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On March 28, 2018, Ambassador robert lighthizer 
and republic of Korea Minister for Trade Hyun 

Chong Kim announced that the two countries had 
reached an agreement in principle on the renegotia-
tion of the U.S.–Korea Free Trade Agreement (KOrUS). 
The renegotiation covered such areas as automobiles, 
customs processes, and investment, as well as the 
recently imposed U.S. steel and aluminum tariffs.

The Trump Administration is hailing the renego-
tiation as a “historic” development in U.S. trade pol-
icy. While praise may be warranted in some crucial 
areas, the renegotiation achieved no major changes. 
in fact, it advanced several Obama Administration–
era policies that do nothing to expand the freedom 
to trade for Americans.

As the U.S. moves forward with finalizing KOrUS, 
and works to advance other free trade agreements 
(FTAs), the focus should be to simply lower tariffs and 
non-tariff barriers to trade and investment. This pri-
ority should hold true for the treatment of U.S. exports 
and investment abroad as well as for the way the U.S. 
treats imports and investment from our partners.

The Negotiating Process
On July 12, 2017, Ambassador lighthizer initi-

ated the process to review KOrUS by calling for a 

meeting of the Joint Committee, established under 
Article 22.2 of the agreement. The committee 

“supervises the implementation of the Agreement 
and…seeks to resolve disputes concerning the inter-
pretation and application of KOrUS.” in addition to 
these functions, “the joint committee may consider 
amendments to KOrUS or make modifications to 
the commitments therein.”1

By using the Joint Committee, the White House 
was able to circumvent Trade promotion Author-
ity, precluding the need for Congress to vote to 
approve the new agreement. While the majority of 
the updates to KOrUS do not necessitate changes to 
the U.S.–Korea Free Trade Agreement implementa-
tion Act passed by Congress in 2011, extending the 
chicken tax for an additional 20 years may require 
congressional approval. Section 201(d)(3) of the 
act dictates that the 25 percent tariff will be fully 
phased out in 2021 and this section would need to be 
updated for the change to go into effect.2

The United States Trade representative (USTr) 
is required to conduct consultations with Congress 
following the conclusion of KOrUS renegotiations 
under the Joint Committee, but a formal vote will 
not take place.

Developments Advancing Free Trade
president Trump’s negotiating team achieved 

beneficial changes to KOrUS on a number of reg-
ulatory and implementation discrepancies, espe-
cially regarding automobile exports. The first goal 
is simple: Making it easier for U.S. companies to 
export to South Korea. As the two countries final-
ize the new KOrUS, U.S. negotiators should make 
the second goal equally simple: Ensuring that 
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American businesses and consumers can import 
free of extra taxes.

Customs Processes. The USTr’s fact sheet states 
that “Korea will address long-standing concerns 
with onerous and costly verification procedures…for 
conducting verification of origin of exports.”3 This is 
a common-sense update that both countries should 
continue to monitor. in fact, the USTr also noted the 
creation of a working group to ensure ease of cus-
toms procedures. This working group should moni-
tor both Korean and American customs procedures.

Automobile Parts Exports. South Korea also 
agreed to ease standards for U.S. automotive parts 
exports by “[recognizing] U.S. standards for auto 
parts necessary to service U.S. vehicles, and [reduc-
ing] labeling burdens for parts.”4 The latter update 
will be especially helpful for automotive manufac-
turers as they are currently required to label each 
individual part rather than just the box for the parts.

Automobile Testing. U.S. negotiators achieved 
an agreement with South Korea allowing automo-
biles that have already undergone emission standard 
testing in the U.S. to bypass “additional or duplica-
tive testing for the Korean market.”5 This change, 
coupled with the other efforts to ease standards for 
U.S. automotive exports to South Korea, will benefit 
domestic manufacturers looking to increase their 
presence in the Korean market.

Developments with Little Impact on 
Advancing Free Trade

The following changes to KOrUS may sound effec-
tive, but in practice they are either simply symbolic 
or serve to advance Obama Administration policies 

on emission standards. The Trump Administration 
should focus on achieving objectives that will truly 
advance trade opportunities for American business-
es and consumers rather than polluting agreements 
with liberal policies.

Automobile Exports. in 2010, president Obama 
reached an agreement allowing 25,000 automobiles 
per manufacturer per year to be exported to South 
Korea without meeting stricter safety standards.6 
The Trump Administration worked with South Korea 
to double the number of exports per manufacturer 
per year under this exemption. However, the inter-
national Centre for Trade and Sustainable Develop-
ment reported that “the existing threshold has not 
been met for six years and Ford and General Motors 
shipped less than 10,000 units apiece to Korea under 
the allowance last year.”7 The increase in exports 
allowed sounds like a beneficial policy for American 
manufacturers, but it is unlikely to impact the actual 
volume of U.S. automobile exports to Korea.

