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The EU-Korea Free Trade Agreement: 5 years after entering into force 

The purpose of this note is to analyse how the EU-Korea Free Trade Agreement (FTA) that 

entered into force in July 2011 has been utilised, to what extent it has benefitted European 

businesses as well as Korea and what obstacles were encountered in the implementation that 

should be further addressed. The note consequently makes proposals for the amendment 

package. The analysis moreover aims at assessing the effectiveness of the mechanism 

established for monitoring the implementation of the Sustainable Development chapter of the 

Agreement.   

Utilization rate of the EU-Korea FTA 

The analysis of the bilateral trade flows between the EU and Korea is based on a comparison of 

data for the third year of implementation of the FTA (July 2013 – June 2014) with the 12-

month period before the FTA took effect and is provisionally applied (July 2010 – June 2011). 

Based on the data available, the overall EU preference utilisation rate on the Korean market is 

65.9 %. The highest overall preference utilisation rates are found in transport equipment at 

94% and animals and animal products at 89%. The lowest overall preference utilisation rates 

are found in pearls and precious metals at 40%, base metals, hides & skins and machinery at 

around 50%.  

With respect to the Korean exports to the EU, the overall Korean preference utilisation rate in 

the EU was 81.3 % in 2013. The highest overall preference utilisation rates (above 90%) were 

found in transport equipment and mineral products, whereas the lowest overall preference 

utilisation rates (around 33%) were found in pearls and hides & skins1. 

The utilization rate of European businesses’ preferences on the Korean market is low relative 

to the Korean preference utilization rate. BUSINESSEUROPE’s members have highlighted this 

may be explained by the difficulty, in particular for SMEs, of applying the rules of origin defined 

in the agreement. As a consequence, European businesses choose to not benefit from the 

preferences that may be achieved through the FTA.  

However, the Commission’s Annual Report on Implementation of the EU-Korea FTA highlights 

that the relatively low use in some categories of preferences by European businesses does not 

seem to be explained by the restrictiveness of the rules of origin, or the EU exporters' 

preferential margins vis-à-vis Korea's MFN rate.  

                                                      
1
 Annual Report on the Implementation of the EU-Korea Free Trade Agreement, Commission, March 

2015  
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One possible reason, as explained by the Commission and identified by industry consultations, 

is that the FTA requires exporters to apply for the approved exporter status in order for them 

to benefit from preferential tariffs. These requirements are perceived as time and resource 

consuming. This is especially a huge disadvantage for SMEs. Apart from that, there are several 

critically related acts and regulations included which should be focused in the amendment 

package.  

In addition, the direct transport clause of the FTA, which requires that the goods are shipped 

directly from the EU to Korea in order to be considered as “originating” in the EU or Korea, 

prevents some exporters which use their regional hubs in Asia to benefit from the FTA 

preferences. The critical point is that the language used does not permit any processing or 

manipulation of exports in third countries before arrival in the importing country, other than 

loading and offloading of a vessel.  This results in an unnecessary and detrimental deviation 

from companies’ regular supply chain processes that harms their competitiveness on the 

Korean market.  

 

Impact on EU and Korea 

By the third year of implementation of the EU-Korea FTA the €7.6 billion the EU’s trade deficit 

with Korea has turned into a trade surplus of €3.6 billion in favour of the EU.  

Overall, the EU’s exports to Korea increased by 35%: from €30.6 billion (in 2010-2011) to €41.4 

billion (in 2013-2014). During the same period, EU exports to Korea of products that were fully 

or partially liberalised by the FTA grew more than the overall exports, i.e. by 46% and 37% 

respectively. The most noticeable increase is in the export of motor vehicles to Korea (by 90 

%). 

Moreover, many other sectors increased exports to Korea: 

 Machinery and appliances - exports increased by more than 23% in the third year of 

the FTA implementation compared to the 12-month period before the FTA entered 

into force. They represent almost 34% of total EU exports to Korea. 

 Transport equipment - exports increased by over 56% after the FTA took effect, 

accounting for 16% of total EU exports to Korea. 

 Chemical products - exports increased by 9% in the third year of the FTA 

implementation, accounting for over 12% of total EU exports. 

