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1. Introduction
Regulatory reform programs have been core part of the public sector reform since the new government of President Kim, Dae-jung took office in February 1998. The most urgent task of the new government was to overcome the economic crisis hit in 1997. The economic crisis, in the short term, was triggered by the onset of foreign exchange crisis in Southeast Asia in 1997. However, in the long term, it resulted from structural weaknesses accumulated in a state-led development of last three decades. The new government faced a critical time to take urgent actions for economic recovery.

The guiding principle of reform policies was to achieve the parallel development of democracy and a market economy.
 Pursuing the balanced development of democracy and a market economy requires a full-scale change in the policy paradigm. It means a paradigm shift from a state-led development strategy to a market driven development.

The government initiated drastic regulatory reform programs in parallel with structural reforms in four sectors: finance, corporate, public and labor. They were all aimed to promote the efficiency and discipline using market principle and market force. These reform measures in a broad sense included changes in regulatory systems and methods, and policy tools. Far-reaching efforts at reform of regulation were conducted. A strong political leadership combined with a sound institutional framework for regulatory reform made it possible to carry out drastic and comprehensive reform of regulation. 

Until 1997 regulatory reform programs in Korea were not a main reform focus. Deregulation issues were handled as part of administrative reform programs on administrative procedures and formalities embedded in the period of a state-led development. This state-led development strategy was quite efficient and successful until the end of the 1980s to the extent that Korea achieved a high economic growth as the 11th largest economy in the world. Under this strategy the government directly intervened into resource allocations and business activities in the private sector. In so doing the government produced inflation of regulations in laws and public administration.   

However, as the Korean economy became developed and fragmented the state-led development strategy was challenged in terms of the efficiency and effectiveness of the market economy. To deal with this issue government reform became a critical agenda. The point was that market principles were encouraged rather than government intervention in the economy. This reform demand from the business and civil society was increasing.

The former government of President Kim, Young-sam in 1993 launched government reforms responding to this demand. At that time government reform drives focused on administrative simplification and deregulation on business activities reflecting the progress of democratization and economic liberalization. To do so, several reform bodies, such as the Presidential Commission on Administrative Reform, the Economic Deregulation Committee, the Industrial Deregulation Committee and Meeting on Regulatory Reform were established from 1993 to 1997.

These reform bodies were on the ad hoc and advisory basis. The Presidential Commission on Administrative Reform dealing with a wide range of reform issues including deregulation was the most active. All members of the Commission were composed of civilian experts from university professors, economic researchers, press media, trade union and civic group. It was a good model to establish a partnership with the private sector in conducting government reform. However, its authority depended on political influence rather than on a legislative authority. A sound institution for regulatory reform was not established yet.
 

Reform bodies handling deregulation were duplicated and divided so that the focus and responsibilities were diffused and inconsistent. The degree of reform on economic regulations was not intensive. Excessive regulatory intervention was not tackled effectively. Regulations on pricing, financial systems, real estate were regarded as sacred, leaving untouched unless national policy objectives were changed.
 Government capacities to deal with regulatory reform programs, systematically and comprehensively were not good enough. 

However, the more the Korean economy had become internationalized the more regulatory reform had become urgent. The government recognized and responded to this emerging issue. As a result the government enacted the Basic Act on Administrative Regulations (BAAR) providing a sound legal basis for regulatory reform in 1997
. The act was a product drawn from experience and lessons from government reforms of the past, focusing on regulatory reform by reinforcing the weakness of the fragmented and dispersed approach to regulatory reform in the past.

This paper discusses following questions based on practical regulatory reform programs in Korea. What is the institutional framework for regulatory reform in Korea? How has it implemented? What has it achieved? What are challenges and further actions? 

1. What is the institutional framework for regulatory reform in Korea?

2.1 Objective, scope and institution building

The institutional framework for the current regulatory reform program is based on BAAR. The act has provided a sound foundation for regulatory reform by stipulating its objective, scope, principles, institutions and management mechanism. BAAR defines a wide range of reform mechanism and tools as seen in chapters.

