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TRADE SUMMARY

The U.S. goods trade deficit with Korea was $17.9 billion in 2018, a 22.4 percent decrease ($5.2 billion)
over 2017. U.S. goods exports to Korea were $56.3 billion, up 16.6 percent ($8.0 billion) from the previous
year. Corresponding U.S. imports from Korea were $74.3 billion, up 4.0 percent. Korea was the United
States’ seventh largest goods export market in 2018.

U.S. exports of services to Korea were an estimated $24.2 billion in 2017 (latest data available) and U.S.
imports were $10.9 billion. Sales of services in Korea by majority U.S.-owned affiliates were $13.6 billion
in 2016 (latest data available), while sales of services in the United States by majority Korea-owned firms
were $25.7 billion.

U.S. foreign direct investment (FDI) in Korea (stock) was $41.6 billion in 2017 (latest data available), an
8.1 percent increase from 2016. U.S. direct investment in Korea is led by manufacturing, finance/insurance,
and wholesale trade.

TRADE AGREEMENTS
United States-Korea Free Trade Agreement

Agreement was reached in 2018 to modifications and amendments to the United States-Korea Free Trade
Agreement (KORUS) and a related letter exchange. These modifications and amendments entered into
force on January 1, 2019, and included improvements to remove a range of regulatory and non-tariff
barriers, including doubling from 25,000 to 50,000 the number of U.S.-origin vehicles per manufacturer
per year that may be imported and sold in Korea that meet U.S. safety standards in lieu of Korean safety
requirements. Progress also was made on outstanding issues relating to the implementation of KORUS,
including agreement by the Korean government to follow certain globally accepted customs-related
principles and to establish a working group to address issues related to origin verification.

IMPORT POLICIES
Origin Verification

The United States has worked closely with Korea to resolve issues surrounding onerous verifications by
the Korean Customs Service (KCS) for claims of preferential tariff treatment under KORUS and to ensure
that U.S. exporters and producers receive the benefits provided for under KORUS. The Department of
Homeland Security U.S. Customs and Border Protection and KCS meet regularly to share best practices,
exchange views on verification processes, and better align Korean and U.S. customs procedures. The Office
of the U.S. Trade Representative continues to hold discussions, including in the KORUS Committee on
Trade in Goods, to press for resolution of the verification challenges faced by U.S. exporters. In the context
of the 2018 KORUS agreement amendment discussions, Korea agreed to specific systemic changes to its
origin verification procedures. These commitments, confirmed through an exchange of letters, also was
accompanied by agreement to establish a new KORUS “Rules of Origin Verification Working Group” as
an ongoing forum to address traders’ concerns.
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Tariffs and Taxes

Korea’s Most Favored Nation (MFN) tariff rate averaged 13.9 percent in 2018. Under KORUS, Korea has
now eliminated tariffs on more than 95 percent of U.S. manufactured goods exports. Korea has also
eliminated tariffs on almost two-thirds of U.S. agricultural exports. U.S. products now entering Korea duty
free include: wheat, corn, soybeans for crushing, whey for feed use, hides and skins, cotton, cherries,
pistachios, almonds, orange juice, grape juice, and wine. Other agricultural products receive duty-free
access under tariff-rate quotas (TRQs), including: skim and whole milk powder, whey for food use, cheese,
dextrins and modified starches, barley, popcorn, oranges, soybeans for food use, dehydrated and table
potatoes, honey, and hay. To increase the competitiveness of the domestic agricultural and livestock
industries, in 2018 Korea voluntarily announced duty-free MFN TRQs for the feed grain complex (18
commodities) including corn, soymeal, barley, and oats.

Rice

During the Uruguay Round of multilateral trade negotiations, Korea negotiated a ten-year exception to
“tariffication” (the WTO obligation to convert quantitative restrictions to tariffs) for rice in return for
establishing a minimum market access (MMA) quota that was set to expire at the end of 2004. In 2005,
Korea negotiated a 10-year extension of its exception to the tariffication commitment, along with an
increase in its MMA commitment that called for Korea to increase its total annual rice imports over the
course of the 10-year extension, from 225,575 metric tons (milled basis) in 2005 to 408,700 metric tons in
2014. The arrangement included country-specific quota commitments to purchase minimum amounts of
imports from the United States, Australia, China, and Thailand.