EU Exports to and Imports from Korea, July 2010-June 2014 
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Source: COMEXT 

Overall, EU imports from Korea totalled €37.9 billion, which is roughly equal to the 12-month 

period before the FTA took effect (2010-2011). However, in the third year imports increased by 

6% compared to the previous year. This figure gives the impression that the Korean benefit of 

the FTA is imbalanced compared to the EU benefit of the FTA. While assessing these figures it 

is worth noting that EU imports from the world decreased by 4 % compared to the previous 

year in the third year of the FTA implementation. Indeed, EU imports from its 14 main 

suppliers decreased, with the exception of Korea and Turkey (6% increase each) and China (1% 

increase). This indicates that changes in the trade flow cannot be attributed solely to the FTA 

but is also influenced by other factors2.  

It is essential to distinguish between global factors over which Korea and the EU have no 

control and the outcome of corporate and government strategies. There are several reasons 

for Korea’s weak export performance and the increase in EU imports, some of them are 

mentioned below: 

 The financial crisis and resulting economic stagnation in Europe  

 The relocation of production bases to central and eastern Europe by major Korean car 

and electronics firms seeking to gain access to lower production costs and local 

markets 

                                                      
2
 Annual Report on the Implementation of the EU-Korea Free Trade Agreement, Commission, March 

2015 

http://www.asianewsnet.net/Effect-of-S-Korea-EU-FTA-misses-expectations-48593.html
http://english.hani.co.kr/arti/english_edition/e_international/576259.html
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 Public procurement opportunities for EU firms created by a number of major 

government-driven initiatives in Korea - such as the ‘New Green Deal’ environmental 

project which aimed to attract investment and boost economic growth 

 Further deregulation of the Korean service sector 

Furthermore, the relocation of Korean electronics production facilities to Southeast Asia 

(rather than the EU) and global overcapacity and oversupply in the shipping industry were 

additional factors in the decline in Korean exports to the EU. Assessing the impact of this FTA 

from a Korean perspective, it is necessary to look beyond the results of the first three years of 

its implementation as the benefits of free trade with a major partner are visible in the long 

term. In this respect, it is important for Korea to consider the following benefits:   

 be included in the network of regional trade deals 

 secure export markets and gain access to natural resources 

 raise productivity through competition 

 increase market efficiency through liberalization and the application of global 

standards 

 promote inward investment 

As mentioned, changes in the trade flow cannot be attributed solely to the FTA but is also 

influenced by other factors. Therefore, it is important to go into detail. The following two 

examples should provide some sector specific information after the general data above: 

 Motor vehicles: 

EU exports of motor vehicles to Korea increased by 90%, from 2 billion EUR (74.600 units) in 

the 12-month period preceding the FTA to 3,8 billion EUR (141.800 units) during the third year 

of FTA implementation, accounting for 9% of total EU exports to Korea. On the other hand, EU 

imports of motor vehicles from Korea grew by 53% from 2,6 billion EUR to 4 billion EUR or by 

25%, from 300.000 to 375.000 units. Almost the entire increase occurred in the first year of 

FTA implementation. Motor vehicles account for 11% of total EU imports from Korea. Over the 

same period, EU imports of passenger cars from the rest of the world decreased by 7%. 

 Car parts: 

EU exports of car parts to Korea amounted to around 1,1 billion EUR in the third year of FTA 

implementation, having increased by 6% since the 12-month period before the FTA, whereas 

EU imports from Korea of car parts increased by over 20% from 2,2 billion EUR in the 12-month 

before the FTA to 2,6 billion EUR during the third year of FTA implementation. Over the three-

year period, the respective imports from the rest of the world increased by merely 3%.  

There are two main reasons for this strong increase of sales of foreign passenger cars in Korea:  

http://english.hani.co.kr/arti/english_edition/e_international/576259.html
http://www.asiaecon.org/special_articles/read_sp/12538
http://eeas.europa.eu/delegations/south_korea/documents/eu_south_korea/1_en_act_part1_v2.pdf
http://www.eastasiaforum.org/2013/07/10/future-of-the-world-trading-system-asian-perspectives/
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1. The increased consumer appetite for the luxury segment vehicles that was lacking 

among Korean brands  

2. The increasing demand for competitive prices, a better fuel consumption rate, 

characteristic vehicle designs, etc. 

