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FOREWORD

A. L D. aims to help couniries become self-support-
ing -- Korea increased annual exports from less than
$85 million in 1963 t~ nearly $500 million in 1968, a 6-
fold growth! Exports cliinbed from 3% of GNP in 1953
to 14% of a larger GNP in 1967.

A, 1 D. believes private enterprise is the effective
engine of development -- the Korean export drive en-
listed thousands of firms making nearly 600 new products.

A. L D. emphasizes self-he’n by developing coun-
tries -- Kor~a stabilized its eco: my, enacted a battery
of export incuntives, and mobilized every government
economic ministry, every bank, and every irade associ-
ation.

Some people hold the misconception that Korean
success deperded on sales to the U. S. military forces
and io Vietnam. Actually, the U.S. Army in Korea
increased its purchases by only $15 million during the
period of export promotion. This amount is excluded
from the increase of $415 million cited above. Commod-
ity sales to Vietnam averaged only 5% of annual exports
and dropped to 2% by 1967.

Instead of advantages, Korea started with handicaps:

-- She possessed f>w exportable raw materials.
Now 70% of her exports are manufactured

3. -~
proaucts.

-- She had been tne "hermit kingdom'' with little
foreign experiernce. Now ghe sells to 76
countries.
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~=- She depended on tramp ships charging
discriminatory rates. Now there is
regular shipping at competitive rates.

While the Koreans themselves did the job, the
A. I D. Mission in Korea assisted with advice and tech-~
nical assistance.

This report is a case study of the Korean experience
with export development. Its author, Amicus Most, was
the Senior Adviser for Export Development to the A, I, D.
Mission and the Korean Government for four years, 1964-
1968. During this time, he also inspected Korean trade
operations in twenty-two countries. Mr. Most spent his
lifetime as an engineer and businessman in such varied
enterprises as foundries, waiches, and housing. He also
served three years in the 1950's as Industry Chief for
the Marshall Plan in France, Italy and Germany.

The tailures as well os the succes:zes are frankly
set forth. Each facet of the program and the methods
used get a detailed analysis. A glance at the Table of
Contents will show the extent of the coverage.

These experiences can prove useful to other coun-
tries and A, 1. D, Missions wishing to undertake similar
activities Additional copies of this case study may be
obta” ed{- the Office of Public Information, Agency
for In.crvi. . c.aal Development, Washington, D. C.

Robert L. Hubbell
Deputy Director for Program Evaluation
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CHAPTER 1

INTRODUCTION

This study evaluates the work of the A, 1. D, Mission
to Korea during the years 1964 to 1968 in assisting the
Korean Government to develop its successful export
progra.n. Its purpose is to determine the factors and
reasons that led to the success of this export develop-
ment. A detailed analysis will be made of every facet
of the export activities of the A, 1. D, Mission, the Korean
Government and business community, looking at the
successes and failures of each component, and making
comparisons with similar programs in other developing
countries.

The Korean success was not an accident, but was the
result of planned programs and activities by the Korean
Government with the assistance of A, 1. D., which added
up to a well-rounded effort.

It is hoped that this study will provide lessons and
guidelines that may be applied to similar future activi-
ties in other developing countries. This analysis will
suggest general principles as well as describe specific
activities that may be applicable elsewhere. While it
is obvious that a program of export development is con-
ditioned in any country or area by history, economics,
geography, climate, natural resources, traditions,
culture, and political factors, certain general patterns
may, nevertheless, be applicable in whole or in part to
other developing countries.
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CHAPTER II

REASONS FOR AND FOUNDATIONS
OF EXPORT DEVELCPMENT

The development strategy adopted by the Korean Gov-
ernment deliberately stressed export expanision as a lead
factor in economic growth, particularly from 1964 on.

This was done both to pay for imports rising in the typical
pattern described below, and to encourage and permit a
faster rate of growth of manufacturing and thus ci the whole
economy, than the growth of the domestic market aione
would have permitted.

The economic growth of almost every developing coun-
try, which includes industrial and agricultural develop-
ment, requires foreign exchange earnings to pay ior large
inputs of advanced technical know-how and for capital in-
vestment in modern equipment and machinery. Often eco-
nomic growth also requires great inputs of imported raw
material and consumer goods. Almost every developing
country is therefore seeking sources of foreign exchange.
This is particularly necessary for those with a negative
balance of payments. More foreign exchange may be ob-
tained through increased commodity exports and "'invisible"
forms of exports, such as earnings from tourism, trans-
portation and remittances from residents living abroad.
Also, exchange may be stretched by means of import sub-
stitution,

Countries that have primary agriculture crops, sea-
food and certain raw materials, require improved mach-
inery and transportation and imports of "know-how' to
enhance the quality and quantity of these primary exports,
and to discover and develop new products. Moreover,
many of them are now turning to manufacturing, agro-
industry and other non-traditional forms of export devel-
opment based on imported capital items.
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Other countries have only a large and usually low-cost
labor supply as a component for exportable products.
Though the products exported contain a large input of
labor, they also often require imports of raw materials
and semi-processed goods. Other demands for imports
are created by rising aspirations for an ever increasing
standard of living despite population growth. Both the
aspirations and the greater population require consumer
goods that cannot always be supplied by domestic pro-
duction. This in turn creates further demand for foreign
exchange earnings.

In short, the achievement of rising livirg standards in
the less-developed countries inevitably depends on their
development of more complex production and trade pat-
terns, at constantly rising levels of activity. In fact,
the rate of growth of exports has proven to be a critical
bottleneck to the overall development of most of these
countries,

Historically, many of the now advanced .ountries built
their economies and created their present high standard
of living ny concentrating on the processing of raw mate-
rials for export. Such countries as Great Britain, Belgium,
Holland, Switzerland and Japan are good evxamples of this.
Korea, Hong Kong, Taiwan, Japan, and Singapore are
examples of developing Asiatic countries in which their
chief exportable product is inexpensive labor. The
Philippines, Indonesia, Thailand and Malaysia are ex-
amples of developing Asiatic countries in which there exist
primary products for export, but which now must also de-
velop processed foods. agro-industrial and manufactured
products in order to absorb their increasing labor supply
and the demands of a rising economy. There are many
other examples of both categories throughout the world.
While the study of what happened in Korea will be particu-
larly applicable to the countries dependent mainly on inex-
pensive labor, man? aspects of its development will be use-
ful to countries which also have raw materials.
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While this study deals with the contents of Korea's
comprehensive export development program as such --
that is with the direct efforts to expand exports -- the
success of the program depended heavily on the presence
of a favorable economic environment. Aside from the
factors of physical and human resources already de-
scribed, the key environmental influence was the overall
economic policy of the government, in particular the
policy on exchange rates and price stabilization. Obvi-
ously, both affect the price and therefore the competitive-
ness or saleability of exports. No amount of direct sales
efforts can make up for high prices.