The MMA arrangement expired at the end of 2014, and on January 1, 2015, Korea submitted a proposal to
tariffy access for rice, which was formally opposed by the United States, along with Australia, China,
Thailand, and Vietnam, effectively blocking Korea’s proposed change to its tariff schedule for rice. With
special treatment expired and without a new certified tariff schedule, Korea imports 408,700 metric tons of
rice annually through a global TRQ. Under the global TRQ, United States market share in Korea in 2015,
2016, 2017, and 2018 accounted for 38 percent, 41 percent, 34 percent, and 39 percent respectively.

In its tariffication proposal, Korea also terminated the MMA-mandated requirement to import a set
percentage of the total TRQ as table rice. The United States continues to work closely with Korea on the
tariffication process.

TECHNICAL BARRIERS TO TRADE / SANITARY AND PHYTOSANITARY BARRIERS
Technical Barriers to Trade
Chemicals — Act on the Registration and Evaluation of Chemicals

The Registration and Evaluation of Chemicals (K-REACH) Act entered into force on January 1, 2015. K-
REACH requires manufacturers and importers of chemical substances to register and comply with annual
reporting requirements. The United States has raised a number of concerns, centering on the lack of
guidance around implementation, the insufficient time for companies to implement the requirements, and
K-REACH’s lack of protection for confidential business information. The United States has raised these
concerns repeatedly through meetings under KORUS and the WTO Committee on Technical Barriers to
Trade.

A low volume exemption from K-REACH applies to companies importing under 100 kg; however, the
Ministry of Environment (MOE) proposed changes to the Presidential Decree that would narrow application
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of low volume exemptions by requiring registration of compounds exceeding 1,000 kg imported country-
wide on an aggregate basis. This newly proposed criterion introduces uncertainty to business planning and
adds a further compliance burden on chemical importers.

In 2018, MOE proposed an amendment to the Chemical Control Act that requires disclosure of the full
composition of chemical mixtures by importers and manufacturers in line with its new “Universal Chemical
Tracking System.” However, U.S. exporters contend that full composition disclosure fails to protect
confidential business information and compliance would be difficult in declaring contents of third-party
supplied materials. If U.S. exporters cannot fulfill the requirements, exports to Korea will likely be
restricted. The United States continues to urge Korean ministries to base regulations on scientific evidence
and will engage Korean authorities as implementation progresses.

Wood Products

In 2014, Korea’s National Institute of Forest Service began publishing standards for 11 wood products with
no provision for accepting North American standards widely used in the United States, Brazil, Canada, and
Chile, which provide 75 percent of the Korean domestic consumption of these products. Although Korea
has since accepted U.S. standards for structural plywood, the Korean standard for oriented strand board
(OSB), which is based on an International Organization for Standardization (ISO) quality standard for
decorative wood (a less expensive wood product), does not include test procedures or analysis that would
address engineering values appropriate for construction purposes. The United States continues to urge
Korea to recognize the North American standard for structural OSB and to pass the Foreign Quality
Inspection Institute Act, which would allow U.S. conformity assessment bodies to become accredited in
the Korean market. This would reduce costly duplicative testing and port delays. In 2018, the Korea Forest
Service established parameters for recognizing a foreign inspection institute (FQII) and agreed to the
recognition of accredited agencies in the United States under the standards meeting the criteria for
designation.

Sanitary and Phytosanitary Barriers
Agricultural Biotechnology

Korea’s regulatory system for agricultural biotechnology continues to present challenges to U.S.
agricultural exports. The approval process for new biotechnology crop varieties is onerous and protracted
due to inefficiencies that include redundant reviews and data requests. For example, approval of
agricultural biotechnology products requires review by up to five different agencies. Korea has indicated
a willingness to continue reviewing and considering adjustments to regulatory inefficiencies. The United
States and private industry provided ideas on how to improve the process, and pilot projects were
undertaken to test a streamlined process for biotechnology reviews. These initiatives have had little impact,
however, as Korea’s Living Modified Organisms Act mandates participation by five agencies, limiting the
potential for improving the system without legislative changes. The United States will continue to engage
with Korea on improving its approval process for agricultural biotechnology.

Beef and Beef Products

Prior to 2008, Korea restricted the importation of U.S. beef and beef products, citing bovine spongiform
encephalopathy (BSE)-related concerns. In 2008, the United States and Korea reached a bilateral
agreement to fully reopen Korea’s market to U.S. beef and beef products. However, as a transitional
measure, U.S. beef and beef products imported into Korea must be derived from animals less than 30
months of age. In addition, processed beef products, including ground beef patties, beef jerky, and sausage
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are still prohibited for importation. In 2018, the United States exported over $1.7 billion in beef to Korea,
making Korea the second largest export market for U.S. beef by value and third by volume.

