	The first OECD-Southeast Asia Regional Forum (1.22-24)


Korea's Experience with Peer Reviews
23. Jan. 2007
Tae-Shin Kwon
Ambassador
Permanent Delegation of Korea to the OECD
I. Introduction
His Excellency, Mr. BOEDIONO, Coordinating Minister for Economic Affairs, Republic of Indonesia,
Mr. AKASAKA, Deputy Secretary General, OECD,
Mr. ONG Keng Yong, Secretary General, ASEAN,
Mr. Niels THYGESEN, Chair of EDRC, OECD, 

Distinguished guests, Ladies and Gentlemen,
First of all, I would like to offer my congratulations on the inauguration of this first OECD-Southeast Asia Regional Forum.
I’d also like to acknowledge all of the efforts made by the OECD and the Indonesian government in arranging this Forum.
I firmly believe that Asian countries need to participate more actively in OECD programs especially considering the Asian region's economic share in the world economy and its extraordinary dynamism.
The Asian region's share in world GDP was only 15 percent in 1970 but increased to 25 percent by 2004. The Asian region's share of world trade was only 6 percent in 1970 but more than tripled to 21 percent by 2005.
The Asian region’s active engagement in the OECD is also necessary to enhance the global relevance of OECD work.
And most importantly, I cannot emphasize enough the OECD’s tremendous expertise in advising adequate macro-economic and structural reform policies.
However, as you may be aware, currently, there are only two countries representing Asia among the 30 member countries of the OECD--Korea and Japan.
Unfortunately, up until now, most countries from the Asian region have shown little interest in discussions concerning OECD’s enlargement.
Therefore, I am hoping that this regional forum will offer an important venue for Asian countries to recognize the importance of OECD programs and to be more willing to actively participate in these programs.
The OECD, as you know, is an organization of 30 member countries committed to promoting higher sustainable growth of the world economy and expanding world trade.
It is involved in various economic and social issues including macro-economy, trade, development, education, science and labor.
It has created the international standards for financial systems, for example, Export and Ship Financing, AML(Anti-Money Laundering), and CTF(Counter Terrorist Financing). 
The OECD also generates internationally agreed instruments and recommendations such as the Anti-Bribery Convention and Model Tax Convention.
It then encourages governments to implement these recommendations or instruments through a peer review process, allowing for individual governments to establish advanced economic systems.
II. What is a Peer Review ?
As already mentioned by Nicola BONUCCI, Director of the Legal Directorate, a peer review is a systematic examination and assessment of the performance of the country examined  by other member countries.
This review is not a legally binding process but nonetheless, member countries are keenly aware of the peer pressure and thus make efforts to implement OECD recommendations.
Since joining the OECD in 1996, Korea has undergone seven peer reviews concerning overall economic policies including macro-economy, finances, education, and labor.
Korea has also experienced separate reviews in the areas of  environment and regulatory reform.

And I truly believe that these peer reviews have played a crucial role in improving our economic systems.
Although the OECD has performed peer reviews in many areas, today, I would like to focus on the EDRC (Economic Development Review Committee) peer reviews, where overall economic policies are reviewed.
III. Korea's experience - focusing on the EDRC process
Allow me to address our experience regarding the EDRC process, the EDRC report, or Country Survey Report as it’s called, and its benefits for the Korean economy.
1. The EDRC Process
First, I would like to touch upon the EDRC process by citing Korea's recent EDRC experience in 2005.
 
OECD staff visited our country twice to prepare for the survey report.
They visited many institutions including the relevant Ministries such as the Ministry of Finance and Economy and the Fair Trade Commission. 
They also met with staff from the Office of the President, Research Institutions including the Korea Development Institute and the Korea Labor Institute, and Private Institutions like the Federation of Korean Industries and the Federation of Korean Trade Unions. 
On a second trip headed by the Director of the Country Studies Branch of the Economic Department, meetings were held with top officials from each institution including the Minister of Finance and Economy and the Senior Secretary to the President for Economic Policy.
After these visits, Korea's Survey report was drafted by OECD staff and then circulated to member countries in August of 2005, a month before the Korea EDRC meeting.
OECD staff then revised the Korea Survey report based on reflections made during the Korea EDRC meeting and the consultation meeting between OECD staff and the Korean government the day following the EDRC meeting.
Finally, the Korea Survey Report was then published under the responsibility of the EDRC of the OECD in November of 2005.

