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Over coming the Cold War L egacy

in Korea?
The Inter-Korean Summit One Year Later

Young Whan Kihl
Professor of Political Science
lowa State University

The move toward rapprochement between the leaders of North and
South Korea, symbolized by their well-documented embrace at the June
2000 summit, gave reasons for hope and new expectations for
reconciliation between the two Koreas. The enthusiasm and euphoria
generated by this summit, however, failedto move forward to concrete
steps toward genuine peace and stability on the Korean peninsula. The
reason has less to do with the enthusiasm of the summer as the hard
realities of the political and economic issues confronted by each Korea
and the geopolitical situation surrounding the Korean peninsula. So far
Seoul's engagement policy toward North Korea has given an
impression of one side giving and yielding without due reciprocity by
the other side. Thiswork will addressthe post-summit developmentsin
inter-Korean relations, marking the one-year anniversary of the June
2000 Korean summit. It will reassess the meaning and significance of
the summit talks by reeval uating the sunshine policy of ROK President
Kim Dae Jung, analyzingthe progress and problems for implementation
of the June 15, 2000, joint declaration, and speculating about the
DPRK's possible opening and its reform policy measures.

The June 2000 Korean Summit Talk: An Analysis

For morethan ahalf-century, North and South Koreahad remained
estranged from each other due to an internecine war (1950-53) and
cutthroat competition. Thetwo Koreas had persisted in internalizing the
Cold-War norms and val ue orientations. There were signs of changein
Korean peninsula dynamics, however, with the emergence of new
leadership in the two Koreas and the opening of the new millennium.’
The historic Korean summit talks of June 13-15, 2000, in Pyongyang,
between ROK President Kim Dae Jung and DPRK leader Kim Jong I,
was one manifestation of the new modus operandi and peace-building
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process at work on the Korean peninsula.

In 1998, ROK President Kim Dae Jung launched a new policy
initiative toward the North, under the slogan of a sunshine policy of
engagement. That seemsto have borneitsintended fruittwo years later.
In 2000, the DPRK adopted a new policy initiative characterized by
peaceful dialogue and negotiation with the South and alimited opening
of the door to its socialist "hermit kingdom." Pyongyang was
particularly interested inthe addressthat Kim Dae Jung gave at the Free
University in Berlin on March 9,2000. Inthat address he elaborated his
North Korea policy, dubbed the Berlin Declaration. The gist of Kim's
proposal consisted of calling for (1) resumption of dialogue between the
two Koreas, (2) terminating the Cold War on the Korean peninsula, (3)
assisting the economic recovery of the North, and (4) humanitarian
assistance to separated families. These calls, although not new by any
means, gave the North Korean leader sufficient incentive to move
forward on the ROK proposal.

An eye-witness account of the summit meeting described the
historical encounter between the two leaders, the first face-to-face
meeting of the Korean leaders in 53 years, as "an extended family
gathering."* "No vestiges of suspicion, distrust, animosity, and
hostility, al of which have long governed the psychic template of elite
and people in both Koreas could be found; war was forgotten, and
peace was near," accordingto this account. The same source continued:

The climax of the summit meeting came during the farewell
luncheon hosted by chairman Kim Jong-il. Before the
officia luncheon was started, vice marshal Cho Myongrok,
thefirst vice chairman of the National Defense Commission
and the third in North Korea's power hierarchy, and Lim
Dong-won, director of the National Intelligence Service of
South Korea, who is in charge of covert espionage warfare
on the North, exchanged brief speeches pledging their
support of the summit meeting and the June 15 declaration.’

The most significant result of the summit meeting was the adoption
of the June 15 North-South Joint Declaration. It was composed of five
items. The declaration generally reaffirmed the "independent" and
"peaceful” Korean unification formula(points 1 and 2) with agreements
"to promptly resolve humanitarian issues such as exchange visits by
separated family members" (point 3), to promote economic cooperation
and exchanges (point 4), and "to hold a dialogue between relevant
authorities" (point 5) in the two governments. Whereas the first two
points were "political” in nature and tended to be "sensitive" and
"controversial," the remainingthree pointswere either "humanitarian,”
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"economic," or "administrative" matters and, therefore, were less
sensitive and controversial. Subsequently, a series of four inter-Korean
ministerial talks was held in Seoul (and Cheju) and Pyongyang,
alternately, before the end of 2000.

In view of the importance of this agreement, which provides a
benchmark to assess and evaluate the subsequent post-Summit
diplomacy in inter-Korean relations, each part of the five-point
declaration requires analysis and discussion.

The first item stated, "the North and South have agreed to resolve
the question of reunification independently and through the joint efforts
of the Korean people, who are the masters of the country." This
statement of the joint declaration has often been criticized as having
reaffirmed North Korea's traditional position, which emphasizes the
principle of independence and autonomy. Nevertheless, the Seoul side
took solace in the fact that it omitted references to the exclusion of
foreign influence and interference, which in the Korean context refers
to the status of American forcesinthe South andtheU. S.-ROK military
alliance.

President Kim Dae Jung was quoted as saying that the most
important outcome of his summit conference with North Koreain June
was "acommon understanding that American troops must stay in South
Korea to prevent a vacuum on the Korean peninsula that would be
inviting to its neighbors."* During the Summit talks, President Kim
took the position that when an official peace treaty replaced the current
armistice agreement, the American troops in South Korea and on the
Japanese island of Okinawa should operate "under the same logic" that
governed the continuing presence of American troops in NATO after
the collapse of the Soviet Union. During an interview with the New
York Times in September 2000, while attending the United Nations
General Assembly session in New York, President Kim Dae-jung
categorically stated that North Korea was not insisting upon the U.S.
troop withdrawal from South Korea'. If true, this would represent a
significant policy reversal on the part of Kim Jong-il's North Korea.®

The second item stated that "(A)cknowledging that there is a
common element in the South's proposal for a confederation and the
North's proposal for a loose form of federation as the formulae for
achievement of unification, the South and the North agreed to promote
reunification in that direction." This statement was not free from
ambiguity, raised the possibilities of varied interpretations, and touched
the politically sensitive issue of the mode of Korean unification. It
appeared to be a compromise between the North Korean unification
formula of the DCRK (Democratic Confederal Republic of Koryo),
which was first proposed by the late Kim Il Sung on October 10,1980,
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and the South Korean formula of the KC (Korean Commonwealth) Plan
(i.e., North-South union), as proposed by ex-President Roh Tae Woo in
1990 and reformulated by President Kim Dae Jung.

The North Korean proposal of confederation, despite its formal
name, was said to be much closer to federation than to confederation in
the strict sense. This is so because the DCRK position is predicated on
the notion of "one nation, one unified state, two local governments, and
two systems." Diplomatic sovereignty and rights over military
command and control were assumed to belong to one central
government, while other functions were del egated to the jurisdiction of
two local governments.

The South Korean side countered, based on President Kim Dae
Jung's own "'Three Stages' Approach to Unification," that it was
virtually impossible to make a transition from the state of national
division and conflict to a complete stage of (con)federation at once.’
According to him, the stage of federation (yonbang) cannot be reached
without going through the stage of confederation (yonhap). Hisversion
of "confederation" was predicated on "one nation, two states, two
governments, and two systems," which was similar to union of states
in the European Union (EU) or the Commonwealth of Independent
States (CIS).

In the end, the North Korean leader was receptive to the proposal
of the South Korean President. They both reportedly agreed on at least
two points: first, Korean reunification could be achieved through
incremental and functional approaches, and second, the form of
confederation (South Korean proposal) was said to converge with the
loose form of federation (North Korean proposal). With the
convergence of discourse on a unification formula, both leaders were
in a position to agree to institutionalize "confederation or union" of
North and South Korea by formalizing summit meetings, ministerial
meetings, parliamentary meetings, and ultimately developing an
umbrella consultative body linking the two Koreas.

The third item, dealing with reunion of separated families, stated
that "[t]lhe South and the North had agreed to promptly resolve
humanitarian issues such as exchange visits by separated family
members and relatives on the occasion of the August 15 National
Liberation Day and the repatriation of'unswerving Communists,” who
had been given long prison sentences in the South." President Kim Dae
Jung acted quickly to realize the exchange of mutual visits by dispersed
family members. Upon his return from the Pyongyang summitry, his
government also promptly arranged to release and turn over the North
Korean prisoners of conscience without demanding reciprocation from
the North.”
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The fourth item, on promoting economic, social, and cultural
exchanges, stipulated that "The South and the North have agreed to
consolidate mutual trust by promoting balanced development of the
national economy through economic cooperation and by stimulating
cooperation and exchanges in civic, cultural, sports, public health,
environmental and all other fields." Although the economic exchange
and cooperation were also included in the previousNorth-South Korean
agreements, such asthe 1991 Basic Agreement, the June 15 Declaration
was said to treat them not as goals, per se, but as instruments to
promote "balanced" development of the "national” economy. This
could be interpreted as the promise by Seoul to work toward an
integration of the North and South Korean economies rather than to
exploit the economic weakness of the North.

The fifth item stated, "[t]he South and the North have agreed to
hold a dialogue between relevant authorities in the near future to
implement the above agreements expeditiously.” Both sides activated
official channels of dialogue and negotiation in order to implement this
agreement, which was an important fundamental departure from the
past. Unlike the past practices in which North Korea circumvented the
South Korean government by expanding contacts with civic
organizations and business firms, the opening of official dialogue and
communication channels claimed to amount to recognition by theNorth
of the South as the | egitimate counterpart for dial ogue and negotiation.

The summit meeting and the June 15, 2000, declaration had
provided ahistoric turning pointin inter-Korean relations. Both leaders
expected to use the occasion to further mutual trust built upon a shared
view that neither unification by force (the North Korean position in the
past) nor unification by absorption (the previous South Korean
intention) was acceptable. They initiated the inter-Korean summit
meeting without help of third party intermediaries. With the anticipated
return visit of the North Korean leader Kim Jong-il to the Second
Korean Summit meeting in Seoul, the possibility of institutionalizing
the inter-Korean cooperation would be greater. This was essential for
tension reduction and confidence-building measures between the two
Koreas.

The future path to Korean reunification, however, remained an
open question. At least three scenarios were still
possible—reunification by war, reunification by mutual consent, and
reunification by default.” Both Korean states seemed to have ruled out
the path of reunification by conquest (as in Vietnam) or by absorption
(as in Germany). Instead, both Koreas apparently were committed to
the path of reunification by agreement (as in Y emen), a process that
incorporates either a confederation or a "federation of lower stages."
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The " Sunshine Palicy" as ROK Grand Strategy: Origins and
Background

The June 2000 K orean summit was the culmination of the Kim Dae
Jung government's new policy initiative toward North Korea that was
popularly known as the "sunshine policy."* Its origin dated back to
1994 when Kim Dae Jung delivered a speech in Washington, D.C., in
praise of ex-U.S. President Jimmy Carter's just-concluded visit to
North Koreain order to defuse the North Korean nuclear crisis through
personal diplomacy and negotiation with the late North Korean
President Kim Il Sung. Citing a well-known Aesop's fable on "wind
and sunshine," Kim Dae Jung argued that sunshine was more effective
than strong wind in inducing North Koreato come out of isolation and
confrontation.”

Kim Dae Jung initially used the analogy of sunshine in order to
persuadethe U.S. governmentto pursue a soft-landing policy in dealing
with North Korea. But when he was elected president, the sunshine
policy became the official North Korea policy of the Kim Dae Jung
government.” In his inaugural address on February 28,1998, President
Kim articulated his unification policy by announcing a set of three
principles regarding North Korea: "First, we will never tolerate armed
provocation of any kind; second, we do not have any intention to
undermine or absorb North Korea; and third, we will actively pursue
reconciliation and cooperation between the South and the North
beginning with those areasthat can be made availableto us."* He also
expressed his "hope (that) the two sides will expand cultural and
academic exchanges as well as economic exchanges on the basis of
separating the economy from politics." For these purposes, he
proposed "an exchange of special envoys to promote the
implementation of the South-North Basic Agreement,” adding that he
was "ready to agree to a summit meeting, if North Korea wants."*

The sunshine policy was the instrument through which to achieve
Kim Dae Jung's strategic vision of Korean unification. Soon after his
inauguration, President Kim began using international forums to
promote the agenda of his policy toward North Korea. While attending
the second Asia-Europe Meeting (ASEM) in London on April 3-5,
1998, he reiterated the three-fold principle of what he called a
"comprehensive and flexible" policy toward North Korea: zero
tolerance of military provocation of any kind, no pursuit of absorption
of the North, and an active search for reconciliation and cooperation."*

Addressing the London University School of Oriental and African

Studies on April 4,1998, President Kim also stated: "It isnow time for
big changes in inter-Korean relations. This is because a new
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administration has been inaugurated in the South which is pursuing
peace and cooperation with a flexible and sincere attitude, while
maintaining a firm security posture. ... | have been steadfast in
advocating what | call a sunshine policy" he continued, "which seeks
to lead North Korea down a path toward peace, reform and openness
through reconciliation, interaction and cooperation with the South. As
President, | will carry out such ideas step by step."** In presenting this
new policy, Kim said he was willing to wait patiently. When his
sunshine policy measures took effect, sooner or later, North Koreawas
expected to change itself from within. In this sense Kim Dae Jung's
North Korea policy was based on the functionalist notions of
gradualism and evolutionary process of change and advances.

Kim Dae Jung's "Sunshine Policy" could also be thought of as a
grand strategy of his administration vis-a-vis North Korea, and an
attempt to evolve a workable foreign policy toward the North in the
post-Cold War era. Kim's sunshine policy of engagement toward the
reclusive North Korean regime of Kim Jong-il, therefore, could be
assessed from the theoretical perspective of "the strategy of conflict."
As such, Kim's sunshine policy epitomizes a rational actor model of
foreign policymaking as pioneered by such scholars as Thomas
Schelling and Graham Allison.

The rational actor model of foreign policymaking is based on a
series of assumptions to explain (or predict) a phenomenon "X," such
as Kim's sunshine policy initiative toward the North and the North
Korean response to South Korea's new policy initiative. It assumesthat
"X" isthe action of a state, that the state is a unified actor, that it has a
coherent utility function, that it acts in relation to either threats or
opportunities, and that its action is or is expected to be value-
maximizing.” Based on this set of assumptions, one can ask: what
threats and opportunities arise for the actor? Who isthe actor (in North
Koreaas in South Korea)? What isits utility function? Isit survival of
the regime, the maximization of power, or the minimization of threat?
In order to maximize the actor's objectives in the specified conditions,
what is the best choice?”

The sunshine policy could be seen as a proactive policy to induce
incremental and voluntary changes in North Koreafor peace, opening,
and reforms through a patient pursuit of reconciliation, exchanges, and
cooperation. But the sunshine policy, as Chung-in Moon and others
argued, seemedto go beyond simple engagement, because it comprised
several components such as military deterrence, international
collaboration, and domestic consensus.” Nevertheless, President Kim
Dae Jung's policy objective was clear: to lay the foundation for
peaceful Korean unification by severing the cycle of negative and
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hostile actions and reactions by furthering peaceful co-existence and
peaceful exchanges and cooperation.”

The structure of the DJ Doctrine, as Chung-in Moon choosesto call
President Kim Dae Jung's sunshine policy, had at least five major
operating principles® of which the notion of "strategic offensive" was
the most pronounced. In the past, Seoul's policy on North Korea was
said to be mostly reactive, often resulting in inconsistent, incoherent,
and even erratic policy outcomes.” The Kim Dae Jung government
wanted to overhaul this passive and reactive policy by taking its own
initiative. In this sense, the sunshine policy was an "offensive and
proactive" policy, based on self-assurance and amoral high ground of
strength, instead of appeasement or a weak apologist stance.*

The remaining features of the DJ Doctrine had to do with the
operating principle of "flexible dualism" which was predicated,
according to C.I. Moon, on mgor changes in the sequential order of
inter-Korean interactions. This concept involved dealing with "easy
tasks first, and difficult tasks later," "economy first, and politics later,"
"non-governmental organizations first, and government later,” "give
first, and take later." Other principles named by Moon ranged from the
principle of "a simultaneous pursuit of engagement and security, in
which credible military deterrence was emphasized," to the principles
of "emphasis on international collaboration" and that of "the centrality
of domestic consensus."*

The Kim Dae Jung Government articulated an ambitious goal of
working to dismantle the Cold War structure surrounding the Korean
peninsula, since Korea remained the last frontier of the now-defunct
Cold War system. The means through which to accomplish this feat,
suggested by President Kim Dae Jung, were better managing the inter-
Korean conflict and the unification process through the self-initiative
measures represented in the sunshine policy. This is why the DJ
Doctrine or the sunshine policy is the functional equivalent of agrand
strategy of the Kim Dae Jung administration. The concrete measures to
achieve the ambitious policy goal of dismantling the Cold War structure
included: improving inter-Korean relations, normalizing U.S.-DPRK
relations, normalizing Japan-DPRK relations, encouraging North
Korea's participation in the international community, preventing the
proliferation of WM D (Weapons of Mass Destruction) and accel erating
arms control, and replacing the armistice agreement by North-South
Korean peace treaty.”

The sunshine policy of melting the Korean peninsula glacier, in
short, was the ROK grand strategy in the post-Cold War era. Its aim
wasto dismantle the Cold War structure of the Korean peninsulaso that
the last legacy of the Cold War years could be wiped out from Korean
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soil once for all. A key step in furthering this policy was a proposed
follow-up summit involving a U.S.-North Korean summit. Although
President Clinton appeared to be open to such ameeting, arrangements
were not completed before the end of his administration.

When the newly elected George W. Bush Administration decided
to delay the U.S.-DPRK talks until it had completed a comprehensive
policy review on overall defense and foreign policy, progress in
implementing the sunshine policy of President Kim Dae Jung slowed
dramatically. Kim's March 2001 trip to Washington to solicit the new
U.S. President's blessing and support did not succeed; U.S. President
Bush expressed his skepticism that the North Korean leader could be
trusted. Three months later, the Bush Administrationreversed its stance
by offering to conduct bilateral talks with North Korea. But the damage
had already been done, and Pyongyang decided not to resume the
official dialogue for the time being.

Implementation M easur esfollowing the June 15 Joint Declar ation

Nevertheless, President Kim Dae Jung's sunshine policy had
opened an unprecedented window of opportunity for improving inter-
Korean relations. The Korean summit talk of June 2000 and the June 15
North-South Joint Declaration, which resulted from Seoul's proactive
diplomacy, had provided the concrete venue for dialogue and
negotiation between Seoul and Pyongyang. This section will document
the ways in which the inter-Korean relations in the post-Summit era
evolved in the second half of 2000.

The inter-Korean summit was meant to accelerate the process of
normalization and institution-building in inter-Korean relations in three
important ways: first, a shift from confrontation to reconciliation;
second, the normalization of government-to-government relations; and
third, the beginning of a process to end the Cold War on the Korean
peninsula.” The historic summit marked a dramatic turning point in
inter-Korean relations. The two Korean leaders agreed that "the two
Koreas must avoid war and end confrontation while promoting
reconciliation and cooperation" between the two Koreas. The June 15
joint declaration was, in fact, based on such a consensus. The initial
expectation of the summit talks was to bring an end to the Cold War on
the Korean peninsula by accelerating the normalization process
between North Korea and the international community.

The South and North Korean Red Cross delegations met on June
27, 2000, in the Mt. Kumgang Hotel to work out the details of the
agreement reached in the joint declaration on resolving humanitarian
issues. The talks led to the two sides agreeing to exchange visits by
separated families and to establishing a meeting place for repatriation

International Journal of Korean Studies e Fall/winter 2001 9



of unconverted long-term prisonersin the South. The ROK government
hailed this agreement as a success because it was the first concrete
project produced in the wake of the June 15joint declaration, and also
the first in 15 years. The last prearranged visit by a group of 50
members of separated families from the two Koreas had occurred back
in 1985.

On August 15, 2000, two 100-member groups of South and North
Korean separated families each visited Seoul and Pyongyang and met
with their families and relatives according to a pre-arranged schedule.
On September 2, South Korea also repatriated all of the 63 unconverted
long-term prisoners who had wished to return to the North. On
November 30-December 2, the second exchange of mutual visits,
consisting of 100-member groups of separated families from each side,
also took place.

Next, the two Koreas agreed to hold ministerial talks regularly in
order to implement the agreements stated in thejoint declaration. This
processinvolved two tiers of dialogue and negotiation between the two
sides: ministerial talks to discuss issues related to reconciliation and
cooperation, and a series of working-level discussions on particular
issues and issue-areas such as a joint committee for economic
cooperation. Inthe six month period from July to December 2000, four
rounds of ministerial talks and several working-level meetings were
held to implement the June 15 North-South Joint Declaration.

The first South-North Ministerial talks were held in Seoul, July 29-
31,2000. The two sides agreed to conduct their meetings according to
a three-fold principle, "as a way of faithfully implementing the
agreement of the June 2000 Korean summit." First, they agreed to
"discuss and resolve the ways to implement the Joint Declaration
signed by thetwo leaders in such away as to respect the agreement and
pursue common interest." Second, they agreed to "depart from the past
habits of distrust and disputes to resolve easy issuesfirst in the spirit of
mutual confidence and cooperation.” Third, they agreed to "give
importanceto actions so that they can produce realistic outcomes before
the nation, and shall aim at achieving peace and unification." These
principles provided the benchmark and guidelines for conducting the
business of subsequent inter-Korean ministerial talks between the
government officials of the two sides.

The first South-North ministerial level talks, held on July 30 in
Seoul, adopted a six-point statement of agreement to be released to the
press at the end of the meeting. These included agreements (1) "to
resume the operations of the South-North Liaison Office at
Panmunjom”; (2) "to hold events in the South, North and overseas
respectively in support of the South-North Joint Declaration”; (3) "to
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drum up national determination at large to put it into practice” on
August 15 (National Liberation Day); (4) "to rehabilitate the Seoul-
Shinuiju Railway and discuss the issues thereof at an early date"; (5)
"to cooperate and take appropriate measures to ensurethat members of
Chongryun (the General Association of Korean Residentsin Japan) can
form tour groups to visit their hometowns"; and (6) to hold the next
round of inter-Korean ministerial talksin Pyongyang on August 29-31,
2000.*

The second South-North Ministerial Level Talks were held in
Pyongyang on August 29-September 1, 2000. The joint press
communique issued at the end contained a seven-point agreement that
included: (1) "to hold two more rounds of reunions of separated
families and relatives within the year" and to arrange for a new round
of inter-Korean Red Cross talks; (2) "to work toward easing military
tension and ensuring peace and to hold, for such purposes, talks
between South and North Korean military authorities at an early date";
(3) "to establish a legal framework for economic cooperation, such as
guarantee of investment and avoidance of doubletaxation" and, for that
purpose, to hold working-level contacts sometime in September; (4) "to
holdworking-level contactsto discuss [a] groundbreaking schedule for
connecting the railway between Seoul and Shinuiju and opening the
road linking Munsan with Kaesong"; (5) "to meet to promote [a] joint
flood prevention project on the Imjin River at an early date"; (6) "to
exchange about 100 tourists from each side to visit Mt. Halla in the
South and Mt. Paektu in the North between mid-September and early
October" (such exchange visits of tourists did not take place during
2000); and (7) "to hold athird round of ministerial-level talks in Mt.
Halla on September 27-30, 2000."*

In addition to the two rounds of North-South ministerial-level talks
held in Seoul and Pyongyang, respectively, several working-level
meetings were also held between the two Koreas in an attempt to
further clarify the agenda and to deepen the process of consultation and
negotiation on the matters of mutual interest before holding the
subsequent round of inter-Korean ministerial talks. The first important
and notable working-level talk was a three-day visit to Seoul by the
North Korean Workers' Party Secretary Kim Y ong-sun on September
11-14. He came to Seoul in the capacity of a special envoy of North
Korean leader Kim Jong-il to discuss views on awide range of issues
addressed between the two Koreas. He also met with President Kim
Dae Jung at the Blue House before returning to Pyongyang viathe truce
village of Panmunjom.

A seven-point press statement was issued at the end of Kim Y ong-
sun's Seoul visit. The statement noted that (1) the North Korean leader
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Kim Jong-il would visit Seoul in the near future but that the DPRK
President Kim Y ong-nam will visit Seoul prior to Kim Jong-iPs visit;
(2) both sides welcomed the ongoing discussion over holding the talks
between the South's Minister of Defense and the North's Minister of
People's Armed Forces; and (3) "to start the process of address checks"
for separated families and "to allow those who have confirmed
addresses to exchange letters," and to hold a round of Red Cross talks
in Mt. Kumgang on September 20 "to discuss the issues related to
exchanging two additional groups of separated families within the year
as well asto establish and manage a permanent meeting center."”

Four additional points of agreement on substantive matters were
also reached during Secretary Kim's Seoul visit. Both sides agreed, for
instance, (4) to settle theissue of investment guaranty and avoidance of
double taxation by holding a working-level meeting in Seoul on
September 25 to develop an institutional mechanism, (5) to have a
groundbreaking ceremony to connect the Kyongui Rail Line and aroad
as soon as possible, (6) to send to the South an economic mission of
North Korea composed of about 15 peoplein the month of October, and
(7) "to start ajoint survey for a flood prevention project in the Imjin
River area and develop detailed plans for the project before the end of
the year."

At the groundbreaking ceremony for the restoration of the Seoul-
Shinuiju railroad and the inter-Korean road, held at the Imjingak,
Kyonggi Province, south of the DMZ, on September 18, 2000,
President Kim Dae Jung took the occasion to hail the project as a
milestone in ending the Cold War on the peninsula. He said that
"(Whereas) the severed railroad has been a symbol of the division and
Cold War.. .today's groundbreaking for the restoration of the railroad
will begin a new age of reconciliation, cooperation and partnership."*

Subsequent to Kim Y ong-sun's Seoul visit, ahistoric meeting was
held between the defense ministers from the two Koreas on Cheju
Island in the South on September 25-26. The purpose of the talks was
to provide military assurance for the implementation of the June 15
Joint Declaration that had been adopted during the historic June 2000
Korean summit. This meeting issued a five-point statement of
agreement broadly "to ease military tensions and remove the threat of
war on the Korean Peninsula." The statement declared that both sides
"would do their utmost to implement thejoint declaration made by the
heads of the South and the North" and "actively cooperate with each
other to remove military obstacles in assuring travel, exchange and
cooperation between civilians." The most interesting point made was
that both sides (2) "hold the same view that to reduce military tension
on the Korean Peninsula and remove the threat of war by establishing

12 International Journa of Korean Studies ¢ Volume V, Number 2



a durable and stable peace is a matter of vital importance and agreed
that they shall work together towards this end."

The two defense ministers also stated that both sides (3) "shall
allow the entry of personnel, vehicles and materialsinto their respective
sections of the Demilitarized Zone with respect to the construction of
a railway and a road that connects the South and the North, and to
review issues related to the safety of construction workers, that the
working-level officials from both sides shall meet in early October to
discuss the details related to this"; (4) "will handle the problem of
opening the Military Demarcation Line and the Demilitarized Zone in
the areas around the railroad and the road that connect the South and
the North on the basis of the armistice treaty" and, finally, agreed (5)
"to hold the second round of the talks of alocation in the North in mid-
November."*

Next, afollow-up working-level meeting on economic cooperation
was held in Seoul on September 25-26. This meeting addressed
substantive "issues related to an institutional mechanism for investment
guarantee and avoidance of double taxation." Participants reviewed a
draft of the written agreement and agreed that "they needed written
agreements on procedures for settling business disputes and clearing
accounts and need to discussthisthrough" by establishing the working-
level contacts inthe next inter-Korean ministerial talks. Apart from the
procedural points, the meeting produced an important seven-point inter-
Korean agreement on food aid, whereby (1) the South agreed to provide
the North "in the form of a loan of 300,000 tons of foreign rice and
200,000 tons of foreign corn as soon as possible"; (2) "the purchase and
delivery of food shall be made by an agent designated by the South,";
(3) "the amount of the loan shall include the cost of purchasing the food
and the cost of delivering it to the North"; and (4) "the terms for
repayment of the loan shall be 30 years, including 10 years of a grace
period and the annual interest rate to be 1.0%."

The agreement went on to state that (5) "the extension of the loan
and its repayment under this agreement shall be made according to a
loan agreement signed between the Import and Export Bank of the
South and the Foreign Trade Bank of the North"; and (6) "the North
shall provide all the facilities needed for their smooth implementation
of the food loan and assure transparency in distribution.” Finally, (7)
"any problem arising during the process of implementing this
agreement shall be resolved through a consultation between the
authorities of the South and the North," according to the agreement.
The South Korean government also offered an additional 100,000 tons
of foreign corn that would be provided to the North free of charge
through the United Nations World Food Program (WFP). The total cost
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of the food loan and donation to the WFP would amount to
approximately $100 million.*

The third inter-Korean ministerial talks were held on the Cheju
Island on September 27-30. This meeting led to a six-point statement
of agreements. A 22-member North Korean delegation, led by a senior
cabinet councilor, Jon Kum-jin, flew to the southern resort island of
Cheju on September 27 via Beijing and Seoul. South Korean
Unification Minister Park Jae-kyu led the South Korean delegation as
before. Each delegation had five regular members, along with four
other delegates from each side. The six-point statement of agreement
was broad-gauged, starting from the promise (1) "to implement all the
agreements already made in various forms of talks and continue to
discuss a wide range of issues in depth"; (2) "to cooperate with each
other and to encourage the Red Cross societies of both sides to
immediately take necessary measures for a prompt settlement of issues
related to separated families...."; and (3) to praise "the successful
completion of the first round of the working-level contact to provide
institutional mechanisms for economic cooperation...."

The only substantively notable agreement at this session had to do
with (4) establishing "a Committee for the Promotion of Inter-Korean
Economic Cooperation to discuss and implement various issues to
expand exchange and cooperation in the economic area." At this
meeting the South proposed "to expand exchanges and cooperation in
various areas, including academic, cultural and athletic," and to hold
"regular soccer matches alternatively in Seoul and Pyongyang.” The
South (5) "urged exchange of visits by college professors, students and
cultural leaders, while the North promised to give a positive review of
the projects for exchange and cooperation, including the ones proposed
above." Finally, they agreed (6) to hold the fourth round of the inter-
Korean ministerial talks on November 28-December 1 at alocation and
venue to be decided later.”

The fourth round of inter-Korean ministerial talks was held on
December 12-16 in Pyongyang. At this meeting the two sides traded
criticisms on issuesthat had posed obstacles to the steady improvement
in inter-Korean relations. These included the North's denunciation of
the Pyongyang regime as the "potential enemy number one" in a South
Korean defense white paper, and the South's complaint against the
North's criticism of the South Korean Red Cross president for what he
said during an interview with a monthly magazine in Seoul.
Nevertheless, both sides agreed that the projects undertaken during the
preceding six months to implement the historic inter-Korean joint
declaration were asuccess. At the end, an eight-point joint pressrelease
was issued that reflected the gist of inter-ministerial and working-level
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discussions.

The statement included an agreement (1) "to promote a balanced
development and co-prosperity of the Korean national economy"” by
establishing and operating a Joint Committee for Promoting Inter-
Korean Economic Cooperation. Thisjoint committee will consist of a
vice-ministerial level head of the delegation and five to seven members
from each side. Items to be discussed by thejoint committee were to
include such practical issues in prospective economic cooperation asthe
supply of electricity, connection of railroads and highways,
construction of the Kaesong industrial complex, and promotion of the
Imjin River flood prevent projects.

They also agreed (2) "to cooperate in the fishing industry." The
North offered a part of its fishing ground on the East Seato the South.
People representing their respective fishery authorities would meet in
the Mt. Kumgang areato discuss the matter. They agreed (3) "to advise
their respective Taekwondo organizations to meet with each other to
discuss the exchange of exhibition teams between the two Koreas, and
(4) "to promote address check and exchange of letters between the
members of separated families." Initially, the address check should be
limitedto 100 people from each side, both in January and February, but
the exchange of letters, limited to about 300 people from each side,
would occur sometime in March. They agreed (5) to exchangethethird
group of one hundred separated families at the end of February 2001.
The North shall (6) "send its Mt. Hallatourist delegation in March and
its economic mission during the first half of 2001."

The most important point of agreement at this meeting was that
they will "have each of four agreements signed by the heads of
delegations, related to investment protection, avoidance of double
taxation, account settlement and business dispute arbitration." They
agreed (7) "to go through the necessary procedure for effectuating these
agreements and notifying each other of the result" and (8) to hold the
fifth round of inter-Korean ministerial talks in March 2001, although
the venue for the meeting was to be decided later through mutual
consultation.”

With the expected reopening of the South-North liaison offices at
the truce village of Panmunjom, as agreed to in the South-North Joint
Declaration but not instituted, the two Korean governments were to
complete the connection of the fiber cableslinking the Peace House and
the Tongilgak, respectively situated at the southern and northern part of
Panmunjom. As aresult, the two Koreas were to be able to exchange
data, using cutting-edge computer technology. When and if their
agreement to carry out future facilities beyond Panmunjom was
implemented, this would pave the way for the two Koreas to set up an
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information infrastructure that would be vital to various and stepped-up
inter-Korean exchanges and cooperation.”

Future Prospects and Conclusion

In retrospect, the objective of melting the Korean peninsulaglacier
with the sunshine policy, the vision of President Kim Dae Jung's grand
strategy toward North Korea, was admirable. The approach contained
elements of both idealism and realism. For the policy to succeed,
however, required the determination not only of the South Korean
President but also the positive response of the North Korean |eadership
to South Korean moves and actions. So far, the record of achievements
has been mixed, reflecting success and failure.

On the one hand, the Kim Jong-il regime of North Korea finally
responded favorably to the Seoul government's gesture of goodwill
after more than two years of initial hesitation and hiatus. Its shift to an
accommodative posture came about two years later in 2000, as manifest
in the form of the Korean summit meeting between the two Korean
leaders in June 2000. However, this was motivated not so much by
Pyongyang's agreement with the premise of Kim Dae Jung's sunshine
policy as by a decision on the part of the North Korean ruling elite to
use improving relations with the South as a way of overcoming the
desperate shortages of food and rebuilding its failing economy with the
help of a more dynamic South Korea.

For inter-Korean relations to evolve meaningfully, they had to
proceed according to the rule of reciprocity, a basic principle of
international relations and diplomacy. Unfortunately, the record of
North- South Korean dialogue and negotiations during the first year
since the June 2000 Summit has been largely characterized by "one-
side giving and the other-side receiving." The Seoul government has
been largely yielding to Pyongyang's demands and pressures for special
compensation and perks, like food assistance and the release of
"unconverted" communist prisoners in the South. There has been no
reciprocation with the release of the South Korean Prisoners of War,
dating back to the Korean War, or the release of the kidnapped
fishermen and citizens from the South.*

The North side received tangible benefits and payoffs while the
South acquired more symbolism than substance. There is value in
psychological and political gratification that goeswith the exchange of
mutual visits by the divided family members, but the overall effort was
more like awealthy brother offering ahelping hand to an impoverished
brother. To be meaningful, the exchange and cooperation between the
two Koreas must be balanced and based on "quid pro quo" to be
meaningful.
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There is an indication that North Korea in 2001 was seriously
considering a change in its foreign and economic policies. In the
annual New Y ear's Day editorial, carried in three official newspapers,
the North Korean government emphasized: "There isnho more important
task before us today than to consolidate the national economic might
commensurate with the 21* century." In another article in the official
Rodong Snmun, North Korean leader Kim Jong-il was quoted as
saying, "We entered a new epoch, so (we) should learn structures and
rules existing in foreign countries." Kim Jong-il further called for the
North Korean people to "abandon old ideas and develop anew way of
thinking and a new viewpoint," according to the Korea Herald
reporting coverage on North Korea.

Thevisitto Chinaby Kim Jong-il in January 2001 received alot of
good press coverage. He expressed enthusiasm for the booming
economy in Shanghai, an observation that was taken as confirmation of
a "change" to come in North Korea. His visit to the Shanghai Stock
Exchange and information technology industry sites, which are symbols
of capitalism, seemed to indicate to many that the North's political
leaders were prepared to recognize the benefits of a market system.
Considering Kim Jong-il's attitude towards capitalism only afew years
ago, this "embracing openness" was a monumental development for
North Korea. Implementation may, however, require bold steps over a
relatively long period of time.

Even President Kim Dae Jung was surprised because he was,
according to his spokesman Park Joon-young, "seeking waysthat could
develop inter-Korean relations on a wholesale basis." Park said
President Kim had ordered steps to be prepared for a "considerable"
level of change. Pyongyang appears to be pursuing change in terms of
reform and openness in a departure from the staunch ideological basis
of "socialism of our own style." Giving thisinstruction, President Kim
reportedly observed that the North Korean leader Kim Jong-il would
most likely give further hints of change, such as the North's adoption
of "New Thinking," after returning home from his tour of industrial
areas of China.”

Suddenly, reclusive North Korea seemed to be reaching out to rest
of the world. Although this new diplomacy might reflect confidence by
Pyongyang' sleadership, it may also be a desperate movefor the regime
struggling to insure the survival of a bankrupt system. North Korea
reciprocated the former U.S. Defense Secretary William Perry's North
Korea visit in May 1999 by sending its own special envoy Vice
Marshal Cho Myong-rok to Washington in October 2000 to meet with
U.S. President Bill Clinton. He carried a special message from Kim
Jong-il. This was reciprocated, again, by the historical three-day visit
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of U.S. Secretary of State Madeleine Albright to Pyongyang at the end
of October in order to explore the possibility of a state visit by U.S.
President Bill Clinton to Pyongyang before his term ended in January
2001. The idea of such atrip was later aborted. The European Union
delegation to Pyongyang in November 2000 reported that North Korean
officials were considering allowing multinational corporationsto retain
full control over investments in North Korea. Since January 1, 2001,
Pyongyang has rapidly accel erated the apparent stalled contact with the
South, proffering several economic and social meetings ranging from
new fisheries talks to resuming Red Cross talks on family reunions.
However, the inter-Korean talks on ROK electricity aid, originally
scheduled to take place in Kaesong on January 29, were delayed at the
request of Pyongyang. North Korea had previously requested that the
South transmit 500,000 kilowatts of electricity to the North.