Market Access Review Process

The United States seeks to resolve sanitary and Phytosanitary (SPS) barriers that limit export of a variety
of horticultural products to Korea. Several of these barriers are longstanding, and progress toward market
access has been minimal in some cases. The United States will continue to urge Korea to expedite review
and resolve market access requests for U.S. horticultural products.

Fruit Market Access

The United States has a number of market access requests pending with Korea’s Ministry of Agriculture,
Food and Rural Affairs’ (MAFRA) Animal and Plant Quarantine Agency, including: expanding access for
U.S. blueberries from U.S. states other than Oregon; improvement in the cherry export program; and access
for apples, pears and stone fruits. The United States has requested that MAFRA expedite the process for
granting access for these products, to the extent possible. The two governments discussed these issues
during U.S. Department of Agriculture Animal and Plant Health Inspection Service (APHIS) plant health
bilateral meetings in 2018, and during a meeting of the KORUS SPS Committee in November 2018. The
United States will continue to press Korea to allow imports of these fruits from the United States.

Maximum Residue Limits

Korea’s Ministry of Food and Drug Safety (MFDS) is in the process of shifting to a new positive list system
(PLS) for agrochemical residues and veterinary drugs. Under the new system, Korea will no longer allow
imports of food containing agrochemical residues unless the substance has been approved for the
commodity in question and a maximum residue limit (MRL) has been established. Korea implemented the
PLS in December 2016 for tropical fruits, oilseeds, and tree nuts, and for all other plant products on January
1, 2019. Korea also plans to introduce a PLS for meat, poultry, and other animal products but has not yet
determined a timeline.

Korea requires the establishment of new import tolerances for agrochemicals and veterinary drugs that
previously had MRLs but were not registered for use in Korea, as well as for new substances that do not
have any MRLs in Korea. In order to minimize disruption to trade, Korea delayed the elimination of
existing MRLs for agrochemicals not registered for use in Korea until the end of 2021. Korea also created
several thousand temporary MRLs that will be in effect until review is completed by MFDS or until the end
of 2021. The United States has requested a minimum one-year educational period to assist U.S. industry
with the PLS transition and has encouraged Korea to defer to the Codex Alimentarius Commission when
setting temporary MRLs. The United States will continue to work with Korea to ensure a smooth transition
to the PLS.

Potatoes

In 2012, Korea imposed a prohibition on the import of fresh table-stock potatoes from U.S. states in the
Pacific Northwest (PNW) due to concerns over “zebra chip” in the region. However, in September 2017,
the two countries reached a final agreement to resume exports from the PNW during the 2018 shipping
season. Outstanding issues related to the use of Montana and Colorado seed potatoes, however, remain.
Potatoes from several other U.S. states still do not have market access due to Korea’s requirements related
to potato spindle tuber viroid (PSTVd), a disease that is not present in commercial U.S. potato production
areas. The United States continues to press Korea on the PSTVd issue.
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SUBSIDIES
Industrial Subsidy Policy

Established under the Korea Development Bank Act of 1953, the Korea Development Bank (KDB) has
been one of the government’s main sources of policy-directed lending to favored local industries. Although
the government of Korea began privatizing the KDB in 2009 as part of its reform of the financial sector,
the government subsequently decided that the KDB should be a policy lender to support small and medium-
sized enterprises (SMEs) and strategic industries. In 2015, the government restored the KDB’s role of
providing public policy financial support to Korea’s industries and companies.

The United States is concerned that the KDB may take action that distorts trade and investment. The KDB
is a state-owned enterprise that provides government assistance to favored industries — support that could
place foreign competitors at a disadvantage. The United States will continue to monitor the lending policies
of the KDB and other government-owned or affiliated financial institutions.

GOVERNMENT PROCUREMENT

Korea has made commitments to open its government procurement to U.S. suppliers under the revised
WTO Agreement on Government Procurement (GPA) and KORUS. KORUS provides U.S. suppliers with
significantly expanded access to central government procurements through a substantially lower threshold
for eligible central government procurement contracts of goods and services compared to the GPA
($100,000 versus the current GPA threshold which is $180,000). KORUS does not cover procurement by
Korean sub-central government entities and government enterprises. The GPA, however, provides U.S.
businesses with access to procurement conducted by most Korean provinces, cities, and government
enterprises.

