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Introduction 
 

Four and a half years after the 
agreement between the U.S and 
Korean governments, the U.S.-Korea 
Free Trade Agreement (KORUS FTA 
or KORUS) was finally ratified by both 
the U.S. Congress and the Korean 
Parliament in late 2011 and is likely 
to be implemented early this year.  
At present, the United States has 
FTAs in force with 17 countries.  Presi-
dent Barack Obama also signed 
free trade agreements with Colom-
bia, Korea and Panama on October 
21, 2011, but these agreements 
have yet to be implemented. The 
KORUS agreement is the most im-
portant free trade agreement for 
the U.S. since the North American 
Free Trade Agreement (NAFTA) that 
came into force in 1994. 
 
With $3.3 trillion in 2010, international 
trade accounts for 23% of the $14.5 
trillion U.S. economy.  U.S. exports 
supported an estimated 9.2 million 
jobs in 2010, up from 8.7 million in 
2009. (Johnson, 2011)  Despite slug-
gish U.S. economic growth between 
2003 and 2010, export-related jobs 
increased by over 3 million during 
this period.  For every billion dollars 
of exports, over 5,000 jobs are sup-
ported in this country.  That is why 
President Obama issued an execu-
tive order on March 11, 2010, creat-
ing the National Export Initiative 
(NEI), which aims to double U.S. ex-
ports over the next five years creat-

ing 2 million new jobs here at home.  
The NEI recognizes that exports will 
play a critical role in promoting 
American economic growth.  In par-
ticular, exports play an important 
role in supporting a healthy and vi-
brant manufacturing sector.  The 
nearly 3.7 million manufacturing jobs 
supported by exports account for 
27% of all employment in the manu-
facturing sector.  In this connection, 
free trade agreements play a criti-
cal role in promoting American ex-
ports and job growth. 
 
 
Korea’s Economic Rise 
 
Korea, the 15th largest economy in 
the world with a GDP of $1 trillion in 
2010, is one of the most dynamic 
economies in the world. Its econom-
ic achievement over the past four 
and a half decades is truly miracu-
lous.  After more than a decade 
since the end of the 1950-53 Korean 
war, Korea remained even in 1965 
still one of the poorest countries in 
the world with per capita GDP of 
only $106, lower than India’s per 
capita GDP of $121 at that time.  In 
2010 however, Korea’s per capita 
GDP of $20,757 is almost 15 times 
that of India’s at $1,436.  This remark-
able economic growth in Korea has 
been fuelled by its spectacular 
trade expansion.  From less than 
$500 million total trade volume in the 
early 1960s, Korea has become the 
9th country in the world whose total 
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 trade volume exceeds $1 trillion.  Unlike other East 
Asian countries such as China and Japan, however, 
Korea’s trade surplus has been relatively modest.  
For example, Korea had a trade surplus of $41 billion 
in 2010, compared to $182 billion for China and $78 
billion for Japan. 
 
Korea has become an important trade partner of 
the United States, for which Korea is the 7th largest 
trading partner. Korea is the U.S.’s 5th largest export 
market for agricultural products, 2nd largest market 
for U.S. services in Asia, and 10th largest market for 
information technology products.  Total U.S.-Korea 
trade volume nearly tripled over just two decades 
between 1990 and 2010. 
 

Table 1.  Annual U.S.-Korea Merchandise Trade 
(billions of U.S. dollars) 

 
 
 
 
 
 
 
 
 
 
 
 
 

However, the relative importance of U.S.-Korea 
trade has declined steadily since the early 2000s.  In 
2003, the United States was the world’s leading ex-
porter to Korea but today is competing with Europe 
for third place, behind China and Japan.  Until 2002, 
the United States was also the biggest market for 
Korean exporters, but it has fallen behind China 
since 2003 and behind the European Union since 
2005.  In 2000, the United States was the biggest ex-
porter to Korea, accounting for 21% of total Korean 
imports compared to only 7% from China.  Now the 
situation has completely been reversed, with China 
accounting for 18% of total Korean imports while  
comparable U.S. shares have fallen to 9%. 
 
Why KORUS is Key for the U.S. Economy 
 
KORUS can slow down or even reverse the steady 
decline in the traditionally strong U.S.-Korea trade 
relationship.  The past record indicates that U.S. FTAs 
tend to increase the bilateral two-way trading vol-
umes for the United States significantly.  According 
to 2010 trade data, America’s 17 free trade agree-
ment partners represent only about 7% of global 
economic output outside the United States.  Howev-
er, they account for over 40% of U.S. exports, while 
contributing to 31% of U.S. imports.  The impact of 
some of the recent U.S. trade agreements has been 

quite impressive in promoting such two-way trade 
flows.  (U.S. Department of Commerce, 2009) 

Table 2. The Impact of U.S. FTAs on Bilateral U.S. Ex-
ports and Imports 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
The United States boasts one of the world’s most 
open economies. This openness has been a key 
source of America’s economic strength.  Korea, on 
the other hand, has maintained significant trade 
barriers over the years.  For example, Korea’s duties 
on imported agricultural products average 54%, 
compared with only 9% on average in the United 
States for the same imported agricultural products.  
On non-farm goods, Korean tariffs average 6.6%, 
compared with 3.2% in the United States.  By elimi-
nating these high tariffs in Korea, KORUS would signif-
icantly expand U.S. exports to Korea in the coming 
years.  Under KORUS, 95% of all bilateral goods trade 
will become duty free over the next three years, and 
in ten years virtually all tariffs on goods will be elimi-
nated. 
 
