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Chairman Ahn, members of the Korea-U.S. Economic Council, ladies and
gentlemen, distinguished guests, thank you. It is my esteemed pleasure to be here
today in Seoul. Although | have visited often over the years, thisis my first trip to
Korea since joining in the Bush Administration, and | must say this trip islong
overdue. | nearly made it to Seoul last autumn, traveling as far as Hanoi on
September 11", when the attacks on America necessitated my return to
Washington.

On September 11™, as America was brutally attacked by the terrorists of al Qaeda, |
was in Vietnam, at a meting of the ASEAN economic ministers. The next
morning, as our delegation began to work through our own shock, we found that
we were not alone. Indeed, we' d been joined in our deepless vigil that night by
our Asian counterparts. Aswe all emerged red-eyed from our hotel rooms the next
day, we came to the same realization — the attacks were an assault on the entire
world. Each of the delegations were affected in some personal way. | know that
Korea was affected as well, with many Koreans losing their lives in the tragedy.
Since that fateful day, we have focused as much attention upon our alies as our

enemies, and it heartens me to stand here today in Korea as a guest of a staunch



ally and partner of the United States. The American people are deeply appreciative
of the support that Korea has shown in our fight against terrorism, including
tightening controls on financial assets of terrorist organizations, military
cooperation, and dispatching a medical team to Afghanistan. The Korean
Government also is actively participating in the Afghan reconstruction talks taking
place this week in Tokyo. To reaffirm the strong ties between our two nations,
President Bush will travel to Korea next month and we in the Administration are

looking forward to the success of that visit.

Korea and Globalization

When traveling in Asia and speaking in Washington, | frequently have the
opportunity to commend Korea' s impressive economic development and, more
recently, its rapid recovery from the 1997 financial crisis. Since the 1960s, Korea
has averaged about 8 percent economic growth annually and is now the 11" largest
economy in the world.

Many policies contributed to this econonm c devel opnent.
Sonme consisted of barriers and other played off the

i ngenuity and hard work of the Korean people. Along the



way, foreign investnment, foreign technol ogy, and
strategic alliances all played an inportant role in the
birth of Korea’s m ghty manufacturing industries,
contributing to the rise of such househol d nanes as
Sansung, LG and even Hyundai. However, once these

I ndustries took root, the role of foreign firns

di m ni shed.

The Role of Foreign |Investnent in the Auto Sector

A look at the auto sector in Korea highlights the key
role of foreign investnent and foreign partnerships in
its early devel opnent, as studies by KIEP and the
Econom ¢ Strategy Institute rel eased yesterday
docunent. Indeed, the Korean auto industry was one of

the | eading beneficiaries of foreign investnent.

As early as 1968, Ford Motor Conpany becane the first

Anmerican firmto help devel op the Korean auto industry,



i nvesting in projects to assenble Ford nodel s and,
perhaps nore inportantly, to train Korean engineers to
design their own cars. Oher foreign firns were quick
to follow. The first Hyundai car, the Pony, cane to
mar ket in 1976, follow ng 18 technol ogy transfer
agreenments fromforeign partners. By 2001, Korea held
a 5.4 percent share of world auto exports, totaling 1.4
mllion cars, including over 600,000 to the United

States al one | ast year.

The story of the auto industry’s roots in foreign

I nvestment and its subsequent devel opnent is a

m crocosm of what was occurring in many sectors

t hroughout the Korean econony. Strategic alliances
wth US. and foreign firnms had delivered investnent,

t echnol ogy and expertise, helping to build dynam c
export industries that fostered the nation’ s grow h.
But al ong the way sonet hi ng curi ous happened. |Inports

in Korea did not follow investnent. Korea had sonmehow



becone a dynam c exporter w thout becom ng an equally
dynam ¢ i nporter, danpening the conpetition conpanies

need to keep their edge in the gl obal marketpl ace.

At the sane tine, the heavy governnent intervention
that initially had yiel ded high dividends eventually

|l ed to unhealthy |inks between the governnent, industry
and the financial sector. To a large extent, the 1997
financial crisis denonstrated that these |links could
prove fatal for the Korean econony and that Korea

needed to find a new growth nodel .

Thr oughout the 1990s, as the novenent toward

gl obal i zation intensified, open markets and

| i beralization becane the econom c growt h nodel for
many countries. For exanple, trade was liberalized
significantly with the concl usion of the Uruguay Round
and the launch of the WIQ, and the I nformation

Technol ogy Agreenent was signed, elimnating tariffs on



a w de range of high-technol ogy products. Wile Korea
partici pated in many of these efforts, it has remained
I n sone cases a reluctant inporter, making its
integration into the world econony sonmewhat

I nconpl et e.

| ntegration into the World Econony

The auto industry, again, offers a revealing insight.

