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ECIPE Press Release, October 5, 2010

New Policy Brief:
Stepping into AsiaOs Growth Markets:

Dispelling Myths about the EU-Korea Free Trade Agreement

The EU-Korea Free Trade Agreement is the most ambitious trade agreement negotiated so
far by the European Union. In contrary to the myths presented by its critics, the EU has
negotiated an agreement with emphasis on getting new market access rather than exposing
domestic industries to greater competition, argues Fredrik Erixon and Hosuk Lee-
Makiyama in their assessment of the FTA.

EU receives market access in almost all its key sectors, including agriculture, automotives,
pharmaceuticals, electronics and services. Non-Tariff Barriers (NTBs) in Korea will be cut in
sectors where EU has export interests — yet there is a fear that the deal may be rejected by the
European Parliament, primarily because of its effect on the automotive sector. But the notion of a
Korean car invasion is a myth. Critics have grossly misrepresented the agreement and its results.

Firstly, imports in the EU are in decline since the crisis. And Korean imports are contracting even
faster, and their share halved from 4 to only 2 percent of the market. In fact, they represents a
small share of imported cars to the EU — just one-third of imports from Japan, and in lesser
numbers than from US or Turkey. Korean cars compete principally in one segment of the market
— small cars — and compete to a large extent with other foreign producers. All the other segments
of the auto market are largely unaffected by Korean competition.

Secondly, export of heavy goods (cars) concentrated to a small number of firms (Hyundai and
Kia) will to a large extent be substituted by foreign direct investment. This is already a pattern in
the sales of Korean car brands on the EU market. Concentrated to two brands, it has proven
much more efficient for Korean automotive firms to locate production in Europe rather than to
export from Korea to Europe at high transport costs. If anything, the trade deal with Korea is
likely to have a positive effect on the scale of Korean auto FDI in Europe.

Thirdly, European auto export to Korea stands to benefit as Korea not only eliminates its tariffs
on vehicles (also at a faster pace than Europe eliminates its equivalent tariffs), but also reduces
its NTBs significantly. A study suggests an increase of over 400 percent — albeit from very low
levels.



Finally, the biggest myth is the notion that saying no to the agreement is a cost-free option. A
rejection of the agreement would undermine Europe’s credibility in trade talks, and is not likely
to make Korea more amenable to re-write the agreement in Europe’s favour.
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