors from the European Union, 

China, Australia, Canada, and others who have a free trade 

agreement with South Korea.  

Consider US exports of beef. South Korea has an import 

tariff of 40 percent that the KORUS FTA requires be reduced 

in equal increments over 15 years. Now Korea imports over $1 

billion in beef from the United States. The main competitor for 

US beef imports in the South Korean market is Australia. In 

the absence of KORUS, a significant portion of those exports 

would go to Australian ranchers because Australia has an FTA 

with Korea that is 2 years behind the US in the tariff phase-

out. Other US products would also lose market share to 

competitors that have duty-free access in South Korea. 

Even if withdrawal from the KORUS FTA was only a 

tactic to spur renegotiations, the United States would likely 

face losses. The United States negotiated KORUS prior to the 

EU negotiating its agreement with South Korea, but the EU 

agreement came into force first. As a result, EU pork 

producers have had an advantage over the United States. 

If withdrawal isn’t an option, are there benefits to 

renegotiation? Despite being the United States’ most advanced 

FTA, there is room for improvement, specifically in adding 

new areas that would have been in the Trans-Pacific 

Partnership. Because of the importance of the digital economy 

to both countries, and areas such as intellectual property rights, 

this sector could be a win-win for both countries, but the US 

should not expect significant shifts in the trade deficit. 

The US trade deficit with South Korea is driven more by 

structural issues in the South Korean economy than any flaws 

– real or perceived – in the KORUS FTA. To bring down the

trade deficit, South Korea needs domestic reforms that address

old-age poverty and the pension system, the high costs of

education, and youth unemployment (among others) to

increase domestic consumption, which would spur imports.

Reforms that give South Koreans with more disposable

income to spend on goods, including US imports, which

would help reduce the US trade deficit. While these reforms

would be beneficial to South Korea and boost economic

growth, they are outside of the scope of the KORUS FTA.

Just as withdrawing from NAFTA would have been 

detrimental to agricultural districts around the United States, 

withdrawing from the KORUS FTA would most likely lead to 

an increased trade deficit through a reduction in US exports 
and a loss of high-paying jobs. It would also raise questions 

about the US commitment to South Korea at a time of growing 

concerns about North Korea. While there might be scope for 

upgrading provisions of the KORUS FTA, withdrawing from 

the KORUS FTA would not benefit the United States.  
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Does Moon Jae-in’s Victory Herald a New Dawn for the
Sunshine Policy?
The geopolitical context doesn’t favor a direct return to the Sunshine Policy of 1998-
2008.

As North Korea has increased the pace of its nuclear and missile tests, the policy of choice has
increasingly become one of sanctions designed to deprive North Korea of the revenue that it needs
to maintain its programs. Ahead of South Korea’s presidential election, there were concerns during
the campaign that front-runner Moon Jae-in might turn away from the pressure designed to bring
North Korea back to the negotiating table and instead implement a new version of the Sunshine
Policy. Now that Moon has secured the presidency, will he upend the current policy course and
move toward engagement?

While Moon campaigned on a policy of engaging North Korea, as well as on the idea of South Korea
taking a leading role in returning Pyongyang to talks, any policy shift in relation to North Korea will
likely be gradual. He assumes office in the shadow of the impeachment of former President Park
Geun-hye and at a time when most South Koreans want a government helmed by an “upright,

By Troy Stangarone
May 10, 2017
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competent, responsive leader.” North Korea cannot be ignored, but Moon’s presidency will likely
succeed or fail based on his ability to run a clean government and revive the economy.

In addition to taking steps to restore confidence in government, he will also need to address the
deeper issues beyond corruption that animated South Koreans to take to the streets to call for the
impeachment of Park: the slowdown in the economy and especially the high levels of youth
unemployment that have helped contribute to the political awakening of those in their 20s.
Ultimately, governing is about priorities and for the South Korean populace the economy and
institutional reform are top priorities. Those will likely be the priorities for the new Moon
administration as well.

When it comes to Moon’s stated intent that his administration would inherit the Sunshine Policy, his
pledge to reopen and expand the Kaesong Industrial Complex has been one area of concern.
Kaesong was the last vestige of inter-Korean cooperation and an attempt to bring the two Koreas
together through economic cooperation. However, after North Korea’s fourth nuclear test it was
closed due to concerns that the North Korean regime was using money earned by the complex to
fund its nuclear weapons and missile programs.

While reopening Kaesong may be an aspirational goal of the Moon administration, it would also be
highly complex. When Kaesong was originally opened, small- and medium-sized firms were enticed
to the complex with the promise of low labor costs and a workforce that spoke Korean. They were
also supported by a series of subsidies by both North and South Korea. While North Korea provided
exemptions from taxes until firms reached a certain level of profitability, South Korea provided
preferential loans, additional tax breaks, and political risk insurance. Even with these benefits, firms
struggled with profitability.