· General terms of objectives, principles and legal authority.

· Rules dealing with making new regulation, including the use of RIA, sun-setting, review by RRC.

· A comprehensive regulatory improvement plan, requiring that all existing regulation be reviewed by agencies in conjunction with RRC.

· The establishment, membership and functions of RRC

· Regular reviews of progress and publication of an annual white paper on regulatory reform.

According to article 1 of BAAR, objectives of regulatory reform can be summarized as enhancing the quality of life and national competitiveness by eliminating unnecessary regulations and preventing inefficient new regulations.

It aims to control and manage regulatory inflation. At that time existing regulations were low quality regulations, increasingly obsolete and even harmful to fast changing economic and social conditions. Most of these regulations were produced in the period of a state-led development. Government played a dominant role in setting regulatory regime in command and control manners. In a market-driven economy these regulations were challenged because of heavy regulatory burden, administrative discretion and low compliance. 

Regulatory reform programs focused on alleviating these outdated and excessive regulations and establishing a systematic mechanism to effectively review and manage new regulations. In other words, objectives of regulatory programs are to improve economic performance, quality of life and government effectiveness including regulatory transparency and accountability. It clarified the goal that reform policies should purse market-driven regulations suitable for a global environment by replacing command and control manners with market competition. 

The scope of the regulatory reform programs became broader compared with that of the former period. The scope in this paper is defined as work carried out by the Regulatory Reform Committee (RRC). It means that Korea launched a wide range of reform drives from regulatory reform to structural adjustments. Regulatory issues have eventually arrived at regulatory reform processes of RRC though reforms of structural adjustments and privatization have been led by other agencies.   

BAAR concretely defines regulatory reform programs on economic regulations and social regulations except those concerning taxation and administrative regulations between administrative agencies.
 Reforms on taxation have been handled in macroeconomic policy management. Administrative regulations have been handled in terms of civil service reform. In this sense, regulatory reform programs put much more focus on adjusting relations between the state, market and civil society. It deals with regulations imposing obligation or restriction in laws and subordinate rules such as presidential decree, ministerial ordinance, notice and instruction.  

Effective regulatory reform requires a multi-part strategy aimed at improving the quality of new regulations, deregulating unnecessary regulations and creating new management capacities to promote reform and oversee reform implementation.
 Based on BAAR the government set up RRC as a central body for regulatory reform under the authority of the President in April 1998.

RRC is mandated to develop and coordinate regulatory policy and to review regulations. Concretely RRC covers the following matters.

· The basic direction of regulatory policy and research and development on the regulatory system.

· Review of new and strengthened regulations.

· Review of existing regulations and annual plans of regulatory clearance suggested by ministries. 

· Registration and publication of regulations.

· Collecting and responding to public opinions on regulatory improvement.

· Monitoring and evaluation of regulatory improvement efforts of agency.

· Other matters approved by the chair.

RRC was devised to deal with the above matters substantially. It is located at the higher policy level. Political support especially from the President has been well provided. RRC is composed of 20 members, in which the majority of 13 non-government members consists of university professors, CPA, lawyer, pressman, economic researcher, businessperson and NGO representatives of consumer and environment. The seven government members are the Prime Minister as a cochairman and 6 ministers representing the Ministry of Finance and Economy, Ministry of Commerce, Industry and Energy, Ministry of Government Administration and Home Affairs, Ministry of Legislation, the Office of Government Policy Coordination (Prime Minister's Office) and the Fair Trade Commission. This composition with a majority of civilians reflects the fact that regulatory reform places weight on private sector's initiatives and participation. 