While automotive tariffs are about to be fully dismantled by June 2016, non-tariff barriers 

(NTB) continue to hamper the market access of EU exports to Korea. Today, the EU 

manufacturers still have to go through many of the same local certification procedures in 

Korea as before the signature of the FTA. This means that EU companies still have to 

manufacture product lines specifically for the Korean market. Moreover, there is still room for 

improvement regarding truck tractors and car parts certification regime (see below) 

 

Problems on the ground and proposals for the amendment package 

The European business has several concerns and proposals for the amendment package.  

 Transparency should be increased. 

 Rules for determining preferential origin in the various FTAs have no uniform standard 

so that EU companies, who seek customs preference for their goods, need to apply an 

increasingly large number of different sets of rules. This has led to a situation where 

the average uptake of the preferential tariffs lies significantly below 100%, between 

60-70% and this is a considerable loss of benefit. With the rise of Global Value Chains 

and in order to promote maximum use of the EU- Korea agreement origin rules should 

therefore be as simple and flexible as possible.  

 Scope of the Automotive Annex: The FTA mistakenly excludes truck tractors from the 

scope of the Automotive NTB Annex. Despite the EU's request, the Korean authorities 

have been so far reluctant to rectify this omission. Truck tractors are the only vehicles 

that have to comply with the Korean unique safety requirements. Therefore, truck 

tractors should be added to the scope of the Automotive NTB Annex as a result of the 

amendment package. 

 New regulatory trade barriers: new Korean legislation and regulation may pose 

compliance problems to foreign operators or provide preferential treatment to 

domestic operators. This is a systemic issue which needs a mutually agreed solution on 

a case-by-case basis. Two examples of this are:  

o A new regime on the certification of car parts was established right after the 

implementation of the FTA. The EU's request for the acceptance has been 

rejected by Korea. It must further be avoided that Korea extends the list of car 

parts for which additional certification is required and the European 

Commission has requested Korea not to extend the scope further and to allow 

certain flexibilities, such as labelling on packages instead of on the products 

directly, but Korea has been reluctant to accept those proposals. The 

European Automotive industry is hopeful that this issue can be revisited in the 

amendment package negotiations.  
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o Equal treatment to be ensured in customs and trade facilitation: In May 2015, 

Korea Customs Service issued Commissioner Order No 2014-71 to establish 

and perform centralized physical inspections of all express shipments shipped 

into Incheon Airport at a Common Express Terminal (CET). Effective 1 June 

2016, this Order applies only to import shipments flagged for inspection. 

Authorized Economic Operators are impacted, while the Express Mail Service 

of Korea Post and local freight forwarders are exempt from this requirement 

and will not be forced to use the CET. This set-up is expected to create service 

delays and increase overall costs and time in transit, eliminating operational 

efficiencies of non-Korean companies. Industry was not consulted.  

 Regulatory cooperation sectorial working groups were established that allowed for 

exchange of views on ongoing issues between regulators and on some occasions 

allowed finding common understanding on arising issues that may otherwise have 

resulted in trade barriers. However as highlighted above, on other issues no concrete 

solutions have been found. Further regulatory cooperation would therefore be 

welcome to support more efficient, transparent and cost-effective approaches to 

management between trading partner countries while respecting national sovereignty 

and statutory/regulatory requirements in any jurisdiction. Ultimately, regulatory 

cooperation can prevent unnecessary regulatory divergences that create NTBs and 

harm economic competitiveness. Regulator-to-regulator interactions early in the 

development of new regulations and in full transparency should be established to 

identify opportunities to align regulatory decisions, to prevent and eliminate 

unnecessary regulatory divergences that create non-tariff barriers and harm economic 

competitiveness. There should be binding commitments on regulatory cooperation 

with clear enforcement mechanisms to ensure compliance.  

 Public procurement: member companies have raised the issue of an increased use of 

SMEs-provisions in Korea in connection with public tenders. Hence, larger foreign 

companies are effectively being excluded from participating in Korean public tenders. 
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Sustainable Development: lessons learnt from the EU-Korea Civil Society Forum 

The EU-Korea FTA is the first to include a chapter devoted to Sustainable Development 

(Chapter 13). Article 13.2 states that Parties recognise that economic and social development 

and environmental protection are mutually reinforcing components of sustainable 

development. Article 12 establishes an institutional mechanism for the purpose of 

implementing the Chapter and provides for the establishment by each Party of a Domestic 

Advisory Group (DAG) with the task of advising on the implementation of the Chapter.  