With Kaesong suspended by North Korea in 2013 and closed by South Korea in 2016, it is difficult to
imagine firms being able to secure affordable political risk insurance, which would be necessary to
operate, unless it is provided by the state. However, UN Security Council Resolutions 2049 and 2321
place restrictions on states being able to provide the types of insurance and financial incentives that
made Kaesong viable without prior approval of the UN. The resolutions also place restrictions on the
bulk cash that was used to pay North Korea for Kaesong.

Reopening Kaesong may also run afoul of U.S. anti-money laundering provisions and become
increasingly more difficult if new sanctions recently passed by the U.S. House of Representatives
were to become law.

Perhaps tellingly, Moon does not mention reopening Kaesong in the policy paper released by his
campaign despite a call for an eventual economic union with North Korea. Given the current state of
sanctions, reopening Kaesong is clearly a long-term prospect, even setting aside the challenges of
addressing issues that have never been resolved related to the direct payment of workers, internet
and cell phone usage, the costs of getting the complex back into working condition, or whether
North Korea would be interested in reopening Kaesong without significant payments for its closure.

Instead, the policy paper’s first priority is developing the ability to defend South Korea against
North Korea’s nuclear and missile programs. This includes an embrace of conservative ideas such as
the Kill Chain to take out North Korean missiles and nuclear facilities quickly in a conflict. The
policy also calls for the resumption of family reunions and North Korean participation at the
Pyeongchang 2018 Olympic Winter Games — two proposals which should easily gain wide support.
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While there is no doubt that Moon wants to utilize engagement to improve relations with North
Korea, he is coming into office in a much different environment than when the original Sunshine
Policy was implemented. North Korea’s nuclear program is no longer merely a possibility. In 1998,
the Agreed Framework had seemingly dealt with North Korea’s nuclear program, opening up the
political space for more creative policies. Today, Pyongyang’s program is quickly approaching
intercontinental reach with second strike capabilities, while facing significantly stricter international
sanctions.

It is this changed environment and domestic needs that will likely shape President Moon’s policy
toward North Korea. His policy will also need to account for an administration in Washington that
has made addressing North Korea’s weapons programs its top priority and settled on a policy of
maximum pressure, with engagement possible only after that pressure has brought North Korea to
the table. In light of the current constraints on engaging North Korea, any Sunshine Policy under the
Moon administration is likely to look significantly different than in the past, in the absence of
significant changes in policy by Pyongyang.

Troy Stangarone is the Senior Director for Congressional Affairs and Trade for the Korea
Economic Institute of America. The views expressed here are the author’s alone.
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No longer a KORUS in US–South Korea trade relations?

9th July, 2017

Author: Troy Stangarone, KEI

The first summit meeting between US President Donald Trump and South Korean President
Moon Jae-in held the potential for significant disagreement. Trump’s business background and
propensity for using a mixture of flattery and stiff demands, along with the goals of his ’America
First’ vision, seem a potentially awkward fit with Moon’s more down-to-earth human rights
background and upbringing in South Korea’s democracy movement.

If their demeanours seem as different as could be, their diverging policy approaches on the key
alliance issue of North Korea seem to also be a potential area of contention. The Trump
administration favours a policy of maximum [1] pressure [2] to bring North Korea ‘to its senses’, [3]

while Moon campaigned on a policy of engagement [4] with North Korea. Despite these
differences, by all accounts the summit went well [5] on security issues.

The two sides managed to avoid contention on security issues by consciously avoiding a
discussion of THAAD [6] — South Korea’s Terminal High Altitude Area Defense missile defence
system — and giving the other something they wanted on North Korea. South Korea backed
Trump’s push to increase sanctions [7], while Trump agreed to support South Korea’s attempt
to coax North Korea [8] into some type of dialogue [9] that might lower tensions on the peninsula
and begin North Korea’s denuclearisation process.

But if differences on North Korea have been smoothed over for the moment, other tensions are
clearly beginning to form in the relationship.

During Trump’s campaign, two issues were continuously raised about South Korea — the need
to share more of the cost of stationing US troops on the peninsula and South Korea’s trade
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surplus with the United States. The issue of burden-sharing is one that Trump raised [10] during
the summit and likely would have been raised by any US president, but the issue of trade is
different. While former president Barack Obama praised the Korea-US Free Trade Agreement
(KORUS FTA), Trump has referred to it as a ‘horrible deal’ [11] and job killer.

