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I. Opening Remarks 

Chairman Chumley, 

Members of AMCHAM, 

Ladies and gentlemen: 

I am delighted to be here today to deliver the keynote speech for the first General Membership Meeting of 2005. 

I would like to talk to you about the direction of Korean economic policies in this third year of the Roh administration. 

From my way of thinking, this administration spent its first year in office formulating a blueprint for transforming Korea into an advanced, market-based, and highly competitive economy. 

A specific plan of action was laid out to ensure that these plans could be implemented in the medium term without losing focus or delays. 

Implementation efforts gained momentum in the second year, even though the government had a number of difficult problems to deal with contemporaneously. 

More specifically, the government had to devote a lot of energy to tackling the issue of household credit delinquencies, SME financing problems and slowing domestic demand. 

This year, the government will continue with its aggressive but pragmatic efforts to create an efficient, advanced, market-based economy. 

The government will simultaneously work to get the economy back on the sustainable growth track and implement market-oriented policies aimed at creating a significant number of jobs. 

II. Ensuring Sustainable Growth 

1. Recent Economic Trends 

Ladies and gentlemen: 

I am glad to be able to report that many indicators suggest the Korean economy is finally turning the corner. 

Exports have continued to expand despite a record being set in 2004 and notwithstanding the ongoing appreciation of the won that began last October. 

Indeed, it is believed that exports will grow another 10% this year after surging more than 30% last year. 

Those in the know believe Korean exports are now being driven more by product quality and brand recognition than competitive prices. 

Similarly, domestic demand is finally beginning to show encouraging signs of recovery this year. 

We are now seeing an increase in credit card purchases, sales at major department and discount stores, and domestic auto purchases. 

I believe these developments reflect improvements in the primary determinants of consumption: namely, income, consumer credit and wealth. 

With the savings rate already having risen sharply, consumption growth is now likely to keep pace with real income growth of about 3-4%. 

Indicators of household credit now suggest that the credit card excesses of 2001-02 have to a large extent been worked out. 

Finally, real estate prices are beginning to stabilize, while the recent rally in equity prices is expected to have a positive effect on wealth. 

There have also been tentative signs that business facility investment will recover in 2005. 

These signs include strong capital goods imports, rising business sentiment and a jump in commercial vehicle sales. 

2. Efforts to Stimulate the Economy 

It is in this context that the government fully intends to continue with its vigorous efforts to get the economy back on track toward sustainable growth and robust job creation. 

At the same time, you can be sure that the government will continue with its shift toward more market-friendly policies. 

In keeping with the times, Korean economic growth must increasingly become market-led, as opposed to being government-led. 

It is with this in mind that the 2005 budget is best characterized as fiscally prudent, although it is being  front-loaded with 59% to be disbursed before the end of June to boost economic activity in the first-half. 

To support second-half activity, the government will begin to implement the "Comprehensive Investment Initiative" or CII in July or possibly even sooner. 

CII is aimed at funneling ample private capital, pension funds and inflowing FDI into public investment projects such as the construction of public buildings and other forms of infrastructure investments. 

CII is expected to help offset the anticipated weakness of construction activity this year. 

CII should also help tap into private sector creativity and efficiency by inducing private sector participation in public sector investment projects. 

3. Efforts to Create Jobs 

Ladies and gentlemen: 

Minimum 400,000 jobs need to be created every year to provide enough jobs for workers entering the labor market each year. 

With this goal in mind, the government will ease regulations and refrain as much as possible from intervening in business activities. 

In so doing, the private sector will be encouraged to unleash the full potential of its initiative and entrepreneurship.

Supportive government actions will be confined to indirect assistance such as identifying new growth engines including the 10 next-generation industries, fostering the development of world-class human resources and facilitating technological innovation. 

The government will at the same time promote the development of competitive SMEs and the service sector. 

These sectors have significant potential with regard to job creation that will be maximized by improving competitiveness and viability. 

The government will faithfully carry out "Measures to Strengthen the Competitiveness of SMEs" announced in July 2004 as well as "Measures to Promote Venture Businesses" made public in December 2004. 

To promote service industry development, the government will redress discriminatory rules and institutions that have until now favored the manufacturing industry and also strengthen principles of openness and competition. 

III. Strengthening Long-term Competitiveness 

Ladies and gentlemen: 

We now live in a global economy of ever-expanding liberalization and constantly increasing competition. 

The role of the Korean government must necessarily evolve in tandem with these changes. 

While remaining pragmatic, the government must no longer attempt to take the lead, but must instead concentrate on establishing a market environment which provides a level playing field for non-Korean and domestic nationals alike. 

1. Improving Corporate Governance 

With regard to corporate governance, the government has made significant strides in raising accounting standards and increasing corporate transparency and accountability. 

The gap between Korean corporate transparency and accountability and advanced economies like the US in particular, has narrowed significantly since the Asian crisis. 

Indeed, transparency and accountability has improved significantly with the introduction of outside directors and a greater voice being given to minority shareholders. 

2. Promoting Financial Market Development 

In the aftermath of the Asian crisis, major improvements have also been made in terms of financial soundness and the transparency of Korean financial institutions. 

To be sure, more work remains to be done to bring about a more market-oriented regulatory environment. 