2. The EDRC report - Country Survey Report
The country survey report generally focuses on macro-economic and structural reform policies.
Macro-economic indicators including inflation, the exchange rates, interest rates and the balance of public finances are typically reviewed.
Also reviewed are structural reforms in the labor market, product market, financial market, and in the public sector.
However, each country survey report usually focuses on structural reforms in certain areas that have greater importance at the time.
The 2005 Korea survey report, for example, highlighted that the Korean economy was changing profoundly as a result of its structural reform program and increased integration with  the world economy. 
This report also underlined that sustaining higher growth would require further progress by expanding efficiency in the public sector and improving productivity through innovation and structural reform, as well as an appropriate macro-economic policies.
During the EDRC meeting, many member countries who have a rich experience in macro-economic and structural reform policies actively participated in the discussions. 
For each country survey, two principal examining countries among OECD member countries are selected in order to facilitate an active discussion throughout the meeting.
Australia and Germany played a leading role as the principal examining countries for the Korea survey. 
The two examining countries and other member countries, suggested that it was important for Korea to put more  resources in higher education so as to improve the quality of higher education. 
They also advised that Korea alleviate bi-polarization in the labor market by reducing the gap between regular workers and non-regular workers.
In addition, they recommended that Korea strengthen its efforts to increase female participation in the labor force so as to cope with the problem of rapid aging.
Almost all comments, suggestions and recommendations offered by the peer member countries have been valuable and used as good references for future policy discussions and  formulations by the government.
3. Benefits of the EDRC
Allow me to now outline the benefits of EDRC meetings for my country.
I can tell you with much confidence that our participation in EDRC meetings has greatly contributed to promoting economic growth and advancing our systems.
Let me offer a few detailed examples.
As you know, Korea faced a severe economic recession directly after the economic crisis in 1997.
Industrial production decreased by 10.3 percent in January of 1998 and the unemployment rate rose rapidly by 1.4% over  just a one month period. The consumer price index increased to the 8 to 9 percent range. 
The recession that took place can largely be explained by a high interest rate policy and a balanced public finance approach which was backed by the IMF.
It was the OECD that recommended an expansion of public expenditure in order to promote economic recovery.
In the end, the OECD recommendation was of great help in enhancing the international communities' understanding and support for our fiscal measures.
Without this OECD recommendation, I believe that my government would have faced great difficulty in playing an  appropriate role in a timely manner and achieving rapid economic recovery.
Let me take a few other examples in structural reform areas.
The 1994 Korea Survey report recommended a reduction of regulations in financial markets and on capital inflows.
The 1996 Korea Survey report recommended an enhanced  flexibility in the labor market.
The 1998 Survey report recommended a quick recovery in the financial system through resolution of bad loans, improvement of corporate governance, and enhancement of competition. 
As you may know, structural reform became one of the top agenda items of my government after the economic crisis.
Therefore, the above OECD recommendations were of great help in introducing efficient structural reform policies and in pushing these through with more confidence. 

Furthermore, the OECD survey report was also helpful in building trust for structural policies among the public and in overcoming opposition of some specific interest groups, which is often the biggest hurdle to structural reforms. 
The OECD has recently provided ideas superior to those of any other international organization for improving our pension system on the basis of projections and simulations.
Indeed, I think that our policy makers and politicians should listen carefully to what the OECD is recommending since it is the best time now to reform our pension system, when we have not yet reached a level of full blown payment of the national pension.
The EDRC meeting also contributed to improving the international community’s confidence in my country at a crucial time after the economic crisis.
During the meeting, we actively outlined how rapidly economic recovery was taking place with the positive performance of structural reform policies. The result was a clear improvement in member countries' faith in our economy.
Throughout the EDRC process, where about 20 countries are generally reviewed each year, the OECD provides opportunities for capacity building through a mutual learning process in which best practices are exchanged.
Through this experience, we have learned a great deal about member countries' know-how and experiences in macro-economic and structural reform policies.
Indeed, I believe that we have greatly reduced the number of trial and error cases through this learning process.
4. Evaluation of policy improvements after joining the OECD
Until now, I have focused on the EDRC peer review.