At the summit, Trump expressed his desire for a deal that is fair to both US and South Korean
workers. He suggested that ‘the trade deal is up’ [12] and that a new, fairer agreement would be
negotiated. But Moon later noted [13] that Trump’s remarks were ‘outside of what was agreed
upon’, leaving the two administrations seemingly on different pages when it comes to trade.

Since the summit, the United States has announced that a special joint committee [14] will be
formed to renegotiate the KORUS FTA. South Korea, for their part, hopes to use the committee
to analyse the impact of the agreement.

While the US trade deficit in goods with South Korea has grown from US$12.4 billion to
US$27.7 billion since KORUS came into effect, it has been trending downwards for nearly a
year. It has also served as a floor on US exports to South Korea as South Korean imports from
the rest of the world have dropped [15] in recent years. This combined with the fact that the US
administration has yet to notify Congress of its intent to renegotiate the KORUS FTA as required
under Trade Promotion Authority, along with the administration’s focus on steel and autos,
suggests that it is looking for sector-specific changes rather than significant renegotiations of
the agreement.

In the case of steel, the administration is currently conducting a Section 232 investigation that is
expected to allow the US to restrain imports of steel. This could provide the US with leverage in
talks over concerns that South Korea is dumping steel in the US market.

It is the auto industry that the United States has pointed to as the most significant driver of the
trade deficit under KORUS. But in the absence of KORUS that deficit would have been greater.
The United States did not eliminate or cut its tariff on autos until last year and subsequently saw
drops in both the value and volume [16] of Korean autos (HS Code 8703) exported to the United
States. The growth in Korean exports under KORUS has been market driven, while KORUS has
surely aided US exports to South Korea, which have grown from an initial low base.

This does not mean that the United States does not continue to face regulatory challenges in
South Korea. But it also suffers from a limited distribution and repair network [17] that hinders
growth in automobile sales. Unless both issues are addressed, the US industry is likely to
continue to face challenges in expanding sales.

While the United States and South Korea were able to bridge their differences on North Korea,
it should perhaps not be surprising that there seems to be the potential for real differences on
trade going forward. In light of Trump’s long-standing concerns on US trade deficits dating back
to the 1980s, something shared largely by his economic team, we should expect the US
administration to continue to push for measures it believes will reduce the trade deficit with
South Korea. This is an area where it has a greater domestic political incentive to be seen as
being tough than on North Korea.
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At the same time, the KORUS FTA as originally negotiated is now 10 years old. If the special
commission does a thorough job of evaluating the agreement, it may find areas in need of
update that could benefit both countries.

Troy Stangarone is the Senior Director for Congressional Affairs and Trade at the Korea
Economic Institute of America. The views expressed here are the author’s alone.
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North Korean leader Kim Jong-un visits the
Masikryong ski resort, in this undated photo released
by North Korea's Korean Central News Agency (KCNA)
on December 15, 2013.

Image Credit: REUTERS/KCNA

Should North and South Korea Co-Host the 2018 Winter
Olympics?
What to make of South Korea’s idea to shift some Olympic events to North Korea’s
Masikryong ski resort?

The day after Otto Warmbier passed away, South Korean Cultural, Sports, and Tourism Minister Do
Jong-hwan floated the idea of North and South Korea co-hosting some ski events during the
upcoming 2018 Winter Olympics, set to be held in Pyeongchang, South Korea. Setting aside the poor
timing of the suggestion, the proposal raises a series of questions about the viability and wisdom of
the idea of co-hosting the Olympics with North Korea. But it may also be an idea that shouldn’t
merely be dismissed.

Under Do’s proposal North Korea would host a yet-to-be determined number of ski events at the
Masikryong ski resort. No real details are provided, suggesting that this might be just a trial balloon.
To make the proposal feasible, questions related to logistics, fans, athletes, international sanctions,
human rights, and the political dimensions of the proposal would need to be worked out. The
International Olympic Committee (IOC), as well as the UN Security Council, would likely need to

