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OVERVIEW AND MACROECONOMICS ISSUES

KOREA AND THE WORLD ECONOMY

By C. Fred Bergsten

The most important single variable for any trade-dependent country like Korea is robust and sustainable growth
for the world economy. Korea takes a sharp hit to its exports, and thus its economic growth, from any sharp
global turndown a la 2008-09, let alone a period of prolonged stagnation or especially recession as in the 1930s.
Driven by the emerging markets, global growth looks like it’s running at a highly satisfactory 4 to 4.5 percent
at least through 2012—although a lagging Japan and a sluggish United States detract somewhat from Korea’s
export prospects.

A second key variable is equilibrium exchange rates. Korea, like virtually all countries, suffers from the substan-
tial undervaluation and heavy manipulation of the Chinese renminbi and the currencies of several surrounding
countries. Korea nevertheless continues to run a considerable bilateral surplus with China, and its trade-weighted
exchange rate has reached a fully competitive level.

The third important variable is the openness of the international trading system. This normally requires continued
forward momentum toward liberalization to avoid protectionist backsliding (the bicycle theory). The paralysis
of the Doha Round jeopardizes this pattern, but Korea has played a central role, through its activist program of
negotiating free trade agreements with a number of countries, in the compensating progress toward regional and
bilateral liberalization.

Hence, all key factors are pointing in positive directions. The global environment and outlook are highly favor-

able for trade-dependent Korea.

Dr. Fred Bergsten is Director of Peterson Institute for International Economics.
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