Corporate Average Fuel Economy (CAFE) 
Standards. The USTr’s fact sheet lauds the Trump 
Administration’s work to “expand the amount of 
‘eco-credits’ available to help meet fuel economy and 
greenhouse gas requirements under the regulations 
currently in force” in Korea. To some extent, these 
efforts may lower burdens for American automobile 
manufacturers, but they fail to address the larger 
issue with fuel economy standards. in April 2018, the 
U.S. Environmental protection Agency Administra-
tor Scott pruitt announced:

The Obama Administration’s determination was 
wrong.
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Obama’s EpA cut the Midterm Evaluation process 
short with politically charged expediency, made 
assumptions about the standards that didn’t com-
ply with reality, and set standards too high.8

These residual Obama Administration standards 
remain both costly and ineffective and Congress and 
the Administration would do well to avoid ushering 
them along in future trade agreements.

Disappointing Outcomes
Contrary to some of the positive changes to 

KOrUS, the Trump Administration allowed itself to 
become even more entrenched in the special inter-
est swamp of Washington by advancing tariffs and 
non-tariff barriers on steel, aluminum, and trucks. 
These barriers only serve to benefit the politically 
connected steel, aluminum, and truck companies 
that spend hundreds of thousands of dollars a year 
lobbying the government for “protection.”

232 Tariffs. in March, president Trump 
announced tariffs on steel and aluminum under Sec-
tion 232 of the Trade Expansion Act of 1962. South 
Korea, like other U.S. allies, fell victim to these broad 
tariffs imposed under the guise of national security. 
The exemption from the initial tariffs granted to the 
European Union and six countries—including South 
Korea—is set to expire on May 1, 2018.9 To avoid the 
tariffs, South Korea was forced to accept an import 
quota on steel products equal to 70 percent of its aver-
age steel imports for the past three years. This quota 
is a voluntary export restraint, limiting the amount of 
Korean steel that American businesses can import to 
manufacture goods. South Korea resorted to accept-
ing the 10 percent tariffs on aluminum.10

Truck Tariffs. The Trump Administration is 
touting an extension of the protectionist 25 percent 
tariffs on imported trucks, known as the “chicken 
tax.”11 Contrary to the Administration’s claim, the 
chicken tax has spelled trouble for Americans since 
its implementation in 1963. This tax on truck imports 
insulates domestic truck manufacturers from being 
forced to compete with the global market, while also 
limiting choices for Americans when purchasing a 
truck. A recent editorial nicely sums up the issue:

[The tax] explains why, even though trucks are 
the most profitable and largest-selling vehicle 
category, Americans have only six brands to 
choose from—and 30-plus brands of sedan. it 
explains why the VW Tanoak, a prototype pickup 
that wowed visitors at the New York Auto Show 
[last month], won’t be coming to the U.S., ever.12

Key Trade Areas with No Significant 
Changes

The KOrUS renegotiation did not touch sev-
eral key areas, which can be separated into two 
categories:

1. Where further liberalization of trade is needed, 
and

2. Where initial U.S. proposals would have damaged 
the existing agreement.

The agriculture and energy sectors, as well as 
Section 201, fall into the former category, while rules 
of origin and dispute settlement fall into the latter 
category.
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Agriculture. The USTr’s 2018 National Trade 
Estimate includes analysis on KOrUS. The USTr 
observed: “in 2017, U.S. agricultural products good 
exports totaled $6.9 billion. While some U.S. agri-
culture exports to South Korea have increased since 
the FTA came into effect, compared to pre-FTA lev-
els, overall U.S. agriculture goods exports to South 
Korea are down by 1.1 percent.”13 This observation 
aside, the U.S. did not secure additional provisions 
to expand agriculture exports to Korea. reducing 
trade barriers, not expanding domestic protection-
ist tariffs, is the way to achieve advancements for U.S. 
farmers and ranchers.

