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Industrial produc-
tion has expanded

for thetwo consecu-

tive months

Investment activity
ismixed

Focus of the Week (May 26 ~ Jun 1)

Domestic demand shows little sign of an up-
turn

According to theKoreaNational Statistical Office (KNSO), in-
dustrial production rose 11.3% in April from ayear ago, record-
ing the second consecutive month of double-digit growth.
Notably, production of semiconductors, and audio, videoand
telecommunications equipment rose 62.3% and 32.8%,
respectively.

Robust exports continued to lead production growth in April.
Shipment of goodsfor exportsurged 21.9 % year-on-year in
April, surpassng lastmonth’ s 21.4%. But shipment of goodsfor
domestic demand slowed to 3.6% from 5.0%, mainly due to
sluggish domestic shipment of office machinery and
automobiles

Wholesal e/retail sales, another indicator for domestic
consumption, climbed 0.1%in April fromayear ago, lower than
the 0.8% growth in March. By sector, retail salesfell for the
second consecutive month contracting 0.9%. Wholesde busi-
nessrose 1.4%, but was lower than the4.2% of March.

Invegmentsshowed mixed resultsin April. Facility invesment
shrank 2.5% due to a reduction in investment in PCs and
automobiles, and continued its downward curve for the second
straight month. But domestic machinery orders received, a
leading indicator for facility investment, surged 18.4%year-on-
year, thanksto increased ordersin both the public and private
sectors.

Samsung Economic Research Institute
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Meanwhile, construction investment jumped 14.8% year-on-
year helped by asurgein private and public sector activity. By
contrag, domestic construction orders, aleading indicator for
constructioninvesment, fel by 14.6%in April froma year ago,
marking four graight months of contraction. Thefigure wasalso
much lower than the -3.2% of March.

Trendsin I ndustrial Activities

(Unit: %)
2003 2004

Apr Annual Feb Mar Apr
Industria Production 21 5.1 169 116 113
Shipment of Goods 14 4.2 147 108 101

Shipment of Goods for
Domestic Demand

Shipment of Goods for Export 7.3 125 279 214 219
Wholesadle/Retail Sales -2.5 -1.0 2.4 08 01
Facilities Investment -2.5 -2.3 0.5 -7.7 25

Note: % change yoy
Source: Korea National Statistical Office

-14 0.1 7.5 50 36

Despite strong Ovedl, indudrid production continued its robugt growth in April,
production figures, while consumption andinvestment remained in aslump. Re-
the econonmy flecting sluggish domestic demand, April’ scoincident index of
continuesto appear ~ Macroeconomicindicators (net of trend) - which indicates cur-
wobbly, aseven rent economic conditions - dropped for the first time in ten

months, indicating that exportitself haslimitationsin supporting
economicrecovery. Even moreworrisomeisthat there are also
signs of slowing exports, such as deterioraing external condi-
tions— soaring oil prices, China’ s bdt-tightening, and a possible
USinterest rate hike. Andystssay that these factors cast apall
over the future course of the economy, and cal for both govern-
ment and corporate efforts to boost both domestic demand and
exports.

exports seemsto be
showing li mitations
in sustaining
overall growth
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Credit ddinquentsapproach 4 million

Although till The Korea Federation of Banks (KFB), an association of do-
growing, the mestic banks, said that the number of individualswith bad credit
number of delin- -including tax delinquents - amounted to 3.97 millionas of the
quenciesisdoing o end of April. Thisisanincrease of 55,000 or 1.4% from the
at a dower pace _ o
preceding month. The growth rate of credit delinquentsslowed
inApril, faling to 1.4%from the previous month’ s2.4%.

Trend in the Number of Bad Credit Holders

(Unit: million persons, %)
4.1

Oct Nov Dec Jan Feb Ma  Apr
2003 2004

I Number of Bad Credit Holders
—— Increase Rate of Bad Credit Holders

Note: % change mom
Source: Korea Federation of Banks

Thedistribution of By age group, bad credit holdersin their 40s accounted for a
overdueloanshas lion’ sshare of 49.44% as of the end of April, slightly up fromthe
been increasing . . .