Korea's export effort worked because of a good com-
bination of the efforts cescribed in this report with the
establishment of realistic and more favorable exchange
rates in the 1964/65 period, and with a great improvement
in domestic price stability brought about by strong govern-
ment policy measures. The export drive was also support-
ed by a variety of other government policies and programs
to increase Korean output, improve productive efficiency
and rationalize the supply of production inputs. Many
problems of potential conflict and compromise between
these overall policy drives needed to be worked out, and
the nature of the reconciliations achieved is another sub-
ject for policy analysis, but one beyond the scope of this
report except for incidental mention. An important ex-
ample is that of reconciling the inflationary impacts of
export expansion, especially when it is supported by credit
expansion, with the need for a reasonably stable domestic
monetary climate. Another is balancing export incentives
with the need to avoid the creation or expansion of uneco-
nomic production facilities.

Thus, the direct export development measures consid-
ered in this report are a necessary and important part of
any program to bring a very rapid increase in exports,
but are by no means sufficient to do the whole job.
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CHAPTER 11I

THE HISTORY OF KOREAN EXPORT
DEVELOPMENT

A. General Background

Korea for many centuries was known as the "Hermit
Kingdom, " and did not open itself to the western world
until 1883. Korea developed its own culture, but there
was a strong Chinese influence. This combination of
Chinese and Korean culture included agricultural and
technical know-how and the development of indigenou-
projects utilizing its own natural rescurces.

Korea exported a good deal of its knowledge and
culture to Japan and also acquired both knowledge and
supplies from Japan. From 1905 to 194% Korea was a
province of Japan, although it had an essentially colonial
status. Just as with many colonies, Korea during this
period was essentially a source of raw materials and
labor as well as a market for Japan. Some industrial
and agricultural development occurred, including textiles,
sericulture, small manufacturing, and processing of agri-
culiural products. However, the couniry was still to a
iarge degree cut off from the rest of the world. Whatever
small contacts and commerce it had were through Japan.
Korea had almost no commercial contacts of its own until
afier its liberation in 1945. At that same time, all of the
Japanese technicians, executives and admiristrators left.

The division of the country into Northern and Southern
sections brought problems for the Southern part. Much of
the basic industry and power generation was located in the
North. Many of the trained people were located where the
industry was.

The war between Commurnist North Korea, and Korea
started in 1950. As a result of the war the South suffered
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greatly. She lost approximately a million people,
including many of the most capable ones, At one point
over half her people were refugees. Much of the physi-
cal plant was destroyed. After the 1953 armistice,

Korea needed restoration of housing, agriculture, trans-
portation, and education. She faced the problem of cre-
ating new electrical generator plants and basic industries.
It was also necessary to begin to educate and train a new
administrative and technical staff at almost every level
and for every aspect of Korean life.

With United States' help, the period directly subse-
quent to the Korean war was devoted to this effort. Korea
imported supplies, foodstuffs, raw materials, machinery
and equipment. Rebuilding the country and erasing the
war damages were the first steps. Subsequently, hydro-
electric and steam generators, fertilizer and cement plants
and other basic primary industries were built. Schools,
housing, roads, bridges, water supply and irrigation canals
were recreated or newly built.

In 1960 and 1961 there were two revolutions in which
the existing governments were overthrown and new govern-
ments installed. From the time of the Japanese departure
until the Korean war, and between the Korean war and 1961,
a whole new staff of administrutive and technical personnel
had been developed in both government and private sectors.
As a result of the two revolutions many government and
private sector personnel were once again removed. It was
therefore neccssary to train new staffs to carry on the
functions of government.

The Japanese during their forty years of occupation
had allowed the existence of only a few universities, and
only a few Korean students studied in Japan. The culture
and traditions of Korea gawve high priority to philosophy,
religion and the learned disciplines. The status of the
learned man, government official and the Yangban (ruling
class) was the highest. Merchants, technicians and busi-
nessmen were looked upon as "'low status' occupations.



Engineering schools and technical education were
almost non-existent. With the end of the Japanese
occupation, the great desire ior learning created a
tremendous rush into the schoois and universities.
Existing universities expanded rapidly and many new
universities were created. However, they had neither
the physical, administrative, nor educational capacity
to give adequate training and education to the great
number of new students, nor were there enough jobs
available ir the fields for which the graduates prepar: d.
These prohiems were made worse by the North Korean
Communists, one of whose objectives was to destroy
the school system and kill as many teachers as possible.

Since 1953 there has been great improvement in the
quality of education, and a change in its direction toward
more science, engineering, business and - at lower
levels - vocational training. However, as with most
former colonies, a dearth of middle level administrators,
executives and technicians has remained in both business
and government. The few trained men very rapidly rose
to the top, and top-level government officials and business
executives are surprisingly young - despite the Korean
family system which dictates *hat the head of the family
makes all of the decisions, thus inhibiting effective
exercise of responsibility by relatively young men. None-
theless, there is yet a lack of trained, and particularly
experienced personnel necessary to administer and develop
the economy of the country.

To the credit of the Koreans, they took surprisingly few
years to create a cadre of personnel to man the various
;cbs and to begin developing competent technicians and ad-
ministrators. One strong, positive factor throughout the
transition was the retention of the traditional virtues of
hard work and personal productivity. In fact, Korean
work attitudes and habits facilitated quick learning and
high productivity when guided by sound management.
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Prior to 1958, Korea did almost no exporting. It
was only then that a small trickle of products began to
be exported. In that year they totalled about $17 million,
consisting mainly of tungsten, coal, iron ore, clays,
silk yarns, primary agricultural and sea fooa products.
In 1961 exports were still only $41 million,

By 1963 exports increased to $84 million. The pattern
of exports began o shift towa: ds manufactured goods,
During this period the economy was suffering vrom a high
rate of inflation which by its very nature tended to dis-
courage export activities. At the same time the growth
rate of the economy and the developing industries re-
quired large imports. In 1963 imports amounted o $560
million, making the import-export imbalance some $47g
million. The overall total balance-of-payments deficit
for that year was $403 million, and for 1964 $221 million.