Both North and South Korea were apprehensive that the new U.S.
Administration of President George W. Bush would pursue a policy
that was contrary to former President Bill Clinton's support for Seoul's
engagement policy toward North Korea. The Bush administration
appeared to take a tougher line than its predecessor had toward the
DPRK, especially on the missile proliferation issue. Secretary of State-
designate Colin L. Powell's characterization of the North Korean leader
as "dictator" during his U.S. Senate confirmation hearings earlier in
January triggered an angry response from Pyongyang. A DPRK Foreign
Ministry spokesman toldthe official Korean Central News Agency that
the DPRK "cannot but interpret what he (Powell) said as a statement
reflecting the sinister intention of big war industrial monopolies and
other conservative hard-liners in the United States to keep U.S.-North
Korean relations in the hostile and belligerent relationship forever."
The spokesman warned that the DPRK would respond in kind, as he
said, "If the U.S. brandishes a sword at us, we will counter it with a
sword, and if it shows good faith, we will reciprocate."*

Seoul wished to see its engagement policy toward North Korea
continue within the framework of its close alliance with the United
States and in consultation with Japan. Asthe Bush Administration was
installed, Seoul feared that its engagement policy toward Pyongyang
might be disrupted by a possible tougher stance toward the DPRK. The
Asian Wall Street Journal on January 31,2001, published an editorial
"Shocked Pyongyang," which said that the DPRK's reactions to
remarks made by U.S. Secretary of State Colin Powell reflected its
defensiveness toward the tough stance it was likely to encounter from
the Bush Administration. The article quoted ROK Representative Lee
Bu-young, avice president of the opposition Grand National Party, as
saying, "(U.S. deputy Secretary of State designate) Richard Armitage
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told me that the Bush Administration will never give a 'penny' of
economic aid to North Korea if Pyongyang does not secure
transparency in its production and export of missiles." It also cited an
unnamed ROK government official as saying that Armitage urged the
ROK to use the term "engagement policy" rather than "sunshine
policy" in its dealings with the DPRK. The editorial argued, "the
former implies reciprocity and consistency; the latter, indulgence and
leniency. One relies on concrete actions;, the other, symbolic
gestures."”

InaNew Y ear press conference, on January 11, President Kim Dae
Jung stated that he would continue "to pursue his engagement policy
toward the North on a reciprocal basis" and would seek close
consultationswith the new U.S. Administration of President George W.
Bush.*” President Kim ordered his Cabinet "to coordinate positively but
carefully" with the new U.S. administration's policies on Pyongyang.
"l believe there will be no change in the basic format of cooperation
between the two countries, but we need exchanges of opinion regarding
implementation (with the George W. Bush Administration)," he said,
stressing that "it is indispensable not only to enlist the support of the
four neighboring powers but also that of the international
community."* However, in marking the one-year anniversary of the
Korean summit, President Kim reaffirmed his determination to continue
the sunshine policy toward North Korea and his conviction that North
Korean leader Kim Jong-il would visit Seoul by the end of 2001 for a
second inter-Korean summit.

The scheduled return visit of Kim Jong-il to Seoul for a second
face-to-face Korean Summit meeting, if it materializes, will strengthen
the political stance of President Kim Dae Jung. The Seoul government
of President Kim Dae Jung was seeking a "wholesale development” of
inter-Koreanrelationsin 2001, and has ordered preparations for change
in North Korea "at atime when North Korea seems to be struggling to
make the biggest ever leap out of its socialist cocoon." The "wholesale
development" theory here refers to landmark steps to be taken in the
forthcoming North-South Korean summit. If the summit materializes
as planned, key steps like the signing of a historical inter-Korean peace
treaty could be tackled during the upcoming visit to Seoul by the North
Korean leader. President Kim was also reported to have expressed his
frustration about the current pace and scale of inter-Korean exchanges,
such as limited family reunions, amid signs of further delays by
Pyongyang.*

Although Kim Jong-il's intention was said to imitate the PRC and
to reform his country's economy while trying to maintain atight grip
on political power, any attempt by the DPRK to become a "second
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China" would be extremely difficult. Even if Kim wanted to learn from
China's experiences, the situation in North Korea is different and
requires its own solutions. Unlike the PRC, the DPRK is much more
heavily industrialized, and only atenth of its workers are engaged in
farming. To restart its economy, the DPRK would need to tackle its
huge, stagnating state industrial sector. Furthermore, there arereally not
many overseas North Koreans waiting to invest in North Koreaasthere
were overseas Chinese. And there are not as many countries in the
world interested in investing in North Korea as in China. North Korea
does have a cheap labor force, but there is plenty of cheap labor
elsewhere in the world and in Asia.”

To overcome the difficulties that both North and South Koreawill
confront in the years ahead, some speculate that both Korean leaders,
Kim Dae Jung and Kim Jong-il, are working toward a breakthrough
concept. Thiswould include first and foremost the signing of the peace
treaty between North and South Korea. The signing of such a historic
treaty or agreement would usher in anew "fait accompli" worked out
by the Koreans themselves. Under this scenario, the major powers,
including the United States and China, would react and respond to the
"fait accompli" and change in the status quo signaled by the signing of
such an agreement between Seoul and Pyongyang.

However, whatever determination the Korean leaders exhibit and
reaffirm in terms of Korea's future, they must be tempered and
moderated by the exigencies of the external balance of power in
regional and world politics. Fortunately for the ROK, U.S. President
George W. Bush announced the resumption of talks with the DPRK on
June 6, 2001, over a broad agendathat includes nuclear, missile, and
conventional military posture issues. Although Pyongyang's initial
response was cool, the Kim Jong-il regime cannot afford to miss the
opportunity to resume dialogue with the U.S. that would take place
sooner or later. Kim Jong-il'stravel to Moscow for consultation, taking
him on atrans-Siberian railway ride in August, reflected his attempt to
acquire the support of Russian President Vladimir Putin before
confronting Seoul about plans for a possible second summit meeting
with President Kim Dae Jung, and before responding also to
Washington on resuming bilateral talks.

Kim Dae Jung is a brilliant strategist and an accomplished
politician not only in domestic politics, but also in international
diplomacy. After all, as a human-rights activist and pro-democracy
champion, the politician Kim Dae Jung wasthe onewho inspired public
support as an opposition politician and who wasjailed and sentenced
to death by the military regime for leading the pro-democracy
campaign. He was sent abroad into exile, but he survived the ordeal of
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adversity and rose to the presidency by winning a popular election in
December 1997. In recognition of his unfailing faith and dedication to
the causes of human rights, democracy, and peace, reinforced by his
latest movestoward promoting reconciliation and reunification between
the two Koreas, Kim Dae Jung was honored as the winner of the Nobel
Peace Prize in 2000. He traveled to Oslo in November to receive the
award. This award recognized Kim Dae Jung as a world-class citizen
leader, placing him in the company of such figures as Nelson Mandela
and Henry Kissinger.

Thewinds of changein world politics were blowing, however. The
change in American politics was signaled by the inauguration of the
Republican President George W. Bush. This change affected the
policies of the major powers surrounding the Korean peninsula and the
regional balance of power. As a result, the time schedule for
implementing the June 15 Joint Declaration has been affected.
Significantly, North Korean leader Kim Jong-il's return visit to Seoul
has been delayed. Instead of the initial plan for Kim Jong-il's Seoul
visit at the beginning of2001, the trip will not materialize until later in
the year, if at all. Each of the Korean leaders is operating under a
double imperative that is unique to domestic political and economic
systems of his respective country, as well as to changes in the
international politics surrounding the Korean peninsula.

Whilethe Kim Jong-il regime in North Korea continues to face an
acute dilemma in regime survival along with the need to consolidate
political power, the democratically elected Kim Dae Jung government
in South Korea does not need to be concerned about legitimacy, though
popular opinion has become far more skeptical about the potential
results of the sunshine policy over the years. Kim Jong-il in the North
faces difficult policy choices: (1) rapid rapprochement with the ROK,
(2) getting tough with the South, the U.S., and Japan, (3) relying on old
allies, China and Russia, and (4) improving ties with the European
Union countries and others in the Asia-Pacific region. President Kim
Dae Jung in the South is becoming concerned that time is rapidly
running out for the ROK government to pursue the sunshine policy of
engagement toward the DPRK. With his presidential term ending in
February 2003, Kim Dae Jung will effectively become a lame duck
president in 2002. External contingencies, such as the new U.S.
administration, have worked to delay the implementation of key aspects
of the June 15 Joint Declaration, including the signing of a peace treaty
between the North and the South, as planned by the Seoul side.

It is most unlikely that the Bush Administration will ultimately
block or derail the peace process that has been put into place through
ROK President Kim Dae Jung's initiative and worked out with patience
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and skill in close consultation with the previous administrations of its
allies, the United States and Japan. President Kim Dae Jung was eager
to acquire reassurance and support from his allies that the sunshine
policy initiative was not in conflict with the new policy on North Korea
that the United States was developing. He wanted a vote of confidence
from the new U.S. President similar to the support that he had received
from the administration of former U.S. President Bill Clinton. Although
he was not initially successful in gaining that support, Kim Dae Jung's
courageous efforts directed at lessening tensions on the Korean
peninsulaand overcoming the Cold War legacy in Koreawill hopefully
bear fruit in time with the changing environment in regional and world
politics surrounding Korea. On the home front, continued tangible
results are essential if the momentum set in place by the historic
Summit of June 2000 is not to be lost in arising tide of skepticism and
frustration.
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In July of 2000, Russian Federation (RF) President Vladimir Putin
spent two daysin Pyongyang, North Korea, thefirst Russian (or Soviet)
head of state ever to visit that country. Newly elected President in his
ownrightinMarch 2000, Putin wasted no time promoting hisEast Asia
foreign policy agenda, including presidentia visits to South Korea,
China, and elsewhere in the region within the past year.

Indeed, it isfair to say that Russian foreign policy has undergone
amajor sea change over the past five years. Between 1991-1995, the
RF clearly was preoccupied with improving relations with western
Europeandthe United States. Y el 'tsinworked hard to bring hiscountry
fully into the G-7 group of industrialized nations, succeeding in June
1997 in having the G-7 officialy renamed the G-8. (Since that 1997
meeting in Denver, Russia has attended the annual political but not the
economic meetings of the Group.) In January 1996, however, Andrei
Kozyrev, the western-focused "architect" of post-Soviet Russian
foreign policy, was replaced as Foreign Minister by Evgenii Primakov
(former head of Soviet foreign intelligence), and Russian policy shifted
rather quickly to one focusing on East Asia and the Third World, and
on Asiatic Russia (east of the Urals) in addition to European Russia.
Two-thirds of Russia lies east of the Urals, athough only a small
percentage of its population lives in that vast territory.

Foreign policy did not undergo substantial change with the
appointment of Igor Ivanov as Foreign Minister to succeed Primakov
when the latter was confirmed as Prime Minister in 1998. The post-
1995 "disillusionment™ with Europe and the U.S. resulted in good
measure from Russia's belief that the West had failed to provide the
financial support that the country needed—and deserved—in order to

International Journal of Korean Studies < Fall/Winter 2001 25



move successfully from acommand to a market-oriented economy and
from an authoritarian to ademocratic political system. Further, Russian
political leaders were unhappy with the recent expansion of NATO
membership to include Poland, Hungary, and the Czech Republic: the
three were invited for membership despite strong Russian objections,
and it ishighly likely that NATO membership will be further extended
within the next few years, with the possibility of one or more former
Soviet republics (the Baltic states) being invited tojoin in addition to
several Central European countries formerly under communist rule
(Slovakia, Sloveniaand, possibly, Romania).

While foreign policy can never be divorced from domestic
considerations, and understanding a country's foreign policy requires
an extensive understanding aso of that country's domestic affairs and
the interconnections between the two, | believe Russian foreign policy
in the first decade after the collapse and disappearance of the USSR
among the world's countries (and one of two superpowers at that)
cannot be understood without substantial knowledge of the Russian
domestic palitical scene and the continuing struggle that Russia's
leaders have had in trying to move their country toward a
democratically based political system with amarket-oriented economy.
Indeed, Russias first president, Boris Yel'tsin, spoke of Russia's
continuing struggle in his last speech to the nation as president on
December 31, 1999, when he resigned in order to "create a most
important precedent . . . the civilized voluntary transfer of power,
power from one president of Russiato another, elected anew." Y el'tsin
asked for Russia's forgiveness:

| want to apologize for not making many of our dreams
come true. What had seemed easy turned out to be
extremely difficult. | apologizefor not justifying some of the
expectations of people who believed that we could jump in
one swoop from the gray, stagnant, totalitarian past to the
bright, prosperous, civilized future. | believed in it myself.
It seemed that if we could just make onejump, we would
overcome everything.

But the one jump didn't work. . . . . In some areas the
problems turned out to be far too complicated. We slogged
ahead through these mistakes, through these failures...}

The political history of the Russian Federation from December
1991 to the present has been one characterized by the domination of
domestic concerns, and foreign policy seems to have been designed
largely to assist perceived domestic needs. Thus, the early post-Soviet
efforts to enhance relations with the West were dictated largely by
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Russia's need for western loans and investment, as state-owned
industries were dated for privatization. Russia counted on major
financial support not only from members of the European Common
Market (later Union) as well as the United States, but also from
western-dominated financial institutions such asthe European Bank for
Reconstruction and Devel opment and the I nternational Monetary Fund.
Russia received massive loans during the 1990s, sometimes coupled
with requirements for strengthening private ownership or fledgling
democratic institutions, but the loans did not serve to anchor the
country's economy; at the same time, with few exceptions, European
and American corporations were unwilling to invest substantially in
Russia's economy for avariety of business reasons, including a shaky
legal system, a vague tax system, and demands that a significant
percentage of the profits produced by Russian companies with foreign
investment remain in the country.

The Gorbachev Foreign Policy Legacy: In Brief

During most of the Gorbachev era(1985-91), Soviet foreign policy
was focused largely on improving relations with the major powers,
particularly China and the United States. (Indeed, one of Mikhail
Gorbachev's greatest triumphs in internationa diplomacy occurred
when he was invited to join the G-7 group of industrialized nations for
thefirst time at their 1990 annual meeting.) Atthe sametime, however,
the Soviet leader clearly believed it wasin his country'sintereststo pay
greater attention to the Soviet role in East Asia than had his
predecessors and to establish the USSR asameajor player in that region.
Accordingly, in amajor foreign policy speech in Vladivostok (in July
1986), the CPSU General Secretary emphasized theimportance of Asia
and the Pacific to Soviet security. The Soviet Union was concerned
about a growing U.S.-South Korean-Japanese military alliance aimed
at North Korea and possibly the USSR. In the last years of the Cold
War, however, when both the U.S. and the USSR were reaching out
diplomatically to countries with which they had never before had
relations, the Soviets realized that South Korea, with its booming
economy and accompanying foreign loan and investment possibilities,
could assist the USSR economically in ways that North Korea clearly
could not. And, with relations between the USSR and Chinaimproving
steadily and rapidly, it no longer seemed to matter to the Soviets
whether the North Koreans tilted more toward China or toward the
Soviet Union, because the three-decade-old rivalry between the two
communist-ruled powers had finally been brought to an end.

Soviet policy toward both Koreas changed dramatically during
Gorbachev's years in power and first became public in 1988 when the
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Soviets decided to send athletes as well as the BoPshoi Ballet to
participate in that year's Olympic Games in Seoul. Despite repeated
invitations from then North Korean leader Kim 1l Sung, Gorbachev
refused to visit Pyongyang, although an ideal opportunity arosein May
1989 whenthe Soviet |eader visited China. (Reportedly, Gorbachev had
promised Kim that he would return the latter's 1986 visit to Moscow
"at a convenient time," but he never did.) Soviet-South Korean
relations developed rapidly, with the Soviets opening atrade office in
Seoul in the spring of 1989, and Kim Y oung Sam (soon to be elected
President of the Republic of Korea—ROK—South Korea) visited
Moscow in June of that year. Further, Soviet trade with South Korea
increased substantially from 1986 on. For example, the volume of
bilateral trade in 1986 was $133 million; the following year, it had
jumped to $200 million.” Gorbachev met with ROK President Roh Tae
Woo in San Francisco in June 1990, and three months later, in
September, the normalization of relations between the Soviet Union
and the ROK was established. Together with the establishment of
diplomatic relations came agreement on a $3 hillion loan from South
Korea, to be provided over three years; $2 billion would be made
available to the Soviets for purchase of South Korean consumer goods
at attractive prices, and the remaining $1 billion would be used for
Soviet industrial development. The Soviets agreed to repay the loan
partly in raw materials, particularly coal and natural gas, which South
Korea sorely needed. (By 1993, Russia had negotiated with the South
Koreansto sell them military equipment as away of partially repaying
the loans.”)

When then Soviet Foreign Minister Eduard Shevardnadze flew to
Pyongyang in early September 1990 to inform the North Koreans of the
impending establishment of diplomatic relations between his country
and South Korea, Kim Il Sung refused to meet with him. Relations
between the Soviets and North Koreans had deteriorated after 1988, at
least in part because Soviet leaders had begun to pressure their North
Korean counterparts to reform their economy, which Kim staunchly
refused to consider. North Korea labeled the normalization of Soviet-
South Korean relations "an act of betrayal” on the part of the Soviets.
"The USSR, by itsactions, joinsthe conspiracy of the United Statesand
South Korea aiming at the destruction of the socialist system in the
North," declared the North Korean Foreign Ministry.®

Shevardnadze confirmed after his visit that beginning in January
1991, the North Koreans would be obliged to pay for all Soviet goods
in hard currency only (rather than through barter arrangements, as had
been the norm), and aso would have to pay at prevailing world market
prices, rather than at significantly lower CMEA (Council on Mutual
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Economic Assistance—the communist-ruled countries economic
counterpart to the European Common Market) rates, for Soviet oil and
gasdeliveries. Because of North K orea'sheavy dependence on oil from
the USSR, the latter agreed in April 1991 to postpone mandatory
paymentsin hard currency until the following year.® Trade between the
two countries declined drastically in 1991; just two years earlier,
Soviet-North Korean trade had reached an all-time high of $2.5 billion.
According to one source, in 1989 the North received 63 percent of its
electric power, 50 percent of its coa and refined oil, and 33 percent of
its steel from the Soviets” While Russan-DPRK bilateral trade
increased somewhat during the mid-'90s, Russiafor a number of years
has no longer been one of the DPRK's top three trading partners.
Indeed, by 1995 Russia had dropped to fifth place among North
Korea'strading partners, with Russia accounting for only four percent
of total trade turnover.’

YePtsin's Korea Policies

With the collapse of communist rule in the Soviet Union after the
aborted August 1991 coup, and the fina disintegration of the USSR in
December of that year, foreign policymaking was temporarily put on
hold until the new states formed out of the former USSR could agree
upon a division of the international assets and responsibilities of that
country. By the summer of 1992, Y el'tsin announced that his country
would take responsibility for the continuity of Soviet foreign policy
into the post-Soviet era. During that same year, Y el'tsin made officia
visits to both South Korea (where he was invited to address the South
Korean parliament) and China. In his November 1992 visit to Seoul,
Y el'tsin and South Korean President Roh signed a Treaty on Principles
of Relations between Russia and the ROK, as well as a Memorandum
of Understanding for Military Exchanges, which has resulted in
exchanges of military information and personnel and, as mentioned
earlier, in massive Russian sales of military defense technology and
equipment (as away of paying back Soviet loans agreed upon when
diplomatic relations between the ROK and the USSR were established).

InJune 1994, ROK President Kim Y oung Sam visited M oscow and
reportedly agreed to postpone Russia's debt payments in exchange for
a commitment by Y el'tsin to oppose North Korea's growing nuclear
weapons program.” Indeed, in the previous year, the Russian
government had pressured the North Koreans into guaranteeing
their compliance with the Nonproliferation Treaty and had
stopped delivery of three nuclear plants that had been promised
earlier. Russia also recalled about 160 of its nuclear scientists and
missile specialists from the DPRK, who reportedly were assisting

International Journal of Korean Studies e« Fall/Winter 2001 29



the North Koreans with military programs, and in mid-1994,
Yel'tsin told the North Koreans that Russia would support
international sanctions against them if they pursued a nuclear
weapons program.” The Russian president also signed an executive
order freezing a $4 billion project, which included three light water
nuclear reactors that were to be built for the North Koreans at Sinpo.”

The possibility of an official state visit to North Korea was never
raised publicly (although it may have been discussed privately) and,
during histwotermsin office, Y el'tsin never visited the DPRK nor met
with either Kim Il Sung or his successor (and son), Kim Jong-il.
Relations between Russia and the DPRK after 1991 deteriorated
rapidly. Within a year, Russia had withdrawn al its technicians
working inthe North under contract, mainly at industrial defense sites,
because of the DPRK's inahility to pay them in hard currency. At the
same time, the Russians pressed North Koreato begin to repay its $3.5
billion debt, accumulated over many years, because the new Russian
state badly needed hard currency. This, coupled with the North
Koreans' inability after 1991 to buy Russian oil and natural gasto help
satisfy fuel and energy needs (because of the requirement that they pay
in hard currency—which they didn't have), contributed substantially to
the North's precipitous economic decline during the 1990s, from which
it is just now beginning to recover.” Russian-DPRK trade fell
precipitously in 1991 and, from 1992 on, ChinabecameNorth Korea's
main trading partner.

The fate of the thirty-year Soviet-North Korean Treaty of
Friendship, Cooperation, and Mutual Assistance, signed in 1961,
remained vagueduring the 1990s. Thetreaty'stermsstated that if either
party did not raise objections, the treaty was to be automatically
renewed for five years and, accordingly, apparently remained in force
until 1996. Beginning in 1992, however, there were numerous reports
the Russians had initiated discussions about "updating” the treaty and
eliminating the clause stating that if either side were attacked, the other
would comeimmediately to itsdefense. During hisvisit to South Korea
in November 1992, Yel'tsin promised to revise the Soviet-DPRK
Treaty and, soon thereafter, reportedly, the Russians told North Korea
that they would only come to the latter's defense if it were attacked
"without provocation," athough they assured the DPRK that it would
remain under the Russian nuclear umbrella. Pyongyang responded that
the Russians "need not concern themselves about the North's
security."” By 1996, it was clear that the Russians would not
automatically provide military support to the North regardless of the
reasons the latter was attacked,” and negotiations over a new treaty
were begun. Accordingto V. I. Denisov, Russia's current ambassador
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to the DPRK, Deputy Foreign Minister Aleksandr Panov's April 1996
visit to Pyongyang and his meetings with North Korean Deputy
Foreign Minister Lee In Gue were designed to rekindle the dialogue
and improve relations between thetwo countries.” Two Russian State
Duma (parliament) delegations, one in 1996 headed by Duma Speaker
(and leading RF Communi st Party member) Gennadii Seleznev, and the
other in 1997, headed by Vladimir Lukin, chair of the Duma's
International Affairs Committee, seemed designed to continue an effort
to normalize relations between the two countries and also to indicate
that the Russian legislature, if not the executive branch, was interested
in improving relations with the DPRK. In January 1997, Deputy
Foreign Minister Georgii Karazin made an officia visitto North Korea
to begin extended discussions on anew treaty,” whichwas signed in
February 2000 and soon ratified by the parliaments of both
countries.

During Yel'tsin's years as president of the Russian
Federation, his focus was overwhelmingly on Russian domestic
affairs.” Russias enormous domestic challenge, beginning at
independence in late 1991, to establish some form of democratic rule
(without collapsing into either civil war or revolution) after literally
centuriesof dictatorial or authoritarian rule, cannot be overstated. And,
at the sametime, Russiawas faced with an equally enormous challenge
of trying to move from a state (Party)-directed command economy to
a market-oriented one, again with no historical experience of a free
market economy. Gorbachev had tried desperately between 1986 and
1991 to introduce major political and then economic reforms and had
failed miserably, so miserably in fact that his country had literally
disintegrated and disappeared by December 1991. The Russian
Federation, as was the USSR, is amultinational country, although 82
percent of its population isethnically Russian (in contrast to 53 percent
of the former USSR having been composed of ethnic Russians); its
constituent non-Russian republics signed a new, hastily designed
Federation Treaty in 1992, but the new country continuesto face many
of the same problems of political cohesion as had the former Soviet
Union, and thereal possibility of political disintegration cannot beruled
out. Within this context, Russian foreign policymaking in the first
decade after communist rule understandably has not taken center stage,
and has been designed mainly to protect the country's national security
interests.

Russia's Current East Asia Policy
In 1991, just prior to the collapse of the USSR, the Soviets agreed
to provide North Koreawith three 660-megawatt light-water (nuclear)
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reactors (LWR), for which the latter was to pay in hard currency; in
spring 1993, when the field work necessary to construct the nuclear
plants was nearing completion, the DPRK announced it was unable to
pay. At the sametime, the North Koreans announced their withdrawal
from the Nuclear Non-Proliferation Treaty (NPT), whereupon Y el'tsin
signed an executive order suspending the LWR project™

Left out of mgjor international negotiations with North Korea on
various security issues affecting the Korean peninsula, particularly
negotiationsover North K orea's devel oping nuclear weaponsprogram,
the U.S.-North Korean agreement on restricting DPRK nuclear
activities through the creation of the Korean Peninsula Energy
Development Organization KEDO project, and the conclusion of a
peace treaty between the two Koreas, Russia recently has sought to
reassert itsrole in Northeast Asia and establish itself asamgor player
in East Asian affairs. Moscow's offer to KEDO to build and supply
several light water reactors for North Korea was rejected early on (in
favor of South Korea's supplying the reactors) by the mgjor KEDO
participants (U.S., South Korea, and Japan), and Russia subsequently
backed away from the project atogether. Since the Four Power (U.S.,
China, North and South Korea) Talks on working toward a settlement
between the two Koreas began in the mid-1990s, the Russians have
sought unsuccessfully to expand the discussionsto include themselves
and Japan, thereby creating Six-Power Talks, and also have proposed
Eight-Power Talks, which would include the U.N and the I nternational
Atomic Energy Commission (IAEA) in addition to the six countries.

Russia successfully improved relations with China during the
1990s, building on Gorbachev's earlier efforts. Y el 'tsin and other high-
level Russian officids have made regular state visits to China, and
Chinese President Jiang Zemin, aswell as Chinese political and military
officials, regularly returned these visits to Russia. With respect to
Japan, Y el'tsin seemed particularly interested in finaly settling thetwo
countries' territorial dispute and concluding a peace treaty formally
ending World War Il hostilities, but he was not able to reach an
agreement with the Japanese before he resigned from office in
December 1999. His chosen successor, Vladimir Putin, a career state
security officer turned reformer (who headed the Russian Federal
Security Service prior to his appointment as Acting President in
December 1999), seems less willing to negotiate with the Japanese
generaly and not willing to consider any agreement that would end
Russia's continued control over the four disputed southern Kurile
islands. Visits by Russian and Japanese high-ranking officials to each
other'scountry wererepeatedly postponed during the past year, and the
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signing of a Russo-Japanese peace treaty does not appear imminent.

In February 2000, Russian Foreign Minister Igor Ivanov became
the first high-level Russian officid to visit North Korea since the
collapse of the USSR. Hisvisit was preceded by anon-publicized two-
week visit to Moscow by Kim Young Nam, former DPRK Foreign
Minister and currently head of the DPRK's Supreme Peoples’ Council
Standing Committee and KWP Politburo member, who officialy was
in Moscow for eye surgery. While in the Russian capital, Kim Y oung
Nam reportedly met with Russian foreign ministry officials to discuss
improved North Korean ties with Russia.” (Russia delivered ten
tons of food to the DPRK "as a goodwill gesture" at the start of
Ivanov'svisit.”) In Pyongyang, Ivanov and his DPRK counterpart,
Foreign Minister Paegk Nam Sun, signed the Treaty on Friendship,
Good-Neighborliness, and Cooperation, in which both countries agreed
"not to conclude any treaty or agreement with a third country nor join
initsaction or step if they stand against sovereignty, independence, and
territorial integrity of either of the parties."”

President Putin's Northeast Asia policy currently appears to have
three major objectives: (1) to ensure continued stability on the Korean
peninsula; (2) to limit U.S. (and Japanese) influence in Northeast Asia
and, at the same time, increase Russian influence there; and (3) to
encourage significant foreign economic investment (from South Korea,
China, and Japan) in eastern Siberia, aregion incidentally that has been
only loosdly controlled, if at all, by Moscow since the collapse of the
USSR. More generaly, Russiawantsto avoid apalitical or economic
collapse in North Korea and wants to reassert Russia's role as an
important player on the Korean peninsula.

Since he was dected to the presidency in March 2000 with a
decisive margin of victory, Putin has traveled to Beijing to secure
Chinese support against America's proposed National Missile Defense
(NMD) system, and to Pyongyang and Hanoi, in part for the same
purpose. Putin's two-day visit on July 19-20, 2000, to Pyongyang
marked the first time a Soviet or Russian leader had ever visited that
country, and the Russian President seemed eager to increase his
country's influence on the Korean peninsula in light of the
unprecedented meeting between the South and North Korean heads of
statein Pyongyang the previousmonth. Hevisited Seoul in March 2001
to encourage South Korean economic and financia support for projects
in eastern Siberia, as well as support for reconnecting the Korean
railway between the South and North which, in turn, will link to
Russia's Trans-Siberian railroad. The advantages for Russia are clear:
transporting goods from China and Northeast Asiato Europe by train
across Russiawill provide the latter important revenue and boost the
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economy of numerous cities and towns along theroute. It also will save
Asian shippers considerable time and expense. Russia will invest
several hundred million U.S. dollarsfor renovation of therailway inthe
DPRK, Putin declared, but will need additional financia resources for
the project.

At the end of their July summit meeting, Putin and Kim Jong-il
"adopted an 11-point declaration on domestic and international issues
of mutual concern."” Putin also managed to secure North Korean
agreement "to shut down its missile program if other nations provideit
with rocket boostersfor space exploration." The Russian President said
he believed the elimination of aNorth Korean missile capability would
"render groundless' the U.S. position that aNMD system was needed
because of a "DPRK missile threat."” Putin and Kim Jong-il also
discussed the reestablishment of economic ties and the possibility of
Russian technicians assisting North Korea in refurbishing and
modernizing mgjor industrial plants that originally were built with
Soviet assistance in the 1960s and '70s.” Because the DPRK cannot
pay for substantial Russian assistance, and the RF cannot afford to
provide support without repayment, the latter is eager to interest Japan
and South Korea in providing loans.” Reportedly, North Korean
officias supplied their Russian counterparts with a list of goods they
could export to the RF as partial repayment, but the Russians declared
most of them of no interest.”

Just after Putin'svisit, North Korean leader Kim Jong-il reportedly
planned to visit the Russian Far East to help jump-start economic and
traderel ationsbetween hiscountry and Russia. Y evgenii Nazdratenko,
then Governor of Russia's Primorskiy krai (which borders North
Korea), was among those in Putin's North Korean visit entourage and
had proposed severa joint economic undertakings between hisregion
and the North, as well as agreements to expand the number of North
Korean guest workers (now estimated at 15,000 to 25,000) in Siberian
logging camps and an additional ("undetermined") number working in
construction projects in the Russian Far East.” This visit did not
materialize, and Putin managed to secure Nazdratenko' sresignation the
following February.”

Kim Jong-il's mid-April 2001 scheduled visit (in which he
reportedly was going to talk with Putin before undertaking any
discussions between his country and the new administration in
Washington) aso did not materialize, athough Minister of Defense
Kim Il Choi visited Moscow in late April, met with his Russian
counterpart as well as with Foreign Minister Ivanov, and signed two
agreements on bilateral military cooperation. In late July and early
August 2001, Kim Jong-il finally visited Russia, traveling from
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Pyongyang to Moscow and St. Petersburg aboard a 21-car armored
train. Leaving Pyongyang on July 26, he made several stops aong the
way, including an unscheduled one at Lake Baikal, reportedly so he
could dip ahand into its crystal-clear waters. Kim spent two daysin the
western Siberian city of Omsk, where hevisited aT-80 tank factory, the
Omsk Bacon Company, and the Pushkin State Scientific Library, where
he inspected its rare book collection.”

Arriving in Moscow in early August, Kim met with President
Putin and the two signed an eight point Declaration, issued on
August 4, committing "the DPRK and Russia to the ‘formation
of a new fair world order' framed by international law and
beyond the domination of any single power."* The North Korean
leader promised to suspend ballistic missile launchings until 2003, and
agreed with Putin that the 1972 ABM Treaty should remain the
foundation of arms control efforts. Reportedly, Putin told Kim that
Russia would consider supplying satellite-launch rockets to North
Korea, but would insist on payment, either from the DPRK or another
country.” Russia also agreed to provide support for modernizing
North Korea'srailway stock, training DPRK railway engineers, linking
Russia's Trans-Siberian Railroad to the North Korea rail line, and
assisting with the reconnection of the inter-Korean rail line (which will
include detection and elimination of land mines near therail linein the
DMZ between the two Koreas).

Kimalsotraveledto . Petersburg, where he discussed the opening
of a trade office between that city and Pyongyang, and toured
shipbuilding, road construction, lumber equipment manufacture, and oil
and gas system sites.”

Although North K oreacontinuesto be primarily concerned withits
bilateral relationshipwiththeU.S., Kim clearly wanted to gain Russian
support for anumber of projects, including (1) support when it bargains
with the United States over nuclear and missile issues; (2) increased
military assistance, including spare parts for existing weaponry aswell
asnew, technologically advanced armaments; (3) provision of "reliable,
long-term deliveries of Russian oil and gas'; and (4) assistance in
developing economic cooperation between the North and other
countries of the former Soviet Union, especially thosein Central Asia.”

For its part, Russia wants to confirm its role as the prime
intermediary between North Korea and the United States and,
accordingly, as an important player in any political settlement on the
Korean peninsula

Conclusion
Russian policy toward the Korean peninsula and toward Northeast
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Asiahas changed substantially during the past decade. For the first half
of the decade, Russia was much more concerned with extending
relations with South Koreathan with the North and, more specifically,
with ensuring continued economic and financial assistance from the
ROK. The Russian government was determined to enhance relations
with China (which it did) and to improve relations with Japan leading
to agreement on a peacetreaty (which it did not achieve). With respect
to East Asian policy, Y el'tsin'sforeign policy seemed to focus more on
specific countries and targets of opportunity than on the region as a
whole. Since 1996, however, Northeast Asia as aregion has become
moreimportant to Moscow and, since 1999, North Koreaand thewhole
Korean peninsula have become increasingly important.

Since March 2000, when he was elected president of Russia, Putin
has spent agreat deal of timetraveling, much of it abroad. He hasmade
state visits to China, the DPRK, the ROK, Vietnam, Maaysia, and
other southeast Asian nations. Clearly, he wants to extend Russian
influence in East Asia and, at the same time, counteract U.S. and
Japaneseinfluence onthe K orean peninsulaand €l sewherein East Asia.
For themoment, heisespecially eager tolineup alliesagainst the U.S.-
proposed national missile defense system. More broadly, he seeks to
revitalize Russian (formerly Soviet) influence around the world,
particularly in the developing world. Thus far, judging from both his
domestic and foreign policy priorities, Putin seems determined to
recapture some of the great power status that was lost when the USSR
collapsed, which Y el'tsin for many reasons was not able to do.
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In Search of New Patterns of Rivalry
and Interdependence

China-Japan Relations
in a Changing Northeast Asia

Taeho Kim
Senior Research Analyst
Korea Institute for Defense Analyses

The future of China-Japan relations will have a decisive impact on
post-Cold War East Asia's economic and political order. Japan and
China embody the world's second- and, by PPP-based calculations,
third-largest economies, respectively, and wield growing political clout
in regional affairs. Militarily, despite the different nature and sources
of their national power, both countries are the major factors to be
reckoned with in any East Asian strategic equation.

The relative rise in influence of Chinaand Japan in post-Cold War
regional affairs is evident. Japan is the world's largest creditor nation
and largest donor of official development aid in East Asia and in the
world. It also maintainsthe world's second largest defense budget with
$45.6 billion ($1=108 yen) in FY 2000.' Japan's total armed forces are
small—about 237,000 strong—and being reduced, but are buttressed by
its vastly superior technological, industrial, and financial prowess. Seen
from this perspective, Japan is already apotential major military power
seeking agreater political and security role in post-Cold War East Asia.

In contrast, Chinais predominantly an independent military power
with growing economic capability. Chinaisthe only Asian nation with
strategic nuclear forces, and it maintains the world's largest military,
approximately 2.5 million soldiers, which is also being reduced; thus,
China stands in a position to effect major changes in Asia's security
environment. In particular, sincethe early 1990s China'srise inwealth
and influence has precisely been the focal point of the Asian and global
security debate, which has subsequently shaped the widespread
perception that future regional stability and prosperity will increasingly
hinge on the capability and behavior of China.’
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The two countries' growing national power and their respective
wills to use it are complex and important questions in their own right,
deserving serious attention from both scholarly and policy
communities. In particular, their traditional rivalry and current and
likely future power potential will continue to be a source for concern in
their neighbors strategic planning. For both historical and
contemporary reasons, each country has also pursued its foreign policy
goals with an eye on the other.

In terms of future regional stability, what is perhaps more
significant in post-Cold War East Asia is whether the two major
regional powers will develop a relationship that is either strong and
cooperative or weak and confrontational in the years ahead. Of equal
importance is the diverse yet uncertain impact of this evolving
relationship on the future of East Asian security, particularly in light of
the absence of the unifying Soviet threat and a reduced U.S. military
presence. Even though the United States decided in February 1995 to
freezethelevel of U.S. forcesin the region at 100,000 personnel—which
was repeatedly reconfirmed later—regional perceptions of the U.S.
security commitment and credibility will significantly affect the strategic
calculusof individual regional states and the overall power balanceinthe
region. Beijing-Tokyo relations also directly touch on a host of major
regional security issues such as peninsular stability, the Taiwan
question, the South China Sea dispute, multilateral security issues, and
the U.S. role in the region. In short, its potential impact on regional
security should not be underestimated.