49.11%of the preceding month. Thosein their 30salso edged up

6 Samsung Economic Research Institute
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among ol der age
groups

Although KAMCO
haslowered the
exposure of credit
card companies by
taking on bad
loans, del inquencies
are growing at
commercial banks
and non-bank
financial institu-
tions

Despite the appear-
ance of programsto
assist credit
delinquents, critics
are skeptical such
programswill
resolve the problem
of growing credit
defaults

t031.23% from 31.21%in March. However, bad credit holders
intheir 20sfell to 19.24% asof the end of April, down from 19.
53%in March. The ratio of teenage credit delinquents to total
number delinquencies held steady from the prior month at 0.
08%.

Looking at the numbers by financial sector shows credit card
companies deinquenciesfall 1.3%in April from March helped
by a sell-off of badloansto Korea A sset Management Corpora-
tion KAMCO). But thefigure for commercid banksincreased
0.6%during the same period to total 1.91 million as of the end of
April. Particularly notable wasthe rise of defaults in non-bank
finandal institutions such as mutual savings banks, community
credit cooperatives and guarantee insurance companies. Mutual
savingsbanks saw the number of bad credit holdersrise 1.9%to
707,000 during the same period; the number of creditddinquents
incommunity credit cooperatives and guarantee insurance com-
paniesincreased 1.78%and 3.42%, respectively.

In May, thegovernment-led “ Bad Bank” system started opera-
tionsaimed at assisting around 1.8 million credit delinquents
sdttle their overduedebt. Bankshave dso started their own debt
restructuring programs for individuadswho do not qudify for the
state-arranged lending program. And, mutual savings banks
haverecently introduced a credit recovery program aimed at
assiging credit delinquents with lessthan 5 million won in over-
dueloans. Despite these measures, however, analysts are not
overly optimistic aboutthese programs. They say that system-
atic improvements should be madeto actually help people with
bad credit.

SERI
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Financial Market Trends (May 26 ~ Jun 1)

Money & Bond Markets

Interest ratesfdl initialy due to the government’ sdecision to re-
duce the issuance of three-year government bonds, but later re-
versed thei r courseon concernsof afuture increasein government
bond issuance for June.

Mg or factorsbehind the movement:

e The Minigry of Finance and Economy (MOFE) decided to re-
duce its issuance of three-year government bonds in an aim to
change the benchmark interest rate from the three-year govern-
ment bond yield to the five-year bond yield.

» There were concerns that the government would issue a higher-
than-expected amount of government bonds in June.

Next week, i nterest ratesare expected to fluctuate within a narrow
band. Concernsthat the government will issue more bonds than
expected in June are factors driving up interest rates. But con-
cerns of the delay in economic recovery due to soaring oil prices
can drive down interest rates.

Movements of Market Interest Rates
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Stock M arket

Stock markets continued their rally in theweek underreview,
pushing the Korea Stock Price Index (KOSPI) and the
KOSDAQIndex to 815.77 (up 4.0% from the previousweek’ s
close) and 405.90 (up 3.2%), respectively.

Mg or factors behind the ascent:

* Oil prices somewha gabilized ahead of OFEC’ s expected de-
cisionto increase crude oil production.

* Rebound of stock markets around the world.

» Massive net purchases by foreign investors(net purchase by
foreign investors amounted to 578.3 billion won during the four
trading days of the week).

In the following week, investors are likely to maintain await-
and-see attitude amid continued instability in stock markets
caused by high ail prices and an imminent USinterest rate hike.
OPEC’ sdecision on June 3 will be avariable affecting stock
prices.

KOSPI & KOSDAQ Index Movements
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Foreign Exchange M arket

The Korean won strengthened in the week under review. The
KRW/USD exchangerate fell from 1,177.7 at the end of the
previousweek to 1,160.6 won per USdoallar.

Maor factors behind the descent:

* The Jgpanesxeyen strengthened following an announcement by
the Ministry of Finance of Japan tha it has not intervened in
theforeign exchange market at all in May, and the newsthat
Japan’ sweighting in the Morgan Sanley Capital Intemational
(MSCI) index - an international stock price index - will
increase.

* Continued net stock purchasesby foreigninvegors.

The Korean won is expected to strengthen next week, following

thestrengthening of the Japanese yen and net stock purchases
by foreign investors.