Energy. Following the announcement of the 
agreement in principle of the new KOrUS, neither 
the U.S. nor Korea mentioned advancement on 
energy trade issues during the renegotiation. Nich-
olas loris, a research fellow at The Heritage Foun-
dation, observed that “South Korea is even more 
dependent on foreign sources than Japan, import-
ing 98 percent of its needed energy supplies and is 
the second-biggest importer of liquefied natural gas, 
behind Japan.”14 The U.S. began exporting liquefied 
natural gas (lNG) to South Korea last year, making 
this a critical missed opportunity for negotiators to 
further reduce barriers. in a 2016 report, Heritage 
Foundation analysts called for the U.S. and South 
Korea to “develop a forward-looking bilateral stra-
tegic energy trade initiative to ensure that no arti-
ficial barriers impede the development of a durable 
energy partnership.”15

Following the inaction on energy in the KOrUS 
renegotiation, Congress should reduce the time it 
takes for lNG to reach the market by reforming 

environmental review and permitting processes, 
thereby strengthening the energy trade relationship 
between the U.S. and South Korea.16

Section 201. On January 23, president Trump 
signed two proclamations imposing tariffs and quo-
tas on imports of solar cells and modules, large resi-
dential washers, and washer parts.

 n Solar cells and modules have a tariff of 30 percent 
after the first 2.5 gigawatts.

 n Washers have a tariff of 20 percent for the first 1.2 
million units, and then at 50 percent for all addi-
tional imports.

 n Washer parts have a tariff of 50 percent after 
50,000 units.17

in the case of washers and washer parts, the tar-
iffs were primarily intended to harm Samsung and 
lG, two South Korean manufacturers. The U.S. and 
South Korea have not announced changes to or 
elimination of the tariffs for South Korea following 
the KOrUS renegotiation, a disappointing outcome 
given the recommitment to strong bilateral trade 
ties.

Investor-State Dispute Settlement. Despite 
the Administration criticizing investor-state dis-
pute settlement (iSDS) chapters in free trade agree-
ments, no significant changes were made to the 
process in KOrUS. The U.S. and South Korea did, 
however, “agree to clarify rules aimed at ensuring 

‘frivolous claims are deterred’ and to prevent paral-
lel claims from being filed.”18 Heritage Foundation 
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analysts have long supported strong iSDS chapters 
in free trade agreements. James roberts, a research 
fellow at The Heritage Foundation, emphasizes that 

“iSDS protects Americans by enshrining the prin-
ciples of U.S. rule of law in each investor dispute, 
extending to those investors essential private prop-
erty protections under U.S. law that include fairness 
and due process, compensation for foreign govern-
ment seizure of property, and non-discrimination.”19 
The Administration was right to uphold iSDS in the 
agreement and should maintain this policy in future 
trade agreements.

Rules of Origin. The Trump Administration 
was reportedly pursuing stronger rules of origin, 
particularly on steel and automotive products, with-
in the KOrUS renegotiation. The goal was to prevent 
Chinese trans-shipment of steel products and to 
increase the content requirement for automobiles.20 
However, no such changes have been announced 
by the U.S. or South Korea. Vehicles are currently 
required to have 35 percent KOrUS content to be 
traded freely between the two countries.21

One of the best pro-growth policies for manufac-
turers in America is ensuring that inputs are free of 
extra taxes and are available at the most competitive 
prices. This allows U.S. manufacturers to produce 
competitively priced, high quality finished goods 
that they can export around world.

Conclusion
By reaching a renegotiated KOrUS, the Trump 

Administration has achieved an admirable in prin-
ciple but flawed in practice victory. As the details of 
the agreement are finalized, U.S. negotiators should 
make their primary goal the increase of freedom for 
Americans to buy and sell around the world with the 
fewest barriers possible.

—Tori K. Whiting is Jay Van Andel Trade Economist 
in the Thomas A. Roe Institute for Economic Policy 
Studies, of the Institute for Economic Freedom, at The 
Heritage Foundation.

19. James Roberts, “NAFTA’s Investor Dispute (ISDS) Provisions Are Good for Americans,” Heritage Foundation Issue Brief No. 4772, October 13, 
2017, https://www.heritage.org/economic-and-property-rights/report/naftas-investor-dispute-isds-provisions-are-good-americans.

20. Isabelle Hoagland and Jenny Leonard, “KORUS Talks Held in DC; Section 232 Process Discussions Expected,” Inside Trade, March 15, 2018, 
https://insidetrade.com/inside-us-trade/korus-talks-held-dc-section-232-process-discussions-expected (accessed April 10, 2018).

21. Ibid.

https://www.heritage.org/economic-and-property-rights/report/naftas-investor-dispute-isds-provisions-are-good-americans
https://insidetrade.com/inside-us-trade/korus-talks-held-dc-section-232-process-discussions-expected

	_GoBack