By Troy Stangarone
June 27, 2017

Received by NSD/FARA Registration Unit 08/09/2017 9:53:26 AM

Received by NSD/FARA Registration Unit 08/09/2017 9:53:26 AM

https://www.googleadservices.com/pagead/aclk?sa=L&ai=CUwq5OAppWa-dNo3TpAO0rIigAbbIiOtI5vuPlNYEp-imrEAQASDHgsokYMmGo4fUo4AQoAHc3Lf_A8gBCeACAKgDAcgDmwSqBIgCT9Cw_q52Uz3JGqYt7UU0_saQqXkvJvSEIT7xcNXJPcTMslt23NEPYbfKjV641_rvm-O4HNodwWS48LkP0A3BQz7KngvwzhcEDzN-kYAbBLfh8pxsFyBuHtrMz4qPxUWQIrZDL2PJ_xZIvxSyAnc7I-dSt2TtVxm6m_A117r3fvEnr86fAWMQo2DF_ZvCuwZgdw8E1Qig6qHLV-lsubcF9pxIZ0OBpeDQKenqfOT2Y5SUpOfjFu64cH5hb7BrkxVgvnWC7ZsvxUMtFAngPmdhGzxUoXWHuuz3LFA0HtR9dt6s_-4rPv0a8Ou9AWO4-ROuDbOich_N36L6XDQG-IEMVk9S9f2he1Yo4AQBoAYugAeMo0ioB6a-G9gHANIIBQiAYRABsQl6wH0d6Cnj2NgTDA&num=1&cid=CAASEuRoSMOvbfU6p9tQy7LsCIUaeQ&sig=AOD64_3EFqzGCe9tiziZRak5PxHkfVCMZg&client=ca-pub-1876892855500459&adurl=http://passportsandvisas.com/passport%3Faffiliate%3Dgadwords
http://thediplomat.com/
https://www.theguardian.com/world/2017/jun/21/seoul-proposes-north-korea-host-some-winter-olympics-skiing-events


7/14/2017 Should North and South Korea Co-Host the 2018 Winter Olympics? | The Diplomat

http://thediplomat.com/2017/06/should-north-and-south-korea-co-host-the-2018-winter-olympics/?allpages=yes&print=yes 2/3

sign off on any agreement to move events to North Korea as South Korea’s original bid did not call
for co-hosting the games.

Let’s start with the basic logistical question: could the North meet the minimal threshold of hosting
some ski events? In 2014, the regime completed the construction of the Masikryong ski resort in
hopes of attracting tourists. But while the resort exists, it’s unclear that the infrastructure is in place
to provide adequate transportation and lodging to accommodate the athletes, their coaches,
international television and media crews, and fans who purchased tickets to see any ski events that
ultimately might be assigned to North Korea. The regime had hoped to attract 5,000 skiers a day
when building the resort, but hosting the Olympics might strain any infrastructure now in place at
Masikryong.

Most importantly, it is unclear that North Korea has the equipment to meet the standards necessary
for Olympic competition. While the resort may be new, it reportedly has no snow plows to clear
roads. Could the courses be kept in competitive condition? What happens if a major snowstorm
blows in? Alternatively, could North Korea produce enough artificial snow if this winter turns out to
be unseasonably warm?

Even if the logistics of moving events to North Korea could be worked out, would the fans, athletes
and news organizations be safe? North Korea is still holding three Americans after the release of
Warmbier. While some might dismiss concerns over safety as something that only relates to
Americans traveling to North Korea, it was only earlier this year that North Korea prevented
Malaysians from leaving as part of the dispute regarding Malaysia’s investigation into Kim Jong-
nam’s death.

For fans who already purchased tickets, would they be compensated for having to travel to North
Korea and seek new accommodations? How would fans who for safety or other reasons did not want
to travel North Korea be compensated? Would South Korea offer them access to other events? If
they choose to not to come at all, would South Korea compensate them for lost travel costs, having
changed the rules after purchases were made? What of athletes who may not feel safe competing in
North Korea or feel that they cannot compete in a country that commits gross human rights
violations? Should they be forced into choosing to give up their Olympic dream? With the United
States considering restrictions on travel to North Korea for U.S. citizens, this could be even more
problematic for U.S. athletes.

Holding the Olympic in North Korea also raises human rights concerns. The UN Commission of
Inquiry has documented human rights abuses that reach the level of crimes against humanity and
NBC News has reported that miles of road leading up to the Masikryong ski resort were cleared by
civilian workers who in some cases looked to be no older than 11 or 12. There is prior precedent of
the international community showing concern for human rights violations in Olympic competition.
For years South Africa was banned from competition due to apartheid and in the lead up to the
Beijing Olympics human rights groups spoke out about China’s human rights violations and groups
protested the Olympic torch relay.

Does North Korea’s human rights record justify letting it host some of the 2018 games? At a
minimum it seems likely that human rights groups would protest the movement of Olympic events
to North Korea and Olympic sponsors could face pressure to drop their sponsorship or face protests
themselves. North Korea isn’t a market for major corporations, who will most likely want to avoid
the bad press from being associated with North Korea.
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Then there is the issue of sanctions. Moving events to North Korea may also run afoul of UN
sanctions. North Korea was able to build the ski resort because each country has its own
interpretation of the ban on luxury goods, but it was most likely built in violation of UN sanctions.
While not every nation may agree on what items should be included on the luxury goods ban, should
North Korea be rewarded for sanctions violations? More to the current situation, the IOC pays for
each Olympic team’s travel and housing, as well as providing some funds to the national Olympic
committee of the organizing nation. This would likely mean providing North Korea with cash for
housing for the Olympic teams traveling to North Korea as well as providing a degree of financial
support to the North Korea’s national Olympic committee for preparations. It seems unlikely that
North Korea would host events without payment and this would most likely violate the UN’s
provisions against that transfer of bulk cash to the regime unless the UN Security Council authorized
it.