Movements of Foreign Exchange Rates
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Major Events of the Week (May 26 ~ Jun 1)

Wednesday, May 26

» The Ministry of Finance and Economy (MOFE) announced
that, sincethe 1997 financid crisis, atota of 164.5 trillionwon
inpublic fundshad been applied towardsfinancial sector re-
structuring by theend April 2004. Of thetotal, 3.4 trillionwon
waspoured into the sector during the first four months of this
year. Sincethe currency crisis, 66.4 trillion won have been
recovered as of the end of April, recording arecovery ratio of
40.4%. Of that anount, 3.5 trillion wonwas recovered during
the January-A pril period.

Thursday, May 27

* MOFE announced that it will i ncrease the ratio of five-year
government bond issuanceto itstotal bond issuance from the
current 30% to 40% starting May. Itwill reducethree-year
bondissuance from40%to 30%. Thisis to change the bench-
mark rate from the current three-year yield government bond
tothefive-year bond. The government agency said that the
purpose of theplan was to solve the problem of financial mar-
ket instability caused by the shorter-term maturity of thethree
year government bonds.

Friday, May 28

» Korearecorded acurrent account surplus of USD 1.2 billionin
April,up USD 284 million from March, according to theBank
of Korea (BOK). Thisisthe twelfth straight month that the
currentaccount posted a surplus. April’ scurrent account sur-
plus pushed the total amount for the first four months of the
yearto USD 7.3 billion, which accounted for approximately

SERI

11



KOREAN ECONOMIC TRENDS June 5, 2004

half the BOK’ sforecag of USD 15 billion for the entirety of
2004.

Saturday, May 29
» The BOK reported that the average annud lending rate of do-

mestic commercial banksto large companies (interms of new
loans) stood atarecord-low of 5.7% in April, down from 6.
29%in March. Average rateof loansto small and medium-
sized companies also fell to 6.07% from 6.09% during the
same period. The central bank attributed the drop to duggish
facility invement by these companies.

Monday, May 31
 According tothe Minigry of Commerce, Industry and Energy

(MOCIE), Korea' s exportstotded USD 20.9 billionin May, up
42.4% from a y ear ago, and surpassing the USD 20 billion
mark for the third straight month. Therobust exportswere
mainly led by wirelesstelecommunications equipment and
semiconductors, which surged 82.9% and 66.4%,
respectively. Importsjumped 32.3%over a yea ago to USD
17.8 billion. As aresult of surging exports and imports,
Kored strade surplusstood at USD 3.01 billionin May, mark-
ing the highest figure since December 1998.

Tuesday, June 1
» The BOK announced tha consumer pricesedged down 0.1%

inMay fromamonth ago, marking thefirstdrop snceNovem-
ber 2003. Thefall wasmainly attributable to the1.7% dropin
the prices for agricultural, livestock and fisheries goods.
However, the prices of 156 daily necessities jumped 4.6%
fromthe previousyear, and the prices of goodsthat people buy
at least once amonth rose 0.2%, indicating that peoplewere
not able to truly perceive prices asfdling in May.

12
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Too great an effort,
by both sides, has
goneinto building
therelationship
between Seoul and
Washington to allow
strained tiesto
deteriorate further

Both sides have
irritated the other
recently through
what seemto be
unilateral actions,
taken with little
consul tation
between each other

Issue Report

KoreaUSRelations Issues and Agenda

|. The alliance under stress

The Korea-US relationship isin a state of malaise. It needs
strong initiatives from both countriesto restoreitshealth, at a
time of uncertainty and high security risk prompted by North
Korea snuclear armsdevelopment. Neither South Koreanor
the US can afford to allow further erosion of the base of their
aliance. Thisalliancewas initiated and strengthened, through
warsin Koreaand Vietnam, over the past half a century. The
two countries have cemented ther alliance with shared vauesof
democracy and market-based economy. AsSouth Koreamoves
closer to achieving these gods, Americaought to gand proud of
showcadgngits successin heping develop Koreaasamiddling
power in Asiaand the 12" biggest economy in the world.

And ye, on the ground theredity isquite different. TheK orea-
USalliance not only shows sgnsof fatigue, itisexperiencing a
protracted period of disharmony and stress. There are aslew of
issues gpanning from anti-A mericanism among the younger gen-
eration Koreansto policy differencesin dealing with thenuclear
standoff with therogue gate in Pyongyang.