Now, I would like to turn to an evaluation of our economic performance and policy developments after joining the OECD, which will demonstrate how much effect all of the peer reviews have truly had, including economic surveys.
1) Macro-Economic Development
Our GDP share among OECD member countries increased from 2.9 percent in 1996 to 3.2 percent in 2004. The ratio of our GDP per OECD average increased from 65 percent to 74 percent during this same period.
The extent of market opening over the past decade has improved to the same degree as that of advanced countries.
Our trade volume per GDP increased from 32 percent in 1997 to 48 percent in 2004.
Stock shares held by foreigners increased from 15 percent in 1997 to 40 percent in 2004. 
FDI inflow per GDP also increased from 0.3 percent between 1990 and 1997 to 1.2 percent after the economic crisis
2) Finances
Our country has been appraised as having achieved a level of liberalization equally to that of advanced countries in terms of both financial and capital transactions as well as current invisible operations.
The OECD liberalization index regarding the Korea financial sector increased from 65 percent in 1997 to 85.1 percent in 2006, which is comparable to that of advanced countries such as Japan and the United Kingdom.
There are those who may express concern claiming that excessive inflow of foreign capital after market liberalization may imperil macro-economic stability.
But it is much more reasonable to tackle such concerns by promoting overseas investments and further opening the foreign exchange market as well as strengthening surveillance systems in the financial market.
3) Corporate Governance
In the past, corporate governance in Korea was neither transparent nor efficient.
However, by using OECD recommendations and OECD Principles of Corporate Governance, our country has considerably improved corporate governance.
We have strengthened the rights of minority shareholders and the responsibility of the Board of Directors, while enhancing measures of disclosure and transparency, for example.
Today, I think that we have established institutionally fair and transparent corporate governance that is comparable to that of advanced countries.
4) The Labor Market
Since its accession to the OECD in 1996, Korea has continuously devoted itself to reforming labor laws in line with internationally-accepted standards and has experienced a great deal of progress in many areas.

There are, however, still some issues left to address in order to enhance the flexibility of the labor market and to strengthen protection of non-regular workers.
IV. Participation in the Peer Review process as a non-member
As I emphasized earlier, Asian countries need to participate more actively in OECD programs.
This does not mean that they must join the OECD in the near future.
My point is that regardless of their wish to join the OECD, the participation in OECD activities as a non-member can still be highly beneficial.
As I’ve made very clear, the OECD peer review process is beneficial in stimulating economic growth and upgrading the economic systems of developing countries.
At the same time, the OECD also deals with many issues of interest to developing countries, including development, ODA, trade, investment. 
Korea was also an active participant in OECD outreach programs, like participating in EDRC meetings, even before joining the OECD.
Of course, participation requires cooperation with the examiners and the Secretariat by, among other things: making documents and data available, responding to questions and requests for self-assessment, facilitating contacts and hosting on-site visits. 

However, I have to emphasize that these burdens are not comparable to the invaluable benefits of making our country’s system more transparent and efficient.
V. Conclusion
In conclusion, I would like to reiterate that in order to make their economic systems more efficient and competitive in the globalized economy, Asian countries need to strengthen cooperative activities with the OECD. 
Today is perhaps one of the best times to take advantage of such an opportunity when the OECD is putting much effort into expanding its outreach programs.
I know that a few months ago the EDRC already proposed a regional economic seminar to the Indonesian government, which would be a simpler type of economic survey. 
I would like to say that the Indonesian government should take advantage of this special opportunity.
International credit rating agencies evaluate sovereign ratings by reflecting various factors including the degree to which an economy is market-oriented and transparent from an  international point of view, the effectiveness of its industry, labor flexibility, and economic growth prospects.
Participation in OECD programs can have a positive effect on these factors, resulting in a clear improvement of sovereign ratings.
I know that there are vehicles for financial cooperation in the ASEAN plus 3 channel, including the Chiang Mai Initiative, the Asia Bond Market Initiative, and Surveillance through the Economic Review and Policy Dialogue, and Research Group. 
Successful development of these vehicles inevitably requires further strengthening of the peer review process.
The political benefits of participating in OECD programs are also worth noting.
For example, it can offer hope to the public that their economy will grow in a sustainable manner and eventually become an advanced country.
And ultimately, it can also help when attempting to join the OECD in the future.
Thank you.
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