This article argues that, despite their huge and growing stakes in
mai ntai ning an amicabl e relationship, the China-Japan rel ationship will
remain a difficult and often tense one. The persistence of their
traditional rivalry and historical distrust over time suggeststhat these may
have moreto dowith deeply ingrained cultural, historical, and perceptual
factors than with the dictates of economic cooperation or shared interest
in regional stability that are mutually beneficial. Also underlying their
complex but competitiveties are fundamental differences betweenthetwo
countries in terms of political systems, social values, and strategic
objectives in Asiaand beyond. The future stability in East Asiawill hang
inthe balance as Chinaand Japan continueto seek anew balance between
their interdependence and rivalry.

Mutual Perceptionsin a Historical Context

As befits their traditional rivalry for regional influence and as the
present-day two most powerful states in East Asia, Japan and Chinahave
quite a broad range of bilateral concerns with each other. This should
surprise no one, as Akiralriye has strongly argued,’ given the fact that
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both countries have, from the 1880s, developed multifaceted rivalry
relationsinpower, culture, and economic dimensions. Traditional mutual
perceptions between the Chinese and the Japanese have been very
complex, but far from cordial, as the following long quotation typifies:

Scholars who have examined Chinese and Japanese mutual
perceptions have suggested misunderstanding, or indifference, or
condescension, or arrogancel—anything but communication. The Chinese
are usually depicted as having clung to traditional images and |ooked
down on Japan as acountry of imitative dwarfs. They had not bothered to
|earn anything about Japan until it wastoo late. The Japaneseinthe Meij i
era, for their part, avidly Westernized themselves until they no longer
considered their country Asian, a member of the Chinese sphere of
civilization.... Such mutual arrogance and condescension was conducive
to misunderstanding, areflection of thetwo countries' antagonistic power
relationship.’

As lIriye has correctly noted, it is a pervasive yet distorted
interpretation, and both countries had known one another's history and
people for centuries. It may even be added that their pace of "learning"
each other became quicker in the second half of the 20th century than
before.

It can be equally and plausibly argued, however, that their mutual and
growing knowledge of each other could also generate conflictual rather
than cooperative bilateral relations, contrary to Iriye's suppositions.
Historically, their traditional mutual condescension was sharply
aggravated by an array of such major historical events as the Sino-
Japanese War in 1895 and the resulting Japanese occupation of Taiwan,
itsinvasion of Chinainthe first half of this century, and particularly the
Nanj ing Massacre. All of these, which the Chinese call "historical facts,”
continueto undergird China's anti-Japanese feelings and attitudes, even
if they are now expressed mostly in a subtle and private manner.

Different ideological beliefs after 1945 parted them into different
"camps" until the early 1970s, when they normalized their diplomatic
relationship after the Nixon visit to China. Responding to the common
Soviet threat, China and Japan opted for a"marriage of convenience" in
the U.S.-led global containment against the Soviet Union. Even if China
and Japan were not pulled by the across-the-board improvement in
bilateral ties but pushed by the overriding external security threat, both
tried consciously—for the moment at |east—to set aside historical and
cultural baggage and hammer out a new working relationship.

It thus seems safe to say that Sino-Japaneserelationsin the 1970s and
1980s were an amalgam of practical need for strategic and, to a lesser
extent, economic considerations on the one hand and historically deep-
seated suspicions about the other's intentions and behavior in the region
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onthe other. Seen from this perspective, the removal of the strategic garb
after the end of the Cold War, coupled with China's growing economic
and military power and Japan's domestic changes, could well pit China
and Japan agai nst one another in acompetitive bid for economic influence
and regional role in East Asia.

Asmany scholarshave noted, moreover, the enduring dual images of
superiority and inferiority permeate their mutual perceptionsto an extent
and inwaysthat official and public perceptionsin both countriesregarding
the other remain different, divergent, and distorted, and that at present
there seems to be no strong constituency in either China or Japan to
promote lasting friendship and cooperation. In a perceptive study on
Japan' scultural diplomacy toward China, DianaBetzler and Greg Austin
have convincingly argued that "the main impulses for official interaction
between the two countries [Chinaand Japan] remain outside what might
be called the popular imagination."*

An Asahi Shimbun survey, jointly conducted with the Chinese
People's University in commemoration of the 25th anniversary of the
China-Japan normalization, unmistakably points to a continuing anti-
Japanese feeling among the Chinese.’ Out of 3,500 Chinese respondents,
asignificant 34 percent said they disliked Japan; ten percent liked Japan;
and 51 percent neither disliked nor liked Japan. In contrast, 29 percent of
3,000 Japanese said they liked China; 19 percent disliked China; and 48
percent said neither disliked nor liked China. To the question asto whether
or not Japan's repentance over its past history is satisfactory, awhopping
86 percent of the Chinese respondents found it insufficient and only four
percent sufficient. On the other hand, 26 percent of the Japanese believed
it sufficient, while 5 8 percent insufficient. A glance at the survey indicates
that historical issues remain a significant undercurrent in Beijing-Tokyo
relations, especially in the eyes of the Chinese.

Not surprisingly, the underlying historical distrust and suspicions are
often manifested in their contemporary policies toward the other. Each
side has been critical of the other's moves toward greater military
capability or a larger regional role. In addition, Japan has long been a
rallying point for the renewal of nationalism in China, while Japan is
suspiciousof areincarnation of China'straditional cultural and other kinds
of dominance in the region once the latter achieves its Four
M odernizations—a perception that has recently been accentuated by the
debate onthe"rise of China." Whilethegrowth of nationalistic sentiments
seems evident in both post-Cold War Japan and China, the latter's
increasing reliance on the nationalistic agenda to arrest the decline of
communism as a credible ideology and to fend off international pressure
for change in China does not augur well for the future of their bilateral
relations.
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Official Ties and Deepening I nter dependence

Official dialogues and inter-governmental cooperation between Japan
and Chinahave gradually but steadily expanded over a quarter century.
Both governmentsal so assign top priority to bilateral economicties. Atthe
heart of their official relationship lie trade, investment, and aid. Bilateral
trade between Japan and China exceeded the $60-billion mark in 1996 and
recorded $60.8 billion in 1997, $58 billion in 1998, and $66.2 billion in
1999, making Japan China's largest trading partner for most of the last
decade.” In fact, Japan in the mid- to late 1990s constituted what the
Chinese called"threefirsts": Japanwasthefirstin China'straderelations,
technology imports, and domestic investment. Chinais also the largest
recipient of Japan's Official Development Aid (ODA), which isaimed at
building China's social and economic infrastructures.

By the end of 1996, Japanese direct investment in Chinaamounted to
over $4.5 billion. By 1996, Japanese ODA exceededtwotrillionyen (331
billion yen in 1979-83, 470 billion yen in 1984-89, 810 hillion yen in
1990-95, and 600 billion yen in 1996-98)° and one million mutual visits
per year. From the normalization in 1972 to 1994, over 40,000 Chinese
students were sent to Japan for various studies, whereas about 100,000
Japanese students toured China during the last decade. In 1994 alone,
22,000 Japanese studentstraveled in China, and Japan maintained about
180 sister-city relations in China.’ In 1999 alone, over 1.85 million
Japanesevisited Chinaaswell. Peopl e-to-peopl e contactsbetween thetwo
sides are evidently and steadily growing; they are indeed necessary and
commendable efforts to acquire firsthand experience and a minimal
understanding about the other. But growing bilateral contacts have yet to
produce abetter and more objective understanding of each other, let alone
lasting friendship.

Japan roughly accounts for about 20 percent of China's total trade,
while China occupies less than 5 percent of Japan'stotal trade,” even if
China'sexpanding economy would likely makethe Japanese sharesmaller
in the years ahead. Due to the asymmetrical importance of economic
relations to China, it has largely abstained from openly and directly
criticizing Japan—except the so-called "historical problems"—while
Japan hastriedto link the ODA with enhanced "transparency" in Chinese
military affairs, as seen in the case of withholding a small part of ODA
after China'snuclear testing in 1995. But the trade imbal ance becomes a
growing concern for Tokyo, as it has run a chronic trade deficit with
China since 1988.
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Salient Palitical and Security Issues

The Taiwan Issue

That the PRC government regards Taiwan as part of China is
unquestioned. The Chineseleadershipisalsolikely to take atough posture
against Taiwan, asvividly demonstrated during the 1995 and 1996 Taiwan
Strait tensions, and has not ruled out the use of force, particularly if the
latter declaresindependence or if China's national and security interests,
including Taiwan, are deemed to be at stake by the actions of other
countries.

To Tokyo, the Taiwan issue cuts across several identifiable yet
overlapping contexts upon which Japan's major domestic and foreign
policy debateisconducted: Japan-Chinarelations, theU.S.-Japan alliance,
joint development of the Theater Missile Defense (now called MD) with
the United States, and its changing yet undefined political profile and
security role inthe region. For thisreason alone, Japan's Taiwan policy
has been very cautious and has always been conducted with one eye on
China and the other on the United States.

Because of a combination of factors, including Japan's low-profile,
non-confrontational foreign policy posture toward Chinasince 1945, its
history of aggression against and occupation of both mainland Chinaand
Taiwan, and China's past, present, and future influences on itself and the
region, Japan has tried to prevent the Taiwan issue from standing in the
way of an improved Japan-China relationship, notwithstanding its
important stake in Taiwan's prosperity and stability.”

Tokyo's utmost caution with respect to the Taiwan issue is best
captured by Shinkichi Eto, a longtime Japanese China observer, in the
following metaphor:

Matters that China regards as most central to its national
interest—for example, theterritorial issues revolving around
Taiwan and Tibet—should beregar ded asthesensitivehairson
the elephant's chin: one prerequisite for a manageable
relationship [with China] is never to touch them.*

Likewise, whileU.S. and Japanese policies have diverged on several
issues (e.g. humanrights, post-Tiananmen sanctions), their difference on
the Taiwan issue apparently has not been so great asto cause an irritation
between Washington and Tokyo. Thisis partly dueto Japan'slow-profile,
cautious approach to China, as noted above, but Japan's cautiousnessitsel f
is derived from the fact that Japan is far more vulnerable to China's
pressure than the United States, running the gamut from historical issues
to Japan'sregional roletothe perceived and actual threat. Takentogether,
the Taiwan issue touches upon several major policy debates in Japan that
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are gtill evolving. But Japan has been able to hold it within manageable
limitsin the context of both Japan-Chinaand U.S.-Japan relationsand is
likely to do so in the near future.

Mutual Security Concerns

Both countries have quite abroad range of bilateral security concerns
with each other. For their part, Japanese concernsinclude China's political
uncertainty, lack of military transparency, territorial disputes over the
Senkaku/Diaoyu Islands, Sino-Russian military cooperation, nuclear tests
and missile proliferation, and the PL A's increasing strategic reach to the
South ChinaSea.” China's growing regional influence and its burgeoning
power projection capability amidst the region's "strategic uncertainty"
could well complicate Japan's economic and security policy intwo major
ways:

First, China's expanding maritime interests, manifested in its
occasional yet determined movesin the South and East China Seas, could
pose achallengeto Japan'shugetrade and investment stakes in Southeast
Asia Not only has Japan been the largest investor in that subregion, but
as an energy-deficient nation it continuously needs to secure extensive
sealanes for trade and energy, which lies at the heart of Japan's security
policy.* Itisnoteworthy that Japan's 1,000-nm defense perimeter overlaps
with China's maritime claims and that both navies are increasingly
operating in the same area.

Second, Chinacan also indirectly influence Japan' s security concerns
with North Korea and Russia. Japanese defense officials are well aware
that Chinais either directly or indirectly related to the potential missile
threat over insular Japan, on top of the growing concern on the issue after
the August 1998 missile test by North Korea. Sino-Russian military
cooperation could not only raise the level of regional armsbuildup, but it
could contribute to the development of China's power projection
capability—a prospect Japan intends to delay by linking economic aid to
Russia with the latter's arms sales to China.” Furthermore, China's
influencein Korean affairs hastraditionally been a source of great concern
to Japan, now more in the context of the Chinese role in a future North
Korean contingency and in the Korean unification process.

To Chinese security planners, on the other hand, Japan's "recurrent
militarism," defense budget, naval modernization, and joint devel opment
of MD pose a source of concern. For this reason, there have been only
limited bilateral security dialogues between the two sides.” Of particular
importance is Japan's 1,000-nm defense perimeter to secure the SLOC
(sea-lane of communication) for trade and raw material, which has
obvious implications for China's expanding maritime interests.

Recent high-level visits between the two sides have all emphasized
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that both countries need, for the moment, to put aside their historical
enmities against each other, and their growing trade and investment
relationships have largely restrained open criticisms against each other. In
particular, their bilateral military diplomacy reached anew level inthelate
1990s, which included frequent military-to-military contacts, an accord on
maritime accident prevention, and future joint drillsand port visits.” But
the point is that their traditional rivalry and historical distrust linger.

The U.S-Japan Alliance

During the Cold War, the principal purpose of the U.S.-Japanese
security alliance was to deter the common Soviet threat. Sincethat threat
has dramatically dissipated, the alliance has no particular enemy state to
focus on. Additionally, a host of recent bilateral and regional
developments, such astheincreasingly discordant traderel ations between
the U.S. and Japan, Japan's dubious role in the Persian Gulf War, and
China'srising power, have all led the Japanese |eadership and the public
to redefine the U.S.-Japanese security relationship and Japan's regional
and international security role.

The Taiwan issue is also related to the ongoing debate about Japan's
regional security role. At issue is a definitional shift in Japan's defense
contribution from the "defense of the Far East" (Article Six of the U.S.-
Japan Mutual Security Treaty) to the "areas surrounding Japan,” as
stipulated in the new November 1995 National Defense Programme
Outline (NDPO) and reconfirmed in the April 1996 U.S.-Japan Joint
Declaration on Security and the September 1997 Review of the Guideline
for U.S.-Japan Defense Cooperation (the "new Guideline").”” Chinahas
always been wary of Japan's expanded regional role, of course, but this
time it would like to know whether or not the "situations in areas
surrounding Japan" include Taiwan—arecurring controversy during and
after the final revision process of the new Guideline in September 1997.
Given Chinese and other neighboring nations' sensitivity about Japan's
regional security role, Japan'sofficial policy onthisissue seemsto be "not
to offer a specific definition,” echoing the American position that the
scope of the new Guideline is "situational, not geographical ."*

It is inthis connection that China sees U.S.-Japanese security ties as
crucia in restraining Japanese military power and in maintaining the
present regional stability. As Paul Godwin has noted:

There is...a logical discontinuity between Chinese analysts

apprehension about aunipolar system dominated by the United
States and its coalition of Western industrialized states and

their belief that America plays a crucial role in restraining
Japan'snationalism and militarism. It isadilemmathat China
cannot resolve to its own satisfaction.”
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To repeat, that Chinaadamantly opposesthe revised Guideline—for
its possibility of U.S.-Japan collaboration in a Taiwan crisis and of
Japanese militarism—cannot be overemphasized. However, despite the
Chinese analysts' pessimistic view of therevised Guideline and the U.S.
role in post-Cold War East Asia, they are well aware that U.S.-Japanese
security relations remain the primary linchpin in East Asian stability. In
addition, the Chinese analysts believe that the disappearance of the
common foe and the new dynamics in both American and Japanese
domestic politics could lead to a further redefinition of U.S.-Japanese
security relations in the years ahead—a step the U.S. and Japan took in
early 1998 to meet the requirements of the new Guideline.” Thusthe so-
called "double containment” role of the U.S. forces over Japan's possible
unilateral military role is seen in a positive light among many Chinese
security analysts. In a litchi nutshell, notwithstanding the remaining
regional controversies over the interpretation of the "areas surrounding
Japan," the NDPO and the new Guideline have steered Japan's security
roleand policy toward anew direction that may enhance common regional
security, if guided by prudence.

China-Japan Relations and Future East Asian Security

The future of Northeast Asian prosperity and security will
increasingly be shaped by the economic and security trajectories of China
and Japan, and by U.S. relations with both countries. A continued U.S.-
Japanese security relationship isvital to American interests and to Asian
stability. But how long the current lopsided security ties can be acceptable
totheir respective publicsremainsuncertain. Whilepopular antimilitarism
isnow very strong in Japan, that nation's historical extremism inforeign
and security policy since the mid-19th century still is not reassuring,
especially to its neighboring countries.”

In China, now that Jiang Zemin and other top |eaders are preparing for
the upcoming 16" party congress inthe fall of 2002, leaders must achieve
unity to maintain political stability and economic development, or just to
remain in power. Furthermore, coping with new and complex challenges
in Chinese society unleashed by a nearly two-decade reform drive will
also be a daunting task for the post-Deng leadership. China's growing
social and economic problems—inflation, corruption, the center-regional
divide, regiona inequalities, and migrant workers, to name but a
few—could well complicate leadership unity and political stability,
especially in light of demographic pressure, relatively limited resources,
and environmental constraints.

Externally, post-Deng leaders in China should not only remain
engaged with the outside world but also address the widespread
perceptions and worries about the long-term consequences of China's
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rise.lt is this complex set of major domestic and external challenges that
the post-Deng Chinese leadership will face for many yearsto come. How
well and in what manner they handle the challenges could significantly
affect not only political stability in Chinabut also, to some degree, the
future capability and behavior of China.

In Japan as well, there is growing criticism over the effectiveness of
itseconomic aid and assistanceto Chinaover the yearson the current and
future behavior of China. Not only is Japan's traditional image of an
"agricultural China" rapidly eroding, butthe Japanese government seems
more determined than before to take a stronger response to China's
posturing. Perhaps most significant over the long haul is, as Michael
Green and Benjamin Self have persuasively argued, that Japan's Cold-War
policy toward China, based onfour pillars of security, politics, history and
economics, isalso undergoing significant changes, and itsChinapolicy in
the new era is now inundated by "a wide range of actors with various
distinct interests."*

It is against the backdrop of these emerging relationships among the
U.S., China, and Japan that the strategic identity of aunified Koreaisseen
as an unknown but critical factor that affects not only their three-way
relationships but also the overall regional power balance. As Jonathan
Pollack has aptly put it, "[t]he central set of relationshipslikely to define
Northeast Asian security and stability will be the longer-term dynamics
between Japan and China, and how the United States is likely to interact
with both. The position of a unified Korea..could prove highly
consequential in this context, but more in terms of how Seoul might
choose to align itself in relation to this larger, three-power dynamic."*

For the short and mid-term, the ROK and the U.S. should seek to
bring China's influence to bear in North Korea in achieving the three
countries' common interests on the peninsula, namely continued
peninsular stability, improved North-South Korean relations, and North
Korea's economic reform. Mutual understanding among the three
countries could not only offer apotential solutionto the current stalemate
in North-South Korean relations but also create afavorable condition for
the peaceful unification of Korea.

For years to come, the changing regional security climate will
continuously draw the attention of U.S. and ROK policymakers and will
necessitate the corresponding adjustment in the role and mission of the
U.S.-ROK alliance, particularly after North Korea'sthreat passes. To meet
future challenges to the alliance, the current shift for the U.S. from a
leading to a supporting role must continue. Given the vast difference in
power potential between the Korean peninsulaand the surrounding maj or
powers, regardless of whether Koreais unified or not, Korearequires a
pro-active, amicablerelationship with al major regional powersand needs
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to participate actively in multilateral regional security dialoguesand U.N.-
sponsored peacekeeping activities.

To realize these policy goals, an active U.S. engagement in Asian
security and Asian allies' greater defense burden sharing are necessary, but
not sufficient. Both the U.S. and Asian governments need to expand the
scope of dialogue and communication with the other's public and congress
to strengthen further the mutual bonds between the two sides.

Additionally, drawing China and North Korea into a web of
multilateral security dialoguesishighly desirable, but given the bilateral
nature of conflict, arelatively high level of hostility and militarization, and
the Chinese and North Korean opposition, itsfeasibility isin doubt in the
current state of interstate relationsin Northeast Asia.” Rather, the United
States needs to strengthen the existing network of bilateral security ties
with credible military force.

Intheyearsahead, continued U.S. engagement with Chinawill bean
important step on the long road to a stable East Asia. Engagement with
Chinaremains a sensible policy but requires a clear and consistent set of
goals, suchasregional stahility, shared development, and integration into
international norms. To advancethislarger goal, however, not only should
the U.S. and East Asian nations recognize China's differing yet often
legitimate security requirements, but also make genuine efforts to build
confidence with China, which is atime-consuming yet least threatening
way to make Chinamoretransparent. Finally, itisworth repeating that the
future of East Asian security will increasingly hinge on how to deal with
the old "China factor" in the new era.

To repeat, of greater relevance to this study is how Japan-China
relationswill evolve inthe future. Asthe above analysis has shown, this
requires an understanding of the history of Japan-Chinarelations and the
current dynamics of their bilateral ties, which are in many respects new
phenomena. How the old ways of thinking and new dynamics interact
with each other in China-Japan relations should proveto be a continuing
agenda for Asia's security and prosperity.

Notes

1. International Institute for Strategic Studies, The Military Balance 2000-2001 (Oxford:
Oxford University Press for 11SS, 2000), pp. 200-201. Unless noted otherwise, the data
and figures on the Japanese and especially Chinese militaries used in the essay are from
the above source and the authors' estimates. Dueto significant fluctuation in conversion
rates between the Japanese yen and the U.S. dollar in recent years, however, Japanese
defensebudget in U. S. dollar termscould often bemisleading. Seealso " Japan's|ncreases
Defence Budget," Jane's Defence Weekly, January 3, 2001, p. 6.

2. Most recent single volumes on a rising China (particularly the " China threat")
include Steven W. Mosher, Hegemon: China's Plan to Dominate Asia and the World

International Journal of Korean Studies < Fall/Winter 2001 49



(San Francisco: Encounter Books, 2000); Bill Gertz, The China Threat: How the
People's Republic Targets America (Washington, D.C.: Regnery, 2000); Edward
Timperlake and William C. Triplett, Jr., Red Dragon Rising: Communist China's
Military Threat to America (Washington, D.C.: Regnery, 1999). More balanced and
circumspect assessments can be found in David Shambaugh, "Containment or
Engagement of China? Calculating Beijing's Response,” International Security, Vol. 21,
No. 2(Fall 1996), pp. 180-209; Robert Ross, " Beijing as a Conser vative Power," Foreign
Affairs, Vol. 76, No. 2 (March-April 1997), pp. 33-44. For the Chinese views, see Yan
Xuetong, "Orientation of China's Security Strategy,” Contemporary |nternational
Relations, Vol. 6, No. 2 (February 1996), pp. 1-15; Hu Ping, "Bo 'Zhongguo junshi
weixielun' [Refuting 'Chinese Military Threat Thesis'], Guoji Zhanlue Yanjiu
[International Strategic Studies], No. 36 (June 1995), pp. 17-20.

3. Akira Iriye, China andJapan in the Global Setting (Cambridge: Harvard University
Press, 1992). He strongly argues, however, that the future of Sino-Japanese relations will
be determined by cultural cooperation, as a part of the global trend toward cultural
interdependence, rather than by economic or military competition between them. Seealso
his" Chinese-Japanese Relations, 1945-1990," in Christopher How, ed., China and Japan:
History, Trends, and Prospects (Oxford: Oxford University Press, 1996), pp. 46-59.

4. Iriye, China andJapan in the Global Setting, p. 28.

5. Diana Betzler and Greg Austin, " Gulfs in Sino-Japanese Relations: An Evaluation
of Japan's Cultural Diplomacy Toward China," Journal of East Asian Affairs, Vol. 11,
No. 2 (Summer-Fall 1997), pp. 611-12.

6. Asahi Shimbun, September 22, 1997.

7. Nichu Keikyo Journal [Japan-China Economic Cooperation Journal], January 1997,
p. 31; Zhongguo tongji nianjian 1997 [China Statistical Yearbook 1997] (Beijing:
Zhongguo tongji chubanshe, September 1997), p. 594. In their two-way trade, thereis
acontroversy over the actual balance of trade, with each side claiming a trade surplus
in the other'sfavor. The controver sy stems from the fact that Beijing includes Japanese
exports that go through Hong Kong, whereas Tokyo does not.

8. "China and Japan: A Balancing Act," China News Analysis (Taipei), No. 1521
(November 1, 1994), pp. 3, 8. See also Gaiko seisho 1997 [Diplomatic Bluepaper
1997], 2nd Volume (Tokyo: Ministry of Foreign Affairs, 1997), p. 22.

9. Data on student exchanges are from Betzler and Austin, " Gulfs in Sino-Japanese
Relations," pp. 583-84. See also Akimasa Mitsuta, " Dealing with China: Notes on
Development of Student Exchange Between Japan and China," Journal of
Contemporary China, No. 7 (Fall 1994), pp. 89-99.

10. Robert A. Manning, " Burdens of the Past, Dilemmas of the Future: Sino-Japanese
Relations in the Emerging International System," Washington Quarterly, Vol. 17, No.
1 (Winter 1993), p. 53.

11. Japan's 1995 trade with Taiwan was US$43.4 billion, making Japan Taiwan's second
largest trade partner after the U.S. with US$47.2 billion. The Chinese point to Japan-
Taiwan relations as an issue to be resolved. See "Zhanhou wushi nian yataidiqu de
Zhongguo yu Riben: goujihuiyi jiyao" [China and Japan in the Asia-Pacific Region after
50 Years sincethe War: An International Conference Summary], Xiandai Guoji Guanxi
[Contemporary International Relations], No. 2 (1996), pp. 41-49.

12. Shinkichi Eto, " China and Sino-Japanese Relations in the Coming Decades,” Japan
Review of International Affairs, Vol. 10, No. 1 (Winter 1996), pp. 16-34. The quotation
ison p. 32.

13. The disputed small island group off Taiwan is currently occupied by Japan and is
called Senkakusby Japan, Diaoyudaosby mainland China, and Diaoyutai by Taiwan. For
further details, see Ji Guoxing, " The Diaoyudao (Senkaku) Disputes and Prospects for
Settlement," Korean Journal of Defense Analysis, Vol. 6, No. 2 (Winter 1994), pp. 285-
311. Japan'snaval modernization isin part influenced by China'sgrowing strategicreach.

50 International Journal of Korean Studies « Volume V, Number 2



See Shigeo Hiramatsu, " Chinese Navy and the Revival of 'Sinocentrism,'" Shin Boei
Ronshu [Journal of National Defense], Vol. 20, No. 3 (December 1992), pp. 16-37. For
Chinese views on the TM D, see I nformation Office of the State Council of the People's
Republic of China, China's National Defense in 2000 (Beijing: Information Office of
the State Council of the PRC, October 2000), pp. 5-6; Gu Ping, "Japan: Find aNew
Excuseto Participate in Constructing TMD," Beijing Review, August 21,2000, pp. 10-
11; and Kori J. Urayama, " Chinese Perceptions on Theater Missile Defense: Policy
Implications for Japan,” Asian Survey, July/August 2000, pp. 201-23. Pyongyang,
together with Beijing and M oscow, takes a similar position on the TMD issue. See
Minju Chosun, September 20,2000, in Foreign Broadcast Information Service (FBIS),
October 18, 2000.

14.1bid, and Mohan Malik, " Japan Wary of Assertive China,’ 'Jane's I ntelligence Review,
December 2000, pp. 22-25.
15.Jim Hoagland, " An ArmsRacein East Asia," Washington Post, July 14,1992, p. A13;
Richard C. Thornton and Bruce A. Babcok," Japan'sResponseto Crisis: Not with aBang
but with aBuck," Global Affairs, Winter 1993, pp. 1-11.
16. " Japan's Defense Plan Creates Anxiety," Beijing Review, January 11,2001, pp. 8-9.
For further details, see FBIS-CHI, March 2,1994, pp. 7-8; Chosun Ilbo (Chicago edition),
January 17, 1995. As part of a goodwill tour, General TetsuyaNishimoto, Chairman of
Japan' sJoint Staff Council, visited both Chinaand South Koreain late February 1995. See
FBIS-CHI, February 21 and 22, 1995, pp. 6-7 and 5-6, respectively. On the possible
impact of the " historical problems" (particularly the recent revision of Japanese history
textbooks), see Tang Tianri, " Japan's Stubborn 'History Syndrome' Requires Treatment,"
Beijing Review, March 22, 2001, pp. 8-10 and idem., "Japan: A Passing Mark for
Distorting History, Beijing Review, April 26, 2001, pp. 12-13.
17. Xinhua, December 2, 1997, in FBIS-CHI, December 2, 1997; Sankei Shimbun
(Morning Edition), January 5,1998, p. 2, in FBIS-EAS, January 6,1998; TaKungPao,
February 5, 1998, p. A2, in FBIS-CHI, February 5, 1998.
18. For the Chinese critique on U.S.-Japan security ties and especially the new
Guideline, see "Cadres Voice Concern over U.S.-Japan Ties," South China Morning
Post, September 6, 1997, p. 9; Liang Ming and Ding Zengyi, "How Can One Win the
Trust of Others by Shifting His Troubles Onto Others," Jiefangjun Bao, May 18,1998,
p. 5, in FBIS-CHI, June 2, 1998.
19. Robert Karniol, "Japan Promotes Regional Security with US Accord,” Jane's
Defence Weekly, October 1, 1997, p. 15; "Hashimoto Warned on Scope of Security
Plans," South China Morning Post, September 5, 1997, p. 10; Steven Lee Myers,
"Risking China's Wrath, U.S. and Japan Bolster Military Ties," New York Times,
September 24, 1997, p. A7.
20. Paul H. B. Godwin, " China'sAsian Policy in the 1990s: Adjusting to the Post-Cold
War Environment," in Sheldon W. Simon, ed., East Asian Security in the Post-Cold War
Era (Armonk, NY: M. E. Sharpe, 1993), p. 131. See also Sheldon W. Simon, " Regional
Security Structuresin Asia: The Question of Relevance," pp. 11-27 in the same volume.
21. David |. Hitchcock, "Revitalizing U.S-Japan Security: New Roles for Both
Countries," Yomiuri Shimbun, July 21, 1994; author's interview with Ambassador
Hitchcock, Maryland, October 3 and 4,1994. See also Robert Karniol, " Japan Promotes
Regional Security with US Accord," Jane's Defence Weekly, October 1, 1997, p. 15;
Sheryl WuDunn, "Japanese Move to Broaden Military Links to the U.S.," New York
Times, April 29, 1998, p. A6; " Tokyo Widens Pact on US Military Ties," South China
Morning Post, April 29, 1998, p. 11.
22. For an excellent analysis of the impact of Japan's historical legacies on its current
defense policy and perceptions, see Barry Buzan, " Japan's Defence Problematique,”
Pacific Review, Vol. 8 No. 1 (1995), pp. 25-43.

23. Michael J. Green and Benjamin L. Sdf, " Japan's Changing ChinaPolicy: From

International Journal of Korean Studies e« Fall/Winter 2001 51



Commercial Liberalism to Reluctant Realism," Survival, Vol. 38, No. 2 (Summer 1996),
pp. 35-58. Sato Hideo argues, on theather hand, that most China specialistsin Japan till
either downplay China'smilitary threat and therise-of-Chinathesis or worry about other
kindsof threats(i.e., political disintegration or environmental problems), thusemphasizing
therelevanceof thetraditional Japanesepolicy toward China. Seehis" Japan'sPer ceptions
of Chinaand ItsPoliciesin the Alliance with the United States," a paper presented at the
Project Conference on "America's Alliances with Japan and Korea in a Changing
Northeast Asia," Asia-Pacific Research Center, Stanford University, Stanford, CA,
U.S.A., August 21-23,1997. For asimilar lineof argument, seeHarvey W. Nelsen, " Japan
Eyes China," Journal of Northeast Asian Studies, Vol. 14, No. 4 (Winter 1995), pp. 81-90.
24. Jonathan D. Pollack, " Sources of Instability and Conflict in Northeast Asia," Arms
Control Today, Vol. 24, No. 9 (November 1994), pp. 3-6. The quotation is on p. 4.

25. Taeho Kim, "Korean Security in Post-Cold War Northeast Asia,” in Williamson
Murray and Allan R. Millett, eds., Brassey's Mershon American Defense Annual
(Washington andL ondon:Brassey's, 1996), pp. 185-202,270-72, especially pp. 198-200.

52 International Journal of Korean Studies < Volume V, Number 2



Peace and Arms Control
on the Korean Peninsula

Yong-Sup Han )
Professor of International Relations
Korea National Defense University

Peace at the Central Stage on the Korean Peninsula

South Koreans did not recognize the importance of "the positive
peace" until the Kim Dae-jung Administration cameto power in 1998.
Before then, the concept of "the negative peace" had long been
engrained in the minds of South Koreans and Americans. The United
States and South Korea have been successful in deterring war up to
now. Although North Koreainsisted that they should conclude a peace
treaty with the United States, their true intent was not to establish "the
positive peace" on the Korean peninsula. Herein, the positive peace
means that there is neither a war nor a competition, and there is
cooperation toward similar or common goals between different states.
The Kim Dae-jung Administration began its reconciliation and
cooperation policy to create conditions favorable to making positive
peace on the Korean peninsula.

Instead, Pyongyang has long held the view that peace has two
distinct steps. The first is the peace in slavery. Under that condition, a
country lives peacefully, not because it has selected voluntarily such a
condition, but because other imperial states or feudal lords have forced
it to acquiescence to their rule. Therefore, this peaceful situation is
doomed to break down finally. The second is the peace without an
imperialist's rule or intervention. Under this condition, a country can
truly live peacefully and independently. Based on this peace concept,
Pyongyang demanded that the United States keep its hands off the
Korean peninsula, leaving South Korea alone. Otherwise, Pyongyang
will liberate South Koreafromthe U.S. imperialists by fighting against
the United States with military means. According to their peace
concept, war is inevitable and unavoidable so long asthe United States
stations its armed forces in South Korean soil. Kim Il-sung and Kim
Jong-il have maintained thisview, and, accordingly, they have insisted
upon concluding a peace treaty with the United States to create
conditions favorable for pursuing their style of unification. In their
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eyes, South Korea has been a slave and puppet to the United States,
thereby necessitating their liberation endeavor.

At the end of the Cold War, situations changed so significantly as
to affect North Korea's peace concept and change its unification
strategy. There has been no substantial agreement with North Korea, so
we can conclude safely that their unification strategy and peace concept
have not really changed. However, therewas athaw inthe inter-Korean
relationship first in 1992 as result of the inter-Korean reconciliation,
non-aggression, and exchange and cooperation agreements, and the
joint statement at the first-ever inter-Korean summit meeting in June
2000. In fact, the historic summit demonstrated North Korea's de facto
recognition of the South Korean government as having legitimate
sovereignty.

Some contend that Kim Jong-il merely attempted to utilize South
Korean President Kim Dae-jung's sunshine policy as long as he has
wanted to assist North Koreaeconomically. Kim Jong-il'sreal intention
is not to go one step further in order to recognize South Korea as a
partner peacefully coexisting on the Korean peninsula. Kim Jong-il still
requests that the United States conclude a peace treaty or make peace
arrangements with North Korea. As far as the military issues on the
Korean peninsula are concerned, Kim Jong-il seems to regard the
United States as a legitimate negotiating partner, not South Korea.

Those who believe that North Korea is simply earning a breathing
space with temporary South Korean economic assistance cite the
evidence that President Kim Dae-jung and Chairman Kim Jong-il did
not mention anything about peace and threat reduction in their June
2000 joint statement. This omission aroused concern in South Korea
and in the United States. It remains questionable whether North Korea
really accepted South Korea as a cooperative and coexisting partner.

Despite the lack of security-related agreements at the first inter-
Korean summit, it is undeniable that the two heads of state began
political confidence-building between them. They are leading the
reconciliation process by preventing the process in their respective
societies from going back to the hostile relationship asin the past. If the
two leaders can survive the rising contention against the reconciliation
policy in their own society as well as from abroad, mainly from the
United States, the second summit meeting will take place and an
agreement pertaining to peace will be more feasible.

It is, however, not easy at al for the two Koreas alone to strike a
deal on peace on the Korean peninsula. To repeat, North Korea is not
interested in peace arrangements with South Korea at all. The Bush
Administration's new North Korea policy might complicate the inter-
Korean reconciliation process in light of North Korea's long-held
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positionto address military issueswiththe United States. Asthe United
States government commits itself to the dialogue with North Korea on
three accounts such as the nuclear issue, the missile issue, and the
conventional military issue, it is likely that South Korea will be
sidelined again by North Koreaasit wasduringtheU. S.-DPRK nuclear
talks.

Nevertheless, conventional arms control is needed on the Korean
peninsula in tandem with negotiations to reduce or eliminate North
Korea's threats of mass destruction weapons. Therefore, South Korea
and the United States should sit down together to design a common
scheme for a comprehensive arms control negotiation. It is not an easy
task to replace the truce regime with a permanent peace regime all at
once. Abolishing the truce regime without an actual threat reduction on
each side endangers the security of South Korea and the United States,
not to speak of North Korea's security. Hence, we need to have
carefully designed arms control policy alternatives.

Retrospect and Prospect for Arms Control in Korea

It is often forgotten that Korean arms-control issueswere discussed
seriously nearly a decade ago. Indeed, the scope of prior discussions
was remarkable. In 1991 and 1992, the South and North discussed how
to improvetheir overall relationship and how to reduce military tension
in the wake of the Cold War's end. The two Koreas agreed to resolve
differences peacefully through dialogue and negotiation, pledged not
to use force against each other, and agreed to establish a South-North
Joint Military Commission (JMC) to discuss and carry out steps to
build military confidence and realize arms reduction. These were to
include the mutual notification and control of large-scale military
maneuvers and exercises; the peaceful utilization of the Demilitarized
Zone (DM Z); exchanges of military personnel and information; phased
arms reductions, including the elimination of weapons of mass
destruction and offensive capabilities; and verification of such
elimination.