Today, the allianceisreceiving afurther jolt. The USadministra-
tion of President George W. Bush proposed to remove abrigade
of American troops from the US Second I nfantry Division based
in Koreafor redeployment in Iraq. The decision, reportedly
based on insufficient advance consultation, has triggered angry
responses from Seoul that Washington is resorting to
unilateralism in dealing with vital military issues affecting
Korea ssecurity.

The alliance isbedeviled by other controversies In generd, the
USfinds South Korea lessthanfully supportive of itshardline
stanceto prevent the North from acquiring nuclear arms and

SERI
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Yet, despite seem
ingly sour public
relationson the
surface...

...more fundamental
and shared political
economic goalsare
actually bringing
thetwo alliescloser
together

Military security
issues dominated the
alliance following
the Korean War, but
have since given
way tofocuson
economic coopera-
tion

other weapons of massdestruction. Washington regards the
“Sunshing’ palicy of the adminigtration in Seoul asa nai vegame
of reconciliation directed at a fundamentally untrustworthy
Salinisregime benton usng terror in achievingits gods. Some
American opinion-makers even go sofar as toregard Koreaas
ungrateful. These criticswould say the US sacrificed the livesof
33,000 combat troopsdefending South Koreafrom the North’ s
attack. Moreover, after the war, the UShaspoured $2.5billion
ineconomic aid into the South. To policymakersin Washington,
South Korea has essentially failed to appreciate the degree of
shock and changein itsworldview brought on by terrorist at-
tacksin Washington and New York on September 11, 2001.

These perceptions seem to have fostered a sense of estrange-
ment on both sides of the Pecific. Yet, ironically, their economic
interegs and political imperatives have drawn them closer than
ever before. Thismakes itincreasngly mandatory for them to
recover their goodwill and energy in order to continue sharing
benefitsfrom mutual security and trade. Thegrowth of political
and economic interaction between South Korea andthe US de-
mandsthey refocus attention and redouble their efforts to re-
cover the vitality and dynamics of their alliance. It has served as
alinchpin of security in Northeast Asia over the last several
decades.

[1. Evolving economic relaions

The present shapeof theKorea-US relaionship has been deter-
mined not only by security needs, but also by awide-ranging
economic interaction between the two countries sncethe end of
theKorean War in 1953. Korea’ sevolution into a political de-
mocracy and market-based economy owesits rootsto agener-
ous amount of economic aid from the United Sates. With the
economicad also came advanced managerial know-how, bus-
nessmanagement systems and skills and expertise for industrial
organization and economic management.

AsSouth Koreadeveloped an external-oriented economy based
ontrade, the United Statesoffered a huge market for absorbing
merchandise on apreferential basis. As Koreagrew under the

14
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Regardless of trade-
related issues,
economic interde-
pendence has
deepened as suc-
cessful business
reformin Korea has
more closely
alignedthefinan-
cial systemsof both
nations

Security, finance,

trade, technology,
and sociocultural

tiesare important
issuesin mending
fences

successful export palicy, though, there dso arose cases of trade
friction with the United Sates, putting a grain on the economic
relations These strains sometimes turned tight as K orea devel-
oped trade surpluses on trade balance with the United States.
Washington responded by slgpoping anti-dumping charges. The
USbegan exerting pressurefor opening of Korea' sagricultural
market and theservice sector.

Despite these isaues, the system of economic interdependence
between South Korea and the United States has been
deepening. The pattern of mutual dependence has become par-
ticularly intense following the 1997 Adan financid crigs, trig-
gered in part by the sudden withdrawal of billions of dollarsin
financial investment by American and other foreigninvestors.
Sincethen, South Korea haslargely accepted USdemandsfor
market reform along the lines of globd standards as requested
by the Wall Street establishment. Today, Korea s reform has
moved ahead in the area of financial business, accounting
system, corporate governance and other areas of business
management. A successful management of these challenges has
served to attract added American direct investment to Korea,
giving anew breadth to thebilaterd economic collaboration.

[1l. Mgor issuesintherdaions

But Korea and the US must move further ahead so they can
enhancethelevd of their cooperation in thefield of security and
economicrdations Broadly, they need to address the following
mgor issuesin order to repair the dliancein the coming decades.