With A, I. D. 's shift from grant aid to development loans,
and with the prospect of decreased aid in the future,
Korea's future economic health depended increasingly
upon planning to correct the balance-of-payments situation
and developing its manufacturis.? industries and export
trade to ac:omplish this objective.

»

The first step, of necessity, was the establishment of
the stabilization program and a more realistic rate of
exchange. With the assistance and advice of A, I, D, , the
Korean Government developed measurcs to accomplish
this. The stabilization program was announced in May
1963, and the currency was devalued in May 1964. The
official rate of exchange moved from 130 to 255 won per
dollar. (The existence of an export-import link system,
whereby export earnings could be sold at a free exchange
rate had gradually raised the export exchange rate to 220 -
230 won by the time of devaluation.) When the rate of
exchange was allowed to float, starting in Februar y 1965,
it moved up from approximately 250 to 270 won to the
dollar, and it has remained at about that level until re-
cently.
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This tremendous export growth helped to stimulate a
surge in production, which in turn supported further
exports. From i359 to 1962 the annual growth rate of
the Korean ecoromy was 3. 6 percent, From 1963 to
1967, following stabilization, this annual growth rate
was 9. 3 percent. The development of secondary indus-
try was a key feature of this growth - all the more
remarkable when contrasted with the feeble industrial
capacity of 1953. The emergence of Korea as a manu-
facturing country has been poetically referred to ag the
"miracle of the Han" (River in Seoul), but as with most
miracles, it resolves itselfl into hard work, continuous
effort and intelligent direction.

B. Statistics Indicating Patterns and Trends of Exports.

In 1968 exports will probably reach the government
established target of $500 million. In December 1968,
the government established a ta~get of $700 miliion for
1963. The increase of about 800 percent in five years,
from a level of $84 millionr in 1963, is the measure of
the success story of Korean export development., The
above figures do not include foreign exchange earnings
through sales to the United States Armed Forces located
in Korea, or through "invisible" exports from sources
such as tourism, transportation, overseas labor and
soldier remittances, etec.

The pattern of exports shifted so that in 1967 manu-
factured products represented 69 percent of the total
exports in hundreds of new items in a wide variety of
products. Textiles and clothing of cotton, silk, wool
and synthetics; rubber and canvas footwear; tires: knit
goods; handicraft; dishes; ceramics; musical instruments;
pharamaceuticals; grass cloth wallpaper; wigs; flat glass;
brass; artificial flowers; eyeglass frames; batteries, and
even heavy machinery are included in this wide variety
of items. In 1967 total plywood exports were $36 million,
‘ne United States taking approximately $32 million.
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Unfortunately, complete statistics are not available.
However, as shown in the following table, they are
sufficient to indicate the shifts from primary exports to
new manufactured products. (See Table 1.)

While this report will devote attention to many
products and many problems, it cannot discuss the hun-
dreds of items that were developed and the thousand-and-
one problems that arose. Tables 3-6 on the structure and
destination of exports for the years 1959, 1963 and 1967,
give some concept of the large varieties of products
involved and the dimensions of increase.

The six tables reproduced here are taken from the
pamphlet, "Major Economic Indicators 1957-1967", pub-
lished by the Economic Planning Board of the Korean
Government. (Inconsistencies are caused by the fact
that some figures are bank settlement statistics and others
are custom house clearance stztistics. These inconsis-
tencies do not affect the purpose of presenting them here
as indications of patterns and trends. )

Table 2. ANNUAL EXPORTS
(In $ thousands. Page 74 of "Indi ators")

1958 %16, 780 1964 $120, 851
1959 20, 436 1965 180, 450
1960 32, 385 1966 255, 751
1961 42, 901 1967 320, 229
1962 56, 702 1968 500, 000
1963 84, 368 (Estimated)

o anene i~ # T~

] H e B
While we have WOCHL Unaoee VO iCCaile siati

-

stics or
"added value" earnings, informed economic opinion is that
approximately 60 percent of manufactured goods exports

are net earnings, and that on all other products, it is
almost 100 percent.



Table 1. SHIFTS IN NATURE OF EXPORTED PRODUCTS

1956 1958 1960 1966 1967

Number of countries 18 20 76
Number of products 42 65 621

Value of exports (millions of

dollars) 16, 7 32, 4 255, 7 320
Manufactured goods as % of exports 14, 8 18, 2 62, 4 69. 0

Agricultural, marine and mining
products as % of exports 85, 2 81 & 37. 6 3L 0

Export as % of GNP (excluding
invisibles) 3 4 i1, 4 14

-Hl-
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The United States has become Korea's chief market
taking approximately 43 percent (1967) of its total
exports, with Japan in second place taking approximately
26 percent {1967).

Table 3. EXPORTS BY MAJOR COUNTRIES
(In § thousands. Page 70)

COUNTRY 1959 1963 1967
ASIA
Taiwan & 127 $ T22 $3, 104
Japan 12, 680 24, 841 84, 723
Hong Kong 1,032 9. 120 15, 215
Philippines -- 2, 596 565
Others 937 16, 457 25, 536
Sub-Total 14, 776 53,736 129,143
EUROPE
United Kingdom 858 1, 587 7,883
France 26 538 2,116
Italy 10 1,810 1,087
Germany 494 1, 275 5, 233
Others 865 2, 6938 16, 866
Sub-Total 2, 253 7 908 33,184
AMERICAS
U. S. A. 2,133 24,287 137,431
Canada -- 249 7, 914
Others -- 16 745
Sub-Total 2,133 24, 551 146, 094
AFRICA -~ 142 8, 762
OCEANIA -- 240 3,038
NOT CLASSIFIABLE 650 225 8

GRAND TOTAL 19,812 86,802 320, 229
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Table 4, EXPORT STRUCTURE
(In § Thousands. Page 66)
Item 1959 1963 1967
Agricultural Products $ 3, 480 $ 11, 222 $16, 971
Marine Products 3, 649 13,090 52, 834
Mining Products 9, 821 16, 446 40, 603
Manufactured Goods 3,486 43, 610 248, 184
Total 20, 436 34, 368 358, 592
Table 5. -EXPORTS BY COMMODITY GROUP
(In $ Thcusands. Page 67)

Item 1959 1963 1967
Food & Live Animals § 4,118 $17, 841 $37, 928
Beverages & Tobacco 106 250 7,017
Crude Materials