In large part because discussing U.S. forces was regarded as out of
the question, the South demanded in the negotiations that confidence
building shouldtake place before any arms reduction talks, whereasthe
North demanded that arms reduction should take place first. The South
proposed that the two Koreas agree to the notification and observation
of military exercises and maneuvers, peaceful utilization of
demilitarized zones, exchange of military personnel and information,
and verification and elimination of weapons of mass destruction,
whereasthe North proposed prohibiting military exercises with foreign
countries, changing the DMZ into a peace zone, staging force
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reductions from 300,000 mento 100,000, with the phased withdrawals
of U.S. forces in Korea being proportional to the reductions made by
thetwo Koreas, reducing offensive weapons in proportion to manpower
reduction, and suspending the acquisition of advanced weapons from
abroad. Although the North's proposals were patently one-sided in
many respects, their ambitiousness was considerable, and discussions
proved possible. Thetwo sides also agreed that subsequent negotiations
would take up confidence building and arms reduction measures at the
same time.

A sub-agreement signed in September 1992 as part of aprocess to
move toward implementation went even further. It prohibited the
intrusion of regular or paramilitary forces into the other's territory and
any use of any force against the other. It also gave the IMC a mandate
for further discussions about prohibiting: military build-ups along the
DMZ, reconnaissance activities against the other side, the hindering or
blocking of a side's air and sea access, and threats to the security of
each side's capital. The parties also agreed to establish a hot line
communication link between Defense Ministers.

Progress, then, appeared to be considerable. However, the action-
officer meeting on the hot line was suspended when Seoul linked the
resumption of the Team Spirit exercise with Pyongyang's acceptance
of South-North nuclear inspections. The agreed measures were never
implemented for at |east three reasons. First, theissue of North Korea's
nuclear program emerged, and the focus on that issue (particularly by
the United States) blocked any potential progress on conventional arms
control. Second, South Korea and the United States decided to resume
the Team Spirit exercises when North Korea refused to accept special
nuclear inspections. Third, the North unilaterally violated some
provisions, such as its commitment not to vilify and antagonize the
South and not to introduce regular or paramilitary forces into the South.
It continued its espionage and sent submarines into Southern waters.
Some of these efforts were detected and raised tensions. And, finally,
the North did not even want to talk with the South on security issues
after it had enjoyed direct talks with the United States on nuclear
matters.

Although the inter-Korean arms control discussions yielded
important results, it is sobering to make a net assessment. North Korea
achieved some of itsaimsin the conventional military arenaand gained
a good deal from the nuclear discussions as well. Consistent with its
objectives, Pyongyang saw acomplete pullout of U.S. nuclear weapons
from Korea and permanent cancellation of the Team Spirit exercises,
which had been symbolic of athe highly developed ROK-U.S. military
alliance. Moreover, it achieved its goal of direct security talks with the
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United States—"over the head" of Seoul. North Korea now contends
that there are two remaining tasks: withdrawal of U.S. forcesin Korea
and acomplete cessation of the U.S.-ROK military alliance. In contrast,
South Korea and the United States ultimately gained nothing from the
1991 conventional arms control efforts because nothing was
implemented.

Where South Korea and the United States arguably made some
gainswas on nuclear and missile issues, although those matters remain
contentious. In theinter-Korean nuclear talks of December 1991, which
were prompted by the unilateral withdrawal of U.S. tactical nuclear
weapons, the two Koreas agreed to the principle of the de-
nuclearization of the Korean peninsula. This was the result of a quid
pro quo between South Korea's canceling Team Spirit and North
Korea's accepting nuclear safeguards and inspections by the
International Atomic Energy Agency (IAEA). In 1993 and 1994, the
U.S. and South Korea achieved a freeze of North Korea's nuclear
weapons development program (the true extent of which remains in
question) in exchange for providing heavy fuel oil and light water
nuclear reactors to Pyongyang and the lifting of economic sanctions.
The United States used the resulting momentum to stimulate talks on
North Korea's missile program. North Korea agreed to a moratorium
on its missile test launches, and the U.S. lifted economic sanctions and
removed the label of "rogue" state. However, thereis still no permanent
agreement on development, testing, or export of missiles. Despite some
optimism following discussions between Kim Jong-il and Russian
President Putin, it appears that North Koreawill try to use its missile-
related bargaining chip again and again. Ultimate results remain
ambiguous. Moreover, they appear to be valued more by the United
States (and perhaps Japan) than by South Korea.

As mentioned above, after initiating direct negotiations with
Washington over nuclear weapons, North Korea consistently pursued
discussions only with the United States. The United States and South
Koreawere, of course, sensitive to this divisive tactic. In 1996, they
proposed the four-party talks (two Koreas, the United States, and
China), which would meet in Genevaand addresstension reduction and
confidence building. South Korea and the United States tried to raise
these issues in the resulting talks but blocked North Korea's efforts to
include U.S. forces in the agenda. North Korea resisted any progress,
at least in part for this reason.

Against this background, what is the context for new negotiations?
Despitethe 1991 South-North agreement to pursue military confidence
building and arms reduction simultaneously, the Kim Dae-jung
government still believes that confidence building should take place
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before any arms reduction talks. It worries that any premature arms
reduction talks will entail reconfiguration and reduction of U.S. troops
in Korea, thusjeopardizing deterrence on the Korean peninsula. Some
officials believe that such talks will also be "more than thetraffic would
bear,” an opinion often expressed over the years by U.S. officials
focused on nuclear issues. In contrast, North Korea maintainsthat arms
reduction should take place first, although, notably, it has indicated
several times a willingness to compromise on the future role of U.S.
forces in Koreaso long as the United States changes its status to one of
neutrality or peacekeeping.

Perhaps most important, the June summit and subsequent meetings
suggest that many changes have occurred in the security premises held
by the North. North Korea's utmost concern seemsto be in assuring its
regime's survival. This suggests that defense planners in Seoul and
Washington can think anew about reciprocal conventional threat
reduction and how to reach unification peacefully, while maintaining
Korea's long-term stability and regional statusin East Asia. In sum, the
first chance for conventional threat reduction failed in the early 1990s,
but the conditions may be more auspicious now. If the United States
shows a strong interest in conventional arms control, the chances for a
negotiated settlement on this issue will increase substantially. The
prospect for progress in the nuclear and missile issues will be higher
when pursued with the conventional issue at the same time than when
the United States negotiated only onthe missile issuewith North Korea.

Objectives and Principles for Conventional Arms Control

Objectives of Conventional Arms Control

One place to look for potential objectives is experience elsewhere,
particularly in Europe during the 1980s. The Korean situation,
however, is quite different. The differences include the depth of
hostility and distrust between the DPRK and ROK, the special
circumstance of having a superpower involved in what would otherwise
be a purely local matter, the conflict within a single people, and the
need to think about the post-normalization strategic balance in East
Asia.

Upon reviewing the issues afresh, while focused on Korea rather
than historical events elsewhere, the most suitable objectives appear to
be the following:

» Facilitating peace, normalization, and potential eventual
reunification

» Deterring invasion or other acts of attempted aggression
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» Avoiding crisis and, if that fails, assuring crisis stability

e Cutting back on the arms competition to enhance strategic
stability, but also to permit increased all ocation of resources for social
and economic development

e Laying the groundwork for a military transition of the Koreas
(and U.S. forces) consistent with the strategic interests of a post-
normalization Korea (or two Koreas) in East Asiaand the Asia-Pacific
region.

Although it may look like fluff to those familiar with Soviet-
Western arms control history, the first objective is in fact a core issue
in Korea, given the long history of rancor between them. If the strategic
decision has been taken by the DPRK to forego unification by force and
to instead pursue peace and normalization, then it will be very
important to facilitate the shifts of perceptions—at al levels of
society—that will be necessary for that normalization to succeed.

This said, the fact remains that the DPRK still represents a serious
and immediate threat to the South. This is perhaps the single most
important reality to be kept in mind. Moreover, it is likely that the
DPRK harbors fears of invasion from the South or attacks from U.S.
forces—if not under normal circumstances, then under plausible
circumstances of domestic unrest. Such substantive security issues, not
just perceptions about them, have afundamental role in any negotiation.
Deterring invasion and other acts of aggression, then, should have top
priority. Deterring invasion involves making surprise attack much more
difficult than it is today. Since the DPRK has systematically and
asymmetrically mounted an immediate surprise-attack threat against the
South by establishing forward-deployed invasion forces and a huge
number of special-operations forces trained specifically for invasion,
and because of geographic asymmetries, conventional arms control
should also be asymmetric in itsimmediate implications. The principle,
however, would be symmetric: neither side should fear surprise attack.
In practice, "fear of surprise attack" would be measured differently by
the two sides because Seoul is near the border and Pyongyang is not.

The surprise-attack issue is especially important because it is
arguably the most "real" of the military threats to either side. North
Korea's military is far weaker today than in years past, whereas South
Korea'sisstronger. Itiswidely agreed by military expertsthat any full-
scale invasion by the North would be doomed to failure—if the
objectives were traditionally grandiose, as in conquering South Korea.
The only issue is how long it would take for ROK and U.S. forces to
devastate the North's army. However, the story looks different when
considering a surprise attack with limited objectives such asthe capture
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or siege of Seoul. That scenario remains a nightmare. If we view the
situation from the North's perspective, there is, of course, the
theoretical potential for invasion from the South. Realistically,
however, that would seem to be implausible without extraordinary
provocation. Moreover, any invasion would likely be along, costly, and
bloody affair—in part because the North has developed what amounts
to adefense in depth. The United States would rather obviously not see
such an invasion in its interests unless severely provoked, and probably
not even then. And South Korea would have substantial difficulties
operating by itself, since its military system has long been so
intertwined with that of the U.S.-led U.N. command. In short, the North
has little to worry about (unless, conceivably, it goes into collapse and
civil war, at which point chaos might ensue). The North's more
plausible concerns would probably be different in kind: aircraft and
missile strikes by the United States, launched not only from South
Korea, but from aircraft carriers and distant air bases. Given the number
and character of American interventions or near-interventionsin the last
decade, such aprospect might be aconcern to North Korea. However,
the severity of such athreat ultimately depends on the issues of long-
range missiles and mass-casualty weapons, not the status of
conventional forces onthe Korean peninsula. It followsthat neither side
has a serious problem of military threat—except for the threat of
surprise attack on the South. Thus, addressing this issue has special
importance.

Another component of enhancing military security is avoiding the
crises that could turn into wars or, failing that, assuring that crises
would not lead to war as the result of misperceptions or instabilities. In
particular, there should be no significant real or perceived advantage in
initiating hostilities. This is related to surprise attack, but goes well
beyond it. It relates to the ability of the sides to defend against attack.
For example, if both sides' forces were designed, trained, and poised
primarily for rapid offensive operations, then commanders at the time
of crisis could reasonably conclude that the side moving first would
have major advantages. In contrast, if the sides' forces—taking
everything into account from weapon systems to deployment locations
and doctrine—were well suited to defense, then any pressures for
instigating war would be greatly reduced. Although the notion that
individual weapon systems, or eventype units, are either "offensive" or
"defensive” has long since been discredited by detailed military
analysis, it remains the case that a nation's military forces can have
decidedly offensive, defensive, or mixed characters. Arms control
negotiations should identify attributes of an end state suitable to crisis
stability.
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Moving beyond the core security concerns, the sides should have
every incentive to reduce the magnitude of defense expenditures so that
national resources can be put to more productive ends. Given the very
large levels of current Korean forces, normalization would include
substantial reductions in force levels and a significant reduction in
absolute defense expenditures.

The last objective is in some respects the subtlest. Some well-
intentioned actions taken under the rubric of peace, normalization, and
arms control could prove, inthe long run, to be not in Korea's interest.
When normalization is achieved, Korea (or two cooperating Korean
states) will exist in a highly dynamic region of the world with many
opportunities, issues, and challenges. To the north will be a massive
neighbor, China, whose long-term behavior may range from that of a
good and powerful neighbor and competitor to that of a demanding
would-be regional hegemon. There will likely be continuing tensions
among China, Japan, and Korea; and problems may arise involving
other regional states as well. It is because of the importance of the
region and the many potential sources of security problems that the
United Statesiswidely recognized as an essential stabilizer. The United
States, however, has difficulties in maintaining and operating effective
forces in the region. Furthermore, U.S. forces are small in number in
comparison with those of regional forces, and the United States will
likely continueto avoid taking the lead in peacekeeping, peacemaking,
or other activities not involving its vital national interests. Thus, if the
United States is to play an effective role as stabilizer, it will do so
through cooperation with regional states—including consistent and
well-respected partners, and occasional ad-hoc participants. A question,
then, is whether Korea sees itself as a significant player in the future
regional security issues and, beyond that, as acting as a long-term
partner with the United States and other nations.

This question is easy enough to ask, but it deals with adrastically
different Korea-U.S. relationship than exists today. Today, U.S.
military leaders dominate planning for the security of South Korea,
U.S. ground forces are permanently stationed in the very heart of Korea
itself, and the United States would in some respects (e.g. air forces,
naval forces, and command and control) play the lead role in any
defense. In the post-normalization world, that relationship would be
history. But what relationship would be suitable?

Although such matters will and should be discussed as events
evolve, it seems to us that Korea will want to emerge with a much
smaller but highly competent military suitable for: assuring national
sovereignty, participating in regional security affairs in cooperation
with other states, and—as an important part of that—working in long-
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term partnership with the United States. This would not be partnership
"against" someone (notably China, with whom one might actually
expect Korea to have a long-term friendly relationship), but rather
partnership "for" regional stability and continuing good relations and
contacts among all the regional states. With this in mind, it is quite
plausible that Korea will decide that it is in her long-term interest to
host some U.S. forces and encourage regular or occasional visits by
others—but all in the context of either (1) continuing help in assuring
the peace between the Koreas or (2) promoting regional stability and
development.

It follows that, in the long run, any U.S. force presence in Korea
might logically shift from that of forward-deployed, combat-ready,
heavy ground forces to an emphasis on naval forces, air forces, and
multilateral ground forces for miscellaneous regional functions.
Moreover, any such presence would logically shift toward the periphery
of Korea. One possibility, with much to recommend it for the United
States and the regional states benefiting from U.S. naval presence,
would include providing the logistical services for aU.S. naval group
to be serviced or even home ported (as one is home ported currently in
Japan), having fairly frequent fly-ins of U.S. Air Force fighters for
exercises and regional crises, and perhaps having some ground forces
(with more of a U.N. character than U.S. character for continued
monitoring and peacekeeping under benign conditions).

It follows that the ROK (and the United States) should follow a
strategically adaptive strategy guided by at least three principles:

e The ROK should seek actions by the DPRK that more or less
irreversibly reduce the threat it poses to the South. More specifically,
the ROK should not rely on good intentions, but should recognize that
intentions can change for the worse in a heartbeat, and that a "basket-
case country" such as the DPRK could implode violently with
unpredictable consequences.

e At the same time, the ROK should itself avoid premature
irreversible measures. In particular, once any changes affecting U.S.
ground forces occur, they are likely to be irreversible.

* The ROK should have, at each point of negotiation, options for
opening or closing the valve for both economic assistance and military
action.

We should expect the DPRK to have similar but opposite desires.
This does not mean that we are dealing with a zero-sum game: when
"the game" is viewed in the larger scheme, as discussed at the end of
the section, a set of two-sided principles emerges that is consistent with
a win-win outcome.
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Reflecting the two sides' concerns

This discussion so far has identified potential ROK objectives. For
any principle to be acceptable and negotiable, the views of the two
opposing sides should be reflected in the principles. Therefore the
following principles are suggested as even-handed ones to guide
conventional arms control on the Korean peninsula.

» Both sides should be secure from surprise attack (i.e., surprise
attack should be infeasible).

» Both sides should be reasonably secure from the threat of large-
scale, deep, conventional invasion.

» Both sides should be secure from being coercively threatened by
the other (as from missile attacks).

» Both sides should be secure in knowing that, even in crisis,
neither side would have military reasons "compelling it" to initiate
conflict. That is, the sides should be able to manage any crisesthat may
emerge despite efforts to prevent them.

e Although some degree of military modernization should be
expected and will be necessary, it should not be of a character or
magnitude such as to upset the military balance.

» Eventually, the Korean peninsula should be free from foreign
ground forces. In the interim, any such foreign ground forces should
increasingly assume the character of peacekeepers with U.N. mandate
rather than major combat forces. However, it is in the interest of both
sides that any such transition occurs slowly, so asto avoid undercutting
either the reality or the perception of assured deterrence and stability
guaranteed by the U.S. presence.

It isin the interest of both sides to achieve security and stability
at substantially reduced force levels, and for both sidesto spend smaller
portions of their national products on military preparations than in
previous years.

* Both sides should be secure from having misperceptions about the
military balance that may cause political instability. As aresult, there
should be substantial transparency about the quantity, quality, and
posture of the two sides' military forces. Regarding the WM D issues on
the peninsula:

e The Korean peninsula should have no weapons of mass
destruction or long-range missiles. This principle reflects the
recognition that for Korea to have such weapons would not only be
destabilizing on the peninsula, but would potentially cause substantial
problems for international security as a whole (i.e., Korea would be
seen as a "proliferator" causing trouble worldwide).
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Proposing Arms Control Measures

With this background of objectives and principles, this section
summarizes the numerous measures that would support the objectives
and principles we have postulated. Confidence-building and tension-
reduction measures focus on perceptions: if the summit was indeed a
historical milestone reflecting strategic intentions to normalize, then
CBMs can help that process by helping to change the perceptions that
otherwise might remain linked to the "bad old days" (and bad they have
truly been).

The constraints deal with militarily substantive issues on how
forces are "operated." Thisinvolveswherethey are located, their states
of readiness, the operations they prepare for and conduct routinely, and
so on. Constraints on such matters can do much to reducethe likelihood
of surprise attack and to reduce any incentive for a side in crisis to
initiate conflict.

Finally, the arms reduction measures deal with "structural" arms
control—i.e., limits on the size and character of the forces. These
measures can bring about reductions in the cost of defense generally
and—if guided by appropriate principles—Ilead to increased strategic
and crisis stability, while simultaneously preparing Korea to play a
vigorous role in the region's larger long-term security affairs.

There are some measuresto avoid. Theseinclude: (1) reductionsin
defense capabilities and readiness that could undercut deterrence by
making surprise attack possible or initiating war (in crisis)
advantageous, (2) constraints on military modernization that might
preclude Koreafrom having the weapons systems and forces that would
enable it to have an independent, effective, long-term defense capability
and that would permit it to operate readily and proudly with other
nations' forces. Our measures are also unabashedly "asymmetric" in
referring to force pullbacks from the border. The reason is simple;
Seoul sits near the border, whereas the DPRK's capital is more distant.
Further, the current military balance is highly asymmetric: the DPRK
has deliberately mounted an immediate surprise-attack threat on the
ROK's capital; the ROK has done nothing similar. It followsthat draw-
downs should also be asymmetric. The principle for a negotiated
outcome, however, can and should be symmetric: both sides should be
secure from surprise attacks on their capitals. The principal relevant
lesson from Europe's experiencewith conventional arms control isthat
a symmetric principle can hold sway even though the immediate
implications are asymmetric: the Soviet Union did agree to equal
ceilings, which meant highly asymmetric reductions. The biggest
obstacle to that outcome was probably the argument by people within
NATO that equal ceilings would be non-negotiable.
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To foster peace and normalization, possibly leading to ultimate
unification, CBMs should be instituted such as suspending underground
insurgency and vilifying propaganda and allowing frequent exchanges
at all levels, not only including political, economic, and social levels
but also military personnel.

Constraints such asatemporary moratorium on large field exercises
will be useful. However, unilateral change on U.S. and South Korean
military posture will not be recommended. Regarding arms reduction
measures, the U.S. and South Korea should acknowledge from the
outset that changes in USFK is one component of subsequent
negotiations with North Korea. The two Koreas should freeze defense
expenditures with expectations of later reductions at the same time.

To deter war on the Korean peninsula—primarily by making
surprise attack difficult—the two Koreas and the United States should
install inspector teams to observe and monitor large-scale operations,
including any that might occur on plausible invasion corridors. The
purpose here isnot nitpicking, detailed bean-counting, or intrusiveness,
but substantive protective measures against surprise attack.

In thisregard, thethree countries should not only relocate forcesto
reduce the feasibility of surprise attack, but also create "red lines." A
red line is a geographic line across which it is understood that a given
side's military forces should not move—at least not beyond some
agreed level. The crossing of ared line should be regarded as extremely
serious provocation—so much so as to constitute a casus belli.
Although red lines provide no guarantees of security, they can reduce
ambiguities in crisis and increase the likelihood that decision-makers
incrisiswill recognize and act upon warnings of imminent threat. That,
in turn, makes surprise attack more difficult to plan and achieve, and
thereby enhances deterrence—not merely in some ethereal way, but in
down-to-earth terms.

With respect to arms reductions, the three countries should reduce
to common ceilings smaller than the current total of South Korea and
U.S. forces. To cut back the military competition to permit increased
emphasis on economic development and related non-military matters,
the two Koreas should enter the joint discussion of modernization
efforts, even to include ways to use military units as part of CBM
activities (e.g., mine clearing, road building). As constraint measures,
thetwo Koreas should reduce the level of overall readiness and the pace
of training and exercising, while retaining high readiness of coreforces,
including those critical in deterring surprise attack.

The sides should also limit the extent and nature of modernization,
but not modernization per se. Modernization can make reductions
easier, reduce operations costs, and improve confidence in defensive
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operations. On the other hand, some modernization could be
destabilizing—particularly if well suited to large-scale offensives.
Numbers matter here, not just names of weapon systems and unit types.
Even defensive forces need "offensive weapons" such as tanks and
tactical aircraft, but the overall nature of a force structure depends on
the balance among component capabilities, deployment and readiness
posture, and many other factors. To enhance crisis stability, the two
Koreas and the United States should announce all large exercises one
year in advance, and perhaps forego particularly large-scale exercises
altogether. The Koreas might also install a hot line to facilitate
discussions in crisis, although the hot line may simply be a symbolic
matter in this era of worldwide communication technology. As
constraint measures, the two Koreas and the United States should
accomplish asymmetric pullbacks and create recognized red lines such
as 40-50 km back from the DMZ on the DPRK side, and 20-30 km
back from DMZ on the ROK side. The asymmetry here is important
militarily, especially for the smaller pullbacks and South Korea's
defense of its capital, Seoul. The two sides should prohibit force
development suitable to rapid attack or invasion.

To increase the likelihood of long-term regional stability for South
Koreaor aunified Korea, thetwo Koreas in transition should encourage
each other to participate in the discussion of Korea's role in regional
security framework of different types, such as the ASEAN Regional
Forum, the Northeast Asia Cooperation Dialogue, and other
international mechanisms. As constraint measures, the two Koreas
should discuss the transition of U.S. forces from a ground presence to
anaval presencewith naval servicing (even, potentially, home-porting)
and air presence. As arms reduction measures, the two Koreas should
establish eventual force levels adequateto assure K orean independence,
freedom from coercion, and ability to participate in international peace
actions. Our assumption here is that the two Koreas and the United
States should focus on top-priority measures across the board, whereas
lesser measures assume lower priority.

Negotiation Formats and Remaining | ssues

In dealing with the WM D issue and conventional threat issue, the
United States and South Korea should integrate their political,
economic, and military inducements toward North Korea into one
overarching strategy. The two allies should design integrated steps
regarding how much and when South Korea and the United States will
provide substantial economic assistance beyond the humanitarian aids
to North Korea.

The United States and South Korea should link substantial
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economic assistance to North Korea's concession on military threat
reduction in both conventional and mass-destruction weapons.
Considering the fact that the South Korean government has so far
deferred the WM D issue and conventional threat reduction issueto the
later stage, the United States had better take up the leading role to
addressthe WM D issue and conventional reduction issue. Inthis sense,
it is reassuring to see the recent U.S. announcement focusing its
resumed talks with North Korea on the implementation of a 1994
nuclear deal between the United States and North Korea, the North's
missile program and conventional military threats.

There are three waysto establish a close link between the progress
on the resolution of the WMD issue and the progress on conventional
arms control. Thefirst one isto negotiate thetwo issues at one channel:
trilateral arms control talks among South Korea, North Korea, and the
United States. This will require the United States to fold nuclear and
missiletalks into three-party talks. The United States should addressthe
issue of chemical and biological weapons in the talks, too. For this
option to be viable, it is important to get China's support for opening
trilateral talks first. It is also equally important to incorporate all the
military issues pertinent to the Korean peninsula, including the USFK
issueinthetrilateral talks. TheUnited Statesis inextricably intertwined
with the WMD issue and conventional issue on the Korean peninsula.
Thus, it is doubtful what we can achieve by leaving the WMD issue to
the United States and leaving the conventional military issue to the
South-North talks.

Pros for the trilateral talks are: (1) they can integrate all security
negotiations into one channel; (2) they can address the totality of
military threats, WM D and conventional alike, in one channel; (3) itis
easy to calculate the contribution of any deal to the entire security of
South Korea and United States on the Korean peninsula; (4) they can
avoid North Korea's divisive tactics between South Korea and the
United States; (5) they can maximize the utility of all the economic
incentives to be provided to North Korea; (6) they can reflect common
security interests of South Koreaand the United States; and (7) they can
reduce the time and energy South Korea and the United States
otherwise would have spent in coordinating their policy through
different channels.

Cons for the trilateral talks are: (1) North Korea may not come to
the table because it only wanted to hold WMD talks with the United
States; (2) it remains questionable whether South Korea and North
Koreawill agree with thisformat of dialogue; and (3) South Korea may
be isolated at the negotiation table because of North Korea's efforts to
marginalize the South.
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The second negotiation format is the U.S.-DPRK talks as were in
the nuclear talks in Geneva between 1993 and 1994. These bilateral
talks will take up all the security issues, including nuclear, missile and
conventional threats. The South Korean government seems to have
expressed disapproval for this format. Nevertheless, this option is
possibleif the United Statesisto discuss all the security issues pertinent
to the Korean peninsula at the talks with North Korea.

Pros for thisformat are: (1) there is high possibility of negotiated
settlement between the United States and North Korea because North
Korea has insisted upon having direct security talks with the United
States for a long time; and (2) it is the most effective dialogue format
in light of the military structure on the Korean peninsula, where the
United States maintains the wartime operational control over South
Korean forces and the U.S. Commander in Chief takes the position of
Commander of the United Nations Command.

Cons for this format are: (1) there is the possibility that the United
States will reluctantly accept North Korea's proposal for apeacetreaty;
(2) South Korea's sovereignty will be undermined because South Korea
will continuously be excluded from any security talks with North
Korea; (3) South Korea's sunshine policy may come to end because of
the U.S.-DPRK talks; and (4) South Koreans will have to oppose the
U.S.-DPRK if the agreed outcome between Washington and Pyongyang
benefits North Korea excessively.

The third negotiation format is the division of roles between the
United States and South Korea. South Korea will deal with the
conventional arms control issue exclusively with North Korea, whereas
Washington will negotiate with Pyongyang on WMD issues. In this
case, the United States should not allow Pyongyang to divide the issue
and negotiate on an item-by-item basis. In terms of verification,
Washington should bear in mind that it could not persuade Pyongyang
to accept special nuclear inspections in 1991 and 1992 through the
inter-Korean nuclear talks. In the conventional arms control talks, the
South Korean government should pursue a holistic approach by
allowing all the conventional issues at the talks: confidence-building
measures, constraint measures, and arms reduction measures.

Pros for this option are: (I)thisformattakes into full account South
Korea's principle of resolving the Korean issue first between the two
Koreas; (2) it can attempt to change the security reality gradually, not
radically; and (3) itisin line with the recommendation promul gated by
the Perry Process as result of policy coordination among South Korea,
Japan, and the United States.

Cons for this option are: (1) it presupposes that the United States
should not address the conventional military threats with North Korea,
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which is against U.S. policy; (2) North Korea would not accept this
format; and (3) the United States may be lukewarm to this division of
roles.

Comparing the pros and cons of the three negotiation modalities,
we can say that the trilateral arms control talks is the best option of all.
However, it requires Seoul and Washington to choose the best option
after discussing all the benefits and costs of the modality and alternative
arms control measures to persuade Pyongyang to accept it.

Conclusion

Asemphasized inthe new U.S. approachto North Korea's security
problem from the holistic perspective, now is the time for us to take a
new look at the engagement policies of South Korea and the United
States from a holistic perspective. In designing the grand bargain with
North Korea, establishing linkage between economic aid and military
issue is inevitable because political debate inside South Korea as well
as in the United States compels the governments to set up such
linkages. For example, in constructing the Kaesung Industrial complex,
the linkage between economic aid and military threat reduction is
unavoidable in order for the South Korean government to gain political
support for the project continuously.

If we are going to make the best use of North Korea's incentive to
negotiate with the United States on security issues, it would be wise to
connect the incentive to the U.S. and South Korea's demand for
pullbacks of North Korean forces from the frontal area with economic
benefits proportional to the degree of those pullbacks. This linkage
could further prevent North Korea's one-time hit-and-run approach. By
doing so, South Korea and the United States can take the initiative to
build peace on the Korean peninsula. In building peace on the Korean
peninsula, we need to take a building-block approach with atime frame
of five to ten years because it takes time for the three parties to
implement the ambitious arms control approach faithfully with
adequate, if not too effective, verification measures in place.
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Power Dynamics of Weapons
of Mass Destruction
on the Korean Peninsula

Problems and Remedies

Hyun-Kun Yoon
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Introduction

A decade after the Cold War ended, the world still seemsto be in
atransitional period. It is a dynamic time with drastic changes. There
are opportunities that can consolidate sustained peace and future
stability. There are also risks that could generate new instabilities and
even conflicts in afast-changing world. Northeast Asia, and the Korean
peninsula in particular, is perhaps the best place to illustrate the
uncertain situation.

Unlike some other regions of the world, Weapons of Mass
Destruction (WMD) have been a central element in Northeast Asia.*
Despite the reduced danger of a major nuclear exchange among the
major powers, the proliferation of mass destructive warheads and their
delivery systems is emerging as a new source of insecurity for almost
all countries concerned. Inparticular, the Democratic People's Republic
of Korea (DPRK: North Korea) has allocated a tremendous amount of
resources over the past decades to develop WMD. This has
consequently altered the delicate security balance on the Korean
peninsulaaswell asall of Northeast Asia. How to address the issue best
has become a common priority on the regional agenda.

How Does North Korea Develop Weapons of Mass Destruction?

Nuclear Development
North Koreahas pursued anuclear capability sincethe 1950s, when
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it began to receivetechnological support from the former Soviet Union.
In the mid-1960s, North Korea established a large-scale atomic energy
research complex in Yongbyon, staffed with trained specialists who had
studied in the Soviet Union. Under a cooperative agreement with the
Soviet Union, North Korea launched its ambitious nuclear weapon
program by assembling a Soviet IRT-2M research reactor in 1965.
Throughout the 1960s, North Korea focused on modernizing Soviet
reactors on the one hand, and building a new gas-graphite reactor to
separate and produce plutonium on the other.’

Inthe 1970s, North Korea concentrated its nuclear research on the
nuclear fuel cycle-refining, conversion, and processing technologies. It
successfully increased the power generation capacity of the research
atomic reactor through its own technology, and in 1980 started the
construction of a SMW-level research reactor.

In the 1980s, the North focused on the practical uses of atomic
energy and completed the nuclear research and development
infrastructure by 1986. Subsequently, it began to operate uranium
refining and conversion facilities. In 1989, Pyongyang embarked on the
construction of a 200MW-atomic energy power plant and large
reprocessing facilities in Taechon and Y ongbyon. Additionally, the
North conducted detonations to test triggering devices with high
explosives.

It is estimated that by the early 1990s, North Korea completed the
entire nuclear fuel cycle from the acquisition of nuclear fuel to its
reprocessing. Due to difficulties in developing detonation devices and
delivery systems that require advanced precision technologies, it is
uncertain whether Pyongyang has actually finished production or now
possesses usable nuclear weapons. However, considering its capability
to extract plutonium from used nuclear fuel, North Korea is estimated
to be capable of assembling and producing one or two crude nuclear
weapons.

The next task for North Korea would be to develop nuclear
warheads small enough to load on a missile. Specific missile
technologies for the North to focus on are: technology for stabilization
of the inertial navigation system; technology for automatic adjustment
of warhead weight; and technology related to fuel injection and
combustion systems.’

Chemical and Biological Weapons

North Korean chemical weapons present amajor challenge because
a few can be assembled with widely available chemical agents and
commercial equipment. Easily produced and potentially very
destructive, they have been called "the poor man's atomic bomb."*
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North Korea's chemical warfare capabilities include the ability to
produce bulk quantities of nerve, blister, choking, and blood agents,
using its sizeable, although aging, chemical industry.

Some chemical agents like tear gas are commonly used in riot-
control, but those used in chemical warfare are more nefarious,
attacking the body's nervous system, blood, skin, or lungs. North Korea
long ago recognized the importance of chemical warfare and issued a
"Declaration for Chemicalization" at the end of 1961. North Koreahas
since begun to build research and production facilities in a sustained
and concerted effort to produce chemical weapons.

Eight different factories in North Korea have produced lethal
chemicals, such as nerve, blister, blood, and vomiting agents, as well
as tear gas, and at present they are stored in six different facilities.’
Their quantity is estimated to be around 2,500-5,000 tons, which could
be employed should there be renewed fighting on the Korean
peninsula.’

The North is also suspected of maintaining numerous facilities for
cultivating and producing the anthrax bacteria and other forms of
biological weapons.” In the 1980s, the military turned to the
development of biological weapons according to Kim II-Sung's
directive that "poisonous gas and bacteria can be used effectively in
war."’

Biological agents consist of living organisms (bacteria and fungi)
and viruses, as well asthetoxins derived from them, that cause disease
and death to humans, livestock, or agricultural crops. Biological
weapons have perhaps acquired a more sinister reputation than
chemical weapons due to their potential to produce frightening effects
on the cheap.’

In addition, theNorth possesses various vehicles and equipment for
launching chemical munitions. These include not only ballistic missiles,
but also artillery and aircraft and possibly unconventional means. In
fact, it is believed that North Korea has some long-range artillery
deployed along the demilitarized zone (DMZ) and ballistic missiles,
some of which could deliver chemical warfare agents against forward-
based forces, as well as against rear-areatargets. The North may also
dare to launch a secret attack in the rear through its Special Operation
Forces armed with biological weapons.

North Korean forces are prepared to operate in a contaminated
environment; they train regularly in chemical defense operations and
are taught that South Korean and U.S. forces will employ chemical
munitions. To enhance its nuclear, biological and chemical (NBC)
operations, the North Korean military has organic chemical platoons
down to the regimental level. Furthermore, North Korea has provided
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protective masks to the entire population. Not only military personnel
but para-military personnel and civilians must participate in regular
NBC defense drills.

North Korea has not signed the Chemical Weapons Convention
(CWC), nor isit expected to do so in the near future.” North Koreawill
attempt to maintain its chemical and biological weapon production
capabilities despite its serious economic difficulties and the global
pressure to ban chemical and biological weapons. North Korea will
continue this policy because these weapons can be produced at a low
cost. They are effective, and it isrelatively easy to destroy the evidence
of such programs.

Mid- and Long-range Missiles

During the last several years, North Korea has made substantial
progress with its ballistic missile forces in the areas of research and
development, testing, deployment, and exports. Despite the efforts of
the U.S. and its allies to constrain North Korea's missile development,
Pyongyang continues to move ahead. The North Korean missile
devel opment program can be divided into four distinguishable phases.™
In the first phase, North Korea imported manufactured missiles and
technologies from China and the Soviet Union for indigenous
development of a missile program through reverse engineering.
Pyongyang received Frog-7s and 60km range Frog-5 tactical rockets
from the Soviet Union in 1969. The Soviets also furnished high-
explosive shell warheads with rockets. From this beginning, North
Korea developed its own chemical projectile warheads for the Frog-5
and Frog-7A.

Reportedly, Scud-B missiles were received from Egypt in mid-
1976, in return for North Korean assistance to Egypt during the Yom
Kippur War.” North Korea is now thought to be producing Scuds
indigenously and to have exported their own versionsto Iran during the
Gulf War. North Korea al so provided some assistance to Egypt with its
indigenous production of a Scud clone. Chemical and biological
warhead development is also being pursued in the Scud-B missile
production program. The North Korean arsenal is believed to have at
least 12-15 Scud launchers.

During the second phase, North Koreawas mostly concerned with
the modification of the Scud missile. A program to modify the Scud-B
(300 km/1,000 kg) was known to have begun in 1988. The modified
missile was referred to as the Scud-PIP (product improvement
program), or Scud-C (500 km/700-800 kg). It achieved longer ranges
than its predecessors due to areduced payload and an extended length
of the rocket body. Production of the Scud-C was estimated at four to
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eight per month.

Reportedly, Pyongyang has hundreds of Scudsin itsinventory, and
they are available for use by its missile forces or for export. In 1990,
Iran was reported to have arranged for a delivery of Scud-Cs, as well
as North Korean assistance in setting up an assembly and
manufacturing facility. Syria also has received shipments of the Scud-C
along with launchers beginning in April 1991.*

It the third phase, North Korea poured its energy in the extensive
redesigning of Scud technology. The new missile named Nodong-1 or
Scud-D is thought to have a potential range/payload capability of
1,000-1,350 km / 800-1,200 kg. The higher range would cover awide
swath of cities from Tokyo to Taipei.” The Nodong-1 represents a
significant departure from the prior North Korean practice of
incremental improvements on the basic single-engine Scud design, and
this departure is reflected in the protracted development history of the
system.” The closely related Iranian Shahab-3 and the Pakistani
Ghauri-2 reflect this design. A prototype was detected on a launch pad
in May 1990, but test flights did not begin until May 1993, with an
apparently successful launch of 500 km into the Sea of Japan. The
operational status of the Nodong-1 design remains unclear, but the
Rumsfeld Report (1998) concluded that "the Nodong was operationally
deployed long before the U.S. Government recognized that fact. There
is ample evidence that North Korea has created a sizable missile
production infrastructure, and therefore it is highly likely that
considerable numbers of Nodongs have been produced and deployed."*
According to the ROK's Defense White Paper 1998, North Korean
Scud and Nodong-1 missiles are already in service and deployed near
the Demilitarized Zone. South Korean government officials have
announced that North Korea is also operating four Nodong missile
brigades of nine launchers each.”