Security

The United States has steadily cut the number of USforcesin
Korea, from thepeak of 325,000 & theend of the warin 1953to
37,000 today. In early May, the Pentagon hasserved noticethat
itwill cut an additional brigade from the US Second Infantry
Divisionin Korea. This brigadewasbeing repositioned in Irag to
bolster the USwar effort in the Middle East. South Korea has
accepted this proposal, believing that the reduction of onebri-
gade will not affect theoverall fighting capability of the K orea-

SERI
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Security concerns
have always been
given careful
attention sincethe
early daysof the
alliance

To cover therede-
ployment of US
troopstoIraq,
South Korea will
haveto increase
military spending

But, perhaps most
importantly, focus
must be placed on
resolving North
Korea’ snudear
challenge

USinvestment in

US combined forces command. Over the past decade, the two
countries have maintained an excellent fighting capability
through numerous combined exercises such as Ulchi Focus
Lense and Fod Eagle. The UShas also positioned more Patriot
missilesto beef upthe overdl preparedness of the US forcesin
Korea.

Butit' s clear that the latest reduction in UStroop strength will
result in Koreans assuming greater defense burdens on per
capitabasis Today, Koreans spend $252 per head for defense
whilethe USspends $1,128, Tawan $472, Jgpan $310 and China
$36. Asa proportion of gross domegic product (GDP), Kored s
defense spendings claim 2.8%, comparedto 3.7%for Taiwan, 4.
0% for China, 3.2% for the US and 1.0% for Japan.

South K orea needsto increase spendings for acquisition of cut-
ting-edge weapons systems and local development of better
hardware. It will mean Koreamoving upward from its present
placeof 30t in therank of global defensespendings.

In the longer term, however, a key to resolving the perennial
security crisis onthe Korean peninsulalies inthe resolution of
the North Korean nuclear challenge, rather than spending more
ondefense. Moody’ sand other international credit rating agen-
cies have cited theNorth Korean nuclear issue asthe main fac-
tor for lowering its credit ratingsfor South Korea. The nuclear
standoff with the North has affected the South’ s financial mar-
ket gability.

A reduction of the USforcesin Koreabefore concluding the
North’ snuclear challengethus keepsthe security riskson the
Korean peninsulahigh. In the lead-up to the US presidential
elections, the North K orean nuclear challenge hasturned into an
acutecampaign isaue, as President George W. Bush fightsfor
his second term. His challenger from the Democratic Party,
Senator John Kerry, hasvowedto take adifferent line. Senator
Kerry said hewould start direct talks with North Korea to re-
solve the nudlearissue if elected to office.

Finance

USinvestment remainscrucial in sustaining a successul devd-
opment of theKorean economy. Asof thefirg quarter of 2004,

16
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Koreais avery
important key for
the continuing
devel opment of
Korea’' seconomy

Despite the steady
contraction of
overall Korean
exportsto the US, it
remains a key
market for Korea's
goods

the US accounted for nearly 70%of all foreign directinvesment
in Korea. Between 1992 and 2003, American investors held
47% of the$59.2 hillionin equity investments made by foreign
investorsin the Korean stockmarket. They controlled 50.5%or
68.8 trillion won worth of total market capitdization, making
Americansthe singlelargest block of investors.

While much of thisinvegmentis turning short term, USinvesors
exert far moreinfluence onKorea through institutions likethe
World Bank, International Monetary Fund and Bank of Interna-
tiona Settlement, pushing for reform of the Korean economy.
Their investor activismis trandating into demand for moretrans-
parency in the market and global standards in business
management, putting Korean corporate owners on the
defensve. Theweight of their influenceis evident from the fact
that the Korean stockmarket index plunged 14% between April
27 and May 11 asforeign investors dumped socks worth 2.6
trillion won on the marke.

Trade Relations

Inrecent years, the share of Korea' s exportsin the USmarkets
has been declininginvalue, but not in the share of value-added
products. The market share of Korean exportsin the US has
declined from 63%at the peak year in 1970to 18%in 2003, with
Chinanow replacing the USasKorea' shiggest export markets.