Inedible except Fuels 11,713 26,405 58, 002
Mineral Fuels Lubricants

& Related Materials 657 2, 579 1, 770
Animal & Vegetable Oils

& Fats 177 92 119
Chemicals 116 904 2, 360
Manufactured Goods

Class. by Material 2,159 28,115 101, 384
Machinery & Transport

Equipment 48 4,067 14, 188
Miscellaneous 86 6, 401 97, 242
Not Classifiable 653 146 219
Total 19,812 86, 802 320, 229



Table 86,

Item

Swine

Fresh fish

Cuttel fish & its products
Shrimp & its products
Dried laver

Raw silk

Agar agar

Human hair

Animal wool

Tobacco & its products
Ginseng

Kaolin

Natural graphite
Fluorite

Iron ores

Lead ores

EXPORTS BY COMMODITIES

(In $ thousands., Page 68)

1959 1963
$ 134 $ 3.676
602 3. 209
516 1, 915
88 i, 856
1,191 1, 504
744 4, 292
717 1, 739
-- 239
630 2
89 204
72 430
110 271
626 863
389 777
2,178 5,912
17 518

_v[_



Table 6,

Item

Zinc cores

Tungsten ores

Anthracite coal

Cottor. fabrics woven

Woolen fabric woven

Other fabrics woven

Outer garments

Undergarments

Iron and Steel

Bars, Angles of iron
& steel

Plates & sheets of iron
& steel

Rubber tires & tubes

Plywood

Radios

Bamboo handworks

CONTINUED

11

1967

1,168

11,027
1, 750

12,592
3. 963

9, 853

8,001

15, 339
684

228

972

1, 638
36, 418
1, 932
284

..gI...
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In sum, how can we explain the remarkable growth
of Korea's output and exports in recent years? As
mentioned earlier, growth patterns are determined in
any given country or area by many factors such as
Listory, resources and cultural patterns. While influ-
enced by these factors, the remarkable growth rate
development in Korea was neither their inevitable result
nor an accident. It was due to planned and organized
activities by the government, with some assistance from
A.L D. and others, and to the industry and intelligence
of its people and business community.



CHAPTER IV

SUMMARY OF BASIC PRINCIPLES
AND THEIR APPLICATION IN KOREA

The experience in Korea has evolved basic principles
that have applicability elsewhere. Thege are indicated
briefly below.

The full report that follows after Chapter V describes
the successes and failures of each activity, gives case
histories of various products, and the details of the
solutions or lack of solutions found to specific problems.
We suggest that those who wish to use this report as a
guide to similar activitics read it in full. Others who
may be interested in a single probleny can find, in the
table of contents, the chapter devoted to their particular
interest.

A. General Policy Framework

In much over-simplified terms, there have been two
methods of developing exports. The first has been by
those countries whose primary objective was to earn and
save foreign exchange at almost any cost. They embarked
upon a program of import sebstitutions with high tariff
protection and large direct and hidden export subsidies to
offset the cost of over-valued currencies. These devices
created inefficient industries and high-cost products for
the domestic consumer, and eventually slowed down ex-
ports. They may have saved or earned foreign exchange
temporarily but this was done at the cost of deterioration
of their economy and its future potential for expansion of
output and trade.

The method upon which Korea based its policies had
the objective of creating a rational, sustainable and export-
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oriented industrial growth which would minimize the
necessity for long-term government subsidies, provide
lower cost products for domestic use, and assist in the
process of raising the standard of living. This was
accomplished by establishing a realistic exchange rate,
reducing import restrictions and making export growth
a primary objective in government investment and lend-
ing programs - including both short-term across-the-
board (i. e., applicable to all exports) subsidies - and
by establishing a massive program of support activities
including technical assistance programs designed to
promote efficient production that could stand up to inter
national competition.

While it is possible for a country to engage in ex-
port activities even under conditions of economic insta-
bility and inflation, it is extremely difficult to do this
and at the same time obtain the gercral benefits from
export development described above. In an inflationary
economy the possibility of earning profits through dom-
estic activities is much greater than through exporting.
Importing commodities, stockpiling inventories, and
construction activities present greater opportunities
for large profits, while the time lag involved in export-
ing discourages this activity. Rising material costs
and export prices do the same. Therefore, the stabili-
zation measures adopted by the Korean Government
provided an essential backdrop for the evport program,
including the provision of the necessary domestic sav-
ings for investment in export expansion. The freeing
of import restrictions, plus the other stabilization
measures forced Korean producers to be competitive,
increased the supply and variety of production m: terials,

-
and helped contreol prices.
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In countries where the pre-conditions of stable
economic growth and rates of exchange already exist,
less attention to them will be required than of Korea.

B. Essential Conditions for Success

Five essential conditions must exist, or be created,
to achieve a major acceleration of exports in the typica!
environment of the less developed countries.

-- An awareness by both the private and public
sector of the necessity for export development,
and a willingness to do something about it.

-- An entrepreneurial community interested in
and capable of developing the necessary manu-
facturing and agro-industries. If such a
community is weak, there must be evidence that
it can be strengthened or if it is non-existent,
that it can be created.

-- Products available or products that can be
developed for export which can compete in
price, quality, volume and time of delivery
in the international markets. In addition,
markets for these products must exist.

-- A broad program, developed by the direct
participation of both the private and pubic
sector, to create the necessary structure and
the profit incentives that will 1nduce the

private sector tc involve itself in export develop-
ment in preference to doing something else.

-- An organizational structure that will mobilize
and activate all of the related private, public, and
quasi-public sectors of the economy, including
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the economic ministries, support institutions
banks, educational institutions, trading and
business community, and both native and
foreign entrepreneurs.

Each of these five points and the manner in
which it was developed in Korea after 1963 is elab-

orated below.,

1. The Desire to Export

Becaus of the unfavorable balance-of-payments
situation, declining foreign aid and the cognizance of
the need for an external stimulus to industrial growth,
the government recognized the necessit; for a large
increase in exports.

Those sectors of the business community that
had made large profits from the high rate of inflation,
while admitting the need for export devclopment,
resisted many of the stabilization measures. To their
credit, however, they understood with a minimum of
education and explanation, that in the long run it was
to their interest to accept stabilization. The few export-
ers as well as the smaller business.nen had been initially
inclined to support the stabilization program. Thus, in
a short time the entire business community recognized
the necessity and desirability of increased earnings in
foreign exchange and became eager to proceed.