RRC has played a key role in the reform process, meeting biweekly and sometimes weekly if there are heavy workloads. RRC has exercised substantial power in reviewing reform plans of ministries and reducing regulations. The President has fully supported the activities of RRC. Decisions made by RRC have been decisive because the President has endorsed them. The Prime Minister and ministers have directly participated in the decision making process and undertook responsibility for implementation. Once decisions were made at RRC the Prime Minister undertakes responsibility for implementation in public administration.  

An administrative unit was created as part of the Office of the Prime Minister to assist RRC. The unit acts as a secretariat to RRC on the one hand and, as a staff unit to the Prime Minister on the other. The unit is headed by a deputy minister and comprises thirty career civil servants and some researchers seconded from research institutes. The unit assists RRC by preparing meetings and agendas, and taking administrative actions for linking to ministries and reform implementation in public administration. 

Under auspices of the Prime Minister the unit mobilizes administrative resources and leads central ministries and agencies to intensive reform. The Prime Minister's Office locates at a good position to coordinate and manage reform policies as its original role and functions do. Central ministries are mandated to work for regulatory reform programs. The Office of the Prime Minister plays a linking pin role in networking between central ministries and RRC. In addition a special task force in the Fair Trade Commission assists RRC on competitive issues.

The Office of Planning and Management of each ministry is responsible for administrative actions for regulatory reform programs, which facilitates coordination and management within the ministry. Cooperation with local governments is established via the Ministry of Government Administration and Home Affairs dealing with local government issues. Local governments also have the same institutions and function as RRC in central government. RRC is well networked with central and local governments through the Office of the Prime Minister.

2.2. Principles and Strategies

The goal of regulatory reform programs is to improve the quality of life and national competitiveness. Regulatory reform programs following the economic crisis of 1997 much more focused on market-driven regulations. This requires changing the role of the state in the economy and society by encouraging market competition instead of government intervention.

Based on BAAR guiding principles applied to reform work are as follows:

· Eliminating, in principle, all anti-competitive economic regulations.

· Improving the efficiency of social regulations such as environment, health and safety.

· Shifting methods of regulations from ex ante control to ex post management.

· Basing regulations on adequate legal authority.

· Benchmarking global standards.

These principles usefully addressed both economic regulations and social regulations, and distinguished how they are to be addressed. The policy orientation is market-based. Yet it is argued that these principles, while intended to provide operational guidance to the ministries, are less concrete and less comprehensive in producing cost effective regulations and considering the compatibility with competition, trade and investment-facilitating principles.

However, the principle of cost effective regulation was reinforced by implementation of regulatory impact analysis (RIA). RIA has become an effective tool to improve the quality of regulation on the basis of a cost benefit analysis. Consistency with the principle of trade and investment facilitation is to some extent complemented by the principle of benchmarking global standard to make attractive foreign investment environment. 

OECD pointed out strategies for improving regulatory quality drawn from reform experience in member countries as follows:
  

· Building a regulatory management system by adopting reform policy at the highest political level, establishing guiding principles and building regulatory management capacities.

· Improving the quality of new regulations by using RIA, public consultations and alternatives, and improving regulatory coordination.

· Upgrading the quality of existing regulation by reviewing existing regulations and reducing red-tape and administrative formalities

These strategies were adopted in BAAR. Based on BAAR Korea established its basic strategies for regulatory reform. It laid a sound groundwork. Reform strategies and tools were clarified and legitimized. It was a product drawn from lessons of the past reform experience, which had carried out on an ad hoc basis. Moreover, Korea has put more emphasis on reform implementation at the operating level under institutionalized strategies. In so doing, the government has applied the following actions at the operating level.

· Examine all existing regulations under the guiding principles.

· Establish systematic networks with ministries and agencies. 

· Set targets to concentrate reform efforts.

· Establish partnership with the private sector to maximize reform capacities in expertise and participation.

· Mobilize available administrative resources to speed up reform implementation.