ButKorea sshareof high-tech, knowledge-based productsin
theUShasconsderably expanded. Korea' sterms of trade inthe
electronics and general machinery category rosefrom 0.76 in
1991-1995 to 0.91 between 1996 to 2002. High value-added
items shipped to the US today include semiconductors,
automobiles, wireless telecommunications equipment and
computers.

Also expanding in theshare of the USmarketsare Korean prod-
uctsmanufactured in Chinawith partsand components shipped
from Korea, forming atriangular trade pattern involving Korea,
Chinaand theUS This meansK orea shipping parts and compo-
nentsto Chinato be manufactured into finished goodsfor ex-

SERI
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Tradefrictionswill
continue to exist,
making the need for
trade agreementsall
that more impera-
tive

Collaborationin
thefield of R&D as
well as greater
fostering of cultural
and educational
exchangeswill
further the devel op-
ment of shared
valuesand goals

ports to the US markets, thus enhancing their mutual
dependency.

But development of trade also means the rise of more tradefric-
tions with the United States, especially in areas such as
automobiles, steel and semiconductors. The greater the trade
surplus Korea generates from theseitems, the more the USis
likely to slap charges of unfair trade practices, prompting de-
mands for opening Korea' s service sectors to foreign
competition.

Thelack of bilateral inditutional mechanisms to deal with these
digputesadversely affectstheir trade. For examplein 2003, the
average US tariff rate on Korean exports remained relatively
high at about 2.56% compared to 0.07% for Canada and 0.14%
for Mexico. Talkson concluding Bilateral Investment Treaty and
Free Trade Agreement have been slow and tepid.

Industry and Technology

K orea has depended onthe United States asits major sourceof
technology in fabricating semiconductors, cell phones, and
plasmadisplays. At the sametime, the USis Korea sbhiggest
market for information-technology products; worth $14.4 billion
ayear or 19.2% of total electronics exportsto the world (China
claims 16% and EU 15.3%). Collaboration with the US over
high-tech development projects will increase over theyears.
Onesuch collaboréationis thejoint operation of an R&D center
with IBM for developing cutting-edgetechnology at a cost of
$32 million ininvestment. The UShastaken the lead in forging
strategic collaborations with Korean firms accounting for 37%
of the total. These collaborations are expected to deepen and
widenin the years head.

Social and Cultural Ties

The social and cultural exchangesbetween thetwo countries are
becoming more complex aswdl as brisk and frequentin thisage
of ingant communications The UShas been strongly pushingits
neo-liberal economic agenda and globalization ethics on Korean
businessin general. Within Korean society, they haveled to a
greater emphasis of profit maximization in business

18
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Korea hasopenly
accepted some
aspects of
globalism, butis
having a difficult
time wi th some
aspectsthat clash
with traditional
values

Given Korea's
geographical
location between
China and Japan,

the USpresenceasa

balancing power is
much more vital to
Koreathan the
public commonly
perceives

management, individualism in the family sysem, gender equdity
in social life. While such drastic changes have upset thetradi-
tional value system in Korea, Koreans have embraced other as-
pects of globalization such as the virtues of free market
mechanism, level playing fields, deregulation and America’ s
open education system. Aboveall, many Koreans have em-
braced the idealsof the* American Dream.” Thisisevidentfrom
the growing number of Koreansliving or studying in the United
States.

Interms of image, more Americans nowadayshave formed fa-
vorableimpressons of Koreansin generd. However, theimage
of Americans among Koreans has declined, probably affected
by the recent scandalous treatment of Iragi prisonersby US sol-
diersin Irag. By contrast, popular perception of China hasim-
provedin recentyears, with China becoming the second biggest
marketfor Korean exports and 35,000 K orean gudents head for
Chinaeach year for education. (The UStakes 51,000 Korean
students.) In arecent survey, 52.3% of the newly elected Ko-
rean legislators said the USwas the maost important country for
Korea, while 39.4% chose China as the second most important
country for Korea.

IV. Agendafor the Future

Theroots of Korea-US relaionsgo much deeper than popularly
perceived. In the national security and trade benefits, no other
country can replace its importance for Korea. For the sake of
strengthened security and mutua economic benefits, therefore,
Korea and the US must strengthen their partnership for the
future. Problemsin thecurrentrelationships need to befrankly
addressed.