The business community, having more or less
accepted stabilization in principle, had to be educated
to an entirely new philosophy of business.

Competition between producis, particuiariy on
the international market, is based on quality, price, and
timing, therefore, busiress must emphasize efficiency,
cost control, quality, speed, and larger scale production.
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The expanded production and sales will offset the
smaller unit profits which must be taken to compete.

While this philosophy needed development, both
government and business showed a demonstrable desire
to enter into an export program. Without such a desire
no program can succeed.

2. Existence of an Entreprencurial Class
and a Trading Community

An entrepreneurial class should exist, and if it
does not exist there should be evidence that individuals
in the community can be developed into entrepreneurs.
These individuals might include those now engaged in
manufacturing for domestic use, or nersons who have the
ability and imagination to engage in new and expanding
activities.

An important group consists of those businessmen
who are now traders. These might be importers who
could fairly easilv direct their activities toward exporting.
They might be traders engaged in dom.estic trade who are
both collectors and distributors of products. In countries
where primary preducts in agriculture and the extractive
industries play an important role, existing traders with
initiative can deveiop into entrepreneurs.

Korea had some manufacturers and many traders
for the domestic market. Bcth groups provided a basis

for developing an exporting entrepreneurial group.

3. Exportable Products.

A preliminary though cursory survey indicaterd that
Korea had existing and potential products that could be
developed for export. It was evident that most of these
1 ~oducts could not meet international requirements as to
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price, volume, quality, design, packaging, delivery
time, ete. However, sufficient products and potentials
could be developed to meet world market requirements.
In making this survey, major umportance was given to
availability of the products selected,

4. Developing the Program

Since the pre-conditions existed (at least to the
extent that permitted strengthening them while direct
export development efforts were proceeding), it was
possible for the government and the business commu aity
with the assistance of A. I, D., to undertake a planned
program of export expansion. The program in Korea
consisted of a number of incentives and of other support
measures which together formed a systematic and com-
prehensive approach. Similar activities may well be
applicable in whole or in part to other developing coun-
tries. These will be outlined in Section C below.

5. Organization for Export Development

Prcgrams developed on paper can sound good.
But they remain rhetoric unless there is an organization
capable of putting into action the measures and ideas
which the programs set forth.

In the complex organization of governments,
there is a tendency to confuse words with action. Elab-
orate programs are worked out by well intentioned
committees and authorities. Action is then assigned to
some agency, which reviews the words, and then proceeds
to continue to carry on its activities as it did previously,
paying scant attention to organization necessary to imple-
ment the new program. The Korean export effort set »ut
to counteract these usual tendencies. The method is
described in Section D below.
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Incentives wund Support Measures

l. General Principles Repgarding Incentives

A basic philosophy concerning the nature »f the

incentives evolved as follows:

a. Obviously, all incentives are a form of
subsidy but as m ich as possible direct subsidies
for particular prcduction facilities should not

be utilized. Such subsidies tend to create in-
efficient industries and are difficult to remowve
later.

b. As much as possible, incentive benefits
should be limited to new exports or export
development industries. Their purpose is to
expand exports and not to be simply an extra
"bonus" for already existing exports.

c. If all tax incentives are given only to profits
from new or expanded exports, they do not deduct
from existing government incomes, but only from
additional revenues created as a result of the new
growth and new exports.

d. Policy should also preclude tariff protection
as much as possible. Exporting involves inter-
national competition and requires efficient pro-
duction. Protection tends to develop ineflicient
and high-cost industries.

e. Import substitution is, in theory, a proper
way to reduce the drawdown of foreign exchange
earnings. If it can be done without embarking
on a program of high tariff protection, it is
effective. Regretfully, in practice it almost
universally results in over-protected, inefficient
and high-cost industries that not only
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create expensive producets for domestic
use, but act as a brake on export expans-
ion. In general, import substitution just
doesn't work,

f.  Inthe initial program stages in

particular, the banking and financing com-
ponents of the program should not dominate

the effort. A practical way to avoid this is

te keep the export development organizations
from being directly associated with banking
institutions. Rather, the financial institutions
should only be one of the several organiza-
tions within the cxport development framework,

g. A wide variety of incentives should be
developed which are applicable to many
situations, This ulso leaves a flexible situ-
ation where other proposals can be adopted
if all of the original incentives proposed are
not completely accepted.

4. All incentives should be made available
to both native and foreign compu .ies, and to
joint ventures.

2. Profit Incentives

The government recognized that in a private
enterprise system production for exporting is domne pri -
marily by the private sector, and that the government
must create profit incentives to induce the business com-
munity to engage in export development. As recommended
by the Joint Export Commission (EPSC) described below,
the Korean Government relied largely on free market
forces and inaugurated an extensive series of credit, tax
finance and support incentives for this purpose. It also
took steps to eliminate restrictions and restrictive prac-
tices that interfered with this development.

»



3. Credit Incentives

These were designed to make credit available
to companies wishing to expand and develop new exports
and {o give these companies credit beyond their present
credit structure:

a. Short-term, low-interest loans against firm
letters of credit. L/C loans were made at a
6-1/2% per annum rate, contrasted with bank
loan rates that ranged downward from a rate of
28%, and with the average on all loans of approx-
imately 17%. A co-signature system on L/C
loans was instituted by which the trader and the
producer could share in this loan in proportion
to their portion of the value of the export item
involved.

b. Loans for purchasing indigenous or import-
ed raw materials.

c. Low-interest loans to permit credit sales
to foreign customers against bills of lading.

d. Special low-interest crop loans on agri-
cultural products designated for export.

e. Same for seafood products.

f. Top priority to capital development and
machinery loans for new or expanded export
industries,

4. Tax incentives

a. No income tax or a reduced income tax
on profits from new or expanded exports
during development period.

b. Accelerated depreciation allowances on
new plants, machinery, or improvements on
agricultural lands used for export products.
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c¢. Tax deduction allowance on travel and
overseas promotional expenses.

d. Reduction of local taxes (sales, trans-
action, real estate, etc.) on indigenous
and imported raw materials dsed for
export products.

e. Reduction of or a limited time exemption
on all taxes on new or expanded plant facili-
ties or agricultural land developed to expand
exports.

f. Tax deduction for research and technical
assistance expenses connected with new exports.

g. Elimination of all export taxes.