Last year, the U S. inported 6.4 mllion cars and |i ght
trucks. The EU inported 1.77 mllion, Japan purchased
285,000 inports. Korea, neanwhile, inported only 7,700
autos last year. That translates to inport market
shares of 30 percent for the United States, 20 percent
for the EU, and 5 percent for Japan. |In Korea,

however, the inport market share does not even reach 1

percent. Korea inports fewer cars than any country in



t he devel oped world, and probably fewer than nost

devel opi ng countries as well.

What do these nunbers tell us? Wll, they tell us sone
t hi ngs about the level of integration each of these
countries has reached with the world econony. The
nunbers reveal that Korea' s econony, for all its export
m ght, for all the refornms of the past decades, still
has a journey ahead before it is fully integrated into

the worl d econony.

Persistent Barriers

There is no doubt that many Koreans appreciate the
benefits of globalization and the inportance of

| i beralization to the future health of Korea s econony.
Trade M nister Hwang, for one, was at the forefront of
efforts to |l aunch a new WIO round and this week is in

Geneva with U S. Trade Representative Zoellick



di scussing how to nove the Doha agenda forward. Korea
is playing a lead role in devel oping a progressive
approach on a range of issues that are key to the

| onger term devel opment of the gl obal trading system

At the sane tinme, although there has been sone
progress, shorter termsensitivities have nmade it
difficult for Korea to elimnate the array of barriers

faced by inporters in many sectors.

In the auto sector, for exanple, |ast March, President
Ki m encour aged Koreans to consider buying foreign cars,
seeking to elimnate the stigma nmany Koreans associ ate
with purchasing a foreign car. The head of Korea's Tax
Agency followed suit shortly after by announcing that
the National Tax Service would not base tax audits on

t he purchase of an inported car. Mre recently, the
Korean Governnent tenporarily reduced taxes on

aut onobi | es.



But the auto market is only beginning to open. To help
further open this market, we have recommended, anong

ot her steps, that the Korean Governnent reduce taxes
and tariffs. If tariffs were reduced to U S. |evels,
for exanple, the foreign share of Korea's market would
increase to 12 percent in five years. As the KIEP
study rel eased yesterday docunented, further opening
Korea’ s auto market would increase markedly the

conpetitiveness of Korean autonekers.

Simlarly, the Korean Governnent has strengthened
several |aws on copyright enforcenment. President Kim
has thrown his weight behind efforts to strengthen the
intellectual property regine in Korea, recognizing that
this is necessary to the devel opnment of the high-tech,
know edge- based econony. The achi evenent of this goal
woul d be fostered by nore sustai ned enforcenent of

intellectual property rights.



In the | ast few years, the Korean Governnent has taken

maj or steps to inplenent pharnaceutical pricing reform
t hat woul d encourage the introduction of new innovative
drugs into the Korean market and fairly distribute

heal th care costs. Conducting health care reformin a

t ransparent manner woul d hel p assure that innovative

drugs remain available to all Korean patients.

Despite the restructuring of the financial sector in

t he wake of the financial crisis, four years |ater, the
Korean Governnment still owns a substantial financial
stake in the Korean banking system wth no clear
timetable for privatizing the banks. As |long as the
Korean Governnment continues to hold these shares,
skepticismw || persist about the independence of

actors in the financial sector.
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Bui | di ng The Next Ceneration Korean Econony

Earlier this nonth, President Kimlaid out his vision
for inproving the conpetitiveness of the Korean
econony. President Kim highlighted the devel opnent of
the informati on, biotech and environnental technol ogies
i ndustries as major priorities for 2002. The
governnent’s anbitious goals for “conbining traditional
industry with state-of-the-art technol ogies to produce
hi gh- val ue- added products” would clearly serve the
next generation of Koreans well, and promi se to

position Korea as a world econom c | eader.

It is doubtful that Korea could achi eve these goals,
attract investnent, and deliver the know how to fuel
the growth of this next generation Korean econony

w thout comng to grips with the reality of

gl obali zati on. This would include overcom ng the
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remai ning barriers that prevent Koreans fromreaping

the rewards of an open econom c future.

Both as a businessman in the private sector and as a
government official, | have watched Korea for many
years with a conbination of admration and curiosity.
Adm ration for Korea's trenmendous growh and

devel opnent, especially in the IT sector. Curiosity,
at tinmes, about why a country with such an inpressive
track record has reason to doubt its future success. |
am aware that many Koreans are worri ed about the inpact
of gl obalization, but | am encouraged by the lively
debate on this issue. Personally, | have observed
Korea manage seeni ngly overwhel m ng change in the past
and am confident that it can neet the chall enges of

gl obal i zati on and be strengthened by them

Thank you very nmuch. | am happy to take questi ons.
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