Inthefourth phase, North Koreatest fired a Taepodong-1 (Nodong-
2 or Scud Mod E, and Scud X) on August 31,1998. The Taepodong-1
is said to be atwo-stage missilewith an estimated range of2,200-2,672
km and a payload of an estimated 700-1,000 kg.* This vehicle
apparently consists of aNodong-1 as its first stage and a second stage
based on the North Korean Scud-C missile. Currently, North Koreais
developing the Taepodong-2, which could deliver a several-hundred
kilogram payload to Alaska or Hawaii and a lighter payload to the
western half of the U.S. North Koreais much more likely to weaponize
the more capable Taepodong-2 than the Taepodong-1.

Since 1996, the U.S. and North Koreahave proceeded with missile
talks concerning North Korean participation in the Missile Technol ogy
Control Regime (MTCR). During the talks, the U.S. has pressured the
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North to suspend its production and export of missiles. The talks,
however, still have not produced any significant results. After the
Taepodong missile incident in August 1998, the two renewed efforts to
seek comprehensive compromises. During the top-level talks with the
United States on September 24, 1999, North Korea's Ministry of
Foreign Affairs agreed to amoratorium on its missile test firing. A year
later, the First Vice Chairman of the National Defense Committee, Cho
Myung-rok, reconfirmed the announcement in the "US-North Korea
Joint Communique" issued at the end of the talks held on October 12,
2000, in Washington D.C." In May 2001, after hisvisit to Pyongyang,
the Swedish Prime Minister Persson said that North Korea seemed to
have an intention to extend the moratorium on halting missile tests until
2003. However, North Koreadidn't missthewarning that it would take
strong countermeasure if the U.S. tries to build an anti-missile shield
program. North Korea also warned that South Koreawould be doomed
to "ruin and death" if it participates in the U.S. program.”

North Korean WMD Srategy

The reasons for producing and possessing mass destructive
warheads and mid- and long-range missiles are simple. They provide
the means for North Korea to respond to the expanding military
influence of South Korea, the U.S., and Japan and use them as
bargaining chips at negotiation tables. WMD is a diplomatic tool for
regime survival, while posing a military threat to other countries.
Above all, these weapons can also perform decisive tactical and
operational roles during a contingency. By using these weapons to
attack the South' smagjor cities and other strategic targets, the North will
attempt to realize its military blitzkrieg strategy.

North Korea's WM D strategy is closely linked to its offensive war
strategy, which consists of three phases. The objective of the first phase
will be to breach the defenses along the DM Z and destroy the forward
deployed forces. The objective of the second phase will be to isolate
Seoul and consolidate gains. The objective of the third phase will be to
pursue and destroy remaining forces and occupy the remainder of the
peninsula. Asthe attack against the forward defenses along the DM Z
begins, the North Korean forces will probably initiate SCUD and
FROG missile attacks with high explosives and possibly nonpersistent
chemical warheads against airfields, lines of communications, and
logistics facilities.”

Reflecting Soviet military doctrine, North Korea has traditionally
viewed chemical weapons as an integral part of any military offensive.
There are no indications that this view has altered since the end of the
Cold War. North Korean chemical weapons would complement
conventional military power. In asurprise attack, North Korean forces
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are expected to use chemical weaponsto demoralize defending forces,
reduce their effectiveness, and deny use of mobilization centers, storage
areas, and military bases without physically destroying facilities and
equipment. Nonpersistent chemical agents could be used to break
through defensive lines or to hinder a CFC counterattack. Persistent
chemical agents could be used against fixed targets in rear areas,
including command and control elements, major LOCs, logistic depots,
air bases, and ports.

It is likely that chemical weapons would be used early in the
conflict rather than be held in strategic reserve. Virtually every stage of
South Korean and U.S. military operations, including mobilization,
deployment, and staging, would be made more complicated in a
chemical environment. Thus, as far as North Korea is concerned,
chemical weapons may be aweapon of first resort rather than last.

The introduction of chemical weapons in a conflict would have
profound political consequences, potentially increasing the likelihood
of a nuclear response. Admittedly, U.S. nuclear weapons might play
only alimited role in deterring North Korean chemical weapons use
against military targets in the South. While anuclear response may be
seen as credible in retaliation for use of nuclear or biological weapons
against urban populations, such a response could be seen as
disproportionate in the event of nuclear retaliation for battlefield
chemical use. However, South Korea is so congested that chemical
attacks against strategic nodes such as ports and airfields would be
virtually indistinguishable from intentional attacks against population
centers.

Essentially nothing is directly known about the North Korean
nuclear strategy, doctrine, or war plans, except that North Korea's
collaborations with Soviet and Chinese military and nuclear programs
probably influenced Pyongyang's approach toward nuclear weapons
development and policy. It is also quite certain that North Korea has
closely studied the U.S. nuclear doctrine.

In the face of a credible threat to use nuclear weapons, the United
States and its coalition partners could be forced to change the way the
U.S. would conduct operations. North Korea may see the threat to use
nuclear weapons against U.S. coalition partners or allies as a powerful
tool in undermining U.S. options for coalition warfare, or in seeking
through coercion to undermine U.S. basing or other support for
operations. North Koreamust al so perceivethat it would gain enormous
value from threatening Japan in order to deny the United States access
to key ports and airfields in that country.

Nuclear weapons could also deter the United States from launching
a counter-offensive into North Korea. If one accepts the view that the
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North Koreans are indeed worried about U.S. or ROK aggression that
precipitates awar, then North Korean WM D may have a defensive, as
well as offensive, character.

In addition to the military value of WM D, North Korea apparently
views the development and possession of WMD to provide short- and
long-term economic benefits. North Korea has produced and sold large
numbers of various models of missiles for significant amounts of
money to customers like Iran and Pakistan. North Koreahas also found
development of WM D an effective means of extracting money from the
Western nations, notably the United States and Japan.

Fundamentally, however, the North Korean WMD strategy is not
simply military or economic; it is also political. North Korea has
effectively manipulated American concerns about their nuclear and
missile programs as a means of advancing their broader agenda. The
North Koreans have been remarkably clear intheir demands, and when
the West has done a poor job of listening, manipulation of the status of
their nuclear or missile programs has served as an effective attention-
getter.

What are the Problems of North Korean WMD?
Nuclear Weapon Proliferations

There has been a considerable effort to curb the North Korean
nuclear program. North and South Korea signed the "Joint Declaration
on the Denuclearization of the Korean Peninsula’ in 1992. This
declaration stated that the two sides "shall not test, manufacture,
produce, receive, possess, store, deploy, or use nuclear weapons," and
they "shall not possess nuclear reprocessing and uranium enrichment
facilities." North Korea also signed anuclear safeguard agreement with
the International Atomic Energy Agency (IAEA) to allow inspections.
This activity stalled when theNorth refused to allow special inspections
of two unreported facilitiesin January 1993, however, and subsequently
it withdrew from the Nuclear Non-Proliferation Treaty (NPT) in March
1993.

To freeze North Korea's nuclear weapons development program,
the United States and North Korea signed the Geneva Agreed
Framework in October 1994 after on-and-off bilateral negotiations
which altogether had lasted for more than ayear and a half. Under the
Agreed Framework, the North would freeze and eventually dismantle
its existing suspected nuclear programs, including the 50MW and
200MW graphite-moderated reactors under construction, aswell as its
existing 5SMW reactor and nuclear fuel reprocessing facilities. Inreturn,
the North would be provided with alternative energy, such as two
Light-Water (LWR) reactors and 500,000 tons of heavy oil each year
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until the completion of the first reactor. The agreement also included
gradual improvement of relations between the U.S. and North Korea,
and committed North Koreato engage in South-North dialogue. Under
the agreement of the Korean Peninsula Energy Development
Organization"(KEDO), North Koreawent on to sign the Light-Water
Reactor Supply Agreement in December 1995. The construction of the
reactor is currently under way.

Limited success or ultimate failure in containing or freezing North
Korea's nuclear programs are big concernsto South Korea, Japan, and
the U.S. Even though the 1994 Agreed Framework has considerably
curbed North Korea's development of plutonium-based nuclear
weapons, it did not remove all nuclear suspicions. North Koreastill has
four million tons of high-quality natural uranium deposits. If it
successfully develops uranium enrichment technologies, then an
unlimited number of nuclear weapons could be built even while North
Korea adheres to the 1994 Agreed Framework.

Furthermore, the Agreed Framework had no provision to control
plutonium that is presumed to have already been produced. According
to U.S. dataon North Korea and testimony disclosed by North Korean
defectors, Pyongyang has already acquired the technologies for the
initial explosive devices necessary to assembl e plutonium-based nuclear
weapons.” Estimates of North Korea's accumulated plutonium
inventory range from a minimum of ten kilograms to a maximum of
eighty kilograms. According to analyses by the ROK-U.S. joint nuclear
inspection team—based on U.S. Central Intelligence Agency data—the
amount of plutonium North Korea has accumul ated was estimated to be
about forty kilograms.” If North Korea, as is presumed, has the
technology to assemble tactical nuclear weapons, then it is quite
possible that the North could have up to ten nuclear weapons so far.”

Although it is not clear that current non-nuclear states of Northeast
Asiawill embark on their own nuclear programs, such a development
would have significant repercussions. North Korea already can be
considered a"virtual nuclear weapon state" eventhough itis extremely
difficult to verify whether it has succeeded in developing a small
number of nuclear warheads. If Pyongyang explicitly or implicitly
emphasizes nuclear capabilities as akey element of its military strategy
regardless of international pressure, South Korea and Japan could begin
to reevaluate their own policies regarding nuclear weapons and delivery
vehicles. To date, and into the foreseeable future, however, it ishighly
unlikely that either Japan or South Korea would begin a concerted
nuclear program, particularly since these two states form core security
alliances with the U.S. But any widespread proliferation of nuclear
technology in the region with advanced delivery systems would, at
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minimum, havethe following repercussions: (1) it would encumber, if
not significantly constrain, U.S. power projection operations including
rapid reinforcements in an acute crisis; (2) it would result in increased
vulnerability among states that do not have the ability to field such
systems; (3) itwouldweaken U.S. conventional deterrence and defense
capabilities; (4) it would increase the cost of mounting conventional
operations against states possessing nuclear capabilities; and (5) it
would result in increased pressure toward even greater horizontal
nuclear weapon proliferation.”

North Korean Missile Threat

The North Korean missile program is widely viewed as a major
threat to international security not only because of itsinventory of short
and long-range missiles which can threaten neighboring countries, but
also because of missile salesto countriesin conflict-ridden regions such
asthe Middle East. Concern over the program is aprimary rational e for
missile defense programs in affected countries. In many ways it
epitomizes fears about the proliferation of weapons of mass destruction
and their delivery systems. The U.S. and Japan's reiteration of their
earlier decision to conductjoint research on a ballistic missile defense
system is an illustrative product of this concern.

The North may forego its plan to fire a new missile due to stern
opposition from neighboring countries. The evidentiary record
suggests, however, that North Koreawill not easily abandon its missile
program. If it would, why is North Korea pushing for a missile
program and hinting about another missile launch in the face of strong
pressure from neighboring countries? The program is simply too
valuable to North Korea. First of all, the missile program gives
prestige. Most analysts believe the Pyongyang regime is counting on
the missile program as alast resort to preserve its system, and theNorth
Korean leadership likely believes that a successful missile launch will
reinforce North Korean psychological confidence in the regime. It is
said that the launch of August 1998 was timed to coincide with the 50th
anniversary celebration of North Koreaand the promotion of Kim Jong-
Il as chairman of the National Defense Commission.” Thus, North
Korean Vice Foreign Minister Kim Gye-Kwan, the chief delegateto the
Four-way Peace Talks and the Berlin Missile Talk, argued that the
missile test is a "sovereign right," and the North would test fire a
missile at "anytime if necessary."”

Second, the program gives a significant military capability to a
regime that prizes military power above al else. Whether for offensive
or deterrent purposes, North Koreawants to demonstrate its capability
to strike Japanese and U.S. military facilitiesin Northeast Asia. IfNorth
Korean missiles were tipped with nuclear, biological, or chemical
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warheads, they could strike both population centers and sensitive
military facilities. Furthermore, the North Korean missile might work
to offset the deterioration of the North Korean conventional military
forces, which was clearly confirmed by the West Sea Naval
engagement in June 1999. With the growing disparity of conventional
military forces and the widening gap of military investment between the
North and South, Pyongyang might have no choice but to rely on
weapons of mass destruction.

Third, the missile program has been North Korea's favorite
diplomatic trump card. Pyongyang is attempting to gain leverage in its
negotiationswith the U.S., and it likely believesthat the program is the
main reason for the U.S. to negotiate, and that it makes the U.S. more
compliant during negotiations. Without the program, North Korea
would probably just beignored. North Koreatypically offersto suspend
missile tests in return for economic compensation, and has suggested
that $500 million annually would be an appropriate sum. Many critics
consequently argue that the North is engaging in brinkmanship or
blackmail to gain economic and diplomatic benefit.

Lastly, the missile program is North Korea's most successful
economic enterprise. In recent years, North Korea has emerged as an
important missile supplier, and commerce has become an increasingly
significant motivation for the program. It is selling missilesto Pakistan,
Egypt, Iran, and other Middle East countries. Thiskind of missile trade
has increased the tension in South Asia and the Middle East, already
characterized by political instability, terrorism, and civil war. In this
vein, missile launches are advertising events that demonstrate North
Korea's technologies to potential importers. As long as customers are
willing to pay for the missile, North Korea has never hesitated in
supplying even the most sophisticated version of missiles in its
arsenal .”

With North Korea's missile threat as a justification, the Bush
Administration declared a new global missile defense (MD) program
in May 2001. However, most of the international community is
responding nervously to this new defense architecture. In addition to
widespread concerns regarding "burden-sharing” costs and the
feasibility of striking down missiles from "rogue states" including
North Korea, many are also worried about a costly arms race,
particularly among the major powers, that could hurt stability.

Despite the prohibitive costs, feasibility questions, and lackluster
support both at home and abroad, Washington appears set to push ahead
with its missile shield scheme, either through persuasion or coercion.
That in turn would exert further pressure on South Korea's already
narrow diplomatic maneuvering room as it pursues its own more
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compelling agenda to lure a recalcitrant North Korea back to the
dialoguetable, while enlisting China's active support for reconciliation
on the peninsula.

What are the Remedies for North Korean WMD?

Objectively, North Korea's missile threat is less formidable
militarily than it is politically. In strictly military terms, its ballistic
missiles are not likely to be armed with nuclear weapons, and ballistic
missiles themselves are generally ineffective delivery vehicles for
releasing biological and chemical agents over wide areas.”
Nonetheless, taking advantage of the secretiveness in its technology,
North Korea may threaten to employ its ballistic missiles under the
pretence of being armed with BC weapons to intimidate South Korea
and Japan.

Besides developing amissile defense shield, there are other means
to counter ballistic missiles armed with NBC warheads. The first
alternative is to attain an Asian version of the Intermediate-range
Nuclear Forces Treaty (INF) and/or to strengthen the existing Missile
Technology Control Regime (MTCR). To conclude an INF Treaty-type
agreement, however, the countries must perceive that any military
advantages from missiles are only temporary and that ownership of the
missiles would be unacceptably destabilizing.

It istruethat the M TCR has delayed missile development programs
in various countries because of the cumulative weight of multilateral
and national export controls. Yet, despite such export controls,
determined states can build and accumulate indigenous missile
technologies in the long run. The burgeoning scientific and
technological complex will become immune to MTCR controls. The
MTCR can only buy time and is essentially a supply-side approach that
consequently suffers from inherent defects; it does not deal with the
motivations underlying proliferation. More importantly, the M TCR can
do little to roll back existing ballistic missiles.

The second option is diplomacy. In view of the small prospect that
arms control measures can eliminate the ballistic missile threat,
however, it is very difficult to visualize a diplomatic option that
removes ballistic missiles. Asillustrated by recent overturesto dissuade
North Korea from test firing its ballistic missiles, diplomacy can at
most delay and constrain the development and deployment of ballistic
missiles.

Preemptive strikes against missile sites and other suspected WM D
sites in a severe crisis may be athird option. This measure, however,
runs the risk of violating international law. We have to recall the
criticism thrown against Israel when it launched an air attack against
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Iraq's nuclear facility in 1981. More importantly, if a preemptive strike
fails to eradicate an adversary's WMD or missiles entirely, such an
action is likely to invite the very response it sought to prevent and, in
the worst case, result in an escalation of hostilities.

Relying on U.S. extended deterrence could be the fourth option.
During the Cold War, the U.S. provided its allies with convincing
deterrence because regional conflicts ran the risk of escalating into a
broader U.S.-Soviet armed conflict. However, post-Cold War regional
conflicts, even those involving U.S. allies, are now literally regional
conflicts for the U.S., and American stakes in such regional conflicts
are not necessarily crucial. Additionally, U.S. self-restraint in
threatening the use of nuclear weapons as an instrument for deterring
regional conflicts, as pronounced in the 1994 "Nuclear Posture
Review,"” may have generated the impression that American
retaliatory options are now limited only to conventional weapons.
Nevertheless, it is doubtful that a threat of conventional retaliation
alone, even that of high-tech conventional weapons, is frightening
enough to deter a risk-prone adversary. The costs associated with
conventional weapons tend to be perceived as manageable. In addition,
emphasizing high-tech conventional weapons capabilities may risk
promoting development and production of WMD and their delivery
means, including ballistic and cruise missiles. North Koreaand China,
which obviously lack the financial and technological capacity to
counter U.S. high-tech weapons, may well find it advantageous to
strengthen their asymmetrical WMD to offset U.S. conventional
weapons superiority.

The last, but not the least, option is to reenergize the 1999 Perry
Report. William Perry, former Secretary of Defense and Special
Advisor to the President and Secretary of State on North Korea,
outlined a revised U.S. strategy in his report of October 1999. The
Perry Report asserted that the Agreed Framework should continue in
order to prevent North Korea from producing a "significant number of
nuclear weapons."* It recommended two sets of new U. S.-North Korea
negotiations with the objectives of securing (1) "verifiable assurances"
that North Korea does not have a secret nuclear weapon program, and
(2) "verifiable cessation" of North Korea's missile program. Perry
recommended a step-by-step negotiating process. Perry also proposed
that, in return for commitments by North Korea on the nuclear and
missile issues, the U.S. should normalize diplomatic relations with
North Korea, relax economic sanctions against North Korea, and "take
other positive steps" to "provide opportunities” for North Korea. Perry
stated that such U.S. initiatives should be coordinated with similar
actions by Japan and South Korea.
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Conclusion

The North Korean WM D program is indeed avexing problem that
has significant ramifications for the regional political order and
strategic balance. With a large missile infrastructure, a formidable
biochemical arsenal, suspected nuclear weapons, as well as one of the
world's most powerful conventional military forces, concerns over the
North Korean military threat are likely to remain. It is not certain,
however, that we can completely stop the WMD proliferation and use
of ballistic missiles. One must remember that the development and
possession of WMD is closely related to the development and
possession of ballistic missiles. Put another way, the strengthening of
efforts to prevent the proliferation of WMD leads to the arrest of the
proliferation and use of missiles. This is why the international
community must redouble its collective efforts to prevent the
proliferation of nuclear, chemical, and biological weapons on the one
hand, and ballistic missiles on the other.

The current approach to curb the proliferation of WMD and
ballistic missiles is fragmented. Each component of
policy—implementing the Agreed Framework, Four-party talks, missile
talks, food aid, etc.—operates largely on its own track without any
larger strategy or focus that integrates the separate pieces. Absent a
comprehensive policy on the part of its competitors, North Korea has
held the initiative, with Seoul, Tokyo, and Washington responding
when Pyongyang acts as demandeur.

A successful approach to counter North Korean WMD, therefore,
must be comprehensive and integrated, and must address the totality of
the security threat. The Bush Administration's recent announcement of
a willingness to reopen dialogue could signal a comprehensive
approach like that suggested in the Perry Report. After athree-month
policy review on North Korea, the U.S.-proposed agenda includes an
"improved implementation" of the Agreed Framework relating to the
North's nuclear activities and "verifiable constraints" on its missile
programs.*

Washington should pursue this policy in the context of a
comprehensive approach that encourages progress in inter-Korean
reconciliation, peace on the peninsula, a constructive relationship with
the U.S., and greater stability in the region. Many Korean observers
agree that the time is ripe to resolve North Korean WMD problems
through negotiations and to lead the reclusive regime in the North to
open itself to the world community. In any event, raising tensions on
the Korean peninsula can only prove counterproductive to the interest
of most countries in Northeast Asia.
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In 1950, Koreawas among the poorest countries in the world, with
a per capita income of under US$150." Ravaged by a brutal war
between 1950-53, adivided Korea was predicted to remain a "basket-
case" for the foreseeable future. However, South Korea (hereafter
Korea), defied the dire predictions — becoming in less than a
generation the quintessential developmental success story — and a
model for other developing countriesto emulate. With the exception of
arelatively short-lived recession in 1979-80, Koreaenjoyed continuous
economic growth between 1960 and 1997. With the economy
expanding at an annual rate of over 8%, Korea's per capita income
grew to US$10,973 by mid-1997, earning it membership in the
exclusive OCED (Organization of Economic Cooperation and
Development) group of nations.” Already the world's eleventh largest
economy in 1996, Korea publicly stated its ambition to outperform
Japan technologically in the new millennium. Indeed, as the world's
largest supplier of computer memory chips, the second largest
shipbuilder, the third largest producer of semiconductors, the fourth
largest maker of electronics and the fifth largest automobile maker,
Korea hardly made an idle boast in its ambition.’

When the financial crisis unexpectedly hit Southeast Asiafollowing
the devaluation of the Thai baht on July 2,1997, it was widely believed
that the contagion would not spread to Korea. Not only was the Korean
economy the second largest in East Asia, with agross domestic product
of 376 trillion won (or US$454 billion), all the key macroeconomic
fundamentals looked sound.® First, since the early 1990s, the Korean
economy had grown at an impressive rate. Though not as high as the
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double-digit growth rate of the late 1980s, the growth rate still exceeded
8% in 1995 and 6% during the first three quarters just prior to the crisis.
Second, inflation was not only under control, but since 1993 it
remained relatively low, fluctuating between 4% and 5%. Price
stability and expectations of low inflation also led to a gradual decline
in nominal interest rates.” Third, the real exchange rate was not
significantly overvalued. In fact, in the three years prior to the crisis,
the real exchange rate was essentially flat. Fourth, the gross domestic
savings remained high, exceeding 30% in 1995-96. Fifth, the fiscal
deficit, which was about 2.5% of GDP in the early 1980s, was turned
into a surplus in 1993 — a position it maintained on the eve of the
crisis. Sixth, between 1990-95, Korea's current account deficit
averaged 1.9% of GDP. It increased significantly in 1996 to US$24
billion (4.9% of GDP) because the Korean monetary authority decided
to adhere to a strong won policy, despite market pressures for
devaluation, dueto their concern about price stability. However, asthe
Japanese yen became strong again by early 1997, the current account
deficit fell to 2.5% of GDP, and by mid-1997 to US$8.2 billion or 1.9%
of GDP.® Thus, on the eve ofthe crisis, Korea's external position was
fairly sustainable. After all, its current account deficits were used to
finance investment rather than consumption. Seventh, although Korea's
foreign debt had grown significantly in the 1990s, it was not
unsustainable. Thatis, the Korean debt/GNPratioin 1996 was still only
22%0 — well under the critical level of 48% specified by the World
Bank.” Moreover, the debt service ratio of Korea was low at only
5.8%." Finally, unlike the other crisis-hit economies, Korea was
blessed with a 99% literacy rate.” From a macroeconomic perspective,
the Korean economy looked well managed and sound.

In November 1997, when Thailand, Indonesia, Malaysia and the
Philippines were in the throes of a deepening financial turmoil, the
headlines in the Korean media consisted mainly of stories dealing with
the upcoming presidential election.”” Thus, on November 19, when
President Kim Young Sam announced his decision to fire several key
economic policymakers on the grounds of gross economic
mismanagement, most Koreans were surprised at the news. However,
two days later, on the morning of November 21, the Korean public,
including many outside observers, were shocked to learn that the
Korean government had formally requested the IMF (International
Monetary Fund) for emergency standby loans because Korea's own
foreign reserve level wasvery low (at US$7.3 billion) and most foreign
financial institutions were unwillingto roll over their short-term loans
to Korea.

On December 3, 1997, in order to calm the financial markets, the
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IMF and the Korean government announced that they had agreed to a
loan package totaling an unprecedented US$57 billion to help Korea
overcome a mounting foreign exchange problem and stop the rapid
deterioration of the nation's credit standing. Of this, US$21 billion
would came from the IMF, US$10 billion from the World Bank, US$4
billion from the Asian Development Bank, and the remainder from
bilateral sources, including US$ 10 billion from Japan and US$5 billion
from the United States. Due to Korea's desperate situation, the IMF's
part of the package was to be released quickly under the Fund's
accelerated emergency financing mechanism.”* However, the Korean
government had to accept virtually all of the IMF's conditions. On
December 4, the IMF released US$5.56 billion to the Korean
government. An additional US$3.58 billion was to be made available
following the first review on December 18, and an additional US$2
billion on January 8, 1998, following the second review. The sheer
magnitude of the bailout package and the acceptance of the IMF's
many conditions led most Koreans to the same conclusion as their
President, that "we have lost our economic sovereignty." The Korean
media designated December 3 as the "day of national disgrace" and
President Kim warned his fellow citizens to prepare for an indefinite
period of humiliating "bone-carving pain."*

What went Wrong? Competing Explanations

Why did an economy with such seemingly sound fundamentals
succumb so quickly to economic shocks? Two general interpretations
have informed the discussion. Accordingto the "fundamentalist" view,
the Asian crisis was caused by poor economic fundamentals and policy
inconsistencies. Proponents of this view argue that apparently sound
macroeconomic indicators masked systemic structural problems. For
example, Korea, like many other Asian economies, provided implicit
guaranteesto the banking system, which were often engaged in lending
practices that favored financially unqualified borrowers. These implicit
guarantees led banks to lend recklessly. This, in conjunction with poor
corporate governance, created a stock of non-performing loans, thereby
risking bank collapses.”” By contrast, the "panic" interpretation views
the self-fulfilling pessimism of international lenders as the root cause
of the crisis. Highlighting the fact that between October-December
1997, capital outflows from Korea amounted to about US$9.8 billion,
the more sophisticated version ofthis argument interprets the crisis as
aclassic liquidity crisis - where Korean banks had insufficient reserves
and insufficient access to funds, and where investors who were
suddenly seized with panic refused to roll over short-term debt, in
addition to demanding immediate payment.*
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From the perspective of actual experience, analytical distinctions
between the "fundamentalist" and the "panic" perspectives are less
sharp than they are made out to be in the literature. Indeed, it is
impossible to point to any emerging market economy that experienced
afinancial crisis but did not have significant fundamental weaknesses
that called into question the sustainability of its policies. In the case of
Korea, asthe currency crisis began to unfold, it became clear that the
Korean economy possessed a number of serious structural weaknesses,
most notably weak financial sectors and over-indebted corporate
sectors. Yet it is also impossible to ignore the fact that "reputational
externalities" were almost certainly at work.” That is, a crisis in one
country affected investors' expectations and perceptions about common
structural conditions and vulnerabilities in other countries. Yet, even
while acknowledging the impact of structural problems in the Korean
financial and corporate sectors, it is hard to avoid the judgment that
Korea's punishment was disproportionate to the "crime" — because
there is no doubt that panic withdrawal of capital and poor policy
responses greatly exacerbated the crisis.

This article, while building on the insights of the fundamentalist
and panic interpretations, provides a third perspective. It argues that
Korea's financial crisis had both long-term and short-term causes.
Weaknesses in both the financial and corporate sectors, especially
inefficient management and imprudent lending among financial
institutions, coupled with over investment and low profitability in the
corporate sector, made them vulnerable to external turbulence. In fact,
it will be argued that poor corporate governance was a major
destabilizing factor for the Korean economy. Because the chaebols (a
conglomerate group of firms, linked by indirect cross-shareholdings)
were highly interdependent financially through cross-share holdings
and cross-loan guarantees, the financial trouble of one chaebol could
easily lead to a disaster for the whole group, including the banking
system."” Indeed, six ofthe 30 largest chaebols (Hanbo, Sammi, Jinro,
Kia, Haitai and New Core) had already filed for court protection in
bankruptcy proceedings in 1997, before the collapse of the won
triggered by contagion from Southeast Asia. Compounding this was
poorly sequenced capital account liberalization (or liberalization which
was not accompanied by the necessary reforms and prudent supervision
of the financial system), which increased the economy's vulnerability
to financial panic and economic collapse. Despite a relatively low
overall external debt level and a moderate and sustainable current
account deficit, Korea had high short-term debt relative to its
international reserves — which made it vulnerable to a balance-of-
payments crisis. The sharp deterioration in terms of trade in 1996, the
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bankruptcy of a number of important chaebols, and a change in
international market sentiment following the collapse ofthe Thai baht
in mid-1997 were the proximate causes.

Specifically, starting in the early 1990s, the Korean government
began to relax its control over the financial sector, especially its
restrictions on foreign borrowing. As aresult, the number of financial
institutions engaged in foreign currency denominated activities
increased sharply. This process was accelerated (partly in order to meet
OECD requirements) under the Kim Young Sam government, which
came to power on February 23, 1993. During this period, controls on
short-term external borrowings by banks were greatly eased, while the
government maintained quantity restrictions on medium- and long-term
foreign borrowing as a means of capital flow management. That is, the
Korean government provided financial institutions real incentives to
borrow for the short-term by making it mandatory for them to notify
authorities of long-term foreign debts, whereas short-term loans
regarded as trade-related financing were hardly regulated. Helped by
the strong earnings and the eased control on short-term external
borrowing, Korea's big businesses, in particular the chaebols,
undertook an aggressive investment drive. This investment drive was
financed mainly by large increases in borrowing from domestic banks,
merchant banksin particular. Asaresult, the number of merchant banks
and the volume of their foreign currency business expanded rapidly.
From 1994 to 1996, atotal of 24 finance companies were made into
merchant banking corporations, which meant a corresponding increase
in the number of participantsin international financial markets, because
merchant banks were allowed to engage in foreign-exchange
transactionswhile finance companies were not. During the same period,
Korean banks opened 28 foreign branches, which gave them greater
access to foreign funds. These changes in the institutional framework
contributed greatly to the rapid growth in foreign-currency borrowing.
Moreover, financial liberalization and tight monetary policy (which
kept domestic interest rates above world interest rates), only
encouraged commercial and merchant banksto rely heavily on cheaper
foreign credit — perceived to be cheaper because of the pegged
exchange rate. As Sylvia Maxfield aptly notes, "after the financial
market was deregulated, newly licensed Korean merchant banks and
chaebols began to borrow internationally with all the self-restraint of
children let loose in a candy store.""’

However, the excessive investments in capacity expansion during
the boom years of the early nineties soon caught up with the chaebols.
The high leverage ratios of the chaebols and their low profitability
made them extremely vulnerable to any shock to their cash flow. In
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turn, the health of the banking system was highly dependent on the
viability of the chaebols, as the banks were exposed to the chaebols
both directly through loans and discounts and indirectly through the
guarantee of corporate bonds and commercial paper. Financial
liberalization also played amajor role in producing the deterioration in
financial sector balance sheets. Specifically, while regulations on
financial institutions were being relaxed in order to enable them to
engagein awider set of activities, an implicit government safety net for
financial institutions along with weak prudential supervision led to
excessive risk-taking. Inevitably, the result was the growing bad loan
problems and deterioration of financial institutions' balance sheets. It
is now recognized that what helped produce a deterioration in both
financial and non-financial balance sheets was the tradition of the
government's coming to the rescue of troubled corporations and
financial institutions, not to mention government involvement in the
credit market, which created the impression that the chaebols were
simply "too big to fail." These conglomerates had huge leverage, and
lending to them increased in the 1990s, despite the weakness of their
profitability. Banks and other financial institutions kept lending because
they expected that the government would not allow the chaebols to go
bankrupt - thus, in effect, guaranteeing their loans. Moral hazard was
a bigger problem for the non-bank financial institutions, many of which
were owned by the chaebols. Since these institutions were largely
independent of the government, supervisory standards and the
monitoring of prudential regulations were extremely lax. They soon
developed major maturity mismatch problems.

During 1996-97, several highly leveraged chaebols failed and went
into bankruptcy. The slowing domestic demand coupled with
deteriorating movement of Korea's terms of trade could not support the
economy burdened with the excessive buildup in capacity. The
resulting bankruptcies of a number of major companies, in addition to
increasing failures of medium and small businesses, resulted in the
deterioration in the balance sheets of Korea's financial institutions —
resulting in arapid decline of their international creditworthiness. As
the structural weaknesses and the government's inability to cope with
them became exposed following the string of large corporate defaults
in early 1997, foreign investors began to take a fresh look at Korea.
Arguably, the deepening crisis in Southeast Asiawasthe last straw. The
collapse of the Thai baht in July 1997 increased the concerns of foreign
creditors about the strength of Korea's corporate sector and the
soundness of its financial system, despite the Korean government's
repeated attempt to calm foreign creditors. The Hong Kong stock
market turmoil in late October 1997 triggered a sudden loss of market
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confidence. The capital inflows that had helped to finance Korea's
rapid economic growth were sharply reversed. Jittery foreign investors,
many reeling from losses in other East and Southeast Asian economies,
decided to lower their exposure to Korea and pulled their funds en
masse, thus contributing to the severity and duration of the crisis.
Korea's economic crisis erupted as a speculative attack on the won
in a context of very low foreign exchange reserves. Because the
government had allowed foreign finance to enter through the banking
system while continuing to limit inward FDI and foreign purchases of
Korean securities, it ended up with liabilities that were owed to
foreigners and denominated in foreign currency. Under these
circumstances, the capacity of the government and central bank to lend
in the last resort was limited by the stock of international reserves. By
the end of 1996, short-term external liabilities as a share of foreign
exchange reserves had risen to some 300%."* Thus, the Korean crisis
was not a current account, but a capital account crisis. Conventional
current account crises are caused by the deterioration of domestic
macroeconomic fundamentals, such as price inflation, fiscal deficits and
low rates of saving. A capital account crisisis characterized by massive
international capital inflows, usually large enough to surpass the
underlying current account deficit and composed mainly of short-term
borrowings denominated in foreign currencies. This leads to currency
and maturity mismatches, which adversely affect the balance sheets of
domestic financial institutions. There is thus a dual financial crisis —
a currency crisis due to currency mismatch that leads to international
liquidity problems, and a domestic banking crisis resulting in credit
contraction. Moreover, currency depreciation further aggravates the
balance sheets of corporations by inflating the value of liabilities in
domestic currency terms, thereby precipitating a currency and banking
crisis. The Korean crisis also illustrates that although the alliance
between the government, chaebols, and the banks had been in place
since the 1960s, it was no longer compatible with Korea's integration
into the global financial market. In sum, the Korean crisis reflected a
fundamental structural misallocation of resources to which investors
suddenly awoke when financial turmoil engulfed Asia. The withdrawal
of funds from Korean banks and the ensuing crisis were simply triggers
for a long-overdue process of industrial and financial restructuring.

Liberalization without Regulation

The Korean financial system comprises three main types of
institutions: (a) commercial banks, (b)the specialized and devel opment
banks, and (c) nonbank financial institutions (NBFIs). In addition, there
also exists an informal and unregulated financial market known as the
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curb market.” The commercial banks account for over half of the assets
of the financial system. They are owned by small shareholders (prior to
the crisis, no shareholder could own more than 4% of a nationwide
commercial bank or morethan 15% of aregional bank), and engage in
both traditional short-term banking operations and long-term financing
of the corporate sector, including leasing. Commercial banks comprise
16 nationwide banks, 10 regional banks, and numerous (52 as of
September 1997) foreign banks. Commercial banking is highly
concentrated with the top eight banks accounting for about two-thirds
of commercial bank assets. The specialized and development banks
(which are partly or wholly owned by government) were established in
the 1950s and 1960sto provide fundsto specific strategic sectors. They
account for roughly 17% of financial system assets.*

Prior to the post-1993 liberalization, the Korean government
controlled all the internal and especially cross-border financial flows
very tightly. Although there were financial liberalization measures
introduced in the 1980s, these were limited in scope. For example, the
fact that no shareholder was permitted to own more than 4% of abank's
equity resulted in fragmented ownership. In practice, this meant that the
management of banks were not accountable to anyone, except to the
government. Also, up until the 1990s, decisions regarding credit
allocations that commercial banks could make were dominated by the
government's policy of favoring investment loans to large corporations
engaged in export activities. Foreign exchange transfers were heavily
regulated: Korean nationals were not allowed to borrow freely on the
international market, and the ability of foreign residents to buy, own,
and sell domestic assets was limited. However, starting in the early
1990s, the Korean government began to relax its control over the
financial sector and under the Kim Young-Sam government the
liberalization process was greatly accelerated.”

Why did the Korean government pursue such far-reaching
liberalization measures? There are several interrelated explanations.
According to Ilpyong Kim and Uk Heon Hong, the Kim Y oung-Sam
administration, enamored with segyehwa (or globalization), "believed
that only a full-blown market economy could build an economy
competitive at the world level. Administrators therefore worked to
increase therole of the private sector, to loosen the concentration of the
chaebols, and further deregulate the financial markets."** Also, Chang,
Park, and Y oo compellingly note that by the early 1990s, the increased
credit ratings of Korean corporations and banks in the international
financial markets meant that the private sector began to regard
government involvement in their foreign exchange transactions as a
burden — and the "chaebols now hankered for greater freedom in their
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investment decision-making."* Similarly, Lee notes that "the 1990s
saw an increasing demand from chaebols for deregulation such as
lifting the ceiling on their ownership of bank shares, financial opening
for greater freedom in foreign borrowing, raising the aggregate credit
ceiling, and so on."* Furthermore, the decision by the Kim government
to apply for Korean membership in the OECD meant that Korea had to
liberalize the country's financial markets substantially, in particular
both the current and the capital accounts.” Beyond these domestic
structural explanations are the external factors, in particular the
continued pressure from the U.S. government for Koreato deregulate
and open her financial markets. Yet, whatever the explanation, there is
general consensus that the liberalization program was accompanied by
extremely lax supervision and prudential regulation.