In this regard, the government is considering changing the financial regulatory system from a positive to a negative orientation. 

The government also intends to make significant improvement to stock market regulations this year with an emphasis on changes in the equities sector. 

It is important to note, we also plan to change the financial supervisory system so that it becomes more forward looking, more oriented toward surveillance and prevention. 

And greater efforts will be made to apply the "fit and proper" test to a much broader extent. 

In line with the global trend toward financial institutions becoming involved in diverse areas of business, the government will actively support financial institution efforts to expand their product portfolios. 

Ladies and gentlemen: 

The government also has a longer-term vision to turn Korea into a Northeast Asian financial hub with the particular emphasis being on asset management. 

To this end, the government will soon complete the restructuring of three asset management companies to restore market confidence and stimulate the development of the newly-established private equity fund market. 

Of course, foreign financial institution participation is needed to achieve these goals. The government will, therefore make a concerted effort to encourage such foreign participation. 

By listening attentively and addressing the difficulties facing foreign financial institutions, we will provide equal opportunities for both domestic and foreign financial institutions alike. 

3. Advancing Labor-Management Relations 

Regarding labor relations, you may have noticed that a number of high-profile labor disputes were resolved in a relatively smooth manner last year. 

More generally, I believe there has been a noticeable improvement in labor-management relations over the past year. 

I think it is fair to say that the government's policy of avoiding direct involvement in labor disputes, while dealing with illegal labor or management activities in a strict manner has had some measure of success. 

Within the already-established legal framework, the government will continue to deal with labor disputes in a fair but strict manner. 

Illegal labor activities in particular will continue to be dealt with in strict accordance with the law. 

The government will at the same time strive to enhance the flexibility and stability of the labor market by facilitating the swift passage into law of the "Plan to Advance Labor Relations Laws and Institutions" that was drawn up at the end of 2003. 

4. Becoming an Advanced Trading Nation 

Ladies and gentlemen: 

The government aims to transform Korea into an advanced trading nation. 

In this context, continuation of policies that protect a specific group of producers will not only result in inefficient resource allocation, but ultimately hinder long-term competitiveness. 

For a trade-dependent nation like Korea, there is no alternative to increasing competitiveness by way of liberalization. 

With that reality in mind, the government intends to be a proactive participant in FTA and DDA negotiations, with a view to increasing productivity in uncompetitive sectors. 

The government is planning to continue ongoing FTA negotiations with Japan, ASEAN and EFTA in 2005, while also conducting Joint FTA research with Canada, India and Mexico. 

Korea has also commenced FTA review discussions with the U.S.  In- depth discussions concerning the costs and benefits of a Korea-U.S. FTA and any problems that may arise will continue. 

5. Stimulating FDI 

Ladies and gentlemen: 

Cumulative FDI into Korea reached the 100 billion dollar mark in 2004. 

Citigroup's acquisition of Koram Bank, GM's additional investment in GM Daewoo and a joint venture between GE Capital and Hyundai Capital are all clear indications of the confidence U.S. investors have in the Korean economy. 

The Korean government is not about to become complacent, however, but will instead continue striving to create a more attractive business climate for foreign investors. 

The government is going to forge ahead with the "Plan to Improve the Business and Living Environment for Foreigners" to redress difficulties non-Koreans face in their daily lives. 

The government also plans to provide stronger incentives for foreign investment in infrastructure projects aimed at increasing Korea's growth potential. 

In 2003 the government designated Incheon, Busan and Gwangyang as Free Economic Zones (FEZs). 

This year, we will focus on raising the FDI needed to accelerate the FEZ development process. 

As you may be aware, the government is easing regulations and offering incentives to foreign firms operating in FEZs and is going to establish world class educational and medical facilities for those who live and work there. 

With the passage of the revised Free Economic Zone Act at the end of 2004, foreign medical institutions are now able to provide medical services in FEZs to both non-Korean and Korean nationals. This is expected to accelerate the establishment of foreign medical institutions in FEZs. 

Also, when the Bill for the Establishment of Foreign Educational Institutions that is currently under deliberation is ratified by the National Assembly, government efforts to attract foreign educational institutions will begin in earnest. 

I very much hope AMCHAM members will take an active interest and involvement in these FEZ projects. 

6. The North Korean Nuclear Issue 

Let me conclude by commenting briefly on the North Korean nuclear issue. 

The North officially claimed to possess nuclear weapons recently, stirring speculation that the issue may have entered a more serious phase. 

The fact is that such a claim has been made many times before and it does not really pose a new threat.  The international consensus remains firm that the North Korean nuclear issue should be resolved in a peaceful manner. 

The Korean government firmly believes the issue can be settled peacefully if we adhere to the principle of a nuclear-free Korean peninsula and continue with our efforts to resolve the issue through the six party talks. 

IV. Closing 

In closing, ladies and gentlemen: 

AMCHAM has long served as a very important channel of communication between the Korean government and U.S.-invested companies. 

It has played a vital role in eliminating barriers facing foreign investors and raising investor awareness of the Korean economy. 

Let me assure you that the Korean government stands ready to embrace advice from U.S. colleagues in the context of our goal to create a competitive, advanced, market-based economy. 

Thank you very much.  
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