5. Other Financial Incentives

a. On coal exports - uniform freight rates
to any export port from any internal location.
b. Free entry of machinery used for export
development.

c¢c. Free entry through an individual plant
""bonded warehouse' system, of raw materials
used in products for re-export.

d. Free entry of supplies, not for re-export, but
necessary for production, e. g. lubricating
oils, dies, processing chemicals, etc.

6. Other Support Measures

In addition to the direct financial incentives, a
series of other support measures including the strengthen-
ing or creation of institutions related to exporting, were
provided or planned. These measures included:

a. International trade promotion and market
research (Korean Trade Promotion Corporation -
a government agency)
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Productivity (Korean Productivity Center)
Massive input of technical assistance
Simplification of paper work procedures
Quality development and control

Export inspection

Design

Packaging

Export insurance

International arbitration of disputes
Business ethics education

Expedition and complaint centers
Standardization

Market research training

In-and-out travel missions

Industrial parks and free trade zones
Engineering, technical and vocational
training programs.

LT ORI FTIFADELOT

The pros and cons of these incentive and support
measures are discussed in subsequent chapters. While
all of these incentives are not applicable to every devel-
oping country, the important fact is that incentives are
an essential ingredient to this development process.
Without these incentives it would have been impossible
to develop the program in Korea.

D. Joint Expcrt Development Committee (EPSC)

1. Need for An Organization

A massive export develobpment program involves
almost every part of the economy, including most of
both the private and public sectors. A method had to be
found that would mobilize and activate all these forces
in the community. A mechanism had to be developed
that would actively involve every economic Ministry,
quasi-government agency and university, the banking
community, and all sections of the business community
in a single organization that could plan, coordinate,
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activate and direct the entire program.

In many countries, the writer has observed the
establishment of a top level export committee, com-
posed exclusively of government and/or banking officials.
While these committees may achieve some limited suc-
cesses, they are not wholly successful because they dc
not actively enlist the entire economic comraunity of
their country. Even when the membership of such a com-
mittee includes important officials of public and private
organizations, it does not rnecessarily serve its intended
purpose. What is essential is a conscious and continuing
effort to get the active participation of all related sec-
tions of the government and the business-economic com-
munity and of individuals.

2. Establishment of the EPSC

In Korea, the various agencies and ministries
did communicate and meet with each other, but these
were unorganized and unstructured contacts which did
not, at first, result in unified action. In 1963, a joint
export development committee that should have accom-
plished this objective was established on paper. In
practice, the committee was non-existent. A. Il D. began
late in 1964 to probe the feelings of the many interested
persons regarding the formation and activation of this
committee. While there was general agreement as to its
usefulness, much of the acceptance was mere lip service.
Ministerial prerogatives, distrust between the business
community and government agencies, and general inertia
miligated against its activation. A continuous campaign
of explanation and education was required to gain com-
plete acceptance of this concept.

In March, 1965, as part of the export develop-
ment program, the Joint Export Development Committee was
officialy established as a sub-committee of the Economic
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Cooperation Council ( ECC), which was the top level
coordinating organization of the Korean Government
and A, 1. D, The Joint Export Development Committee
was usually called the Export Promotion Subcommittee.
By agreement between the Deputy Prime Minister, who
was also the head of the Economic Planning Board, and
the Director of the U.S. A.I1. D. Mission, representa-
lives of the Mission were made part of the EPSC.

3. Organization and Activation of EPSC.

EPSC consisted of: (a) the Vice Ministers of
Commerce and Industry, Agriculture and Forestry,
Finance, Economic Planning, Transportation, and
Foreign Affairs; (b) the Directors of other govern-
mental and quasi-government agencies such as
Customs, Monopoly, Korean Export Promotion Corp-
oration, Bureau of Standards, agricultural and indus-
trial research centers; (c) the governors and officials
of the Bank of Korea and of private banks; and finally
but very important, (d) the Presidents of the Korean
Chamber of Commerce, Korean Businessmen Associ-
ation, Korean Traders Association, Small and Medium
Business Cooperatives Association, and other trade
associations. Thus was combined the private and
public sector.

The Vice Minister of Commerce and Industry
and the Deputy Director of A, I. D. were co-chairmen
of the EPSC. The EPSC relied on a steering committee
to do the detailed planning and coordinating of the over-
all export drive. This steering committee consisted of
two people, the Assistant Minister of Commerce and
Industry and the A. 1. D, Export Advisor.

At the working level, a series of cross-sectional
private and public sector working task forces were
responsible for activities in the following areas: Finance
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and Taxalion. Agriculture, Fishing, Mining, Heavy
Industry, Light Industry, Marketing, Information,
Quality Improvement and Technical Assistance, Simpli-
fication of procedures, and Exporter-Importer Relations.
An A. L D. technician was attachked to each task force as
an advisor. The A. L D. technical advisors attached to
every task force were able to contribute their experi-
ence and knowledge.

The activation of these Working Task Forces
required considerable effort on the part of the steering
committee. At first, members of the working groups
were inclined to think that they existed merely to obtain
financial assistance from A, L D. As their work pro-
gressed, they gradually began to function as overall
policy-making committees formulating plans and recom-
mendations to implement the basic export program estab-
lished by the government.

The central staff of EPSC consisted of a small
Secretariat whose only job was to expedite meetings,
gather minutes and prepare resumes for central com-
mittee meetings. The work of developing programs was
left to the working committees or task forces who in
turn would call upon the constituent organizations for
advice, programs, ideas and activities. In this manner
the private and public sectors were mobilized into an
institution which involved them in all aspects of the de-
velopment process.

Since a commodity-by-commodity approach was
necessary, the Ministries of Commerce and Industiry
and of Agricuiture and Forestry assigned a total of 35
commodity chiefs, each responsible for a single com-
modity. While reporting directly to the ministries in-
volved, they also coordinated their activities with and
submitted reports to the appropriate EPSC working
groups. EPSC suggested that each commodity chier
should work with representatives of the indusiry to set
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up an advisory committee. This instruction vas carried
out in some areas, but was not fulfilled in others.

4. Korean Take-Over of Function

Parallel o the EPSC was a similar government
committee, which consisted only of government officials
with the business representatives acting in an advisory
capacity and without A, I, D. members. Many of the mem-
bers of the government committee were also members of
the joint committee. As the committee members pained
experience and knowledge, the work of the joint committec
was gradually taken over entirely by the various agencies
and sub-committeces of the govermwment. The government
committee in turn took into its ranks more representa-
tives of the Korean business community. By the end or
1966 the joint committee (EPSC) ceased functioning and
its entire work was handled by the Korean Government
and private business sector committees.