For example, ahistory of government involvement in bank lending
decisions had hampered the development of a commercially oriented
and sound banking system, besides creating a moral hazard. Within
banks, lending decisions tended to be highly centralized, and the
internal risk control structures as well as credit analysis skills and
procedures did not mature fully. As aresult, credit decisions tended to
rely on collateral and inter-company guarantees, as well as informal
government guidance, rather than projected cash flows. Loan review
processes and management information systems were rudimentary.
Thus, Balino and Ubide succinctly note that

although government involvement in bank lending decisions
was gradually withdrawn, banks developed few skills in
credit analysis or risk management. Lending decisions were
still largely based on the availability of collateral rather than
on an assessment of risk or future repayment capacity.
Because of their large exposure and inadequate
capitalization, banks were generally in a weak position
relative to their chaebol clients. Reflecting the history of
directed lending, banks did not insist on, or receive, full
financial information from chaebols?

In addition, basic accounting, auditing, and disclosure practices
were significantly below the best international practices. Commercial
banks were under the direct authority of the Monetary Board (the
governing body of the Bank of Korea) and the Office of Banking
Supervision (OBS). However, specialized banks andNBFIswere under
the authority of the Ministry of Finance and Economy (MOFE). This
lack of aunified system of supervision and regulation, comprising both
bank and non-bank financial institutions, created conditions for
regulatory arbitrage and the development of risky practices.
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Similarly, the standards for loan classification and provisioning
were significantly more lax in Koreathan in the other OECD countries.
Non-performing loanswere defined as loansthat had been in arrears for
six months or more compared to a standard definition of three months
or more. Bad loans were defined as the portion of non-performing loans
not covered by collateral. The classification system was based on the
loans' servicing record and the availability of collateral without regard
to the borrower's future capacity to repay. Banks also lacked good
internal liquidity management controls, and regulations were not
sufficiently stringent, especially in regard to foreign exchange. In order
to ensure the liquidity of banks, the OBS required that long term loans
(defined as those with amaturity between one and ten years), should be
financed with funds with maturities of at least ayear. However, banks
were not expected to invest an amount equivalent to more than 100%
of their equity capital in securities with maturities over three years.
Moreover, all of these calculations included only domestic liquidity
positions, not taking into account positions of overseas branches and
off-shore funds — which accounted for more than 60% of the short-
term external liabilities of domestic financial institutions in 1996. Y et,
despite the growing maturity mismatches in banks' balance sheets that
resulted from the capital account liberalization, no special consideration
was given to the prudent regulation of liquidity management in foreign
exchange. Finally, Korean banks were subject to considerable
restrictions on product innovation, while controls on interest rates
limited price competition. Labor laws made it difficult to reduce excess
personnel. With little control over their credit policy or costs, and with
relatively little concern about insolvency, the banks were usually more
concerned with achieving profits through asset growth than in
maintaining asset quality.

Another consequence of deregulation was the rapid growth of
merchant banks. As noted earlier, many of these newly established
merchant banks were previously (in the 1970s and 1980s) small-scale
investment finance companies created to reduce the importance of the
informal curb markets. However, with deregulation they simply
changed their names and became merchant banks. In 1994, nine such
merchant banks were established, and by 1996,16 more were added to
the group. At the end of 1996, there were 30 merchant banks in the
country.” The merchant banks (which werethe dominant lenders in the
issuance and discounting of commercial paper) funded themselves by
issuing bonds and notes and by inter-bank deposits and borrowing in
foreign markets. As noted earlier, most of these newly established
merchant banks were either owned or controlled by the chaeboals.
Similarly, the significant relaxation of restrictions on chaebol
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ownership of other non-bank financial institutions such as life insurance
companies and investment-trust companies enabled the chaebols to
expand further and concentrate their financial operations.” Indeed,
there were no effective laws to prevent excess concentration of lending.
Korea did not have laws to restrict lending to multiple borrowers
belonging to the same group. That is, different firms that belonged to
the same chaebol family were treated independently. The result was a
heavy concentration of lending. Finally, although the merchant banks
often competed directly with commercial banks, they were subject to
different regulatory regimes. In fact, the merchant banks faced far fewer
regulatory restraints than the commercial banks, and therefore quickly
developed some distinct vulnerabilities. For example, owing to the
relatively lax regulatory supervision, merchant banks assumed a much
higher interest rate and currency risk than the commercial banks. Their
lending concentration inside affiliated groups was greater, and
merchant banks usually lent without collateral — and thus had less
protection in case of default.

Compounding this problem was the maintenance of tight monetary
policy and the regulatory framework, which was explicitly biased
towards short-term borrowing. That is, short-term loans regarded as
trade-related financing were hardly regulated, whereas long-term
borrowing was subject to much stricter restrictions, requiring one to
provide detailed information, besides obtaining permission from the
MOFE.** Also, since the government expected that the credit rating on
bank loans of Korean companies would improve in the international
financial market, it further induced financial institutions to transform
long-term external debts into short-term debts. However, other
"borrowers seem to have taken a 'wait and see' approach by
continuously rolling over short-term loans rather than taking out long-
term ones, an approach supported by the international lenderswho were
perfectly willing to roll over Korean loans until the eve ofthe crisis."*
Overall, the biastoward short-term foreign borrowing only encouraged
the development of large maturity mismatches in the banks' balance
sheets.

Moreover, financial liberalization andtight monetary policy (which
kept domestic interest rates above world interest rates) only encouraged
commercial and merchant banks to rely heavily on cheaper foreign
credit — or credit perceived to be cheaper because of the pegged
exchange rate. No doubt, a pegged exchange rate in normal
circumstances would eliminate the foreign exchange risk associated
with foreign loans for domestic borrowers. However, Korea's exchange
rate policies contributed to reckless foreign borrowing. Prior to the
crisis, the Korean won was effectively tied to the U.S. dollar with very
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little or predictable variation. Specifically, in March 1990, Korea
adopted an approach to exchange rate management known as the
Market Average Exchange Rate System (MAR). Under this system, the
daily won/dollar rate was allowed to fluctuate each day within a band
centered around the previous day's weighted average spot rate. The
band width was initially set at plus or minus 0.2%. Between 1990 and
1996, the exchange rate was tightly managed, with the won
depreciating fairly steadily by an annual average rate of 2%. The daily
fluctuation band was gradually widened in the period before the crisis,
reaching plus or minus 2.25% in 1996. In maintaining such a tight
exchange rate, the Bank of Korea, in effect, absorbed the exchange rate
risks on behalf of market participants. With little variation of exchange
rates and high domestic interest rates, it is not surprising that chaebols
and financial institutions increased their offshore borrowing, especially
with short-term maturity loans. Moreover, although the exchange rate
was not fixed, its undervaluation in a managed float system and
relatively high interest rates at home had substantially increased the
attraction of foreign borrowing. Yen-denominated loans became
especially attractive in the couple of years before the crisis because the
continuing decline in the value of the yen against the U.S. dollar
lowered the real cost of yen loans to domestic borrowers.

The resultant wave of excessive short-term foreign borrowing was
intensified by ineffective prudential supervision. Specifically, lax
regulation of banks, in particular merchant banks (for example, there
were no asset classification, capital, or provisioning rules for merchant
banks), and the regulatory distortions which favored short-term
borrowing, contributed heavily to the accumulation of short-term
foreign debt, increasing bank vulnerability to maturity mismatch. As
Chang, Park, and Y oo note, "leading this rapid build-up of short-term
foreign debt were the inexperienced merchant banks."** For example,
in a period of almost three years, merchant banks managed to acquire
US$20 billion in foreign debt — 64% of which was short-term debt,
while 85% of their lending was long-term. Overall, foreign debt
jumped from US$44 billion in 1993 to US$120 billion in September
1997 (a 33.6% per annum increase between 1994-96), while the share
of short-term debt (or debt with less than a year's maturity) in total
debt rose from an already high 43.7% in 1993 to 58.3%) at the end of
1996. However, these figures underestimate the actual size of the debt,
since it does not include offshore borrowing of domestic enterprises
and Korean banks and their overseas branches and subsidiaries.” By
the mid-1990s, low profits and soft lending combined to make the
chaebols highly leveraged in terms of their debt/equity ratios. At the
end of 1997, the top 30 chaebols had an unprecedented debt/equity

98 International Journal of Korean Studies  Volume V, Number 2



ratio average of 519%.

Economic Vulnerabilities: The Road to the Crisis

High as the foreign debt figure was, it was not necessarily at an
unsustainable level. As noted earlier, in 1996, Korea's debt/GNP ratio
stood at 22%, far below the World Bank's definition of "less indebted"
at 48%). Similarly, Korea's debt-service ratio of 5.8% was well below
the critical 18% specified by the World Bank. Moreover, private
corporate sector profligacy was not as widespread in Koreaas itwas in
Indonesiaor Thailand, nor was Korea highly exposed to real estate and
property inflation. In fact, much of the foreign borrowing went into the
tradeable sector and not to fuel speculative asset bubbles in the non-
tradeable sector. Land prices, which had risen at a rapid pace in the
second half of the 1980s, were basically stable in the 1990s. Instead,
foreign borrowing primarily financed an expansion of industrial
capacity. That is, the chaebols were investing in export industries with
stable returns and in which they were particularly well represented —
namely petrochemicals, petroleum refining, iron and steel, automobiles,
electrical equipment, electronics and communications and shipbuilding.
Yet, these only reflected part of the economic picture. Looming
alongside were growing economic vulnerabilities.

Specifically, the heavy indebtedness of the chaebols (and their
subsequent insolvency) are to be found in the investment boom of the
early to mid 1990s. During 1994-96, facility investment in
manufacturing rose by 38.5%) per year. However, the investment boom
was not uniform across sectors but concentrated in manufacturing.
Within manufacturing, the bulk of the investments (65.7%) went to
expand existing production lines, while arelatively small amount was
allocated to corporate restructuring (15.5%). Moreover, investmentsin
heavy and chemical industries grew at an annual rate of 43.1%, while
the rate of growth for light industries was only 15%. Also, investments
by large firms grew 45.7%, while small- and medium-size enterprises
increased their investments by 17.7%. In sum, the boom was dominated
by the large chaebols investing in heavy industries such as steel,
automobiles, petrochemicals, and electronics.” However, this boom
soon resulted in gross over-investment. That is, in the absence of
investment coordination, it was only a matter of time before over-
investment would lead to overcapacity and declining profitability.
Indeed, the profit rates (return on assets) in the manufacturing sector
had fallen continuously from over 4% in 1988 to 0.9% in 1996. The
decline of rates of return to capital during this period was caused at
least in part by excessive and misallocated investment. In addition,
using firm level data in eight major industries, Bailey and Zitzewitz
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have shown that much of the rapid growth in the Korean economy
could be accounted for by input growth rather than by productivity
increases, and that the returnsto capital (or profit rates) of Korean firms
were lower than those of American and Japanese firms.” Similarly, a
study by Borensztein and Lee found that many chaebols recorded little
or no profit in 1996. Hence, by 1996, Korea's corporate sector was
characterized by low levels of profitability and high levels of debt —
reflecting the tendency of the chaebols to diversify into capital-
intensive industries using short-term bank loans.*”* Banks, on the other
hand, carried substantial non-performing loans and inadequate capital-
asset ratios. Borensztein and Lee aptly note that Korea's economic
performance in recent years "is one of economic growth sustained by
higher and higher levels of investment even in the face of declining
productivity of capital and almost vanishing corporate profitability."*

The aggressive borrowing, especially of short-term foreign loans,
had dire consequences. While there is nothing intrinsically wrong in
borrowing from abroadto finance rapid industrialization, it is necessary
to apply risk management to those foreign loans. First, in Korea, banks
were exposed to large maturity mismatches in their foreign currency
operations because they relied on foreign currency denominated short-
term borrowing to fund long-term domestic currency denominated
loans. The ratio of short-term external debt to total external debt was
over 50% prior to the crisis, leading to a sharp mismatch between the
short-term debts and official foreign reserves. In fact, the ratio of short-
term external debtto official foreign reserves increased continuously in
the 1990s, reaching an unprecedented high of 252% in 1997. Second,
many of the foreign loans (which were short-term debts denominated
in foreign currencies) were without an appropriate hedge. Third, the
continued government support of industrialization through foreign debt
was not accompanied by any improvement in the transparency of
accounting standards in the leveraged chaebols. In fact, prudent
regulation and supervision simply failed to keep up with the increasing
concentration of risk in the domestic financial system. Not only were
the banks lax in examining the large-scale investment project loans for
which bank credits were requested by chaebols, but formal feasibility
studies and risk analysis were also lacking. More often than not, bank
managers decided on credit extension according to the size of
borrowing firms under the assumption of the "too big to fail" argument.
Further, the banks did not bother to check into possible misuse of loans
by borrowers in the form of financial contributions to politicians and
political parties, while foreign investors provided funds to domestic
financial institutions without due vigilance since they were perceived
as having implicit government guarantees.
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Reflecting this lack of consolidated supervision, the increasingly
risky activities of the merchant banks and other non-bank financial
institutions, as well as the overseas subsidiaries and foreign branches
of domestic financial institutions, were largely overlooked. The ill-
experienced managers in merchant banks and financial companies were
proneto allowing high-risk exposure due to their inability in managing
short-term foreign capital. Without effective supervisory regulations,
the merchant banks engaged in increasingly risky business — for
example, investing in high-yield foreign junk bonds with funds
borrowed cheaply, using Korea's high credit rating in international
financial markets. Thus, they exposed themselvesto significant interest
rate, currency, and credit risks. Indeed, when foreign lenders started to
recall loans in late 1997, these assets turned out to be illiquid. Finally,
the liberalization of foreign exchange transactions on the current
account allowed exporters to avoid depositing their foreign exchange
revenues with the Central Bank. As aresult, foreign exchange deposits
in the commercial banks declined sharply, the build-up of short-term
foreign debt far exceeding Korea's foreign exchange reserves.

The economic boom began to slow by the mid-1990s. Industrial
output growth slowed from an annual growth rate of 14% in 1995 to
10% in 1996. Growth in manufacturing sales declined from 20% in
1995 to 10% in 1996. More troubling, Korea's export engine slowed
significantly due to its deteriorating international competitiveness and
the currency devaluation by China and Japan — Korea's major
competitors in the export market. Korea simply could not effectively
compete against Japan for high-valued products and against China for
low-value goods.”” Asthe world export demand receded, the chaebols
suffered heavy losses. In particular, the slowdown in international trade
in semiconductors (especially the memory chips market), office
automation equipment, and consumer electronics, which began to slow
imperceptibly in 1995 but reached crisis proportions by early 1997,
severely hurt the Korean economy which had invested heavily in it.”
Noble and Ravenhill note that "Korean companies ignored the
softening demand for 4 MB and 16 MB chips in the mid-1990s and
continued to expand production capacity."* The 16-megabite memory
chip, which accounted for approximately 20 percent of Korean exports,
saw its price tumble from ahigh of more than US$50 to under US$7 by
mid-1997, due to a world-wide glut, declining demand, and the
entrance of new competitors (in particular, Taiwan and Singapore) in
the marketplace.”” By mid-1996, the unit price of semi-conductors had
fallen by morethan 70%, which was alone estimated to have decreased
the value of Korean exports by more than US$ 10 billion or over 2% of
GDP, severely affecting the top three semiconductor companies:
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Samsung Electronics, Hyundai Electronics and LG Semiconductors.”
Since the chaebols financed the construction and expansion of costly
multi-billion dollar chip-fabrication factories known as "fabs" with
massive doses of short-term dollar-denominated loans, they now faced
an impending financial disaster asthe huge losses in this critical sector
mounted. Compounding the problem was the weakening profitability
associated with cyclical downturns in sectors such as autos,
shipbuilding, labor-intensive textiles, and steel.” All this not only
resulted in deteriorating terms of trade (during 1996-97, Korea's terms
of trade deteriorated by more than 20% cumulatively), but it also
severely constrained the chaebols ability to cross-subsidize their
investments.”

As the new year began in 1997, foreign investors began to take a
closer look at Korea — not only because of the unexpectedly sharp
economic slowdown, but also because Korea's current account deficit
of 5% in 1996 (the largest in five years) raised concerns. Then on
January 23, the chaebol Hanbo Steel and Construction declared
bankruptcy with atotal estimated debt of US$6 billion spread across 61
banks and non-bank financial institutions. On February 19, Moody's
lowered the long-term ratings of three Korean banks (Korea Exchange
Bank, Korea First Bank and Cho Hung Bank), all of which had
substantial exposure to the Hanbo Group. However, this wasjust the
beginning. Hanbo's collapse was followed by four more large chaebols,
Sammi Steel on March 19 (with a 2.3 trillion won debt, 33 times its
capital base), the Jinro Group (with a 3 trillion won debt) on April 21,
Dainong in May and Ssangyoung in June. Each went into bankruptcy,
dragged down by excessive investment, declining profits, and a
substantial debt burden. As noted earlier, because of the cross-guarantee
of debts among the affiliated firms of a chaebol group, the bankruptcy
of one affiliate firm led to the bankruptcy of other affiliated firms.
Moreover, these large corporate insolvencies inevitably undermined the
health of the financial institutions with large exposure to these
conglomerates.

The growing economic turmoil in the region, especially the
collapse of the Thai baht on July 2,1997, and the subsequent contagion
to other regional currencies pegged against the U.S. dollar, brought
Korea's growing financial and corporate sector problems into sharper
focus. When on July 15, Kia Motors, Korea's third largest car-maker
and eighth-largest chaebol, asked for emergency loans to avoid
bankruptcy, the credit agencies immediately began downgrading ratings
for several major Korean banks as they estimated that the fiscal bailout
for the banking system would cost as much as 20% of GDP. In the face
of the growing crisis, the Kim Young Sam government remained
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indecisive — if not paralyzed. Although the Bank of Korea had alerted
President Kim of the danger of aforeign exchange crisis as early as July
1997, "the Ministry of Finance and Economy (MOFE) and the
presidential economic secretary downplayed it by emphasizing the
'healthy fundamentals' of the macroeconomy. Kim's aides thoughtthey
could put off the IMF bailout until Kim's tenure was over. His poor
monitoring and mismanagement aggravated the crisis by mis-timing
effective intervention."* Thus, an indecisive and discredited president
(the result ofthe Hanbo scandal), coupled with a divided ruling party,
pervasive intra-bureaucratic fragmentation, and an opposition resistant
to reform legislation, produced political gridlock and policy
incoherence. Finally, after weeks of sending mixed signals, the
government began to take action. In early August, the government
announced a set of measures aimed at increasing confidence in the
Korean financial market. First, official support was provided by the
Bank of Korea in the form of special loans and capital injection in
exchange for government bonds to Korea First bank. In addition, a
special funding facility was created to assist 21 merchant banks (out of
the 30), whose exposure to bankrupt companies exceeded 50% of their
equity. Second, the government announced guarantees covering the
foreign liabilities of Korean financial institutions, including both
commercial and merchant banks. And, third, more funds were
earmarked for the Korea Asset Management Corporation (KAMCO),
to which banks would be allowed to sell their non-performing loans.*

It is now clear that the markets perceived these measures as
insufficient. In October 1997, Standard and Poor downgraded Korea's
sovereign status, making it difficult for Korea's private sector to obtain
foreign currency funds. Indeed, by the fall of 1997, the balance sheets
of Korean financial institutions had deteriorated severely. The share of
non-performing loans in total assets of commercial banks had increased
by about 70% between December 1996 and September 1997 — and
amounted to about 80% of bank capital. As a result, the net worth of
many financial institutions fell perilously low, and a significant
shortfall in capital adequacy emerged. Of the 26 commercial banks, 14
had capital adequacy ratios below the norm, of which two were deemed
to be technically insolvent. In addition, 28 of the 30 merchant banks
had capital adequacy ratios below 8% and 12 were deemed technically
insolvent. Park and Rhee carefully illustrate the fact that the Korean
government "made a critical mistake" when it decided to bail out the
near-bankrupt Kia group on October 22. "This was the moment that
Korea's private banking crisis officially turned into a sovereign one."*
Standard and Poor harshly criticized the Korean government's decision
to bailout Kia—- and Korean bonds tumbled tojunk levels as investors
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became nervousthat theworld's eleventh largest economy was heading
for a Mexican-style crisis.

By mid-October, it was clear that not only were the foreign banks
reluctant to roll over short-term loans, the massive outflow of capital
continued unabated. The Bank of Korea tried to intervene in the
exchange market with its foreign reserves in order to restore
confidence. This meant that now a part of the current account deficit
had to be financed from central bank reserves — and soon the central
bank reserves began to fall rapidly as private capital inflows virtually
vanished. Even before the collapse of Yamaichi Securities (Japan's
fourth largest securities company), and the bankruptcy of Japan's
Takushoku Bank onNovember 15, Japanese banks began to call intheir
loans from Korea, precipitating a liquidity crunch for the Korean
banks.” As the merchant banks' weakest borrowers began going
bankrupt, foreign and Korean commercial banks further curtailed their
lending. To stay afloat, the merchant banks were forced to call in loans
— causing more bankruptcies. They bought up dollars or yen with won
to pay their foreign currency debts, and these won sales contributed to
the drastic decline of the won's value.

Ever sincethe first quarter of 1997, the Bank of Korea had actively
intervened in the foreign exchange market to uphold the value of the
won. However, this intervention also contributed to the rapid depletion
of foreign reserves. Why did the government try to uphold the value of
the won despite a growing current account deficit? In large part the
answer is that authorities expected the current account balance to
improve soon and worried that a devaluation would trigger inflation
and increase the debt service burden of the private sector. After
October, domestic financial institutions found it extremely difficult to
roll over their loans. As aresult, Korean banks and corporations had to
buy dollars in the domestic exchange market to service their external
obligations. It also meant that the central bank had to supply foreign
exchange to banks in the form of deposits at overseas branches.”
However, the supply of foreign exchange declined sharply with the
expectation of a won depreciation. In this quickly deteriorating
environment, the Korean authorities made another fatal mistake by
wasting a substantial part of the country's foreign reserves in the futile
foreign exchange market intervention. That is, instead of letting the
won float, the Korean government tried to defend it by spending
approximately US$15.1 billion in October and November. Korea's
liquid foreign reserve, which was US$22.4 billion in early October,
dropped to apaltry US$7.3 billion by mid-November. Accordingto an
IMF study, Korea's usable foreign exchange reserves fell dramatically
in November at arate of US$1 billionto US$2 billion daily, bottoming
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out at around US$5 billion by the end of the month.” Although the
central bank of Koreatried to calm the financial markets by announcing
that its reserves were around US$30 billion, the strategy backfired.
Foreign investors estimated that the actual reserves were as low as
US$ 15 billion — which totaled about five weeks' worth of imports and
only a fifth of Korea's short-term debt. Cognizant of the fact that the
announced reserves did not include dollars borrowed through forward
market intervention, and recalling that Thailand had committed as much
as two-thirds of its reserves in this way, the Korean government's lack
of candor cost it credibility, besides fueling rumors among international
financial investors regarding the actual amount of Korea's usable
foreign exchange reserves. By the end of November, six of the top 30
chaebols had filed for court protection, and a seventh went into
bankruptcy in December. These large bankruptcies, together with rising
bankruptcies among small- and medium-sized enterprises, significantly
damaged the asset position of financial institutions.

In early November, the Korean authorities had widened the won's
daily fluctuation band to plus or minus 10%. However, on November
16, Korea finally abandoned its defense of the battered won and
allowed the exchange rate to float freely. This sent the currency
crashing through the psychological 1,000/dollar level with shock waves
hitting the baht, the rupiah, the ringgit and other regional currencies
which fell even further relative to the dollar. Referring to the problem
as a "temporary funding shortage" in which the "idea of IMF aid as
unthinkable,” the affable new Finance and Economy Minister Lim
Chang-Y uel announced that the government would form an emergency
economic presidential advisory committee to solve the nation's
financial problems, and, on November 19, he unveiled an emergency
financial bailout package.”” However, seen as "too little to late,” the
measure failed to restore market confidence, and on November 20, the
won fell by another 10 percent to 1,139 won per dollar; with some
US$65 billion in short-term debts (mostly held by chaebals), the
country now teetered on the brink of defaulting on its debt repayments.
Following marathon all-night negotiations with the IMF team, the
weary and somber-looking finance minister in a nationally televised
press conference (on November 21) reluctantly announced that Korea
would seek emergency financial assistance from the IMF.

However, with Korea's presidential elections to be held later in
December 1997, the IMF made it clear that its support would be
contingent upon all presidential candidates approving (in writing) the
terms of the IMF agreement. This was done because one of the
candidates, Kim Dae-Jung, had made it clear that his government would
renegotiate the terms of the IMF rescue package if the level of
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unemployment and corporate bankruptciesturned out to be too high. In
this climate of uncertainty, the won dropped to 1,800 won to the U.S.
dollar in early December and to 1,962 won per dollar on December 23.
However, after some two weeks of tense negotiations, Michel
Camdessus, Managing Director of the IMF, announced on December
4, 1997, that the IMF and the South Korean government had signed a
three-year standby arrangement under which the IMF had agreed to
provide a record-breaking US$57 billion rescue package to South
Korea. Seoul would receive the first payment of US$5.6 billion
immediately, with the second portion forthcoming after December 17,
following review of Korea's adherence to the comprehensive economic
reform program underpinning the loan.”” Moreover, the IMF plan
(coupled with the suasion of G-7 governments), Japanese, European
and American banks agreed to roll over their maturing short-term loans
(with the intent of converting them subsequently into long-term bonds)
through March 1998, giving the Korean government the much needed
breathing space to negotiate a more comprehensive restructuring
package. On January 28, 1998, the Korean government and the banks
reached agreement on the rescheduling of some US$24 billion in short-
term debt owed by Korean companies and on aplan to replace the bank
loans with sovereign-guaranteed bonds. This enabled the country to
avoid defaulting on the repayment of its short-term foreign debts.
Although after signing the IMF agreement President Kim Young Sam
publicly conceded that "we have lost our economic sovereignty,” he
nevertheless stated with unusual candor that his government would
honor the stringent IMF conditionality and pleaded with the nation to
endure humiliating and "bone-carving pain." On December 18, 1997,
Kim Dae-Jung was elected president of Korea. On accepting his
electoral victory, hetoo promised to implement the conditions attached
to the IMF program.

The IMF Program The financial crisis had a devastating impact on
the Korean economy, causing Korea's worst recession in the post-war
period. As noted earlier, real GDP growth fell from levels which had
been running inthe positive 7-12% range before the crisisto anegative
5.8%0 in 1998. Worse still, per capitaincome declined from US$10,543
in 1996 to US$9,511 in 1997, bankruptcies soared during the first half
of 1998, the losses of Korean listed companies reached historical
records (about 14 trillion won in the first half of 1998), and
unemployment rose from pre-crisis levels of 2% to 6% in 1998 and to
81%o0 in March 1999 — the highest in 30 years. To halt the spiraling
economic decline andjump-start the faltering economy, the Kim Dae-
Jung administration (which took office in February 1998) committed
itself to the IMF's program of macroeconomic adjustment and
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structural reform. In fact, the Kim Dae-Jung government did more than
accept the very tight monetary and fiscal policy stance proposed by the
IMF. The government closely worked with the IMF and the World
Bank to devise a wide-ranging and politically challenging structural
adjustment program designed to address outstanding problems in the
financial and corporate sectors.*

Although the IMF-sponsored program underwent several revisions,
it consisted of three basic elements: macroeconomic stabilization,
financial and corporate sector reforms, including comprehensive
dismantling of the old financial system, and further measures related to
trade liberalization, capital account liberalization, and labor market
reform. The immediate task facing the IMF was to achieve
macroeconomic stability and restore confidence in the currency. To do
this the IMF program required that: (1) money supply be squeezed, or
at least be limited to arate consistent with containing inflation at 5% or
less; (2) the government maintain a balanced budget by reducing its
spending level to match its tax revenue — which was expected to
decline; (3) that the exchange rate be determined by market forces; and
(4) interest rates be allowed to rise to the highest possible level to stem
capital outflows and discourage speculation. On December 22, the
statutory ceiling on interest rates was raised from 25% per annum to
40%), and the high interest rate policy continued throughout the first
two quarters of 1998; the IMF program also required that (5) the
government work hard to accumulate foreign exchange; and (6) atight
fiscal stance be maintained for 1998 to alleviate the burden on
monetary policy and to provide for the interest costs of restructuring the
financial sector.

In the area of financial sector reforms, the program was designed
to: (1) restructure and recapitalize the banking system to address the
problem of the stock of bad loans and the weak capital base. This meant
decisively dealing with problem institutions and problem loans by
closing down the former and by selling off the latter and substantially
improving the health of the remaining financial institutions by injecting
additional capital. Indeed, at the outset of the program, in order to
maintain public confidence, the government guaranteed all deposits of
financial institutions until the year 2000 and suspended the operation
of 14 insolvent merchant banks. In addition, two commercial banks
were placed under supervision, while all remaining financial
institutions were required to submit plans for capital restorations
needed to meet the Basle standards. The program also sought to (2)
strengthen the disclosure rules, enforcing transparency requirements
and establishing a prudential regulatory framework in order to prevent
the recurrence of similar problems. To this effect, the Korean National
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Assembly passed a revised Bank of Korea Act in December 1997 to
provide for the independence of the central bank. Laws passed in
December 1997 also consolidated all financial sector supervision (for
banks, non-bank financial institutions, insurance and securities markets)
in asingle and independent Financial Supervisory Commission (FSC),
separate from the government, and merged all deposit insurance
protection agencies into a newly established agency — the Korea
Deposit Insurance Corporation (KDIC). Corporate sector reforms were
explicitly designed to reform the chaebols by (1) reducing their high-
debt/equity ratios; (2) endingintra-group debt guarantees; (3) requiring
chaebols to divest themselves of non-profitable activities; and (4)
requiring transparency of balance sheets through the enforcement of
independent external audits, full disclosure, and consolidate statements
for all conglomerates, including the publication and dissemination of
key economic and financial data— giving them until 2000 to comply.
In the area of economic liberalization, the IMF urged Koreato open up
the economy rapidly and completely — with open trade in
commodities, services, intellectual property rights, and foreign
exchange. In fact, under the arrangement trade was to be liberalized by
setting atimetable in linewith World Trade Organization commitments
to eliminate trade-related subsidies. Capital flows were to be
completely opened and the capital account transactions substantially
liberalized. Specifically, the capital account was to be liberalized by
opening up the Korean money, bond and equity markets to capital
inflows and liberalizing foreign direct investment. Labor market reform
was also required to facilitate the redeployment of labor.

However, the IMF-mandated program, in simultaneously pursuing
structural reform and foreign exchange market stabilization, posed a
fundamental dilemma. Specifically, in order to stabilize the foreign
exchange market in the short run, contractionary fiscal and monetary
policies were needed. On the other hand, expansionary policies were
required to alleviate the pains from the credit crunch that inevitably
accompanied structural reform. As it turned out, although the IMF
program helped to restore some measure of international investor
confidence, it also produced severe negative economic shocks.
Devaluation and high interest rates produced recession and inflation.
Consumer prices rose from an annual rate of 4.5% in 1997 to roughly
20% during the first two months of 1998, unemployment increased
sharply from 0.5 million to 1.3 million, and the exchange rate, which
had dropped to near 2,000 won per U.S. dollar on December 24, 1997,
improved only modestly, fluctuating around 1,600 to 1,700 won per
dollar in mid-January 1998. Moreover, as banks became reluctant to
provide new loans to firms in order to meet their Basle requirements,
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the number of bankrupt firms jumped from 1,000 per month in
September 1997 to 3,000 per month by December 1997 — taking an
indiscriminate toll on both weak and healthy firms alike. In turn,
company bankruptcies led to the insolvency of financial institutions and
scared off foreign investors, decreasing the inflow of foreign capital.

Even as the IMF program was being implemented, Jeffrey Sachs
pointed out that, in the case of Korea, there was not need for tight
monetary and fiscal policy since Korea's macroeconomic policy was
sound, with "the budget in balance, inflation is low, the savingsrate is
high, and the economy is poised for export growth."* According to
Sachs, the IMF had gravely misjudged the Korean crisis by equating it
with the Mexican peso crisis. However, while Korea and Mexico
suffered from the same liquidity problems, the causes of the crisis were
not the same. In the case of Mexico, it was profligate spending and
consumption, while in Korea it was highly leveraged investment
burdened with short-term debts. By applying the same prescriptions it
did during the peso crisis, the IMF severely aggravated the Korean
crisis. Because of this miscalculation, the sharp increases in interest
rates failed to stabilize the exchange rate — which quickly depreciated
far below the targets set in the IMF program. In agreement with Sachs,
Kihwan Kim added that the IMF's decision to release its funds in small
increments was shortsighted "as foreign banks judged these amounts to
be altogether inadequate, particularly for Korea's need to meet its short-
term obligations." No wonder the foreign banks "accelerated the
withdrawals of their funds from Korea, thus pushing the country to the
verge of a sovereign default in less than 10 days after the initial
agreement was signed."** Both Sachs and Kihwan Kim noted that the
IMF's high interest rate policy had disastrous consequences. The high
interest rates were recommended on the rationale that they would serve
to bring in foreign capital and discourage the outflow of funds —
thereby stabilizing the exchange rate. However, coupled with the sharp
devaluation of the won, the immediate effect of the high interest rate
policy was to increase the debt burden carried by Korean businesses.
Given the fact that Korean companies were highly leveraged, the high
interest rates drove an usually large number of firms into bankruptcy.
Kihwan Kim pointed out that the IMF's demand that Korean financial
institutions meet their BIS capital adequacy ratio in avery short period
of time "resulted in a credit crunch of unprecedented proportions. As
all banks and financial institutions were preoccupied with the need to
improve their BIS ratios, they not only ceased to make new loans but
hurriedly recalled their outstanding loans as well. This, more than
anything else, was responsible for the sharp contraction of economic
activities during the first three quarters of 1998."*
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Martin Feldstein® also severely criticized the IMF program,
arguing that the traditional prescription of budget deficit reduction and
a tighter monetary policy (which together depress growth and raise
unemployment), was inappropriate for Korea, given that its national
savings rate was already one of the highest in the world. He stated that
Korea was

a case of temporary illiquidity rather than fundamental insolvency

. what Korea needed was coordinated action by creditor banks to
restructure its short-term debts, lengthening their maturity and
providing additional temporary credits to help meet the interest
obligations ... Although many of the structural reforms that the IMF
included in its early-December program for Korea would probably
improve the long-term performance of the Korean economy, they are
not needed for Korea to gain access to capital markets.

Rather, the IMF's primary task should have been to persuade
foreign creditors to continue to lend by rolling over existing loans as
they came due. Given the fact that Korea had the advantage of a
relatively strong economy, this arguably would not have been very
difficult. By highlighting the fact that Korea's lack of adequate foreign
exchangereserves was atemporary shortage, not permanent insolvency,
the IMF may have been able to persuade creditors to exercise
forbearance.

As noted earlier, the IMF was able to get the creditors to roll over
Korea's debt through March of 1998. From the IM F's perspective, tight
monetary policy was needed to restore investor confidence, and high
interest rates were necessary (particularly at the outset) to stabilize the
exchangerates and restructure the corporate sector. No doubt, regarding
monetary policy, the IMF arrangement achieved its basic objective in
curbingthe depreciation-inflation spiral. The high interest ratesthat the
Korean authorities were forced to maintain to encourage the markets to
take up the sovereign-guaranteed bonds helped avoid default—which
also facilitated the rapid restoration of the country's creditworthiness.*
However, inretrospect, thereis little doubt that the [ MF's program was
too contractionary in the short run, thereby making it very costly to
implement structural reform. The IMF in pursuing tight monetary
policies, while simultaneously requesting Korean banks to observe,
within a short period of time, the capital adequacy ratio set by the BIS,
unleashed problems. Fearful ofthe penalty they would receive in case
they could not meet the ratio, banks rushed to withdraw loans from
companies, thereby deepening the credit crunch and pushing interest
rates up even further. This drove many firms, including profitable but
highly leveraged firms, into bankruptcy. This, in turn, lowered the
capital base of banks due to the losses, which only speeded up foreign
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banks' collection of loans from the Korean banks, since they became
fearful of the growing insolvency of the Korean banks.** Moreover, the
decision to permit the exchange rate to continue to float rather than
readjusting the pegs to rates deemed defensible only opened the door
to continued market depreciation. No wonder the high interest rates
fai led to attract foreign capital asthe creditrisk involved in the payment
of principal wastoo high. The Korean case vividly highlighted that the
gap between domestic and international interest rates is not in itself a
sufficient condition for stabilization of the exchange rate through
interest arbitrage. Finally, as Sachs noted, in Korea the budget was
balanced, with a slight surplus. Therefore, the IMF prescription of
budget cuts (which is the standard way to deal with irresponsible
governments running large deficits in their current accounts), was not
only inappropriate for Korea, it also aggravated the crisis. Given this,
it is difficult not to agree with the critics that the IMF's fiscal austerity
program for Korea was fatally misguided.