Several studies have been conducted to estimate 
the potential effects of the KORUS agreement.  The 
U.S. ITC study in 2007 estimates that U.S. GDP would 
increase by $10 to $12 billion (about 0.1%) and U.S. 
exports would rise by $9.7 billion to $10.9 billion, if KO-
RUS is fully implemented. (U.S. International Trade 
Commission, 2007)  A University of Michigan study, 
commissioned by the Korea Economic Institute, esti-
mated that U.S. GDP would increase by $25 billion 
(0.14% of GDP). (Kiyota and Stern, 2007)  This esti-
mate is larger than the US ITC result, in part because 
the study included the effects of liberalization in ser-
vices trade.  The Korea Institute for International Eco-
nomic Policy (KIEP) estimated the potential econom-
ic impact of KORUS on Korea’s economy.  The study 
concluded that KORUS would lead to an increase of 
0.42% to 0.59% in Korean GDP according to a static 
analysis and 1.99% to 2.27% according to a dynamic 
analysis. (Lee and Lee, 2005)  A study by the U.S. 
Chamber of Commerce in 2009 found that America 
would suffer a net loss of more than 345,000 jobs, $35 
billion in lost export sales and U.S. GDP failing to grow 
by $40 billion, if KORUS is NOT implemented while the 
European Union and Canada move forward to im-
plement FTAs with Korea.  (Baughman and Francois, 
2009)  Korea’s FTA with EU has been in force since 

Year U.S.  
Exports 

U.S.  
Imports 

Trade 
Balance 

Total 
Trade 

1990 14.4 18.5 -4.1 32.9 

1995 25.4 24.2 1.2 49.6 

2000 26.3 39.8 -13.5 66.1 

2005 26.2 43.2 -17.0 69.4 

2010 38.0 48.9 -10.9 86.9 

Trade Agreement Change in 
U.S. Exports 

Change in 
U.S. Imports 

Australia (2004-08) +59% +41% 

Bahrain (2006-09)  +48% -20% 

Chile (2003-08) +341% +122% 

Morocco (2005-08) +199% +97% 

Singapore (2003-08) +68% +5% 



 July 2011, while its FTA with Canada is still under ne-
gotiation as of December 2011. 
 
KORUS FTA and the Trans-Pacific Partnership (TPP) 
 
On November 12, 2011, the leaders of 9 TPP coun-
tries (Australia, Brunei, Chile, Malaysia, New Zealand, 
Peru, Singapore, Vietnam, and the United States) 
announced the broad outline of an ambitious, 21st-
century TPP agreement.  Soon thereafter, the origi-
nal 9 countries were joined by Japan, Canada and 
Mexico, thus making the 12-nation TPP bloc ac-
counting for 40% of the world GDP, compared to 
only 25% for the 27-nation European Union GDP.  The 
TPP is designed for more than traditional FTAs, since it 
will include not just traditional FTA issues such as re-
ducing or eliminating tariffs and rules on intellectual 
property, labor and environment.  The TPP is also en-
visioned to make the regulatory systems of member 
countries more compatible with global standards, to 
address trade and investment in innovative products 
and services, and to ensure state-owned enterprises 
compete fairly with private companies.  Since TPP is 
more than FTAs, it is possible that Korea might also 
join it in the future.  Among the 12-country TPP nego-
tiation bloc, 6 countries (Australia, Canada, Chile, 
Mexico, Peru and Singapore) have already conclud-
ed FTAs with the United States.  
 
The TPP is a key element of the Obama Administra-
tion strategy to promote U.S. exports vigorously and 
at the same time to make U.S. engagement in the 
Asia-Pacific region a top priority.  The TPP is im-
portant because U.S. now exports more to Pacific 
rim countries than to Europe.  It also promises some-
thing truly revolutionary: persuading Asian govern-
ments to accept new rules of the game for state-
owned enterprises, a hallmark of Asian-style capital-
ism.  The TPP can accelerate the movement of the 
global center of economic gravity from the Atlantic 
Ocean to the Pacific. It is also a test for the new U.S. 
strategy of coping with China’s rise by “pivoting” 
American foreign policy towards Asia.   
 
The recent decision by Prime Minster Yoshihiko Noda 
for Japan to join the TPP negotiations is considered 
especially significant in making the TPP a truly Pan-
Pacific movement.  Japan’s new interest in TPP 
stems from three factors.  First is the fear generated 
in Japan by the new KORUS FTA, which can make 
Japan’s export industry less competitive vis-à-vis its 
Korean rival. Second, the absence of China in TPP 
can create a strategic environment, where China 
would see Japan as a formidable neighbor that 
cannot be pushed around easily.  Third is the declin-
ing clout of Japanese agricultural interests long op-
posed to any form of free trade agreements.  Agri-
culture now accounts for less than 1.5% of Japan’s 

GDP, and the public opinion poll indicates that the 
majority of Japanese want to join TPP negotiations.   
 
After Japan decided to join the TPP negotiations, 
both Canada and Mexico also decided to join the 
talks.  The KORUS agreement has also induced Chi-
na to more aggressively seek a Korea-China or even 
Korea-China-Japan FTA in order not to be left be-
hind.  Thus, the KORUS agreement is not just a trade-
enhancing mechanism between the United States 
and Korea. It has also become a geo-political cata-
lyst for the United States to leverage its influence in 
the increasingly important Asia-Pacific theatre.  
 
Yoon-shik Park is Professor of International Finance at 
the George Washington University’s School of Busi-
ness.  
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