5.  Accomplishments of KPSC

Since EPSC was not a govermumnent agency, it had
no power other «nan to make recommendations. However,
the record for the two years shows that almost all of its
recommendations were adopted by various government
agencies.

One reason for this record is that the Korean
Co-Chairman of this committee, from its inception, re-
ported once a month directly to the President of Korea on
the committee's work and the ensuing program implemen-
tation by the Korean Government. The President took a
personal interest and issued instructions on major policy
matters from time to time. The weight of his office gave
continuous support to the activities of the Joint Export
Development Committee, i.e. EPSC. Statistics of actions
taken are shown in the following tables. Full data on the
nature of proposals and results are in the appendixes.



Finance & T:xation
Agriculture
Fisheries
Mining
Light Industry
Heavy Industry
Simplification
of Procedures
Informa‘ion
Exporter 'Importer
Relatio..s
Marketing Analysis
& Research
Quality Improvement
& Tech Asst,
Export to Vietnam
Steering Committee
and n, e. c.

TOTAL

Table 7

Summary of Actions taken on Proposals 1865 (Jan = Sept)

EPSC Proposals

T*ader
Proposals Consid=- No
Accepted eration Action Total
0 5 2 7
2 7 4 13
0 2 3 5
5 2 3 10
1 2 1 4
3 1 1 5
3 0 2 5
g 4 2 6
1 0 0 1
1 4 2 7
4 3 4 11
3 3 2 8
1 1 Q 2
24 34 26 84

1965 Export Promotion Poliey Proposals

Under

Proposals Consider- No Grand
Accepted action Aection  Total Total
10 2 1 13 20

0 i 0 0 13

9 1 Q 0 ;5

0 0 0 0 10

2 0 0 2 &

0 0 0 0 5

3 0 0 3 8

i ] 4] 1 7

3 1 4] 4 5

5 1 Q 6 13

10 0 0 10 %1

0 0 0 0 8
5 2 0 7 o

39 6 1 46 130

A, Most

Report = Oct 1965
USOM/K ED/PE

-zg-



Table 8

Summary of Actions taken on Proposals 1966 (Jan - Sept)

EPSC Proposals 1966 Export Promotion Policy Proposals
Under Under
Propoals Consid- No Proposals Consid- No Grand
Accepted  ation Action Total Accepted  eration  Action Total Total
Steering 5 0 0 5 10 0 2 12 17

Commitiee
Finance &

Taxation 4 0 1 5 17 2 3 22 27
Agriculture l 2 2 h - - - None 5 i
Fishery 0 2 0 2 - - - None 2 T
Mining 2 ) 0 7 - - - None 7
Industry 2 0 0 2 3 0 0 3 3
Quality Inspection

& Tech Asst, 8 2 0 10 ) 0 1 6 16
Ma}r-keting 10 0 0 10 14 0 T 21 31

TOTAL 32 11 3 16 49 2 13 64 110

A, Most

Report = Oct 1466
USOM K - D P E
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The recommendations formulated each year
became to a large extent, the export program for the
following year. As the overall program developed,
government institutions and private organizations them-
selves more and more took on the functions required for
its implementation. The committee's work changed to
one of formulating broad policies. During the second
year the number of working groups were reduced,and the
number of meetings declined, as did the number of peo-
ple required to attend.

Toward the end of 1965, and again in 1966, a
complete report was prepared and presented by the
Steering Committee to the Economic Cooperation Council.
The presentation of the report was attended by the Deputy
Prime Minister and the A. I. D. Director who served as
chairmen, and by the Ministers and other important offi-
cials of the major economic ministries and government
organizations concerned. The full reports were circu-
lated in advance, and point-by-point summaries were
read to the Council. These reports were given serious
attention, and their recommendations assisted in formu-
lating govermaent policy and acti>ns. The fact that all
these busy officials devcted a half day to attending the
presentation and discussion of this report is evidence of
the importance that was given to export activities.

In conclusion, the system was effective (1) be-
cause the Joint Committee succeeded in mobilizing,
uniting, and activating all areas of the private and public
economic structure related to exporting, and (2) because
the Joint Committee gave the government committees,
which functioned separately, usable advice and ideas. In
the short period of two years the government structure
had become so institutionalized and operative that it
required no more outside assistance.



CHAPTER V

EXPORT DEVELOPMENT PROGRAM

The formulation of the first overall program began
in early 1965. The job of putting this program into a
single document was given to the Assistant Minister for
Export Development of the Ministry of Commerce and
Industry. A, I D, furnished technical assistance.

The program as finally formulated was a mixture
of broad policies, statements of purpose in certain
fields, specific and detailed implementation measures
in others, and a series of predictions. Some of it was
poorly defined and over-general. It included financial
and taxation measures, a series of studies, technical
instructions, research proposals, marketing measures,
references to specific industries, and plans for the
establishment of some new institutions and the strength-
ening of others. Despite the mixed nature of the con-
tents, it brought together all the elements and measures
required to achieve the high priority given to export
develooment. Included in the program was the establish-
ment of the Joint Export Committee (EPSC) previously
described.

A. Economic Study to Determine Program
Size and Shape

Following the determination of the general com-
ponents of the program and its institutional framework,
the next step was an economic study to determine
realistic levels of proposed export increases. The
Economic Planning Board -- the senior economic
Ministry -- was given this task. Its Minister was also
the Deputy Prime Minister and the Chairman of the
* Cabinet Sub-Committee of Economic Ministers. In
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addition to its planning activities, it had control over
the budget (and foreign aid) and thus had great leverage
over all the other Ministries., The Ministries of
Commerce and Industry, and Agriculture were called
upon to develop targets for each product based on an
analysis of increases which were attainable.

Foport development required capital input into many
industrial, agricultural. mining and seafood development
sovivities, Credit financing was needed for the proposed
imeentives program as well as for raw materials and
working capital.  In addition, financing was necessary to
develop the physical and institutional infrastructure.

In addition to setting export target goals and estima-
ting the financial resources which they required, it was
alzo necessary to consider how the financing might be
obtained.  The planning of export development was only
a part of the overall planning for the development of the
ent’. - economy. Since export development had been given
the wughest priority, in some instances resources were
withdrawn from other programs. Most of the financing
came from Korea's own resources, public and private,
with some help from A. L D, and other international assist-
ance programs.