Lastly there is the issue of politicizing the Olympics. By calling for the move to ease political tensions
on the peninsula, the games become politicized, even if unintentionally. North Korea would clearly
try to use the games for political purposes domestically. The remote nature of the Masikryong ski
resort means that any events transferred to North Korea would provide the regime significant
domestic prestige while doing little to expose North Koreans to the outside world. There is also the
challenge of North Korea’s weapons programs. It is difficult to see how the IOC could transfer events
to North Korea if it continued to conduct missile tests and the exercise would come under fire if
Pyongyang conducted a nuclear test before or shortly after the Olympics. On a more human level,
could parts of the games be hosted in North Korea if they continued to hold the three Americans in
custody?

Despite all of these concerns, there could be benefit to hosting major international sporting events in
North Korea in the future. South Korean Moon Jae-in has proposed that North Korea be part of a
regional bid for the 2030 World Cup. Offering North Korea the opportunity to host major
international tournaments could serve as an additional carrot for it to undertake reform.
Additionally, if events were held in major population centers where it would be hard to limit the
interactions between average North Koreans and the athletes, fans, and reporters who would come
there could be benefits in exposing North Korea to the outside world. In the case of the 2018 Winter
Olympics there is little time, too little interaction, and too little change on North Korea’s part to
make co-hosting viable. However, a similar proposal in the future should not be dismissed.

Troy Stangarone is the Senior Director for Congressional Affairs at the Korea Economic Institute
of America. The views expressed here are the author’s alone.

Received by NSD/FARA Registration Unit 08/09/2017 9:53:26 AM

Received by NSD/FARA Registration Unit 08/09/2017 9:53:26 AM

https://www.nytimes.com/2016/02/06/world/asia/north-korea-china-sanctions-luxury.html?_r=0
http://www.businessinsider.com/olympics-inc-inside-the-business-of-the-ioc#ioc-subsidiary-1-the-national-olympic-committees-that-build-the-teams-in-each-country-5
http://www.businessinsider.com/olympics-inc-inside-the-business-of-the-ioc#ioc-subsidiary-3-local-organizing-committees-for-the-olympic-games-ocogs-run-the-big-show-7
http://www.securitycouncilreport.org/atf/cf/%7B65BFCF9B-6D27-4E9C-8CD3-CF6E4FF96FF9%7D/s_res_2094.pdf
http://www.securitycouncilreport.org/atf/cf/%7B65BFCF9B-6D27-4E9C-8CD3-CF6E4FF96FF9%7D/s_res_2321.pdf
http://www.eurosport.com/football/south-korea-s-president-moon-jae-in-proposes-2030-world-cup-bid-with-north-korea_sto6212474/story.shtml
http://d.adroll.com/r/ISRFVJ4CYZEJLCRYPCOWW4/ABHFO7PVIRG2XD25F4OH54/4d92ea3868ab5de391562cfb725ac9ee.re?adroll_ad_payload=__HIAgABkwHaAe7IAeoAAY2RPWgTUQDHL2fqIDio4CAIYsQt5T5y770EQXqaI6RpPmo0aZAe9-7eNYeXu5i7VB1ru7gUKgVFFymVlvqNEOji0A6R9r2jS5eggoujg3YSBTO4uXT_8efH7_-FuxjvFWvXlPF6Rak2tFxOrY-lyrAC66cH3DmETRlBEQKFABtZMiZKGmMMTUXGaRuhM738jbLaKNSAUszVJ_PVbGmsWNauo546IalqqVC8omm1ek6dqORRebKUYUn90rrpu65jkc7lTUkQoQAkWXd9b0Y3Xce8FeghCUKtf4KfP_i5Gi3TzQ_3vy0tfH24MTK-dTPiYs3n0zH8Ws0WSjW9msvqWqlwtbnVfdINksQIwqRI7r7sdD3PGS5KCEA6F323f5-lCyvEow_ehE1iOW3XbxnhqOm36OKjmuNZ_p2APo2mnGNp-uw_ZCVGV0_SnTUEFIQMRHf7R-NLEXc-sUjp0PPg3Y_9t5_fD_bm_3nSX_3jR-bWyaxj-Z4essxj-mdZGFUUFksMuIQkYcm2AUEQi4SANDKxDIyUBRUsCyBFMo7LYhcOCfJTr4Lb7e6MPgt1oIsi4xvbjJ8edmb8x0M8yPjdNeueZ7Qck_HRJ-6UkxSgLaGUbVgCxFBJGzKLF7bZyMaLdscP2sQMh2X_AqzyTztosai3U4A6dF4&adroll_subnetwork=r&cpm=WWkKOQAD66cKaQSKAAnITRJxzAgYwVOjz5VvSw&adroll_network=g&clickurl=https://adclick.g.doubleclick.net/aclk%3Fsa%3DL%26ai%3DCvAiVOQppWafXD4qJpAPNkKfQDZeo9JRGlua8n1vAjbcBEAEgAGDJhqOH1KOAEIIBF2NhLXB1Yi0xODc2ODkyODU1NTAwNDU5yAEJ4AIAqAMBqgSUAk_QhPF1dGXsEXgi2gS1rwJDd7gwBWvcGGSGdnXXihlj7ElK0oMMJ4Fx71OM_FGDXK9ECzxaX_SmpIxOU8pLoMNGfbvWfsIrv8QfbI1AnD8Ppj8zwruxORPrlVSHVSaTjma0tdaoGEIXAUTVilKgQWmaKC1myfEASnmpmvL7erGj4i8-m03TQ4eLrunufKt9UDrCEjX0nWJUYUu350IWJEpcXCLdgmdV4r0CTu2Ri0SinANq2ZN9DxdChwHsDR9mZmlzTUaHdBPmuvQb7anWh9-lwsfwEJdiS_v-SzQvSeWigThEQqWcwH57Aq8W50LhesXfy2vEOHOEEn6uQtd6yyZscEqzBnBoPh4ZQ6iuHgcpfIZeSeAEAYAGzpPpk-OkiUWgBiGoB6a-G9gHANIIBQiAYRAB%26num%3D1%26sig%3DAOD64_0UUJJ4wekLV-gZgbQEFaDCJGQvAg%26client%3Dca-pub-1876892855500459%26adurl%3D


