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PLAYING GEOECONOMICS IN ASIA

by Doug Bandow

International trade liberalization has stalled, with the
World Trade Organization deadlocked over farm subsi-
dies. Unilateral reductions in trade barriers, though
sensible on economic grounds, would face strong
political opposition.

The best alternatives are bilateral and regional free
trade agreements. However, the President’s expedited
negotiating authority expires in June.

Washington's trade priority today should be Asia,
which is becoming the center of the global economy.
For both economic and geopolitical reasons, the Re-
public of Korea (ROK) should be at the top of the
administration's list. In a last minute push at the end
of March, the U.S. finalized a proposed Free Trade
Agreement (FTA) with South Korea. The pact de-

serves prompt and positive action by Congress.

THE IMPORTANCE OF KOREA

The ROK is a significant economic player, and in-
creased trade would benefit both nations. The South's
GDP last year was almost $800 billion, ranking its
economy 12th in the world. South Korea remains one
of the world's fastest growing economies, with its
GDP growing 16 percent in 2005.

Seoul also is one of the world's great exporters—selling
$284.4 billion worth of goods and services last year
and importing almost as much." Two-way trade with
the U.S. ran more than $72 billion in 2005. Ameri-
cans are the biggest investors in the ROK.

The economic potential from a FTA is enhanced by
the fact that the South has not always welcomed inter-
national competition. Korean business professor
Moon Hwy-chang admits: "Korea has not been a very
open economy."

Neither country got everything that it wanted from
this particular agreement, of course. But the agree-
ment substantially increases economic opportunities
for Americans. For instance, the proposed FTA re-
duces taxes on and addresses non-tariff barriers against
U.S. auto imports. Many American farm products
will enter the ROK duty-free. South Korea will open
its service market, increase the access of U.S. firms to
the broadcast, financial, and telecommunications sec-
tors, improve patent protection, and improve the legal
regime for American investors.

By some estimates such an agreement will increase
the ROK's GDP by between .5 and two percent and
add an extra 100,000 jobs.” The relative boost for
America's much larger economy would be smaller,
perhaps .2 percent of GDP, but on an $11 trillion
economy that isn't just loose change.* The Interna-
tional Trade Commission figures that a FTA could
hike U.S. exports to South Korea by 50 percent.’

The longer-term gain could be even greater. After re-
unification some day, Korea, which will incorporate
the entire peninsula, will be an even more important
economic market for U.S. concerns.

THE CHANGE IN TRADE PATTERNS

To some a FTA with the ROK might not seem to
be a priority, given America's dominance in Asia.
But America's position is eroding.

China now trades more with the ROK (as well as
North Korea, of course) than does the U.S. Chinese
investment lags behind that from Americans, but as
the PRC's economy grows there will be more Chi-
nese investment capital, and more of it will end up
in South Korea.



The Rand Corporation reports: "The effect of China's
economic rise on the Korean economy has been signifi-
cant. China is now Korea's largest trading partner and the
largest destination for Korea's foreign direct investment."®
With Beijing and Seoul discussing a FTA, economic ties
between the two countries are bound to increase.

Nor is the ROK waiting for the U.S. South Korea already
has implemented FTAs with nine ASEAN (Southeast
Asian) states, four European nations, and Chile. It hopes
to add another three dozen countries to the list, negotiat-
ing FTAs with the European Union and MERCOSUR

(a Latin America association), as well as Canada, India,
Japan, Mexico, and Russia.

Nor is the issue only economics. For more than a half
century the dominant U.S.-Korean relationship was
military.” Today, however, the alliance is fraying. The
countries have grown apart, with younger South Koreans,
in particular, viewing America far less favorably than in
the past. Moreover, the two nations now perceive the
threat very differently. Washington already has begun a
force drawdown and a full withdrawal is becoming ever
more likely.®

THE ROLE OF CHINA

At the same time, the People's Republic of China is assert-
ing itself throughout Asia. Although some analysts worry
about growing Chinese military strength, Beijing's pri-
mary challenge to America now is economic. Warned the
U.S.-China Economic and Security Review Commission
three years ago: "China has become even more central to
regional and global trade, investment, and production
patterns.” Moreover, added the Commission, "China has
linked its growing economic power with strong diplo-
matic initiatives throughout Asia."

To meet this challenge Washington needs to employ
American "soft power"—access to the world's most im-
portant, advanced, and productive economy. Chinese
influence will inevitably grow throughout East Asia.

But the U.S. can respond by engaging friendly nations.

FREE TRADE IS GOOD ECONOMICS

Free trade benefits consumers and enlarges business op-
portunities. It creates a larger market within which
poorer nations can prosper.

Free trade also is good politics. Perhaps no where is it
more important for the U.S. to find an alternative to
military competition than in Asia, where Washington
is likely to eventually confront its first geopolitical
equal in decades.
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