2. What has it achieved?

When the new government took office in February 1998, its most urgent task was to deal with the economic crisis. Regulatory reform was needed and BAAR was enacted. The practical consideration was how to effectively implement BAAR as intended. Another important thing was to ensure the continuation of political support from the new government of 1998. Though the former government had enacted BAAR in 1997 the implementation was passed to the new government of 1998. President Kim, Dae-jung of the new government fairly well recognized consequences of BAAR and took advantage of it in launching vigorous regulatory reform.

A top down approach was adopted in implementing reform measures. The President was quite aware of his role in this reform. He strongly pushed cabinet ministers by assigning targets to be done. This manner is a fairly effective in mobilizing policy and administrative resources. It is substantive in dealing with opposition and resistance against reform drives in a strong presidential system like Korea. So new radical reform initiatives by RRC could be possible. Under this reform mechanism it was possible to let all ministries and agencies examine at the same time all existing regulations on a zero basis and eliminate them by half for 1998. To ensure reform feasibility, RRC and the Prime Minister's Office continuously checked and evaluated stages of reform implementation in public administration

3.1 Elimination of existing regulations by half.

The stock of regulations was audited and drastically reduced via the Comprehensive Regulatory Improvement Plan in 1998. RRC set the guideline and target to eliminate existing regulations by half to ministries. The process had been done as follows:

· Ministers and agency heads were required to formulate a draft plan to reform regulations under their jurisdiction after consultation with affected parties and experts. These plans were then submitted to RRC.

· The Office of the Prime Minister in its capacity as Secretariat to RRC reviewed the plans at working level. Technical specialists were invited on an ad hoc basis to provide input to this review.

· The relevant subcommittee of RRC reviewed the plans.

· The full committee reviewed the plans.

In practice, the draft plans had been returned to ministries, sometimes several occasions for improvement. The President provided strong support by pushing cabinet ministers to meet the target. In overall the plan resulted in eliminating 5,430 and improving 2,411 out of 11,125 regulations in place at the time and submitted 344 bills for implementation to the National Assembly in 1998. 321 of those bills were passed in 1998. The second work for a full-scale review of remaining regulations was made in 1999. 503 regulations were further eliminated and 570 regulations were revised. 51 bills for implementation were submitted to the National Assembly and 43 bills were passed. Accordingly, relevant actions within the executive such as revision of presidential decrees and ministerial ordinances proceeded promptly.

3.2 Dealing with focused reform items of packaged regulations  

RRC took initiatives on reforming complicated and long-standing regulations, which were usually concerned with multiple parties and composed of packaged regulations. For this RRC selected packaged regulatory items on a yearly basis and set targeted tasks on regulating ministries to promote reform drives. At the beginning for economic recovery RRC focused on reforming regulations on foreign investment, foreign exchange management, business environment, banking venture business and so on. These focused reform items were selected from the entire range of regulatory issues including social regulations such as health, food safety and tourism. Furthermore, RRC currently put more emphasis on regulations concerning with infusing a knowledge and information society. The focus of this reform is to create regulatory systems for e-government and e-commerce, and rearrange regulations workable with ICT. Up to now 126 items were handled in this category. 

It was a reform war between RRC and ministries and vested interest groups, testing the degree of reform. RRC took an aggressive stance against ministries 'defensive attitude in dealing with these reform items. Along with strong commitment, RRC utilized expertise research to improve the quality of reform measures. These reform items were called focused reform items distinguished from clearing up existing regulations on a full scale.

3.3 Establishment of the ex-ante review for new or strengthened regulations with RIA

Though existing regulations were cleared on a large scale once, there are still needs to make new regulations or update them as administrative environment changes. For this, the ex ante review system was established as a required stage in the government legislation process as mandated in BAAR. The review is conducted by RRC before submitting government bills to the State Council meeting (equivalent to the cabinet minister meeting).

RIA is required for the review. Ministries have to justify their regulations based on RIA, and RRC reviews and approves their regulatory drafts. 2,427 cases of review were conducted by RRC since this review system was implemented in June 1998. 261cases were declined and 594cases were returned for revision. The government continues to provide training and education to foster the technical capacity for RIA.