Under the GPA, Korea applies a very high threshold for procurement of construction services by sub-central
government entities and government enterprises (SDR 15,000,000 or approximately $21 million). This
threshold is three times higher than the threshold applied by the United States for similar entities. However,
for central government procurements of construction services, Korea and the United States apply equivalent
thresholds (SDR 5,000,000 or approximately $7 million).

Encryption and Security Requirements for Public Procurement of Information and Communications
Technology Equipment

Korea and the United States are both members of the Common Criteria Recognition Arrangement (CCRA),
under which products certified at any CCRA-accredited laboratory in any member country should be
accepted as meeting the certification requirements in any other member country. However, the Korean
government requires network equipment procured by government agencies to undergo additional
verification in Korea by Korean government authorities, even if the products received CCRA certification
outside Korea. Korea’s National Intelligence Service (NIS) has managed this process in a non-transparent
fashion, without soliciting public comment, and has broadly construed these requirements to apply to any
government entity, including schools, local governments, libraries, and museums. U.S. stakeholders have
raised concerns that Korea is expanding the scope of these requirements (including additional verification)
to products not normally considered “security” products, such as routers, switches, and IP-PBXs. The U.S.
Government has raised this issue with Korea in bilateral consultations and will continue to work with Korea
in 2019, including within the CCRA, to address concerns.

Korea requires network equipment procured by public sector agencies (i.e., government agencies and quasi-
government agencies) to incorporate encryption functionality certified by NIS. NIS certifies encryption
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modules based only on the Korean ARIA and SEED encryption algorithms, rather than the internationally
standardized AES algorithm that is in widespread use worldwide. Some U.S. suppliers have been unable
to sell virtual private network and firewall systems to Korean public sector agencies due to this restriction.
The United States has urged Korea to ensure that equipment based on widely used international standards
has full access to Korea’s public sector market.

INTELLECTUAL PROPERTY RIGHTS PROTECTION

In general, Korea has a strong intellectual property rights (IPR) protection and enforcement regime. Under
KORUS, Korea agreed to strong enforcement provisions for all types of intellectual property and agreed to
join key multilateral IPR agreements. Moreover, the Korean government places importance on IPR
protection, and Korea is a significant creator of intellectual property. Nevertheless, some IPR-related
concerns remain, including in regard to: counterfeit manufacturing and transshipments; geographical
indications; collective rights management and statutory license fees for digital musical services; and
reported obstacles to civil IPR enforcement. In addition, the United States urges the Korean government
to take further steps to ensure that all government agencies fully comply with the Korean Presidential
Decree mandating that government agencies use only legitimate, fully licensed software. The United States
continues to work with Korea to seek improvements in these areas.

SERVICES BARRIERS
Audiovisual Services / Screen and Broadcast Quotas

In Korea, foreign programs may not exceed 20 percent of terrestrial television or radio broadcast time or
50 percent of cable or satellite broadcast time, determined on a semi-annual basis. Within those overall
guotas, Korea maintains annual quotas that further limit broadcast time for foreign films to 75 percent of
all films for terrestrial broadcasts and 80 percent for cable and satellite broadcasts. Foreign animation is
limited to 55 percent of all animation content for terrestrial broadcast and 70 percent of all animation content
for cable and satellite broadcasts. Foreign-produced popular music is limited to 40 percent of all broadcast
music content. Another semi-annual quota limits content from any one country to 80 percent of the quota
available to foreign films, animation, or music. KORUS protects against increases in the amount of
domestic content required and ensures that new platforms, such as online video and streaming music, are
not subject to these legacy restrictions.

Korea maintains a screen quota for films, requiring that any movie screen show domestic films at least 73
days per year.

The Broadcasting Act contains restrictions on voiceovers (dubbing) and local advertising for foreign
retransmission channels. These prohibitions continue to be of concern to U.S. stakeholders, as they
diminish the value of such channels in the Korean market.

Professional Services / Legal Services

Over the past seven years, Korea has taken steps to open its legal services market as outlined in KORUS.
The first step involved creating a legal status for foreign legal consultants and allowing foreign law firms
to open foreign legal consultant (FLC) offices in Korea. The Foreign Legal Consultants Act allowed foreign
attorneys with a minimum of three years of work experience to provide consulting services on the law of
the jurisdiction in which they are licensed. The second stage, implemented as of March 15, 2014, allowed
FLC offices to enter into “cooperative agreements” with Korean firms to be able to jointly deal with cases
where domestic and foreign legal issues are mixed. The third stage, implemented March 15, 2017, allowed
foreign licensed lawyers and firms to establish joint ventures and hire Korean-licensed lawyers.
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However, this third stage, which was implemented through amendments to the Foreign Legal Consultants
Act, contains several requirements that are unique to Korea that discourage U.S. companies from starting
joint ventures. The Act limits a foreign law firm’s ownership of the joint venture to 49 percent and requires
the firms composing the joint venture to have been in operation for three years. In addition, it limits the
scope of practice of joint ventures. Although the bill allows foreign law firms to operate joint ventures in
Korea for the first time, these provisions undermine the legislation’s purpose of facilitating trade in legal
services between the two countries. The United States continues to urge Korea to review its overall
approach to opening the legal services market.