East Asia Forum
Economics, Politics and Public Policy in East Asia
and the Pacific
http://www.eastasiaforum.org

What should South Korea's new trade policy be?

9th June, 2017

Author: Troy Stangarone, KEI

In South Korea’s recent presidential campaign, the candidates put forward a variety of positions
on issues of the day, with one exception. Trade — the lifeblood of South Korea’s economy — was
conspicuously absent from the discussion [1].

Now that Moon Jae-in [2] has secured the presidency, he should build South Korea’s trade
policy around the need for strong rules that protect international trade and investment. This
includes increasing South Korean competitiveness and minimising the ability of countries to
retaliate against South Korea for political reasons as China has done [3] over the contentious
Terminal High Altitude Area Defence (THAAD) system. To achieve these goals, the Moon
administration should join a revived version of the Trans-Pacific Partnership (TPP) and push for
more ambition in the Regional Comprehensive Economic Partnership (RCEP).

Trade matters immensely to South Korea’s economic growth — according to the OECD, trade
accounts for 85 per cent [4] of South Korea’s GDP. But while exports have grown in recent
months, they are down [5] 13.5 per cent since 2014 and total trade is down 18 per cent over the
same period.

Some of the decline in South Korean trade can be attributed to a corresponding decline in
commodity prices. But South Korea is also increasingly facing greater international competition 
[6] and uncertainty in its trading relationships. In a number of key areas [7], including automobiles,
home appliances, shipbuilding, steel and semiconductors [8], China is more competitive than
South Korea on price, negating South Korea’s diminishing advantage in quality and technology.

For much of the Park Guen-hye administration, the focus was on RCEP and concluding a free
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trade agreement (FTA) with China. That FTA with China gave South Korea increased market
access to its largest trading partner, and uniquely placed South Korea as the only significant
global economy that has FTAs with the United States, China and the European Union. The
advantage of RCEP over the TPP was its potential to increase trade within the region by
upgrading South Korea’s FTAs with ASEAN and India. Seoul already had fairly high standard
agreements with most other TPP countries, which made the agreement less attractive.

Recent events, however, have demonstrated that focusing primarily on the economic benefits of
tariff cuts at the expense of trade rules can have economic costs. While China has not formally
stated that it is sanctioning South Korea over its decision to deploy the THAAD missile defence
system, it is clear that China is trying to pressure South Korea into reversing its decision through
economic means.

The clearest example is the Lotte Department store chain — after the company agreed to a land
swap with the South Korean government for the deployment of THAAD, Lotte has seen the
temporary closure of 80 per cent of its stores [9] in China for supposed fire and safety reasons 
[10]. Lotte estimates the monthly loss from these store closures at US$66 million [11]. If Lotte
sticks it out in China, those losses could extend to more than US$660 million for 2017.