3.4 Establishment of central regulatory registration

To manage the entire stock of regulations and enhance the transparency, the Korean Government introduced a central registration system for regulations. Ministries are required to register regulations under their jurisdiction to RRC in a form which includes content of regulations, legal authority and responsible agency. 

By this registration Korea established a good database for regulatory management. This database is open to both the government and public on the Internet web-site of RRC.(www.rrc.go.kr) It has provided a sound basis for the government and public to share information and enhance regulatory transparency. Another important change is that unless regulations are registered in the database, they aree not endorsed as enforceable by RRC. 

To govern the duration of new regulations the Korean Government introduced a sun-setting clause in BAAR. Where regulations have no clear reason to continue their duration is, in principle, not to exceed five years. It aims to maintain the duration of regulation, as the minimum needed time. When agencies attempt to extend the duration of regulations they should submit a request to RRC for a review with RIA and self-assessments.
Along with reforming existing regulations the Korean government tackled informal regulations, such as administrative guidance not based on appropriate legal authority, in principle, to eliminate them. As a result RRC sorted out 1840 items from ministries and let 1678 items be eliminated and other 162 items be based on proper legislative authority. By this reform work the Korean government has established a firm rule that regulation should be based on an appropriate legislative authority.

3.5 Enhancement of public consultation and transparency

Public consultations are emphasized and widely used in the reform process. According to BAAR when ministries develop new or amended regulation they are required to collect views from other ministries, private organizations, affected groups, research institutes and experts through public hearings, notice of legislation, or any other means. RRC checks and confirms these public consultations conducted by ministries in the review process. Public consultations have become a rule established by doing this mechanism.

A wide range of consultations promotes communication with affected groups, which enhances the transparency of regulation. The whole process of reform work done by RRC is, in principle, open to the general public. Interest groups, NGO and experts can suggest their views and participate in discussions at RRC. In recent years NGO as a third party actively participated in the reform work to safeguard public interest and value.   Decisions made by RRC are also released to responsible agencies and the general public by the press, which increases the transparency. 

There are individual acts to strengthen public consultations and transparency. The Administrative Procedure Act provides a legal basis for public consultations by defining public hearing and pre-announcement of legislative drafts, as a notice and comment system. Consultations with affected groups became as natural. The Act on Disclosure of Information by Public Agencies is also a useful instrument for information sharing and transparency.

4. What are the assessment and implication?

The OECD stresses that regulatory reform will generate large gains in productivity, thereby reducing costs and prices in various sectors. Declining prices, in turn, means greater consumer income and demand. These demand effects complementing the supply side effects can be multiplied, helping to sustain growth in the longer term.
 

According to a research, effects of Korea's regulatory reform were estimated to increase the GDP growth by 8.6 per cent and decline consumer prices by 7.2 per cent over 10 years. The effects were estimated, in macroeconomic terms, from potential effects from reforms of selected industries: electricity, construction, distribution, road transport and telecommunication. Benefits of reform measures taken by in 1998 were estimated as cost saving of 18.7 trillion won (4.4 % of GDP) and employment increase of 166 thousand persons from 1998 to 2003.
 Such results imply that potential gains of regulatory reform are huge and can be realized over the long-term. 

The OECD has stated Korea's reforms brought stabilization of the economic crisis and would produce important benefits over the longer term. Korea became a front-runner among crisis-hit Asian countries in implementing reforms.
 At the same time the OECD emphasized the need for continuity of reform to create the foundation for sustainable long-term growth. It means that Korea's reform drive has been on the right track, moving to market oriented regulations based on values of market competition and disciplines, consumer choice and rule of law. These reforms have the potential to change relations between the state, the market and civil society.

As the OECD appraised, Korea's radical reforms were very effective and intensive in dealing with the economic crisis within a short period. The reform will eventually produce large gains for moving toward a market-driven development as reforms intended. First of all, the radical approach to existing regulations was very remarkable, giving a tremendous impact on the entire regulatory stock. It laid groundwork moving forward market-driven regulations by clearing regulations working for government intervention and administrative control. 