Financial Services / Insurance and Banking Services

To implement its commitments related to the transfer of information under KORUS and the Korea-
European Union Free Trade Agreement, Korea adopted new regulations in 2013 governing the outsourcing
of data and information technology (IT) facilities to allow financial institutions located in Korea to transfer
data to affiliates outside Korea and to allow certain data processing and other functions to be performed by
affiliates outside Korea. Stakeholders raised concerns about strict new rules and enhanced penalties
governing data privacy under the May 2014 Act on Promotion of Information and Communications
Network Utilization and Information Protection. In June 2015, the Financial Services Commission (FSC),
taking into consideration most industry concerns, revised its Regulations on Financial Institutions’
Outsourcing of Data Processing Business and IT Facilities to: eliminate the approval process for the
outsourcing of IT facilities; lift the restrictions on third-party outsourcing or re-outsourcing; establish a
broader application of ex post facto reporting requirements to processing consumer or corporate transaction
data; and abolish the Financial Supervisory Service (FSS) security review in the application process. Some
difficulties remain given substantial consent requirements, such as consent for the specific data to be
transferred and the specific purpose for the transfer. Given the impracticality in many cases of obtaining
such consent (which applies even when transferring data to related corporate entities), the benefits of these
changes are severely limited. The United States continues to urge Korea to resolve this issue and continues
to monitor Korea’s overall implementation of its FTA commitments in financial services, including with
respect to data transfer.

Responding to industry requests, the FSC announced the Plan for Expansion of Cloud Usage in the
Financial Sector on July 16, 2018. According to the Plan, the FSC intended to revise some provisions in
the Regulations on Supervision of Electronic Finance and the Data Protection Standards for Cloud
Computing Services (so-called CCPA Guidelines) by the end of 2018. However, the amendments remain
under discussion in draft form. The FSC says the purpose of the amendments is to allow all financial
companies and technology firms’ cloud usage to develop new products and services with regard to all types
of information, including personal credit and personally identifiable information. While U.S. industry
welcomed the move by FSC to expand the use of cloud computing services, they raised concerns over
restrictions on the use of overseas cloud facilities due to Korea-specific data localization requirements,
ambiguous standards for data protection, and overly burdensome monitoring and investigation on cloud
service providers. In addition to limiting the flexibility of foreign financial service suppliers, such policies
significantly limit commercial opportunities for U.S. data processing firms, particularly when seeking to
offer such services on a cross-border basis. The United States will continue to engage with Korea on these
important issues.

Franchising Services
U.S. stakeholders have raised concerns for several years about the activities of the National Commission

on Corporate Partnership, now renamed the Korea Commission for Corporate Partnership (KCCP), which
imposed restrictions on the expansion of some U.S.-owned restaurant franchises and opened proceedings
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looking into numerous other sectors as well. The KCCP is a partially government-funded organization,
created by Korea’s National Assembly with a mandate to mediate complaints of unfair or unequal
competition between large and small businesses. The KCCP’s mission, according to its government-
appointed chairperson, is to level the playing field between large businesses and SMEs in two ways. First,
it annually issues a “win-win scorecard” on how large businesses co-exist with SMEs. Second, and of most
concern for U.S. businesses, the KCCP can “designate suitable industries for SMEs.”

In 2013, the KCCP designated the family restaurant sector as reserved for SMEs. This imposed restrictions
that affected U.S. franchising companies in the sector, by forcing them to choose between significant
geographic restrictions on the opening of new stores, or accepting a limit of only five new stores a year
nationwide for the next three years. In 2014, the KCCP also opened proceedings looking into U.S.-based
restaurant chains and systems integration businesses, potentially affecting significant U.S. investors in
Korea. The United States has raised concerns about the KCCP’s activities and has urged Korea to consider
carefully the effect that the KCCP has on Korea’s business climate and on foreign investors. In 2015 and
2016, the KCCP had reserved 73 sectors for SMEs; 26 sectors are still on the protection list, while the
protection period for 47 sectors expired at the end of June 2018. However, this protection list has not
affected U.S. companies. The National Assembly passed another protection law for “mom and pop” stores,
the Special Act for Designating Suitable for Micro-businesses, which took effect on December 13, 2018.
The United States will continue to monitor KCCP’s activities and related laws closely in 2019 and raise
concerns where they arise.