Lotte hasn’t been the only target for Chinese retaliation. In March, China informally forbade
group tours from going to South Korea, resulting in a 40 per cent drop [12] in Chinese tourists in
just a few weeks. China has also taken steps against highly popular Korean dramas and other
creative content — losses in these and other areas could reach US$7.5 billion [13] this year.

The THAAD experience should be instructive for the new Moon administration. Some will argue
that this demonstrates why South Korea must tread carefully with China on security matters.
That would be the wrong lesson to take. Instead, it should demonstrate to Seoul the need to
ensure strong trade rules.

While China is not a party to the TPP and the agreement would not address every issue that
South Korea has faced with China, it is an important step in strengthening international trade
and investment rules — rules that China may one day adopt. As South Korea increasingly moves
into creative industries such as entertainment — where the Korean Wave has made South Korea
the world’s fifth largest exporter of audio-visual services [14] — the rules of trade, the protection of
intellectual property and behind-the-border issues will affect South Korean trade [15] more than
tariffs.

If rules similar to the TPP had been in effect with China during the THAAD dispute, China would
have been obligated not to discriminate [16] against Korean digital content and Chinese
consumers interested in Korean content would benefit from the agreement’s provisions
on cross-border dataflow [17] provisions. Of course, the TPP is not perfect. In any future regional
negotiations, China will no doubt seek to maintain as much autonomy as possible — but recent
events demonstrate how that autonomy can be abused.

By joining other Asian nations’ efforts to revive the TPP without the United States and push for
higher standards within RCEP, Seoul can create much-needed competition to improve the
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efficiency of South Korean firms. At the same time, pushing to join a high standard agreement
such as the TPP would begin to create standards in international trade that would help protect
Korean firms and send a signal about the type of trading system South Korea envisions — one
where fair play matters.

Troy Stangarone is the Senior Director for Congressional Affairs at the Korea Economic Institute
of America. The views expressed here are the author’s alone.
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Young Koreans Are Winning Their
Generational War
South Koreans are angry about jobs and elite corruption - but that's driven them left, not right.

MAY 9, 2017BY TROY STANGARONE

Moon Jae-in has triumphed in the South Korean presidential election with over 40 percent of the vote, according

to exit polls. But the liberal leader’s solid victory can’t patch over deeper political wounds. Just as the United

Kingdom’s vote to leave the European Union left British society divided and Donald Trump’s election polarized

Americans, the impeachment of Park Geun-hye has split South Korea. While more than 75 percent of South

Koreans supported impeaching President Park, the process splintered conservatives into two parties and left the

young, who have become increasingly politically active, divided from the elderly, who were Park’s strongest

supporters.

Economic discontent widens this generational chasm. South Korea’s divided labor system has limited the job

prospects of 20-somethings. Despite one of the highest levels of per capita college graduates in the world, young

South Koreans face high levels of unemployment and feel constrained by an economy that has been declining

and social norms that, in their opinion, are outdated. Many 20-year-olds have come to refer to their homeland as

“Hell Chosun,” a reference to the rigid social hierarchies of one of Korea’s most famous past dynasties.

Trending Articles
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But older South Koreans are no happier. While the Park administration expanded the social safety net for the

elderly, South Korea continues to have the highest level of old-age poverty in the Organization for Economic

Cooperation and Development. And as Korean society continues to age, the financial burdens posed by the

elderly will only increase, with greater costs to care for them and large questions about how to replace their labor

force in the economy. The government has begun engaging with business and labor unions about adjusting the

high wages that make older workers less employable to extend the lifespan of the existing workforce. Previously,

many South Korean workers retired in their 50s, making way for younger workers; now the young and old feel

they are in direct competition over jobs.

There’s a growing sense of crisis and discontent in South Korea. But unlike the United States or France, voters

haven’t responded by moving rightward. Instead, after nearly a decade of conservative rule, the election

produced a resounding victory for Moon, leader of the left-wing Democratic Party of Korea. His closest rival

wasn’t a conservative, but the centrist Ahn Cheol-soo of the People’s Party. Against the background of Park’s

scandals, polls suggest both politicians are viewed by supporters as trustworthy, with sincere concern for social

justice. Both Moon and Ahn broke from past traditions and cast aside promises of GDP targets. Instead, they have

focused more on the need to develop a more just society.