BUSINESSEUROPE is an active member of the EU DAG, which pursuant to Article 13.12 is 

comprised of independent representative organisations of civil society in a balanced 

representation of environment, labour and business organisations.  

Members of the DAGs of each Party meet at a yearly Civil Society Forum organised 

alternatively in Seoul and in Brussels3. The Forum provides an effective platform for dialogue 

and cooperation between the civil society partners. Furthermore, it serves the purpose of 

engaging the European Commission and the Korean government on issues of common interest 

to the Parties’ civil society organisations. So far, topics discussed had a labour and an 

environmental dimension, such as corporate social responsibility and the Emissions Trading 

Schemes, among others. 

Experience has shown that time is required before the mechanism becomes fully functional, 

but that results are achieved over time. Delays have been encountered during the initial 

procedural steps, such as the establishment of the DAGs on both sides. Additionally, time is 

required for the group to build the necessary confidence and to develop shared understanding 

concerning the mandate of the mechanism and about the issues to be discussed. The role of 

civil society in public policy making is not the same across the world. The EU engages with 

partners that have very different traditions, and this has been the case of Korea. During its first 

mandate one key challenge has been that the composition of the two DAGs was not balanced, 

which has affected the level as well as the topics of discussions. The representativeness of the 

civil society partners participating to the Civil Society Forum is a primary element for the 

implementation of the Sustainable Development chapter of the agreement.  

                                                      
3
 The discussions of the Forum are prepared by the Domestic Advisory Groups (DAG) nominated by each 

Party to the Agreement. On the EU side, the DAG is comprised of 12 members, divided into three 
subgroups: business, trade unions and diverse interests (environmental, human rights, animal welfare). 
The European Economic and Social Committee (EESC) holds the Secretariat of the EU DAG. Documents 
are published here. The Korean DAG was initially composed primarily by academics. However, thanks 
also to DG Trade efforts, this composition has been changed in 2014 so that the high number of 
academic community representatives has been replaced by representatives of civil society 
organisations. The composition is now found to be more balanced, even though no business 
representatives are sitting on the Korean DAG. At the same time, previous lack of environmental 
expertise in the EU DAG is expected to change by the beginning of the second mandate when an 
environmental organisation may participate in the EU DAG. 

http://www.eesc.europa.eu/?i=portal.en.external-relations-international-trade-monitoring-korea-dag
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In spite of the difficulties highlighted above, experience shows that dialogue and cooperation 

gradually develops over time, and consequently results are delivered. The developments seen 

so far include the participation of ILO representatives to the last Civil Society Forum on labour 

standards held in Seoul in September 2015 and the participation of both DAGs' Chairs in parts 

of the EU-Korea Trade and Sustainable Development Committee meeting. With time and a 

balanced composition of the Korean DAG and EU DAG the effectiveness of the monitoring 

mechanism is therefore expected to pick up.  

To ensure the effectiveness of the monitoring mechanism, it is also important that the 

recommendations delivered by the EU DAG are seriously taken and followed up by the EU 

Institutions and the support by the European Parliament in this respect would be welcome. To 

accomplish this recommendation the DAG recognises the need of effective communication of 

its activities. Similarly, there is a need to discuss and reach a joint understanding on the 

circumstances which could trigger the use of the Government consultation procedure 

envisaged in Article 13.14 par. 1 of the EU-Korea FTA.  

Of particular relevance for BUSINESSEUROPE, matters relevant for the economic sector have 

not yet been subject of discussions at any Civil Society Forum held so far, in spite of economic 

development being a component of sustainable development as stated in Article 13.2 of the 

agreement.  

Overall assessment / conclusions 

This agreement was unprecedented in terms of scope and achievements. It has paved the way 

for a new generation of modern trade agreements. However, problems in its implementation 

have been encountered and progress needs to be made so that the agreement can deliver as 

expected and is not “an empty box”. At the same time, trade agreements have now expanded 

to include provisions that pertain to areas that were not considered at the time the EU-Korea 

FTA was concluded, like public procurement or investment. Therefore, the opportunity to 

“modernise” the agreement should be considered, as also mentioned in the EU trade strategy 

“Trade for All”.  

 