For Korea' s security interests, it isvital to keep the US engaged
in the balance of power in the Northeast Asia. In the 19"
century, Korea' s pioneer reformer Yu, Gil-Jun had theforesight
to declare tha the US, geographically remote from Korea, was
one of the few world powersthat entertained no territorial ambi-
tions on theK orean peninsula. On the other hand, Koreans, hav-
ing lived for a millennium under China’ ssuzerainty, remain
acutely aware of China’ s hegemonic power. For a more bal-
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China has much to
offer Koreain terms
of markets, but it
must not be forgot-
ten that much of
Korea’ s political
and economic
development is
based uponthe US
system

Theimmediate task
at hand isthe
resolution of North
Korea’ snudear
arms development,
which will not be
resolved without
clear supportfor the
USdrivefor global
nonproliferation
andfight against
terrorism

anced perspective on its geostrategic interests, South Korea
needsto becareful not to tilt towardsChinaat the expense of the
US It istrue tha China offers abig market and cheaper produc-
tion base for K orea. However, itis no match for what the US
can offer inthe way of security, capital, technology, marketsand
knowledge. After all, Korea has been modding itsdevel opment
on the US system.

In short, K oreaneedsto maintain a measure of balance in its
diplomatic strategy, remembering the bitter experiencesfrom
dealing with the powerful 17" century Qing dynasty.
Historicdly, Korea survived asan independent nation only when
the Big Powersaround the peninsulawere balanced. Korea' s
independence ended when thisbaance collapsed, asit hgppened
in 1910 followingthe defeat of China and Russiaby Jgpan. A
strengthened alliance with the USprovides K oreathe leverageit
needsto maintain thisbalance among the competing hegemons
of Jgpan, Chinaand Russia.

Korea sresponseto the new regional security risk posed by
North Korea s development of nuclear arms should be
unambiguous K orea needsto support the globa nonproliferation
regime as espoused by the United States. It needsto renew its
support for thewar againstterror. Korea sposition regarding the
dispatch of itstroopsto Irag must bebased on theneed for mak-
ing the world community safer from terrorist atacks.

Korea-USrelations cannot develop without a strong security
linkage. Not only do they share a common commitment to de-
mocracy and free-market system, they share a common com-
mitment to defend their free society. In doing so, Koreamay
borrow a lesson from asmal country likeBelgium, which has
enhanced its security by offering to host the headquartersfor
NATO Command and the European Union. Inthe samevein,
Korea can offer to host the headquarters of the future North
AdaCommand of USforcesin Asia. Our security dliance must
continue so long as the Cold War confrontation exi sts on the
peninsula

Written by Jeon, Young-Jae
yj0331.jeon@samsung.com
Translated by Shim, Jae Hoon
hoon.shim@samsung.com

20

Samsung Economic Research Institute



June 5, 2004 KOREAN ECONOMIC TRENDS

Statistics

Stock Market, Exchange Rates and I nterest Rates

May-26 May-27 May-28 May-31 Jun-01
Wednesday ~ Thursday Friday Monday Tuesday

Stock Market

KOSPI (closing) Holiday 802.46 816.51 803.84 815.77
Changes Holiday +18.40 +14.05 -12.67 +11.93
Trading Volume (mil. shs) Holiday 293.06 357.72 288.47 315.87
Trading Vaue (bil. won) Holiday 2,298.8 2,393.1 1,730.9 1,774.1

Foreign Exchange Rates

KRW / USD (Closing) Holiday 11608  1,164.9 1,160.1 1,160.6
KRW / JPY 100 (Base rate)* Holiday ~ 105027 105336 1059036  1,060.88
JPY / USD (Closing)** 111.93 110.83 11021 10951 11063
Interest Rates

3-Yr Gov't Bond Holiday 4.28 423 4.24 428
3Yr Corporate Bond Yield Holiday 4.96 4.90 491 4.94
(An)

3-Yr Corporate Bond Yield .

e85 Holiday 9.43 9.37 9.37 9.40
Call Rate (Overnight) Holiday 372 371 373 371

* Baserate against 100 Japanese yen
** New York Market
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Personal Net Savings Deposits

(Unit: trillion won)

12.9

1999 2000 2001 2002 2003

Note: Includes the self-employed and households
Source: Bank of Korea
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