Telecommunications Services

Korea prohibits foreign satellite service providers from selling services (e.g., transmission capacity) directly
to end-users without going through a company established in Korea. Given current investment restrictions
and the fact that establishing a local presence may not be economically justified, this prohibition
significantly restricts the ability of foreign satellite service suppliers to compete in the Korean market. The
United States will continue to raise this issue with Korea in 2019.

BARRIERS TO DIGITAL TRADE AND ELECTRONIC COMMERCE
Data Localization Requirements
Cross-Border Transfer of Data

Korea’s restrictions on the export of location-based data have led to a competitive disadvantage for
international suppliers seeking to incorporate such data into services offered from outside of Korea. For
example, foreign-based suppliers of interactive services incorporating location-based functions, such as
traffic updates and navigation directions, cannot fully compete against their Korean rivals, since their
locally based competitors typically are not dependent on foreign data processing centers. Korea is the only
significant market in the world that maintains such restrictions on the export of location-based data.

To date, Korea has not approved any exports of cartographic or other location-based data. U.S. stakeholders
have reported that Korean officials, citing security concerns, are linking such approval to a separate issue:
individual companies’ willingness to blur satellite imagery of Korea also integrated into their global
mapping sites. Korean officials have expressed an interest in limiting the global availability of high-
resolution commercial satellite imagery of Korea, but have no ready means of enforcing such a policy since
most imagery is produced and distributed from outside of Korea. It is unclear how limiting such availability
through specific services (e.g., online mapping) of a particular supplier addresses the general concern, since
high-resolution imagery, including for Korea, is widely available as a stand-alone commercial product (and
often free of charge), and offered by over a dozen different suppliers. The United States is sensitive to
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Korea’s national security concerns, but believes that access to Korea’s mapping service market through
location-based data is a separate issue and will continue to consult with Korea on opening that market to
participation by foreign suppliers.

The 2011 Personal Information Protection Act imposed stringent requirements on service providers seeking
to transfer customer data outside Korea. The law requires data exporters to provide customers with
extensive information about the data transfer, including the destination of the data, any third party’s planned
use for the data, and the duration of retention. For data transferred to third parties within Korea, less
stringent requirements apply. These restrictions pose barriers to the cross-border provision of Internet-
based services that depend on data storage and processing services, provided by a company directly or
through third parties, and effectively privilege Korean over foreign suppliers in any data-intensive sector
without materially contributing to effective privacy protection.

In April 2016, Korea amended its IT Network Use and Protection Act, which imposes stringent protections
on the personal data collected and handled by telecommunications and online service providers. The
amendments impose significant penalties for violating data protection standards, including heavy fines for
telecommunications and online service providers that transfer personal data cross border without consent.
Failure to obtain consent results in a fine of up to three percent of the revenue related to the transfer. As
with the 2011 Personal Information Protection Act, such requirements appear to discriminate against any
suppliers reliant on foreign data storage and processing, and thus raises significant trade concerns. Both of
these acts demonstrate a lack of reasonable alternatives to a rigidly implemented policy on consent. This
has resulted in Korea being an outlier with respect to privacy policy, a status that could seriously handicap
its digital development.

Facilities Localization

The National Assembly passed the Act on Promotion of Cloud Computing and Protection of Users in March
2015. While the Act’s passage was generally viewed as a positive development, the subsequent guidelines
released by the Korean government, known as the Data Protection Standards for Cloud Computing Services
(CCPA Guidelines), have the effect of favoring local cloud computing suppliers to the detriment of foreign
service suppliers. The CCPA Guidelines require cloud computing networks serving public sector agencies
to be physically separated from cloud computing services consumed by general users, a requirement that
has been discredited by security experts for all but the most sensitive applications. Further, these guidelines
limit public sector agencies to the use of specific encryption algorithms that are recognized by the
government, excluding many widely-used, internationally-standardized algorithms. Under the Korean
government’s definition, over 10,000 institutions are subject to the CCPA Guidelines, including educational
institutions, government-owned banks, and public hospitals. While the CCPA Guidelines are only
“recommendations” with no penalty for non-compliance, Korean institutions usually follow such
guidelines, thereby restricting market access opportunities. U.S. cloud computing suppliers report that it
would not be cost effective for global companies to meet these requirements, leaving Korean suppliers as
the only ones willing to meet these standards. The U.S. Government will continue to monitor this issue
closely.