Yet, and to its credit, the IMF seems to have recognized (although
it did not admit) its mistake. Surprised by the sharp and unrelenting
downturn of the economy, the IMF began to soften the stringency of its
program. Beginning with the second quarterly review of the standby
arrangement, on February 17, 1998, monetary policy was eased. The
fiscal target for 1998 was lowered from a surplus of 0.2% of GDP in
the original program (including bank restructuring costs) to a deficit of
0.8% of GDP. Although monetary policy was expected to remain tight
as long asthe exchange market situation remained fragile, the program,
nevertheless, allowed for a gradual decrease in the interest rate and a
slight increase in the growth of reserve money. As the won stabilized
to the level of 1,350-1,400 won per dollar by the end of April 1998, it
enabled the Korean government to lower interest rates below the 209>
level — after consultation with the IMF. The program was also
broadened to include measures to strengthen the social safety net by
expanding the unemployment insurance system and increase labor
market flexibility through public works and other programs. In thethird
quarterly review on the standby arrangement on May 28, 1998, the
conditionality of the macroeconomic policies was adjusted in order to
counter the recession and to strengthen the structural reform agenda.
There was agreement to ease fiscal policy by increasing the target for
the budget deficit to 4.0% of GDP. In the fifth program review signed
on November 18, 1998, the deficit target was further increased to 3%
of GDP.

Korea's three-year standby arrangement with the IMF expired on
December 3, 2000. By then the macroeconomic fundamentals had
improved considerably, especially the current account balances. The
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sharp turnaround in current account balances also contributed toward
a rapid accumulation of foreign exchange reserves (from US$20.4
billion in December 1997 to US$52.3 billion by December 15, 1998),
thereby making the Korean economy more resilient to external shocks.
The relatively speedy recovery of the Korean economy can be
attributed to many factors such asthe early resolution of creditor panic,
the export-oriented industrial structure, the favorable external
environment, the expeditious implementation of IMF-mandated
structural reforms by the Kim Dae-Jung administration, and most
importantly, the government's expansionary macroeconomic policies.
Regarding the last point, it should be noted that in September 1998, the
Korean government lowered interest rates, extended more credits to
small- and medium-sized enterprises, and widened the fiscal deficitto
revivethe economy—despite criticisms from the IMF that apremature
stimulus of the economy might undermine the restructuring the process.
Overall, while progress has been made in stabilizing the financial
system, addressing corporate distress, strengthening the institutional
framework for corporate governance and financial supervision, and
enhancing transparency and the role of market discipline, many
structural problems remain. There is much work yet to be done.

Conclusion

To sum up the preceding discussion ofthe various explanations of
the Korean financial crisis, itisargued herethat "financial liberalization
without regulation" provides the most convincing explanation for
Korea's full-blown financial crisis. The implications are clear: open
financial markets offer both risks and benefits. The Korean experience
illustrates the fact that effective monitoring and regulation of the
financial liberalization process is necessary if emerging market
economies are to resolve and avoid financial crises. It also means that
corporate and financial sector restructuring and greater transparency in
business-government relations is necessary before full-scale
liberalization can occur. The fact that the Kim Dae-Jung administration
has already taken steps to strengthen domestic regulation and
supervision of banks and other financial intermediaries, to rebuild the
information infrastructure of financial markets, and to improve
corporate governance is a good sign.
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The Role of U.S. Forces
in a Unified Korea

Ralph A. Cossa
President, The Pacific Forum
CSIS

The geopolitical landscape in East Asia has changed dramatically,
and one would hope permanently, as aresult of last year's sudden and
largely unexpected thaw in North-South Korean relations. The
appearance of North Korea's formerly reclusive leader, Kim Jong-il, in
the international spotlight through the much-heralded June 2000
inter-Korean summit in Pyongyang and his high-profile meetings with
Chinese leaders in Beijing and Shanghai and with Russian President
Putin in Pyongyang have resulted in a remaking of both the North
Korean leader's and his nation's international image. As one senior
U.S. official noted at thetime, North Koreahas gone, almost overnight,
from the "hermit kingdom" to the "hyperactive kingdom."*

Pyongyang's sudden opening has many former skeptics openly (if
not overly) optimistic about the future of the Korean Peninsula. Even
ROK President Kim Dae-jung wrote that "the most important outcome
of the summit is that there is no longer going to be awar."* As aresult,
some are already calling for a sharp reduction, if not a complete
withdrawal, of U.S. forces on the peninsula, now that the North Korean
threat has receded.” Others, including President Kim himself, have
argued that U.S. forces will be required on the peninsula even after
reunification— and that Chairman Kim Jong-il "concurred" with his
reasoning.’ The role of these forces would no doubt change, however,
depending on the form of unification or North-South reconciliation and
how it occurs.

A word or caution at the outset. Given North Korea's past
unpredictability and the history of abrupt swings in North-South
cooperation—we experienced a similar, although not quite as dramatic
rapprochement in 1991-1992—the peninsula remains a potentially
dangerous place.® One has only to look at the current lull in North-
South high-level interaction imposed by Pyongyang in March 2001
(and continuing at this writing) to understand the fragility of the still

International Journal of Korean Studies ¢ Fall/Winter 2001 117



embryonic peace process, an effort which, to date, remains more
symbolic than substantive, despite official proclamations from Seoul to
the contrary.’

But the only thing more unrealistic than believing (or hoping) that
everything has changed is pretending that nothing has changed. For
better or worse, North Korea's diplomatic charm offensive has changed
the way we must look at North-South issues. It will also have an
impact on the debate over U.S. alliances, forward military presence, and
even missile defenses.” In fact, some security analysts (myself
included) have argued even before the historic summit that the time for
a reassessment of future U.S. force structure on the peninsula and
elsewhere in Northeast Asia is long overdue.®

This paper will look at the implications various forms of
"unification" might have for ROK and U.S. security strategy and the
future role of U.S. forces on the peninsula. Several scenarios will be
examined: a continuation of the current, or perhaps slightly modified,
status quo; peaceful coexistence, including genuine tension reduction
measures; a genuine federation or confederation with more open
borders and positive interaction; and eventual reunification under one
central government, presumably in Seoul, under the current ROK
democratic and economic system. Some policy prescriptionswill also
be offered to help the U.S. and ROK adjust to and facilitate the
evolving change in North-South relations.

Current Geopolitical Environment

The dramatic, unprecedented June 2000 inter-Korea summit has
been rightfully praised as a major breakthrough in North-South
relations. Along with this limited, yet significant opening up of North
Korea has come increased economic and food aid, impending or
restored diplomatic ties with a wide number of states, and admission
into the ministerial-level ASEAN Regional Forum (ARF).

Kim Jong-iPs surprise appearance on the tarmac, smiling and
warmly greeting President Kim Dae-jung and his entourage during the
latter's visit to Pyongyang, was indicative of the kinder, gentler image
North Koreahas been trying to carve out for itself. However, it is still
difficult to know at this stage if the apparent changes represent a
genuine change in DPRK attitude or merely a shift in tactics aimed at
regime survival.

After all, in June 1999, one year almost to the date before the
historic summit, amaritime border confrontation was shaping up off the
peninsula's west coast, which culminated in the sinking of a North
Korean ship. Meanwhile, the standoff between Washington and
Pyongyang over halting DPRK missile tests was heating up, and the
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visit to Pyongyang by former Secretary of Defense William Perry left
Perry, among others, pessimistic about Pyongyang's willingness to
respond favorably to a combined U.S.-ROK-Japanese formula for
enhanced cooperation.”

The situation changed dramatically with the June 2000 summit and
the series of high-level meetings that followed, including the visit of
North Korea's defense minister to the South for formal talks with his
ROK counterpart. For atime, North-South cooperation seemed more
reminiscent of 1991-1992, when the two sides negotiated two yet to be
implemented agreements—the Agreement on Reconciliation,
Nonaggression, and Exchange and Cooperation (also known as the
"Basic Agreement") and the Joint Declaration for Denuclearization of
the Korean Peninsula’—amid summit discussions. The fact that this
earlier promising period of reconciliation proved so fragile should be
a sobering reminder of the challenges that lie ahead, as is the North's
still not fully explained decision to suspend high level talks in March.*

Without denying the historic nature of the summit and the still
generally cooperative attitude of the North (especially when compared
to pre-summit days), it isimportant to remember what has not changed.
North and South Korea still remain technically at war. The 1953
Armistice has yet to be replaced with a genuine peace treaty and
discussion of core security issues has continued to be absent from
inter-Korean talks. The word "peace" was nowhere to be found in the
June 2000 Joint Statement, and Kim Dae-jung's desire for some type
of North-South Peace Declaration (not to be confused with a Peace
Treaty) at the next summit, in my view, could be a large contributing
factor behind Kim Jong-il's reluctance to honor his pledge to visit the
South.”

North and South Korea also remain two of the most heavily
fortified nations on earth. The threat from North Korea remains real,
if somewhat diminished as a result of North Korea's economic
bankruptcy, its dwindling military capabilitiesrelativeto the South, and
the adjustment of its Cold War alliances that previously provided less
restrictive security assurances. The Pentagon's 1998 EastAsia Srategy
Report (EASR) rightfully warned that North Korea "can still inflict
considerable damage against the South and threaten its neighbors,"
given its large inventory of artillery, missiles, and a suspected "sizable
stockpile of chemical weapons."* This has not changed.

Recent political overtures and theNorth's continuing economic and
social hardships notwithstanding, the size of the North Korean military
has not been diminished; rather it has experienced slight growth in
overall numbers and in new hardware over the past decade. North
K oreapossesses the fourth largest armed forces inthe world, with some

International Journal of Korean Studies e Fall/winter 2001 119



12 million active duty military personnel armed with over 4,000 tanks
and 10,000 field artillery pieces.” One-fourth of North Korea's
population, some five million men and women, serve in the reserve
forces. With 65 percent of its forces heavily fortified and situated in
close proximity to the demilitarized zone (which itself is less than 25
miles from Seoul), the first few days of a North Korean-initiated
conflict would be extremely destructive. The country that has many
times threatened to bring a rain of fire on the South still retains the
capability to do so.

Absent from North-South deliberations thus far are any substantive
discussions on military confidence building measures (CBMs) and
mutual and balanced force reductions and pullbacks from the
demilitarized zone.*”* Until security issues such as these are dealt with
seriously, the peninsularemains avery dangerous place. Ironically, the
North Korean defense minister, during his historic visit, refused to
discuss security issues, limiting his discussion to the opening up of a
road and rail corridor through the demilitarized zone. The enormous
potential security implications of such a gesture were not even
discussed, much less reconciled.

All of this is not said to overshadow the positive signs that have
come from the inter-Korean summit. Yet it is necessary to
counterbal ance the optimism with the gravity of reality. It will bealong
road to walk for both Koreas. Patience and restraint are needed as
Koreans on both sides of the demilitarized zone attempt to break down
fifty-year-old barriers. It is also useful to bear in mind the
well-founded skepticism that accompanies any dealings with North
Korea.

Also important to bear in mind is that when Koreans (South and
North) talk about "reunification" today, more often than not they are
really talking about reconciliation and peaceful coexistence between
two separate state entities, under some type of "one nation-two states
or two governments" formula, with both Seoul and Pyongyang
retaining their sovereign rights over the peoples of the South and North
respectively or, at best, some form of federation or confederation
between two equal entities, each presumably with its own political and
social systems (and armed forces).

Basic Assumptions

This paper is built on two basic assumptions. First, that as long as
the DPRK exists as a separate entity, some form of deterrence will be
required and that means the continued presence of U.S. military forces
in the ROK and a continuation of a unified command structure. A
second basic assumption is that a strong defense alliance relationship
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between the U.S. and ROK today and between the U.S. and areunified
Korea in the future provides the greatest assurance of stability on the
peninsula. Even after reunification, common ideals, common values,
and common objectives between Washington and Seoul can providethe
basis for a continued robust security relationship, one that will prevent
a resumption of historic strategic rivalries and thus ensure peace and
stability on the peninsula. This will enhance the prospects for
simultaneous good relations between areunited Korea and all its giant
neighbors.

Deterrence

The principle deterrent to conflict on the Peninsula continues to be
South Korea's well-equipped, highly-capable, well-trained 672,000
military forces, further augmented through their alliance with the U.S.
The 37,000 American military forces on the peninsula serve as a
symbol of U.S. commitment and as a "tripwire" ensuring that America
will become fully engaged immediately upon the initiation of hostilities
by the North. U.S. forces would quickly swell to over 500,000 in the
event of hostilities.”

Lending further credibility to this deterrence capability is the
U.S./ROK Combined Forces Command (CFC) that evolved from the
multinational United Nations Command (UNC). The U.N. Command,
which includes representatives from the United States, ROK, and 15
other countries, overseesthe 1953 Armistice. The CFC was established
in 1978 in order to give the ROK a greater role in the war fighting,
planning, and command structure. The establishment of the CFC was
part of abilateral agreement calling for aU.S. transition "from aleading
to a supporting role" in the defense of the peninsula, to ensure that the
ROK military had agreater role in the operational planning and combat
command and control of combined ROK/U.S. forces both during
peacetime and in the event of hostilities.

While the CFC structure allows both for a smooth transition from
peace to war and for an effective combined war fighting effort, many
in the ROK continue to call for greater indigenous operational control
of ROK military forces. Such issues play to the South's "little brother"”
complex which continues to serve as an irritant which must constantly
be addressed. They do not detract, however, from the deterrent value
of the alliance nor its centrality to broader ROK-U.S. relations.

Even in the event of more genuine North-South cooperation, or
even a loose Korean confederation, | would argue that a continued
ROK-U.S. security alliance presents the best insurance policy as a
hedge against a sudden change in intent by the North. As a result,
Washington and Seoul must continue to make clear to Pyongyang that
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the continued presence of U.S. troops in the ROK is not a bargaining
chip but an essential stabilizing force which makes U.S.-DPRK and
South-North dialogue possible.

Headlines shortly after the historic summit indicating that Kim
Jong-il had "approved" of a continued U.S. presence were both
encouraging and disturbing: encouraging because it appeared that the
North Korean supreme leader understood the long-term value of a
continued U.S. presenceto the peninsula’s stability; discouraging since
this implies, at least in the minds of headline writers, if not their
readers, that Kim Jong-il's "approval" is somehow required.” If these
reports are indeed true,” Kim Jong-il's willingness to accept this
reality is encouraging, but he should not be given the impression that
his approval is needed for U.S. forces to remain on the peninsulasince
this implies a Pyongyang veto over this critical U.S.-ROK decision.
Until reunification, the status and fate of U.S. forces based in the ROK
should be for Seoul and Washington alone to determine; as far as
Pyongyang is concerned, the U.S. presence must be seen as non-
negotiable. Once true reunification occurs, it will then be up to
Washington and the new unified Korean government to decide the
desirability and nature of any new bilateral security arrangement.

This does not preclude reductions in U.S. force levels, pragmatic
restructuring and relocation, or modifications to existing command
arrangements. If tensions are significantly reduced, the U.S.—in close
consultation with the Republic of Korea—could conduct some limited
troop withdrawals. Likewise, renewed provocations could justify a
measured build-up of U.S. forces. Possible force and command
structure modifications will be discussed during the review of potential
scenarios. But, under all scenarios short of the disappearance of the
North Korean state as a separate entity, | will argue that some credible
U.S. military force presence is necessary.

Maintaining the Alliance

As a "shrimp among whales"—to borrow an ancient Korean
proverb—Korea has always been concerned about being dominated by
its neighbors. While the most recent transgressor was imperial Japan
during thefirst half of the 20" century, both China and Japan have, over
the past millennium, exercised control over the peninsula on numerous
occasions. Meanwhile, Russiaplayedthe central role individing Korea
during the U.S.-Soviet Cold War confrontation and exerted sufficient
control over Pyongyang first to veto and then to approve (if not order)
the North's invasion of the South.”

The introduction of a fourth whale into Korean waters has been
largely beneficial to the ROK since the U.S. has no territorial or
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colonial ambitions and—debates over bases and status of forces
agreements notwithstanding—has generally respected the ROK's
sovereignty, while providing the security guarantees under which both
political and economic reform have safely taken place.

Intoday's geopolitical setting, theU.S.—astheregional "balancer"
or "stabilizer"—continues to help underwrite current and future ROK
security.” As Professor Rhee Sang-woo notes:

Koreans anticipate that for the next few decades the U.S. will
persist as the hegemonic power in East Asia. Close alliance with the
U.S. is therefore the only option for Korea in designing its survival
strategy. Koreawill cooperateto maintain peaceful and stable order in
theregion. Meanwhile, Koreawill also develop and maintain friendly
relations with the other members of the regional security system, China,
Japan, and Russia.”

The U.S.-ROK alliance allows Seoul simultaneously to pursue
close and cordial relations with all its neighbors. Without American
security guarantees, the options are limited. Korea could attempt to go
it alone, although neutrality has not proven to be a successful strategy
in the past. Or, it could choose to align with one of the nearby whales.
Whichever one Seoul chooses—and China would be the most likely
(though not inevitable) choice, since memories of Japan's domination
are freshest and Russiatoday has little to offer—historic rivalries and
suspicions are almost certain to be revitalized, leading to greater
regional instability.

Particularly unsettling would be a unified Koreathat |ooks toward
Japan as its primary future threat or enemy. It is an unfortunate fact
that one of the few things that the people of North and South Korea
have in common today is an historical sense of distrust for their
Japanese neighbors, a distrust shared, and all-too-frequently played
upon, by the Chinese. If future South-North or Korea-Chinaties are
built on this factor, however, with Japan emerging as the common
concern today and future threat tomorrow, this will put Korea on a
collision coursewith the United States, whose national security strategy
rests upon the foundation of close U.S.-Japan relations and greater
Japanese participation in regional security affairs (within the framework
of the U.S.-Japan Mutual Security Treaty and Japan's Peace
Constitution).”

A unified Korea closely aligned with and under the protection of
either China or Japan is sure to make the other great regional powers
nervous, even if the relationship is professed to be benign. Thisis why
many South Koreans, President Kim Dae-jung foremost among them,
attach high priority both to simultaneous close relations with the four
major powers and to the continuation of a strong alliance relationship

International Journal of Korean Studies ¢ Fall/Winter 2001 123



with the U.S. As President Kim noted in his inaugural address:

To strengthen our national security, we will preserve and maintain
alliance ties and close cooperation with the United Sates-the central
factor in our national security.

To maintain peace and stability on the Korean Peninsula, we will
do our best to elicit positive cooperation with the four major powers
around us—the United States, Japan, China, and Russia.*

The U.S. likewise sees the value of a continued strong U.S.-ROK
alliance relationship even after North-South reconciliation or
reunification. EASR states that "the U.S. strongly agrees [with
President Kim Dae-jung] that our alliance and military presence will
continue to support stability both on the Korean Peninsula and
throughout the region after North Korea is no longer athreat.” This
sentiment has been reinforced by the Bush administration. Under most
plausible scenarios, | personally see afuture role for U.S. forces on the
Korean Peninsula even after reconciliation or reunification, at least in
the near term, in order to help ensure a secure environment conducive
to much-needed demilitarization, if for no other reason.

Possible Future Scenarios

As noted earlier, future force and command structure decisions are
scenario-dependent. In this section, | will briefly look at four
increasingly optimistic scenarios and comment on the implications of
each regarding the future role of U.S. forces on and around the
peninsula. Not addressed isthe real, but hopefully remote, possibility
that none of the optimistic scenarios may come to fruition. Given the
roller coaster-like history of North-South relations, it is possible that
relations could once again unwind. Renewed tensions and aresumption
of North Korean-instigated provocations would, of course, end any
prospects for force adjustments, other than perhaps ameasured build-up
of U.S. forces. In addition, a resumption of North Korean missile tests
could (and should) result both in the deployment of additional theater
missile defense (TMD) assets and an ROK commitment to participate
in future research and development and deployment of advanced TM D
systems.

North Korea is not the only one capable of derailing the current
peace initiative. It must also be noted that the Kim Dae-jung
Administration and opposition party leaders have failed to reach a
bipartisan consensus on President Kim's Sunshine Policy toward the
North. The main opposition Grand National Party (GNP) has severely
criticized President Kim's conciliatory approach to the North, and the
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GNP'spresumptive candidate inthe 2002 el ections, L ee Hoi-chang, has
made little effort to join with President Kim in crafting a bipartisan
policy toward the North. Making matters worse, former President Kim
Y oung-sam has demanded that his successor extract an apology for the
Korean War from Kim Jong-il before allowing the North Korean leader
to visit the South.” It would be an absolute tragedy if, at this historic
moment, domestic politics inthe ROK were to unravel the peninsula’'s
greatest opportunity for North-South reconciliation since the peninsula
was divided.

Sightly Modified Satus Quo

Despite North Korean unpredictability and South Korean
internecine political warfare, | remain cautiously optimistic about the
prospects for continued North-South cooperation and expect that, at a
minimum, we will see a continuation of the current, or perhaps slightly
modified, status quo, especially now that the U.S. policy review is
completed and the stage has been set for a resumption of U.S.-NK
dialogue. This should include more serious dialogue on tension-
reduction measures, such as the installation of a military hotline, a
naval demarcation agreement, and perhaps even an "incidents at sea"
accord.

Under such ascenario, U.S. troop levels should remain asthey are.
However, simple statements from Washington stating that "we see no
reason yet to adjust our force presence" will not suffice. The U.S.
needs to acknowledge the potential for change and express a
willingness, in close coordination with Seoul, to adjust force levels "as
the security situation permits" while reaffirming the U.S. commitment
to remain on the peninsula "as long as the Korean people want
American forces to continue." This approach provides a useful
reminder that the U.S. isnot forcing its presence upon the peninsulabut
is there at the behest of, and on behalf of, the Korean people and their
democratically elected government.

At this stage—or, for that matter, right now—the U.S. needs to
enter into serious, private security consultations with the ROK and
Japan (perhaps through the TCOG mechanism) to identify the
milestones and trigger events that would merit a phased reduction of
U.S. forces along the lines outlined below.

Peaceful  Coexistence

| believe that there is a better than even chance that "peaceful
coexistence" can be achieved and sustained over the next several years,
if the earlier momentum can be restored and bipartisan support can be
hammered out in the South. This will require the North to be more
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forthcoming than it has been of late, but surely Kim Jong-il recognizes
that if he does not cement a deal with the ROK under Kim Dae-jung,
the current window of opportunity will close and North Koreawill be
the big loser. Peaceful coexistence would include genuine military
CBMs and more general tension reduction measures, to include, at a
minimum, some drawback by both sides from the demilitarized zone
along with the emplacement of a cooperative monitoring system similar
tothat installed in the Sinai, with data available to both sides. An open
skies agreement would be another significant step toward
institutionalizing this state of peaceful coexistence.” Eventually,
mutual and balanced force reductions would also be seriously
considered.

For such a peaceful state to be reached, both South and North
Korea need to feel secure enough to take steps leading to some long
overdue demilitarization on the peninsula.* The U.S.-ROK security
alliance today provides that defensive assurance to Seoul. China and
Russia both have security alliances with Pyongyang, which could
provide the foundation for similar security assurances to North Korea.
Rather than talk about a premature withdrawal of U.S. forces from the
peninsula—which | have argued would be destabilizing—M oscow and
Beijing should seek to provide Pyongyang with the necessary defensive
security assurances that will allow North Korea to proceed down the
path of enhanced cooperation and measured demilitarization.” This
should in no way be seen as an endorsement of Russian arms sales to
the North, however. Moscow's apparent willingness to upgrade North
Korea's military arsenal, especially during the current Iull in North-
South dialogue, does little to further the cause of peace on the
peninsula.

Some downward adjustment in the current level of forward-
deployed U.S. forces seems reasonable and appropriate at this stage. If
tensions are significantly reduced, the U.S.—in close consultation with
the Republic of Korea—could conduct some limited troop withdrawalss,
starting with the 5,000 ground troops initially scheduled for removal
under then Defense Secretary Dick Cheney's East Asia Strategy
Initiative. This move was subsequently postponed by President Bush's
father (GeorgeH. Bush, or"41," asheisreferredto among Washington
insiders to distinguish him from his son, the 43 U.S. president) and
then canceled by President Clinton after the 1994 nuclear crisis.” The
existing command structures—the United Nations Command and the
Combined Forces Command—would still remain intact, however. As
it is today, the primary role of U.S. forces would be deterrence,
although they would assume a less threatening posturetoward the North
once genuine CBMs are installed.
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Confederation/Federation

North-South federation or confederation proposals have been
around for many years. North Korea, in particular, has long argued for
a South-North confederation as an interim step toward eventual
reunification. At a CSCAP North Pacific Working Group meeting in
early 1997, for example, a North Korean scholar from the Foreign
Ministry-directed Institute of Disarmament and Peace in Pyongyang
spelled out the North's confederation views in considerable detail:

It is the international trend today to set up a confederal state or
coalition government among the peoples with different ideas and views.

The proposal for national reunification through confederation
advanced by the respected President Kim Il-sung is the formula to
achievereunification on the basis of one nation, one state, two systems,
and two governments, leaving the ideas and systems existing between
the north and the south as they are.

The proposal for national reunification through confederation isthe
way for the north and the south to embody the idea of independence,
peaceful reunification, and great national unity in real terms, and this
proposal providesinstitutional guarantee for coexistence of two systems
in the north and the south from the principle of neither side conquering
or being conquered by the other.

The proposal is aimed to resolve national reunification by the
method which guarantees peace, stability, impartiality, and neutrality.™

Former ROK governments have uniformly rejected such proposals
as aNorth Korea scheme aimed at perpetual separation. However, as
an opposition leader, Kim Dae-Jung also saw merit in establishing a
confederation as part of his "unification in three phases" philosophy.
This has now become a part of the ROK's unification policy and is
explained as follows:

The three-stage unification formula calls for the formation of a
confederation in the first stage, afederation in the second, and complete
unification in the third. The most important stage is the first stage
which is the preparatory period for unification.

'‘Confederation' means a systematic mechanism through which the
two Koreas will form close, cooperative organizations, while
maintaining two different systems and two governments aswell astwo
militaries and foreign policies. Thus, the two sides will peacefully
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manage the state of the division of the country and develop a
unification-oriented cooperative relationship.”

As is evident when comparing the two statements, there is
considerable common ground between these two positions. So much
so that, in their historic June 14 Joint Declaration, Kim Dae-jung and
Kim Jong-il agreed that their respective proposals for a confederation
or loose federation system provided a"common element" upon which
to build toward eventual reunification.® The North has been
challenging the South for years to examine such a proposal; finaly,
Seoul seemswilling to seeif Pyongyang isreally prepared to take "yes"
for an answer.

A genuine federation or confederation would be one with more
open borders, greater North-South freedom of movement, and other
examples of positive interaction, ranging from combined sports teams
(already apossibility) or acommon flag and anthem, either superceded
or augmenting the current national symbols. Inspections of one
another's military facilities (with U.S. facilities included in the mix)
would also be called for at this stage, if not accomplished earlier.”

At this stage, after some demilitarization has occurred on the
peninsulaand the current Armistice has been replaced by aNorth-South
Peace Treaty (co-signed by the U.S. and PRC and endorsed by Japan
and Russia), the United Nations Command could be safely disbanded
or perhaps replaced with a more benign peacekeeping or peace
monitoring force. The Combined Forces Command would continue to
exist, but additional, deeper ground force reductions could be
appropriate. Before any significant reductions in U.S. forces on the
peninsulaor elsewhere in Asia, however, close coordination would be
required not only with Seoul but with Tokyo as well, since the U.S.
military presencein Koreaisclosely linked to the presence of American
forward-deployed forces in Japan as well. A withdrawal from either
country would put strains on the other and would make the remaining
presence both more critical (from a geopolitical perspective) and more
difficult to rationalize (from a domestic politics perspective, especially
to those living in close proximity to the remaining U.S. bases).

Under the DPRK's confederal proposal and under the ROK's first
confederation phase, both sides continue to maintain separate
governments and independent militaries. As aresult, U.S. deterrence
is still needed, and ajoint command structure (as provided by the
CMC) would still be required. The primary U.S. role would be to
provide a security blanket under which North-South cooperation would
grow. Deterrence would still be an implied mission, however.
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Reunification Under One Central Government

Every Korean continues to dream of eventual reunification under
one central government. | will presumethat this government will bein
Seoul, under the current ROK democratic and economic system. For
thisto occur peacefully, the current generation of North Korean leaders
must either dramatically change (and renounce) their current ideology
or agree to go silently into the night. Neither seems very likely today
or in the near future. As aresult, true reunification seems a long way
off. Even if the current regime in the North were to suddenly collapse,
it ismore likely to be replaced by another totalitarian (or at least highly
authoritarian) regime which would want to hold on to power in the
North.

Nonetheless, the German example demonstrates that fate does not
always happen as anticipated or planned. If and when the border
between North and South is opened, people may vote with their feet
and create areunified state, despite the intentions or designs of either
side. As aresult, serious discussion on this alternative is also needed
today.

As noted previously, | would strongly argue that even under atrue
reunification scenario, acontinued U.S.-Korea security relationship is
desirable. But, provided there are no other significant changes in the
regional threat environment, this relationship can be sustained with
considerably fewer troops than are presently deployed either in Korea
or in Japan. And the Combined Forces Command structure would
become irrelevant, being replaced by ajoint planning headquarters
involving the ROK Joint Chiefs of Staff and the Headquarters, U.S.
Forces Korea. This would be a cooperative, rather than a combined
relationship, more along the lines of the U.S.-Japan military
relationship.

Once North Korea goes away as a credible threat, maintaining the
current level of 100,000 forward-deployed U.S. forces in East Asiais
neither realistic nor necessary.” Significant reductions, especially in
the number of U.S. Army combat troops forward deployed, appear
advisable and inevitable. The key is maintaining the alliance structure
through enhanced planning and coordination mechanisms and periodic
military exercises.”

The fundamental shift in East Asia's strategic landscape brought
about by true Korean reunification will require a major adjustment in
strategic thinking by Washington and its allies, including a future
justification for acontinued U.S. military presence that does not include
deterring conflict onthe Korean Peninsula. That rationale must center
primarily around the need to maintain regional stability. In truth,
sustaining stability is not a new mission for the United States in East
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Asia. Preserving stability has long been a stated rationale behind the
U.S. presence and is one of the primary objectives of the 50-year-old
U.S.-Japan Security Treaty aswell. What will be new isthat sustaining
regional stability will bethe central mission, onethat is harder to define
and defend than the more easily comprehended mission of deterrence
in Korea.

As McDevitt and Kelly argue, U.S. forward presence forces
currently serve both astability and a deterrence role because they blend
multi-service capabilities well-tailored to deal with the three most
dangerous Asian security uncertainties: the possibility of conflict onthe
Korean Peninsula, the possibility of Sino-U.S. military conflict over
Taiwan, and conflict over sovereignty claims in the South China Sea
(especially over the contested Spratly Islands, claimed in whole or in
part by Brunei, China, Malaysia, the Philippines, Taiwan, and
Vietnam). Forward-deployed forces are relevant because "they have
the proper blend of capabilities to deal with the most credible military
problems in the region. Limited forces are by no means the solution to
all problems, but can be credibly applied to the most likely problems."*

Even if the Korean Peninsula problem isresolved, other challenges
will remain and other new ones could emerge, so the deterrence
function will not disappear completely—in fact, one could argue that
removing U.S. deterrent forces could be the surest way of guaranteeing
that other challenges will emerge. However, regional stability will
become the more important role. It should also be noted that it is
sometimes difficult to determine where one stops and the other starts,
since deterrence is an essential element in providing stability. The
major concern, of course, isto avoid creating a"power vacuum” which
others would be tempted to fill.

Thisisnotto imply that aU.S. military presence isthe panaceafor
every form of misfortune in East Asia. Most challenges today are
internal, and the U.S. long ago rejected the "world's policeman” role.
But it can be argued that the U.S. presence and influence have helped
contribute to the process of democratic change by creating a
"greenhouse" within which political and economic reforms can blossom
and also by reducing the effectiveness of the pretense of external
aggression as a justification for military rule. Kelly and McDevitt also
argue that the U.S. military presence in East Asia has played a
significant role in "dampening out the military dimension of historic
animosities and rivalries" by inhibiting the use of military power to
change boundaries or resolve territorial disputes, at least in situations
that are within the reach or capability of U.S. military power.™

The future mission of an American East Asian military presencein
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a post-Korean deterrence political scenario—to preserve stability by
preventing militarily-induced instability—can best be achieved by what
could loosely be called "anti-hegemony forces," i.e., forces that are
optimized to prevent others from exerting undue influence over
neighboring states. McDevitt and Kelly call them "anti-power
projection forces," arguing that "to sustain stability in the future, U.S.
force structure will have as its primary warfighting focus defeating
power projection anywhere in the East Asian littoral. In the future,
anti-power projection ought to be the concept of operations for forward
deployed U.S. forces."

This puts increased emphasis on the ability to control the sea and
air space around the periphery of Asiawhich, inturn, suggests agreater
reliance on air and naval forces and a greatly diminished ground forces
role once the peninsula is reunited and North Korea disappears.”
Some modest permanent ground force presence might be required to
signify commitment and for essential non-stability missions (operations
other than war) such as non-combatant emergency evacuation (NEQO),
humanitarian assistance, search and rescue, and special operations,
although this could largely be satisfied through periodic deployments
and regularly scheduled exercises and training.

In a post-North Korea scenario, the U.S. Air Force will have an
important role to play as an anti-power projection force. Its force
structure remaining in East Asia must be acomprehensive mix of air to
air, air to ground, surveillance, and aerial refueling, along with
earmarked U.S.-based airlift. The current air base at Kadena in
Okinawais critical to this equation, as is acontinued air force presence
on the peninsula.

Because of the nature of the anti-power projection mission, the
current composition of U.S. Navy and Marine Corps forces in the
region is the least likely to change greatly. The Seventh Fleet
commander based in Japan, a carrier battle group, and an amphibious
ready group would remain at the heart of naval capability. The location
of the Marines is subject to serious debate, however. Some have
suggested Korea, others Australia, and still others Guam or even back
to Hawaii or the continental U.S. No option should be ruled out, but it
is clear that the people of Okinawa will argue that their "peace
dividend," should true peace come to the peninsula, includes the
removal of U.S. marines from their island. It will take an extremely
persuasive argument (or an imminent outside threat) to convince them
otherwise.

The question of command of U.S. forces always presentsitself. The
U.S. Army has sought a Northeast Asia Command for decades.”
McDevitt and Kelly argue convincingly that today's separate command
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"structures"—one for Korea and one for Japan—make little sense in a
post-Korea situation, recommending instead a three-star officer level
command with a separate joint headquarters, located in the region. This
commander would be, in U.S. parlance, a sub-unified commander
reporting to U.S. Pacific Command in Honolulu. The real strength of
the stability force is the synergy provided by combining appropriately
tailored forces from all the services.

It should be noted in closing that alliance relationships do not
necessarily or always require large forward detachments of American
troops to be credible. The alliance relationship itself is based on the
presence of common interests, values, and objectives. These are
expected to continue between the United States and a peacefully
reunified (under Seoul) Korean Peninsula. The number of forward-
based forces is geared more toward the existing security environment.
A case in point: few doubt the solidity of the U.S.-Australian alliance,
given the number of times Americans and Aussies have fought shoulder
to shoulder in the century just passed. Y et, on a day-to-day basis, there
are few American military officers based on Australian soil. The U.S.-
Australia model may apply to a more benign Northeast Asia at some
time in the future, even if some modest forward presence may well be
desirable in both Korea and Japan to promote regional stability.

Policy Prescriptions: Getting There From Here

There are a few steps that both the ROK and the U.S. should
consider taking in order to help move the peace process in the direction
of the more optimistic outcomes.

Achieve Bipartisan Support of a Policy of Engagement with North
Korea

Despite the current lull, the Sunshine Policy still appears to be the
best alternative for proceeding with North Korea. As Assistant
Secretary of State James Kelly has noted, in the final analysis, the U.S.
has no real option other than to support the ROK. But, President Kim's
policy still enjoys scant support among many of the ROK elite and
especially among opposition leaders. Achieving ROK domestic
support is critical to long-term success, and this will require greater
effort on the part of all parties. As one frustrated Korean security
specialist told me earlier this year, "President Kim has spent moretime
consulting with the Americans and Japanese on hisNorth Korea policy
than he haswith the Korean people themselves."* In order to alleviate
anxiety, the world's newest Nobel Peace laureate needs to exert as
much effort mending fences at home as he does building bridges
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abroad, since international support for his policies will be for naught if
domestic consensus cannot be achieved.

Meanwhile, U.S. support appears to have gone from slightly more
than lukewarm under Clintonto downright tepid (or worse) under Bush,
despite outward professions of continued support. The U.S. needs to
demonstrate and not merely profess its support for Kim Dae-jung's
engagement policy, and this can best be done through a rapid
completion of its Korean policy review, followed by the promised
resumption of U.S.-NK dialogue. This will help President Kim build
an ROK consensus in support of deeper engagement with the North as
well.

The U.S. also needs an agreed-upon, well-articulated, closely-
coordinated, bipartisan, long-term strategy aimed at opening up the
North and preparing the geopolitical landscape for closer South-North
interaction and cooperation. This strategy should not be aimed at
hastening the collapse of North Korea, nor should it be specifically
aimed at propping up the current North Korean regime. If, however,
some policies contributeto the DPRK's survivability, at least in the near
term, so be it! The goal isto open up the North, to build confidence,
and to expose the people of North Korea to the prospects of a better,
safer, more prosperous and secure life. Theaim isto create adesire and
incentive for eventual reunification under Seoul's political and
economic system.

The basic recommendations in William Perry's October 1999 report
still provide a good starting point for crafting this long-term strategy.*
Those recommendations are summarized as follows:

- Adopt a comprehensive and integrated approach to the DPRK's
nuclear weapons- and ballistic missile-related programs;

- Create a strengthened mechanism within the U.S. government for
carrying out North Korea policy;

- Continue the Trilateral Coordination and Oversight Group
(TCOG) mechanism to ensure close U.S. cooperation with the ROK
and Japan;

- Take steps to create a sustainable, bipartisan, long-term outlook
toward the problem of North Korea; and

- Approve a plan of action prepared for dealing with the
contingency of DPRK provocations in the near term, including the
launch of a long-range missile.

While Perry's efforts have rightfully garnered bipartisan praise,

little was done during the Clinton administration to implement his
recommendations beyond the continued smooth functioning of the
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TCOG process, an important but by itself inadequate step forward. The
Bush administration has already made good on its promise to continue
the TCOG process, but it should give serious consideration to the other
Perry proposals as well.