In the past, the left has been no more successful than conservatives in avoiding corruption, as scandals

surrounded the relatives of both former Presidents Kim Dae-jung and Roh Moo-hyun. But unlike the right, it is

now seen as a potential agent of change. The left is still rooted in the democracy protests of the 1980s where many

of its leaders first came of age, while conservatives are seen as tied to the system that was built up under Park

Chung-hee. Moon has tried to play to these sentiments by talking about the need to address the “deep-rooted

evil” in South Korea.
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But older voters aren’t so keen to paint the past black. Born in the 1950s when South Korea was still a relatively

poor country, they came of age during the authoritarian years of Park Chung-hee and worked to transform South

Korea into the country it is today. In Park, they saw a strong leader who transformed the economy and defended

the country against North Korea. In his daughter, Park Geun-hye, they found a successor to his legacy and have

largely remained loyal to her as they did her father. Only half of those in their 60s favored her impeachment. In

contrast, 92 percent of those under 30 wanted to see Park ousted.

In the election, those over 60 were divided. They primarily supported either Hong Joon-pyo, a fast-rising staunch

conservative, or tactically supported Ahn Cheol-soo against Moon Jae-in, who they view skeptically for his

allegedly soft views on North Korea. For older Koreans, the right represents stability and prosperity. Yet the

system that benefited those in their 60s has led to the current struggles of the young. Economic development

under authoritarian governments left a legacy of close relations between government and business. Those ties

helped spur one of the most successful runs of economic growth in the 20th century but also left scandal trailing

each administration and has now culminated in the impeachment of a president. While the prior scandals were

related to family members or close confidants rather than the presidents themselves, Moon now faces

unprecedented scrutiny and pressure to snap those ties. South Koreans rank institutional reform second only to

economic reform in priorities for the next administration.

South Korea has seen slowing economic growth in recent years and rising levels of income inequality, coupled

with one of the world’s lowest birth rates. The 2012 presidential campaign that Park Geun-hye ultimately won was

fought on the need for economic reforms, especially around the chaebol, the large family-run conglomerates in

South Korea. While the chaebol have become highly successful international companies, as they have moved

abroad they have increasingly contributed less to job growth in South Korea, and many Koreans see the privileges

that they enjoy as limiting the ability of other businesses to grow and flourish.
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To improve the economy, the Park administration had been working on structural reforms to address

overcapacity in steel, shipping, and shipbuilding. But the populist movement in Korea — as in economically

depressed areas of the West — is most interested in labor market reform that could give more Koreans, especially

the young, access to good jobs. South Korea currently has a two-tiered labor market of permanent workers who

enjoy good pay and benefits with strong job protections and temporary workers who receive few benefits and

significantly lower pay. The system limits both job growth and opportunities for workers in the temporary

market.

This system works against those in their 20s. In contrast to the United States and Europe where the middle-aged

feel their jobs are threatened by immigrants and the young, in South Korea the system protects middle-aged

workers to the detriment of the young. It is the middle-aged workers who have secure jobs and continue to benefit

from a promotion system that favors age over performance. The privilege given to children from wealthy families

in access to the best jobs adds to the frustration for those in their 20s, who have already had to withstand a

grueling and competitive national education system that is widely believed to produce unhappy childhoods. For

those fortunate enough to get a lower-tier job with a chaebol, their personal life becomes strained from long

workweeks extending to more than 50 hours, combined with a lack of prospects for advancement.

With young South Koreans struggling in a socioeconomic system set up by their parents and grandparents and

the economy in need of reforms, why are they turning to the left rather than to the populist nationalism that has

blossomed in other countries?

In part, it’s because South Koreans have already for the past decade tried going with conservative leaders, in

hopes they would improve the economy and create jobs. Instead, the challenges for those in their 20s grew as the

economy slowed. They are now turning to the left for solutions.

It helps that the backlash against immigrants that has animated the right in the West is not a major factor in

South Korea. In contrast to France and the U.K., where immigrants account for more than 12 percent of the

population, in South Korea they only accounted for around 4 percent. As a result, the populist movement is

focused on jobs and corruption rather than a threat to national identity.
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This appeals to a younger generation that, even as it largely remains conservative on security issues, tends to be

progressive on social issues. On the whole, South Korea is still fairly socially conservative, and in a recent

presidential debate, only Sim Sang-jung of the Justice Party expressed support for LGBT rights. While her

opponents, including Moon, expressed their opposition to homosexuality, Moon later walked back his comments,

saying there should be no discrimination based on sexual orientation, after backlash on social media.

After millions of people took to the streets calling for the removal of Park Geun-hye, there is a strong desire for

change in South Korean society. That’s only going to leave a short window for Moon and his team to take

advantage, though, as South Koreans tend to sour on their presidents fairly quickly. Bridging a generational

chasm to meet the demands of both fresh graduates and pensioners may be an even tougher challenge than

dealing with a fretful nuclear neighbor.
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