Korea maintains facilities localization requirements with respect to payment gateway services, preventing
suppliers from leveraging investments in facilities located outside Korea. While ostensibly designed to
ensure that payment data remains in Korea for privacy purposes, such a requirement may not enhance
privacy protection and is at odds with evolving technologies and services, which increasingly rely on
globalized networks.
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Electronic Commerce Policies

Under the Regulation on Supervision of Credit-Specialized Financial Business, electronic commerce firms
selling goods in Korean Won have been prohibited from storing Korean customers’ credit card numbers in
company information systems. U.S. electronic commerce firms continue to sell legally into the Korean
market from abroad, setting prices in dollars, but are prevented from accepting Korean-branded credit cards.
As aresult, U.S. electronic commerce firms that are unwilling to develop Korea-specific payment systems
have been prevented from entering the Korean market.

In November 2013, the Korean Financial Services Commission amended regulations to partially address
this issue, enabling online digital content stores operating in more than five countries and headquartered
abroad to receive “payment gateway” registrations, locate IT facilities offshore, store customer credit card
numbers, and allow one-click purchases from mobile devices. This amendment is a positive step that
incrementally advances Korean regulation in this area toward global norms. However, U.S. stakeholders
have raised concerns regarding slow and unclear implementation of the changes and Korea’s variance from
global norms on electronic payments.

A related restriction limits foreign electronic commerce suppliers from selling products and services
denominated in local currency, the Korean won. By requiring firms seeking to offer won-denominated
products and services to register as payment gateways to be able to process such transactions, Korea
effectively limits cross-border distribution services, since Korea requires a local entity to hold the payment
gateway registration. The United States will continue to raise both these issues with Korea in 2019.

U.S. enterprises have also expressed concerns with respect to requirements regarding value-added tax
payments for certain transactions conducted in Korea. The U.S. Government will continue to monitor this
issue closely.

INVESTMENT BARRIERS

U.S. investors have on occasion raised concerns about possible discrimination and lack of transparency in
investment-related regulatory decisions in Korea, including decisions by tax authorities.

Foreign investment is not permitted in terrestrial broadcast TV operations. For both cable and satellite
broadcasting services, foreign participation is limited to 49 percent. Since March 15, 2015 (3 years after
KORUS entered into force), Korea has permitted U.S. investors to hold up to 100 percent of the equity
interest in a program provider not engaged in news reporting, multi-genre programming, or home shopping,
but foreign cable/satellite retransmission channels are limited to 20 percent of the total number of operating
channels.

In addition to the restrictions in telecommunications and key services sectors, Korea maintains other
restrictions on foreign investment, including a prohibition on foreign investment in rice and barley farming,
and a 50 percent foreign equity limitation for enterprises engaged in meat wholesaling; electric power
generation, distribution, and sales; and publishing of periodicals other than newspapers. Electronic power
generation and enterprises publishing daily newspapers are subject to a 30 percent foreign equity limitation.
News agencies are subject to a 25 percent foreign equity limitation.

ANTICOMPETITIVE PRACTICES
The Korea Fair Trade Commission (KFTC) has a broad mandate that includes promoting competition,

strengthening consumers’ rights, creating a competitive environment for SMEs, and restraining the
concentration of economic power. In addition to its authority to conduct investigations, including authority
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over corporate and financial restructuring, KFTC can levy sizeable administrative fines for violations of
the laws it enforces as well as for failure to cooperate with investigators. Decisions by KFTC are appealable
to the Korean court system. As part of KORUS implementation, KFTC instituted a consent decree process
in 2014, which it continues to refine.

A number of U.S. firms have raised concerns that KFTC has targeted foreign companies with aggressive
enforcement efforts. U.S. firms also expressed concerns that KFTC’s procedures and practices do not
comply with Korea’s KORUS obligations because they inhibit the ability of companies to adequately
defend themselves during investigatory proceedings and hearings. The United States has had extensive
discussions with Korea regarding the right of companies to reasonably access and rebut evidence used to
determine companies have violated Korea’s competition laws.