Honor the spirit and intent ofthe Agreed Framework

The United States must continue to demonstrate its good faith
adherence to the Agreed Framework. At a minimum this includes
continued fuel oil deliveries and obtaining broader political and
financial support for the Korean Peninsula Energy Development
Organization (KEDO). To accomplish this, a broader constituency for
KEDO must be developed within the U.S. Congress. The Bush
administration must also eventually face the need for a formal U.S.-
DPRK Nuclear Cooperation Agreement in order to transfer American
nuclear technology used in the ROK reactors to the North. This will
also require bipartisan Congressional support. For its part, the U.S.
Congress must also face the need and responsibility to keep the KEDO
process alive through assured funding.

One final point about the Agreed Framework: the press is full of
speculation about American desires to change the terms of the
agreement, but the Bush administration is firmly on record supporting
the current agreement as long as Pyongyang also honors its
commitments, which it has done thus far. However, the real moment
of truth for Pyongyang and for the Agreed Framework in general is the
requirement for the North to come in full compliance with the IAEA
prior to the delivery of any sensitive components of the promised light
water reactors (LWRs). Thisrequires detailed inspection to determine
past accountability, a process which some speculate could take ayear
or more. Thus far, Pyongyang has not allowed the | AEA to begin this
task and thus will have only itself to blame if additional delays occur in
the completion of this project.

In the meantime, the U.S. and the Korean Peninsula Energy
Development Organization (KEDO) are honoring their part of the
bargain. Construction activity continues onthe LWR site (even though
striking North Korean workers had to be replaced with Uzbek |aborers),
and KEDO continues to provide North Korea with 500,000 tons of
heavy fuel oil annually as compensation for shutting down its
Y ongbyon reactor. These deliveries are scheduled to continue until the
first LWR becomes operational, making North Korean demands for
compensation if the project is delayed doubly inappropriate: first
because they are already being compensated and second because they
have been at least as much at fault for delays experienced thus far
(which make the 2003 target date unattainable) and will guarantee
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future delay if they do not start cooperating with the IAEA to comeinto
full compliance.

Establish a Korean Peninsula Agricultural Development Organization

As part of the Sunshine Policy's goal of separating economics and
humanitarian assistance from politics, South Korea has provided food
aid and promised other agricultural assistanceto the North. It has also
urged the United States, Japan, and others to provide such assistance.
What is needed is a means for putting the ROK in the driver's seat in
the application of such humanitarian aid and agricultural developmental
assistance. Whether or not one supports the Agreed Framework, it is
clear that its implementing mechanism, KEDO, has been one of the
bright spots in U.S.-ROK-Japan cooperation with North Korea. |
would propose a parallel organization, KADO—the Korean Peninsula
Agricultural Development Organization—chaired by the ROK, to
administer future food aid and agricultural assistance programs that
would be a central part of any package deal. KADO would provide a
vehicle for channeling U.S., Japanese, and broader international food
aidto North Koreawith Seoul in the driver's seat and with emphasis not
just on handouts but on agricultural development to address North
Korea's long-term food needs. This could help depoliticize U.S. and
Japanese food aid by casting such aid not merely as "handouts propping
up a corrupt regime" but rather as a meaningful demonstration of
support for President Kim's engagement policy and an instrument of
ROK leverage over the North.

Build a "Virtual Alliance" Among the U.S, ROK, and Japan

Close security cooperation among Tokyo, Washington, and Seoul
has already paid rich dividends in pressuring North Korea both to keep
its Agreed Framework commitments and, at least temporarily, to
abandon its missile testing program. As one of the "key findings" of
the Perry Report notes, "no U.S. policy toward the DPRK will succeed
if the ROK and Japan do not actively support it and cooperate in its
implementation." The creation of the Trilateral Coordination and
Oversight Group has helped to institutionalize this three-way
cooperation, as least as far as dealing with Pyongyang is concerned.
The challenge is to bring the three sides even closer together in away
that serves all three nations' national security interests, while also
taking into account the concerns of others (especially China and
Russia).

Absent a clear and present threat, a formal, official trilateral
security alliance is neither necessary nor advisable, either today or in
a post-Korean reunification era. The challenges involved in
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creating—and in gaining both public support for, and legislative
approval of—a formal treaty would be daunting and, for Japan, would
raise serious constitutional issues as well. The creation of a "virtual
alliance" isachievable, however, and in theinterests of |ong-term peace
and stability.” This virtual alliance can be achieved through the
maintenance of areinvigorated U. S.-Japan alliance, the continuation of
a solid U.S.-Korea security relationship post-unification, and the
strengthening of bilateral security cooperation between Tokyo and
Seoul. This will allow all three states to deal more effectively with
North Korea as well.

Conclusion

Until the Korean Peninsula is peaceful, prosperous, nuclear-free,
and reunified, the U.S.-ROK security alliance and a credible U.S.
military force presence remain essential for continued peace and
stability. The alliance remains apotentially relevant factor in assuring
peace on the peninsula post-reunification as well. The American
security blanket provided through a continued alliance relationship will
continueto make it possible for Seoul, both now and after reunification,
to pursue close, cordial relations simultaneously with its three giant
neighbors: Japan, China, and Russia. Absent such assurances, Seoul
might feel compelled to establish security links with one of its larger
neighbors to the perceived detriment of the other two, a destabilizing
prospect, especially if it resulted in a Sino-K orean strategic relationship
seemingly aimed at Japan.

However, the desire and ability of both sides to continue a close
security alliance after unification cannot and should not be presumed.
If U.S. and Korean officials and strategic planners are convinced that
acontinued U.S. military presence is necessary or desirable even after
North-South reconciliation or reunification, they must begin serious
discussions now in order to devel op the strategic rationale. They must
then begin making convincing arguments to potentially skeptical
legislatures and publics in both nations, lest they be overtaken by events
should reunification come more quickly than expected.
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Political Future of the Korean
Peninsula

A New Challenge to Unification Strategies

Kook-Shin Kim
Senior Research Fellow
Korea Institute for National Unification

Introduction

The launching of the Kim Dae-jung administration in February
1998 signified drastic changes in the erstwhile ROK policy toward
North Korea. President Kim adopted a flexible policy toward North
Korea, the so-called sunshine policy. The policy is based on three
principles: 1) deterrence of armed aggression, 2) rejection of unification
through absorption, and 3) realization of reconciliation and cooperation.
President Kim Dae-jung has been consistent in carrying out his
sunshine policy despite the provocative actions of North Korea
(DPRK), such as the submarine incursion and missile launch a few
years ago. The purpose has been to create afavorable environment for
the government-level talks between the two Koreas to take place.

From June 13-15,2000, President Kim Dae-jung and the Chairman
of the National Defense Commission, Kim Jong-il, held a landmark
summit in Pyongyang. At the end of the meeting, President Kim and
Chairman Kim adopted the five-point South-North Joint Declaration. The
June 15 Joint Declaration outlined plans to reunite separated families and
to engage in inter-Korean exchanges and cooperation. Soon after the
summit, South and North Korea held ministerial talks to discuss
political and social issues. The ministers of the two Koreas agreed to
create institutional frameworks for inter-Korean economic cooperation,
to implement family reunion programs, and to restore the disconnected
railway lines across the demilitarized zone (DMZ). By the end of last
year, however, North Korea began to slow the pace of the inter-Korean
talks. Delays inimplementing various agreements have madethe South
suspicious of North Korea's intentions.

"The sunshine policy worked effectively with strong backing by
then-U.S. President Clinton. But the political shift from a Democratic
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to Republican government in the U.S. posed agreat trial and challenge
to President Kim's peace initiatives. President Bush emphasized that
the U.S. will demand strict reciprocity and transparency in dealing with
North Korea. After the Seoul-Washington summit talks on March 7,
2001, North Koreaabruptly called off the inter-Korean ministerial talks
as asign of warning against the Bush administration's hard-line policy.
All inter-Korean rapprochement programs have now come to a
screeching halt.

Given the geopolitical conditions surrounding the Korean
peninsula, inter-Korean rapprochement needs support from the four
major powers—the U.S., Japan, China, and Russia A cooperative
relationship between the U.S. and China, in particular, is one of the
necessary conditions for peace building on the Korean peninsula. But the
rising tensions between the U.S.-Japan and China-Russia over the
missile defense (MD) program are also complicating the challenges
facing South Korea, which finds it difficult to maintain a balanced
diplomaticrelationwith its neighboring countries. Thus, President Kim
Dae-jung's vision for peaceful unification seems to be in an awkward
dilemma as it faces challenges from various sides.

South Korea's Sunshine Policy

Kim Dae-jung's sunshine policy has taken atwo-track approach to
improve inter-Korean relations, one track being the economic and
social exchanges and cooperation, and the other one reducing military
tension and increasing confidence building.’

South Korean leaders have taken the principle of separating
economic matters from politics in order to facilitate inter-Korean
exchanges and cooperation. In other words, political and security
problems are not allowed to prevent mutually beneficial business deals
and civilian contacts. By virtue of the progressive policy, South Korean
industrial conglomerates and small businesses have promoted various
joint venture projects with the North. Regarding economic aid to the
North, Seoul announced that it would demand reciprocity from the
North at government-level contact. Despite the reciprocity-oriented
policy, however, it has often offered food or fertilizer unconditionally
to the North.

South Korea has made efforts to induce the North to take the path
of reform and openness through economic and diplomatic incentives.
It has expressed full support for the North's admission to the
international financial organizations such as the Asian Development
Bank (ADB), the International Monetary Fund (IMF), and the World
Bank.’ It also has promoted large-scale infrastructure projects in the
North. Over the past three years, the North has been showing some
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signs of opening itself to the outside world. But North Korean |leaders
still hesitate to open up and reform.

Kim Dae-jung's peace initiatives

At the South-North summit, President Kim and Chairman Kim
recognized the common ground of their unification formulas. The June
15 Joint Declaration states that the two Koreas would tackle the
unification issue by exploring the similarities found in Seoul's view of
confederation and Pyongyang's "loose form of federation."
Unification, however, cannot be achieved solely by similarities of the
proposed unification plans, but rather by similarities of the ideologies
and political systems to be unified. President Kim himself understands
that Korean unification isnot arealistic goal for at |east the next twenty
years. Rather, he hopes that the Joint Declaration will become a
stepping-stone for a permanent peace on the Korean peninsula.

President Kim has expressed his desire to build a peace system
before his tenure ends in February 2003. But the replacement of the
current armistice on the peninsula with a permanent peace mechanism
is a sensitive issue, as it would most likely affect the status of U.S.
forces in Korea. The president, therefore, emphasized that Kim Jong-il
has cometo understandthe U.S. military presence in the South, sharing
the view that it is necessary for stability not only for Korea but also for
the Northeast Asian region. He also reiterated that South Korea wants
to maintain the U.S.-ROK military alliance even after unification.

The South Korean government formulated aplan to hold the second
inter-Korean summit in Seoul within the first half 0of2001 and to make
the forthcoming summit into an occasion to get the peace process into
gear.’ It was expected that the two leaders would exchange views on
establishing a peace agreement. Following the second summit,
according to the plan, South Korea would raise comprehensive
confidence-building measures at the defense ministerial talks, including
the establishment of a military hot line between the highest military
officials, prior notification of military drills and troop movements, and
sending observers to each other's military exercises. Thereafter, it was
expected that the two Koreas would discuss step-by-step arms control
measures in accordance with progress in the confidence-building
measures.

South K orea has made efforts to promote Four-party talkson along-
term basis to ensure durable peace on the Korean peninsula.’ In the
Four-party talks, South and North Korea would play the main role in
establishing apeace system on the Korean peninsula, whilethe U.S. and
Chinawould play supporting rolesto guarantee the steps agreed upon by
thetwo Koreas. |n addition, South K oreahopes Japan and Russiawill play
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aconstructiverole in promoting inter-Korean peace. After signing apeace
treaty between two Koreas, it is expected that the Four-party talks could
expand to six-way talks, including Japan and Russia, to initiate a
regional security forum for peace and cooperation in Northeast Asia.

Criticism in South Korea

Conservatives in the opposition Grand National Party (GNP) have
criticized the sunshine policy as a naive appeasement policy from the
beginning of the Kim Dae-jung administration. They maintain that
Pyongyang will not change its hard-line policy toward the South no
matter what aid is given. And they demand that South Korea adopt an
eye-for-an-eye strategy toward the North and increase pressure on the
North to facilitate its reform.

Soon after the historic summit, the lawmakers of the GNP criticized
President Kim for having drawn a broad agreement on a unification
formula instead of addressing how to establish peace on the Korean
peninsula. They pointed out that nowhere in the document was there
reference to the normalization of relations or to the signing of a North-
South Peace Treaty to formally bring the Korean War to a close by the
two Koreas. And they assert that the formulation of the unification
policy must be made by national consensus or parliamentary
endorsement, reasoning that the president should not determine such a
vital issue all by himself. Ahead of a presidential election set for next
year, the opposition is attacking the president for sacrificing too much
to Pyongyang.

In spite of harsh criticism by the opposition party, the majority of
South Koreans still believe in the rationale of the government's North
Korea policy.” They see the June 15 Joint Declaration as an
achievement to promote inter-Korean reconciliation, although worded
in general and vague terms. With the domestic economy in poor shape,
however, agrowing number of people are becoming critical of the cost-
effectiveness of the sunshine policy, demanding that the government
should pursue inter-Korean economic projects with due consideration
of South Korea's financial ability.” What is worse, President Kim's
declining popularity as the result of various policy failures, such as the
decline of the South Korean economy, the financial crisis of the health
insurance system and the disoriented reform of the education sector,
have made it difficult for the president to push ahead with his sunshine
policy consistently.

North Korea's Dual Strategy
After the conclusion of the Geneva Agreement in 1994, North
Korea's top priority had been to build better ties with the U.S. And it
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had been seeking ways to sign a peace treaty with Washington, while
rejecting South Korea as a party concerned.” At the Four-party talks,
North Koreareiterated its demand for the withdrawal of U.S. forces and
tried to drive awedge between Seoul and Washington. But relations with
the U.S. did not develop as smoothly asthe North had expected. Rather,
North Korea faced a crisis in 1998 over the issue of the suspected
underground nuclear facility in Kumchang-ni and long-range missile
development. While U.S.-DPRK relations were strained, South Korea's
sunshine policy stood out as a relief for the North.

President Kim advocated a comprehensive package deal on pending
i ssues between Washington and Pyongyang. Accordingto President Kim's
comprehensive approach, North Korea should faithfully abide by the 1994
Agreed Framework and completely resolve the issue of missile production
and exportation. In return, the U.S. and Japan should improve and
normalize their respective ties with the North. And President Kim made
diplomatic effortsto persuadethe U. S. and Japan. The North seemed to be
impressed with the South K orean government's effort to persuade William
Perry to accept the comprehensive approach to solve the nuclear and
missile issues.’

Palicy toward the South

With the recognition that it is impossible to resuscitate its failing
economy and to end its isolation from the international community
without support by Seoul, the North has positively responded to the
sunshine policy and accepted the South-North summit proposal.”
Chairman Kim Jong-il's performance during the South-North summit
indicates that he has decided to shift its South Korean policy from
confrontation to peaceful coexistence. After the summit, Pyongyang has
shown some changes in its attitude toward South Korea. However, there
is a big difference between shifting the direction and setting the speed.

From July 15-31,2000, the first inter-Korean ministerial talks were
held in Seoul, and the two sides agreed to begin discussing the reopening
ofthe severed railway links. On August 15, the North-South Liaison office
in Panmunjon reopened, and 100 South Koreans and 100 North Koreans
visited Pyongyang and Seoul respectively to meet their separated families.
On September 25-26, the first inter-K orean defense ministerial talkswere
heldin Cheju Island, South Korea. Onthis occasion, both sides agreed to
establish aworking-level panel to discuss military support in reconnecting
the inter-Korean railway. The defense ministers agreed to begin clearing
mines and create an area of joint control inthe DM Z for the connection of
the cross-border railroads. They also agreed to hold the second round of
the defense ministerial talks in November 2000, but this failed to take
place.
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In October 2000, when the U.S. and the DPRK resumed talks, North
Korea slowed the pace of the inter-Korean process. The North again
played itsold games of raising complaintsand outrageous demands, whi le
tryingto create an impression that the South wasto be blamed for the lack
of progress. After the South Korean government released Defense White
Paper 2000 on December 4, it became North Korea's main target of
criticism because the North was identified as the prime security threat to
the South.” Thereafter, North Korea threatened to put off the
implementation of an agreement on joint regulation for the cross-border
railway projects unless the South dropped its policy of regarding
Pyongyang as its main enemy.

Thefourth round inter-K orean ministerial talkswasheld on December
12-16,2000, in Pyongyang. The North demanded that the South should
agree to provide 500,000kw of electricity as a prerequisite for more
dialogue. North Korea, however, postponed the fifth ministerial talks
indefinitely just hours before the meeting was to take place on March 13,
2001, inthewake of diplomatic confusion between Seoul and Washington
over the North Korean policy.

At the various inter-Korean talks, the North has displayed some
enthusiasm for the issues of economic cooperation, but has shown less zeal
on the issues of easing military tension and establishing peace. It is,
therefore, suspected that North Korea is still attempting to deal directly
with the U.S. to sign a peace agreement. In any case, the North feels
burdened to discuss comprehensive confidence-building measureswiththe
South.

Policy toward the U.S

Following the South-North summit, North Korea has conducted
multifaceted diplomacy. First of al, it mended diplomatic relations with
China and Russia, which had soured after the collapse of the eastern
European socialist block. Kim Jong-il hasrestored North Korea'sfriendly
relationship with China and Russia through a series of diplomatic
summits. And the North has established diplomatic ties with the
Philippines, Australia, and European Union (EU) nations.” It has also
joined theregional forum of the ASEAN, and hastaken abig step toward
normalizing ties with the U.S.

Kim Jong-il sent special envoy Jo Mong-rok, deputy chairman of the
National Defense Commission, to Washington on October 9-12,2000. In
the meeting with President Clinton, the North Korean official reportedly
offered to end its export and development of long-range missiles in
exchange for third country satellite launch services, financial
compensation, sanctions relief, and normal diplomatic relations with the
U.S.” Thisvisit wasfollowed by Secretary of State Madeleine Albright's
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trip to Pyongyang.

On October 23-24,2000, Kim Jong-il and Albright reached a broad
consensus on issues of major concern, including the North Korean missile
development program, aswell astheremoval of North Koreafrom thelist
of terrorism-sponsor states. Kim Jong-il also extended his invitation to
President Clinton. Kim Jong-il triedto seal the missile negotiationswhile
the Democrats, whom he considered more lenient than the Republicans,
remained in power. Unfortunately, however, things did not develop ashe
expected.

After the inauguration of the Bush administration on January 20,
2001, North Korea became anxious about the hard-line stance of
Washington. North Korea criticized the Bush administration for
exaggerating North Korea's missile threats to rationalize its missile
defense (MD) projects. And Pyongyang announced that North Korea
would no longer tie itself to the commitments it made with the Clinton
administration; it threatened to reviveits suspended test firing of missiles
and frozen nuclear development.* However, North Korea'sthreat appears
to beanegotiation tactic. Pyongyang iswell aware that improved relations
withthe U.S. are essential to assure its security and economic assi stance.
Pyongyang is using a dual strategy of threats and appeasement to coax
Washington into an early resumption of dialogue.

The U.S. Hard-line Stance on North Korea

The Clinton administration made efforts to contain North Korea
within the sphere of U.S. influence through economic and diplomatic
incentives. In return for the engagement policy, it expected reciprocity
fromthe North in the form of discarding its nuclear and missile programs.
After the South-North summit in June 2000, the U.S. policy on North
Koreagenerally followed guidelineslaid down by the Perry Report, which
advocated a comprehensive package deal with the North.” The Perry
Report suggested that the North should be pressed to freeze its nuclear and
missile programs, but Washington should, in return, normalize relations
with Pyongyang. The cross-visit by North Korean envoy Jo Myong-rok
and Secretary of State Albright could be regarded asthe realization of the
U.S.-DPRK high-level talks that the Clinton Administration had been
pursuing through the Perry Process.

However, the Bush administration's diplomatic and security team is
very critical of Clinton's stance on the North Korean engagement policy.
The Bush team believesthat the U.S.-DPRK missile deal is fraught with
uncertainty and that the Geneva Agreement falls short of exercising a
binding power to deter the North from devel oping nuclear weapons. For
example, Secretary of Defense Donald Rumsfeld thinks that the North
Korean missile program is a threat to the U.S.; Deputy Secretary of
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Defense Paul Wolfowitz argues that the U.S. must convert the current
foreign aid program to onethat would provide conventional, fossil fuel, or
hydroelectric power instead of nuclear reactors to North Korea.

Bush administration officialsthink that the South Korean president's
peace initiative has moved too fast with too few concessions from the
North. They regard South K orea's sunshine pol icy as anaive appeasement
policy inthat North Korea has done little to mitigate the military threat it
posesto South Korea, and rather deployed morethan 55 percent of itskey
forces near the frontline. Such events as family reunions and the railroad
link have hardly convinced U.S. officials who believe that inter-Korean
progress—centered on the South's unilateral food and economic
aid—could berendered al for naught if military confrontation broke out.
Accordingtothem, it isunwiseto proceed with large-scale economic aid
and investment without reciprocity from North Korea. Moving North
Korean forces back fromthe DM Z, mutual conventional force reductions
should be the price of major assistance.

Secretary of State Colin Powell said, "We are open to a continued
process of engagement with the North as long as it addresses political,
economic and security concerns, is reciprocal and does not come at the
expense of our alliances and relationships."* However, the precise
direction of the Bush administration's North Korean policy is still in the
process of articulation. Deputy Secretary of State Richard Armitage, who
leadstheworking-level policy formulation onthetwo Koreas, accentuates
the principles of reciprocity and transparency in itsfuturerelationship with
the North. He stresses that the U.S. will not give a penny of economic aid
to the North unless transparency is guaranteed over the nuclear
development and missile issues.

The U.S-ROKsummit and its aftermath

The cooperative U.S.-ROK relationship has served asthe cornerstone
indeterring North Korea's aggression, andthe U.S.-ROK security alliance
remains essential to prevent North Korean miscalculation and to keep
pressureon North Koreato act in good faith. Indeal ingwith North Korea,
South Korea's foremost concern is to maintain good relations with the
U.S.; without progress between the U.S. and North Korea, advances in
inter-Korean relations are difficult to achieve. Therefore, President Kim
Dae-jung has made efforts to persuade President Bush and his security
team of the merit of the sunshine policy.

In the U.S.-ROK summit talks on March 7, 2001, in Washington,
President Bush said that he would support South Korea's engagement
policy toward the North. After the summit, however, President Bush told
reportersthat he had some skepticism about Kim Jong-il and that the U.S.
would not resume missile talks with the North soon. And Secretary of
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State Powell stated in his Senate testimony held during President Kim's
Washington trip that "We have no illusions about the nature of the
gentleman who runs North Korea... .we have expressed in the strongest
possible terms our concerns about their efforts toward development of
weapons of mass destruction and the proliferation of such weapons and
missiles and other materials to other nations."” Thus, the Bush
administration has made it clear that there will be no progress in U.S.-
DPRK relations unless the North resolves its nuclear and missile threat.

Although Washington expressed support for Seoul's engagement
policy toward the North, the summit talks confirmed that the two allies
have different views on North Korea. The Bush administration has placed
more of the political burden on President Kim by recognizing South
Korea's leadership in dealing with the North. Thus, President Kim, who
had visited Washington to eliminate stumbling blocks to his peace
initiatives, brought home great barriers: reciprocity, verification, and
transparency.

After the U.S.-ROK summit, President Kim pledged to implement the
North Korean policy on a more reciprocal basis. He proposed to adopt
comprehensivereciprocity indealing with the North: the proposal callsfor
South Korea and the U.S. to provide North Korea with economic aid,
promises not to strike first against the North, and support for the North's
bids to join global organization in return for the North's promise to
observe the Geneva Agreement, scrap missile concerns, and declare
nonaggression. The president seemed to believe that the demand for
reciprocity and verification is legitimate, but a strict reciprocity of give-
and-take is not practical. In fact, friendly inter-Korean relations are
impossibleif Seoul seeksto securetit-for-tat rewards from Pyongyangin
return for its concessions.

The President al so promised that South Koreawould consult with the
U.S. every step of theway, so that progressin South-North Korearelations
servesthe interests of thetwo allies. And he said that South Koreawould
reactivate the dormant 1992 inter-Korean Basic agreement, rather than
push for a new peace declaration in the planned second South-North
summit in Seoul.” Inreality, any measures associated with peace on the
Korean peninsulacould bedirectly linked with the status of the U. S. forces
in Korea. So, President Kim may feel a heavy burden in promoting the
peace declaration with Kim Jong-il at atime when South Korea and the
U.S. are showing a perception gap in regards to North Korea.

International Dimension of I nter-K orean Relations

U.S strategicinterestsand inter-Koreanrelations
The United States, the sole superpower in the post-Cold War,
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international order, and the most powerful player inthe Korean game, has
enjoyed almost exclusive influence in East Asiaduring the past ten years.
Its strategic priority in East Asiahas been to prevent any single country
from dominating that region. To counterbalancethe U.S. influence, China
and Russia have agreed to retain a strategic partnership. In spite of al the
differenceswiththe U.S., however, each has preferredto work out its own
compromisearrangementswith Washington rather than jointly collaborate
againstU.S. interests. And both have been very cooperativewiththe U.S.
torestrain North Korea's nuclear and missile development. In fact, one of
the main arguments made by the Clinton administration regarding the
value of close Sino-U.S. ties had been Beijing's positive role as an
interlocutor with Pyongyang.

China and Russiahave persistently advised North Koreato pursue a
direct dialoguewith Seoul. In somerespects, they encouraged the South-
North summit as acountermeasureto strong U.S. influence onthe Korean
peninsula. They believed that the inter-Korean summit and its
ramifications would likely alter the dynamics of Northeast Asia's
geopolitical balance. Soon after the summit, as they expected, the U.S.
seemed to havelost itsfirm grip on Korean affairs: President Kim' s peace
initiatives put South Korea on the frontlines of diplomatic negotiations
with the North, relegating the U.S. role to intermediary.” By contrast,
Chinaand Russia seemed to be emerging as new contenders, given their
newly restored friendship with North Korea. Against this backdrop, the
strategic questions regarding the future of inter-Korean relations and its
relationshiptotheU.S.-ROK security alliancewereraised in Washington:
how will the U.S.-ROK alliance fit into the regional security architecture
in the era of the seemingly diminishing North Korean threat?

Some strategists became concerned that the peace process in the
Korean peninsula could touch off disputes about the withdrawal of U.S.
forcesin Korea. Nevertheless, the Clinton administration gave supportto
President Kim's peace initiatives and made diplomatic effortsto contain
North Koreawithin the sphere of U.S. influence through the U.S.-DPRK
normalizationtalks. In fact, the Clinton administration virtually outpaced
the South in engaging the North at the end of Clinton’ stenure by visits of
high-level officials. But the situation has changed abruptly with the rise of
the Republican administration.

The Bush administration regards China as a strategic competitor,
rather than a cooperative partner. And it gives strategic priority to the
establishment of amissiledefense (MD) system. It allegesthat the missile
defense system would protect American territory from being hit by
ballistic missiles from rogue states, including North Korea. However,
many believe that the administration uses North Korea as a cover to
contain China as a potential future adversary. Although the U.S. insists
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that MD is apurely defensive system, China and Russiafind the missile
defense system inherently provocative. In protest againstthe U.S. efforts
to build a missile shield, China and Russia are putting aside their
differences and talking about ways to undermine U.S. hegemony.
Meanwhi le, North Koreahasreached aconsensuswith thesetwo countries
to oppose the U.S. missile defense program.

South Koreaisnot interested in the missile defense system. Rather, its
strategic priorities focus on reducing North Korean forward deployed
artillery and other conventional weapons aimed at Seoul. Seoul has been
eager to please Chinaaswell as Russia as South Korea endeavorsto use
them to pressure North Korea towards a more positive response to
President Kim' ssunshine policy. Asthefriction hasintensified among the
four major powers over the MD issues, however, the diplomatic game
surrounding the Korean peninsula has become extremely complicated.
And South Korea finds itself in a very awkward situation.

President Kim and Russian President VVladimir V. Putin held summit
talks on February 27, 2001, in Seoul. At the end of their meeting, they
issued a joint communique, which declared that the 1972 Anti-Ballistic
Missile (ABM) Treaty was acornerstone of strategic stability and that it
should be preserved and strengthened.” Although Seoul has denied that
the Putin-Kim statement was, in effect, a criticism of the U.S. missile-
shield project, foreign mediaanalystsinterpreted it asasign of Seoul'stilt
toward M oscow inthe Washington-Moscow dispute over MD. However,
President Kim gavetacit supporttotheMD plansat theU. S.-ROK summit
talks on March 7 by agreeing with President Bush that threats posed by
missiles and weapons of mass destruction require a new approach. By
endorsing Russia's position that the U.S. should abide by the ABM Treaty
and then later backing away from it, Seoul's status has eroded in both
Washington and Moscow.

European Union factor

South Korea has developed close diplomatic ties with China and
Russia as part of the engagement policy with North Korea. Recently,
however, it has become difficult for South Koreato pursue cooperation
with Chinaand Russiawithout damaging itstraditional alliance with the
U.S. Andthe contention over the MD issue has almost ended the behind-
the-scenes cooperation between Washington and Beij ing in talking sense
to North Korea. To make matters worse, ties between Seoul and Tokyo
have also reached anew low over the history textbook distortion dispute,
adversely affecting the three-nation joint approach toward Pyongyang.
While South Korea's peace initiatives are driven into a corner, the
European Union (EU) and its member countries are strengthening their
diplomatic activities as intermediaries between the two Koreas.
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Throughout Europe there has been growing concern that the Bush
administration' s new strategy may be engendering amore confrontational
erain world politics. European worries about the Bush administration's
hard-line policy toward North Koreahave led to greater EU involvement
ininter-Korean affairs. Atan EU summit held in Stockholm on March 23-
24, European leaders agreed to dispatch a team of mediators, led by
Swedish Prime Minister Goran Persson, to the two Koreas in the near
future.” EU leaders at the summit agreed that it is important to maintain
a dialogue with Pyongyang and instill new momentum in the Korean
peace process, even at the risk of antagonizing the Bush administration.
Among the 15-member EU, Germany has a particularly strong feeling
about theimportance of the conciliatory approach of Kim Dae-jung, who
is sometimes comparedto Willy Brandt, the Social Democratic chancellor
30 years ago.

On May 3, 2001, North Korean leader Kim Jong-il told a visiting
European delegation led by Swedish Prime Minister Goran Persson that
his country would maintain a moratorium on missile tests until 2003, a
promise regarded as a positive step towards settling the sensitive issue.
Chairman Kim also expressed his intention to visit Seoul to reciprocate
President Kim'strip. The EU initiative is noteworthy as an expression of
goodwill, but it does not have much leverage beyond the diplomatic and
commercial concernsthat each member nation pursues with North Korea.
And the EU cannot replace the current role held by the U.S., but rather
play the supposed supplementary role.

Prospects for the Future

TheU.S-DPRK normalizationtalks

Upon completion of his North Korea policy review, President Bush
announced a reopening of dialogue with the North on June 6, 2001.
Bush's proposed agenda includes an "improved implementation” of the
Agreed Framework relating to the North's nuclear activities, "verifiable
constraints" on its missile programs, and the conventional military
posture.” Bush said that Washington would pursue these discussions in
the context of a"comprehensive approach" toward the North to encourage
"progress toward inter-Korean reconciliation, peace on the peninsula, a
constructiverelationship withthe United States, and greater stability inthe
region." However, President Bush's short statement did not specify
detailed ideas for the U.S-DPRK talks that would cover abroad range of
tough issues.

At the U.S.-DPRK talks, the U.S. would seek to revise the 1994
Agreed Framework to ensure the transparency of North Korea's past
nuclear activities and address North Korea's missile issues, comprising
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their production, export and deployment. It would focus on verification in
dealing with the North. For its part, North Koreawould counter that the
nuclear inspection should depend on implementation of the Agreed
Framework. And it would demand international assistance in launching
North Korean satellites and large sums of money as compensation for
ending itsmissile development. Considering the wide gap between thetwo
views, the U.S. and North Korea would confront each other on every
issue. Particularly, the issue of verification would be the main issue of
contention.

If negotiationsstall without producingtangibleresults, theU.S. would
expressits strong intention to deter the North's missile exports on the open
seaand make a preemptive attack against the North' snuclear and missile
facilities.” But the coercive measures would be hard to impose, since
South Korea would not risk increasing tension on the peninsula. North
Koreamight feel tempted to resort to diplomatic brinkmanship on its part.
The North could react with threats of war and nuclear development.
However, it is unlikely that the North would transform its threat into real
action. Pyongyang iswell aware that the combined U.S.-ROK forces in
the case of war would quickly defeat the North. And the possibility of
North K orea's abrogation of the Genevaagreement islow, considering the
factthat it is prepared to trade its military threat for economic assistance
and security assurance.

The deadlock in U.S.-DPRK negotiations is not likely to last long,
given North Korea's poor economic situation.” North Korea cannot
mai ntain its system without foreign assistance. The pressing need to secure
foreign aid will force Pyongyang to make concessions to the U.S.
Therefore, it is expected that the U.S. and North Korea will be able to
reach an agreement on improving relations aswell as settling the nuclear
and missile disputes before 2003, even though its timing and manner
remain uncertain. Probably, they will settle the missile issue in a way
similar to the method that they used in resolving the nuclear issue.
Pyongyang should take proper actions to clear up suspicions about its
nuclear facilities, suspend missile development and exports, and reduce
tensions caused by conventional weapons; the U.S. and South Korea
should take stepsto assist the North Korean economy inreturn. If theU.S.
and North K oreareach an agreement, theU. S. shouldremoveNorthKorea
from the State Department's list of terrorism-sponsor countries and setup
arehabilitation fund for North Koreain cooperation with the World Bank
and the Asian Development Bank. And it should accelerate its efforts to
normalize ties with North Korea.

South-North Korea's peace building
With the resumption of the U.S.-DPRK talks, inter-Korean dialogue
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can also begin. The North may try to increase inter-Korean economic
cooperation. However, it cannot obtain the necessary capital to restart its
economic development because South Korea may implement its North
Korean policy in amore transparent manner to earn confidence from the
U.S. Since Seoul's policy toward Pyongyang is closely related to U.S.
policy, the stalemate in U.S.-DPRK relations will also slow down the
progressininter-Korean relations. Thus, South-North Koreanrelationsare
likely to go through a cooling-off period until the U.S. and North Korea
conclude an entente.

Inparallel withtheU.S.-DPRK improvements, inter-Korean relations
should improve. The inter-Korean economic exchanges and cooperation
will beincreased substantially, and the leaders of thetwo Koreas can hold
summit talks to establish apeace system on the Korean peninsula. But it
will take considerable time before the two Koreas can come up with a
peace treaty and arms control measures that might be sufficient to
convincetheU.S. and Chinatojointhe party. Eventhough thetwo Koreas
have made an agreement on afeasible peace structure, apossible conflict
between the U.S. and China can ill undermine the ongoing peace
process. If U.S.-China relations become strained due to the MD issue,
Chinamight choose to be confrontational on Korean issues. Then it may
increase pressure on the two Koreas to withdraw U.S. forces in Korea
(USFK). In this case, the critical issue for peace building on the Korean
peninsulawill be how to redefinethe U.S.-ROK security allianceto make
it serve the regional stability.

Regardless of the Bush administration's chosen catchphrase, some
form of cooperative engagement and managed competition is likely to
guide Sino-U.S. relations in the future. And pragmatic common interests
of the two countries, such as reducing the number of military forces and
weapons of mass destruction in the Korean peninsula, will enablethemto
cooperatein the Four-party talksto establish apermanent peaceregimeon
the peninsula. If adeal ismade at the Four-party talks, the U.S. and ROK
should makethe necessary structural adjustmentsintherole, mission, and
force structure in the USFK in tandem with new political arrangement in
the talks.

With the settlement of the peace system, the industrial capability of
North Korea could expand markedly with enormous economic aid from
the international community. With the passage of time, if the North
succeeds in economic development, South and North Korea could reach
a peaceful unification agreement through negotiations as equal parties.”
In case the North Korean economy collapses, the South, despite foreign
assistance, will havefew optionsbesides absorbing the North. In any case,
reunification is an enormous task that could take more than two decades.
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Conclusion

The South-North summit agreement is undoubtedly an event of major
historical significance. At the sametime, it isjust thefirst stepin along
voyagetoward reunification. Theway will be long and arduous, requiring
incessant effort and patience from those on both sides. If the German case
is any guide, the dismantling of the Berlin Wall in 1990 had to wait two
decades after the first East-West summit in 1970.

The South Korean government emphasizes the establishment of a
peace regime. But, peace and reconciliation in thereal sense of thewords
will not be achieved unless Pyongyang engages Seoul in a serious
dialogue on military tension-reduction and confidence-building measures.
Therefore, the South should give economic assistance based on the
North's reciprocal measures on security matters.

The U.S. is hardly wrong in its demand for solid evidence of North
Korea's real change, notjust its tactical change. Nevertheless, the U.S.
should engage the North consistently. The process of obtaining aNorth
Korean guaranteeto give up its nuclear and missile programs requires a
great deal of patience. And it appears premature for the two Koreas to
enter shortly into dialogue on the reduction of conventional weapons,
because they need further confidence-building processes. It seems better
that the issue concerning North Korea's conventional weapons should be
dealt with by the two Koreas, not between Pyongyang and Washington.

South Korea and its neighboring countries are concerned about the
future of the Korean peninsula because of the uncertain attitude of North
Korea. The political risk in the sunshine policy has been the possibility
that the North will fail to respond to President Kim's peace initiatives.
Chairman Kim Jong-il must show theworld that heisnot merely utilizing
the sunshine policy to sustainamilitary dictatorship. Itisacrucial timefor
leadersin Pyongyang to proveto the world with practical movesthat they
take the process of inter-Korean reconciliation seriously.
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