A drastic reduction of regulation was achieved by a target-oriented approach with a strong political commitment. The economic crisis itself was a momentum for reform. A sound institutional framework based on BAAR properly backed up this reform demand. In all the strong political leadership and a proper institutional framework were well combined at the critical time. It was necessary to take prompt actions to invigorate business activities. This work focused on lifting market barriers and administrative controls.

The target-oriented approach to eliminating regulations was effective in concentrating administrative resources on reform effort. In particular, it was well matched with a highly centralized structure under a strong presidential system like Korea. In this administrative system the civil service is task-oriented and mobilized to achieve assigned targets. Radical reduction of existing regulations was done with a target to halve them in a top down way. 

However, there are some arguments that the target oriented approach focuses on the quantity of regulation rather than the quality, and heavily relied on a political leadership stemming from the desire to recover the economic crisis.
 As the economy recovered the political will to reform seems to be weakening. As a result the speed and intensity of reform may be slowing down. The government has been very cautious about such a reaction. So the government put more focus on implementing reform measures and improving the quality of regulation as well. Up to now the institutionalized reform in Korea has been working well in dealing with these potential problems by strengthening policy attention and public support. The government has tried to maintain the reform momentum by giving a high priority and monitoring reform implementation to meet the public expectation. 

To improve regulatory quality and management Korea established RRC as a central body and operates systematic reform tools such as ex ante review for new and revised regulations, RIA and central regulatory registration. Though these systems were introduced in recent years, they are successfully being adopted in public administration. In this sense, Korea's regulatory systems are in transition shifting from a command and control way to a market consistent system. At the same time Korea is moving forward strengthening regulatory improvement management systems together with structural reforms. Its sustainability is assured because the reform system has been institutionalized through BAAR.

Reform implementation is crucial to gaining reform effects and sustainability. Poor implementation may lead to the lack of credibility and public confidence. Implementation depends on government capacities to deal with opposition and resistance from vested interest groups. Changing regulations, in theory, is easy but changing attitude and behavior is more difficult. Regulating agencies are needed to change their regulatory behavior and attitude as regulation reformed. If there are long standing traditions of administrative intervention and control rooted in regulatory regimes it would take a longer time to transform regulatory behavior and attitude suiting for market-driven regulations. It is argued that changing relations between the state, market and civil society take a longer term.
 In the long run, cultural change in public administration is essential to realizing reform effects.

Continuous communications and discussions will expand public understanding and common ground for vision of reform. Public consultations and transparent process help the legitimization and public support. To reduce cognitive gaps and expand the reform movement, education and training should be provided.
3. Conclusion: Continuity and Adaptation

Much progress was made in regulatory reform compared with other reform areas. Radical reduction of regulations was made over time. However, regulatory reform is not yet completed. To get fruitful benefits, reform needs to be sustained. For this, continuous political support is essential. Public support can also be a strong driving force. Public support certainly leads to political attention. To receive public support, reform effect needs to be tangible. The government is under pressure to live up to public expectation. However, when it is coupled with political business cycle the expected value may be inflated.

One way to maintain reform dynamism is to provide reform benefit by strong implementation. It is a key to sustaining reform drives. For this it is necessary to foster competent expertise to deal with practical things. Reformer continuously needs to look forward and evaluate reform result. Basics are the same, namely, planning, coordination and evaluation are key elements of policy management. Setting targets and monitoring and evaluating implementation need to be continued. Feedback and correction for reform drives through this process would lead to desirable reform movement.

At the same time the government needs to improve responsiveness to fast changing situation. Regulatory reform programs should embrace issues of infusing information based economy. Korea is now working on this area. It would promote the transformation moving to a market-driven economy. Comprehensive reform plans are designed to generate synergetic reform effects. 
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