In December 2018, Korea’s government proposed a significant amendment of the Monopoly Regulation
and Fair Trade Act to its National Assembly. The proposed amendments do not, however, meaningfully
improve the right of investigated companies to gain access to evidence forming the basis of determinations
against them. As a result, on March 15, 2019, the United States requested the first ever consultations with
the Republic of Korea under the chapter on Competition-Related Matters of the United States-Republic of
Korea Free Trade Agreement (KORUS).

OTHER BARRIERS
Motor Vehicles

Increased access to Korea’s automotive market for U.S. automakers remains a key priority for the United
States. As one of the outcomes related to the 2018 KORUS amendment negotiations, Korea committed to
complete the harmonization of its emission requirements and testing standards for gasoline engine vehicles
with EPA requirements and standards, thereby allowing vehicles exported to Korea to show compliance
with Korea’s gasoline emissions standards using the same tests they conduct to show compliance in the
United States. U.S. automobile exports to Korea increased by over 300 percent from 2011 to 2018, from
$419 million in 2011 to $1.7 billion in 2018.

Through the Autos Working Group established under KORUS, the United States urged the Ministry of
Environment (MOE) to conduct a mid-term review of its 2016-2020 CO2/CAFE emissions regulations, so
that the results of that review will inform policymaker thinking in regard to the anticipated 2021-2025
update. The MOE conducted such a mid-term review in 2018, but has stated that the results will not lead
to revisions of existing 2020 targets. Through negotiations that led to the January 2019 implementation of
KORUS amendments, Korea agreed to expand the eco-credit cap from 14 grams to 17.9 grams, which is
identical to the U.S. cap. Korea also agreed to take global trends into consideration while maintaining more
lenient requirements for small volume manufacturers in forthcoming implementing regulations for the
2021-2025 Co2/CAFE standards.

Industry has raised concerns about the Emission Related Components (ERC) modifications and
enforcement actions taken against vehicle manufacturers by Korean regulatory bodies in connection with
the alleged failure to comply with ERC certifications. Under Korea’s Clean Air Conservation Act, vehicle
manufacturers and importers are required to obtain MOE maodification certifications or prepare
modification reports even for unimportant changes. The automobile industry has expressed concern about
ambiguity between certification and reporting. Industry contends both requirements are burdensome
because import documentation must reflect all changes made by component suppliers before a vehicle
arrives in Korea. Automakers also have noted that violations with respect to imports could be subject to
criminal investigation by Korean Customs authorities, which lack authority to investigate domestically
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manufactured vehicles. Automobile importers have called for MOE to revise the regulations to eliminate
these trade barriers.

The United States will continue to engage with Korea as MOE continues to clarify its automotive emissions
policies to ensure that these policies are implemented in a fair, transparent, and predictable manner,
consistent with KORUS.

Pharmaceuticals and Medical Devices

The United States continues to urge Korea to ensure that pharmaceutical reimbursement is conducted in a
fair, transparent, and nondiscriminatory manner that recognizes the value of innovation. Nevertheless, the
U.S. innovative pharmaceutical and medical device industries continue to report concerns regarding a lack
of transparency and predictability regarding Korea’s pricing and reimbursement policies, as well as Korea’s
underlying methodology for determining reimbursement rates.

OnJuly 7, 2016, Korea enacted provisions for innovative pharmaceutical companies to apply for “premium
pricing” for innovative products, although criteria under the program raised serious concerns of
discrimination that favored domestic pharmaceutical companies. As one of the outcomes related to the
2018 KORUS amendment negotiations, Korea agreed to revise the program to remove discriminatory
criteria and bring the program into compliance with Korea’s obligations under KORUS. Although
amendments made in December 2018 removed discriminatory elements of Korea’s premium pricing
system, the revisions to the program’s criteria by the Ministry of Health and Welfare (MOHW) also
substantially narrowed the program’s scope in a manner that may dramatically limit the ability of any
company, foreign or domestic, to qualify for premium pricing. The United States has urged Korea to make
further strides to abide by its KORUS commitment to appropriately recognize the value of patented
pharmaceutical products.

Stakeholders in the U.S. medical devices sector also have specific concerns about the pricing and
reimbursement system, including insufficient transparency, and lack of meaningful input into product
valuation decisions, reimbursement decisions that do not appropriately value innovation, and delays in
market approval. With respect to Korea’s implementation of a unique device identifier system for medical
devices, stakeholders have identified the importance of ensuring that industry reporting requirements are
not extended to pricing information but instead focus on safety-related information. The United States will
continue to urge Korea to address these and other issues, as well as to engage meaningfully with industry
and improve transparency.
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