Since achievement of the stabilization program de-
pended heavily upon anticipated export earnings, there
was real pressure to meet the targets of the planned
export program. Nevertheless, there was a dynamic
approach, with constant reviews and shifts in priorities
and allocations.

The Ministry of Commerce and Industry assigned
export targets to every organization in the country. Each
>ub-district, each city, each industry and each industrial
organization received specific targets. Targets were even



established for individual companies wherever pogsible
Cv rseas, the Ambassadors and the KOTRA centers
(Korean Trade Promotion Corporation) were given the
responsibility of seeing that country sales targets were
fulfilled. The process of establishing the targets was
not always scientific, and they were often educated
guesses. While the overall goal was not changed, the
ceparate individua targets were shitted ag experience
or further analysis suggested, To the amazement of
those not directly associated, the netional, annosl,
overall target was reacied year after year.

It is probubly essential to any program anywhere
in the worid that, while it may not necegsarily follow
the exact Korean pattern, it establishes gouls, and
provides financial resources which meet the require-
ments.

B. Financing the Program

The economic studies had determined the sub-
stantial amounts required for this extensive development
program. The direct and indirect subsidier. tax rebates
and support institutions, as well as the rew capital
investment, involved a significant portion of the national
income and of the national investment input.

The Korean economy was receiving assistance from
the United States and other foreign donors,and foreign
investments from Japan and some European countries.
Questions have been raised as to whether it would have
been possible to mount this export program without
such a massive input of assistance. U.S. aid assistance
had been much greater during the ten years prior to the
beginning of the export drive. From 1963 on it began
tapering off and while substantial, it was considerably
less than previously. Development loans were replacing
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grant assistance. Total net borrowings and net trans-
fers from the rest of the world from all sources con-
stituted approximalely 10 percent of the Gross National
Product for cach year 1957 to 1963, In each of the follow-
ing three years 1964, 1965 and 1966 foreipgn resources
constituted about 7 percent of GNP and in 1967 about
8-1/2 percent.

Knowledgeable economists connected with the
program have stated that investment needed for the
export development program could have been made
available even if there had been no outside economic
assistance. Technical help can be bought, if not pro-
vided otherwise. Export increase would undoubtedl ¥
have moved at a much slower rate, but could have been
developed through the local resources available in Korea,
if the right policies had been "’ zablished.

The funds required carie from many sources. Part
of them came from the government budget, part from
capital growth, and part from the rapid expansion of
private savings that followed government stabilization
measures - which included raising the rate of interest
for savings paid by banks from 16 percent to 30 percent.
This increase in the savings interest rate attracted
large sums into the banks, which could channel the use
of the funds in an orderly and planred manner. Priority
was given to export financing, which was given subsidized
interest rates.

The cost of giving the low interest rate to exporters
for various purposes (including the important incentive
of 6-1/2 percent loans against letters of credit) was borne
by the Central Bank rediscounting the loans by the com-
mercial banks. The rediscounting was covered partially
out of other profits of the Central Baik, and partially
from government subsidies to it.
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As exports increased, more and more credit was
available from foreign sources as well as from the
large increase in foreign exchange reserves. In 1965
these reserves amounted to $138 million. By 1967 they
had reached $347 milliou,

It was possible to finance export development needs,
despite necessary monetary and budget restraints,
because of the careful attention given to the source and
distribution of financing.

C. Selling the Program to the Country

The next step was to sell the program to the public,
and particularly to the business community. The initial
drive was begun by President Park of Korea at a well
publicized meeting to which men from the top levels of
government, from support institutions, banks, and a
wide sector of the business community had been invited,

President Park announced that export development
would become the number one priority in the economic
development program. He placed such emphasis on the
export program that his announcement was headline news.
(See The Korean Republic, Seoul, Jan. 10, 1965, p.1.)
Subsequently, many other meetings were held in cities
throughout the nation and much publicity was given to the
various aspects of the program.

The Joint Export Development Committee reported
in a body, once a month to the President of Korea, who
took a personal interest in the problems presented.

vach Cabinet Minister had regular meetings about
the export program with his staff. The Presidents of the
varicus business organizations called meetings of their
members to promote, explain and discuss the problems
involved.
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The A. L D. Mission Director and the Senior Export
Advisor met with hundreds of businessmen, and dozens
of business organizations. A regular series of weekly
luncheons with the heads of various organizations was held.

This massive promotional campaign created enthusi-
asm throughout the country. Almost every sector of the
business community from the largest to the smallest be-
came interested, and began to give thought to how they
coild become involved. Success stories were publicized
and exporting became one of the prime objectives of every
businessman and business organization. Prizes were given
at ceremonial occasions for successful performance.

D. Input of Technical Assistance

Because of the nature of the developmental process,
the export program required a massive input of technical
assistance. it included specialized technicians assisting
in specific projects at the management and factory levels
as well as generalists advising at the highest levels. It
included sending trainees overseas both as individuals and
teamns as well as developing training and educational pro-
grams in the country.

In Korea much of this technical input was requested
by the Korean Government from A. I D. The Mission ob-
tained new advisors and made liberal use of experts al-
ready in the country for other purposes. The A. L D. Export
Development Committee and the Senior Export Advisor co-
ordinated the whole program. Other assistance came from
international organizations and from private business. The
source of technical help can be varied, but the desire by
both government and the private sector to be guided by its
advice is most essential.

E. What Not To Do

Certain export activities in many parts of the world
have been observed to bring little or no results. Some of
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these activities are included here as a note of caution.

1. Premature Propaganda

Internal propaganda is a part of export develop-
ment. However, no campaign should be prematurely
started. The programs, incentives and organizational
structure should be planned before launching the campaign.
A premature campaign could involve business in activities
which might not be successful, and thus would actually set
back the program. Propaganda exhortations in the name of
patriotism are insufficient. Concrete plans and incentives
must be presented.

2. Over-emphasis on Selling

Often a so-called export development program
consists only of export promotion -- the selling process.
This is importani, but it is only one part of an export
program. Export development includes the entire range
of activities outlined previously. Before promoting there
must be products to promote.

3. No Panacea

Unplanned, haphazard and unrelaced incentives
or activities may help, but will not succeed in bringing
large scale results. For example, in the Philippines the
major government export organization was established
to tackle one problem, that of export procedures. In one
Latin American country the major emphasis of the pro-
gram evolved was to develop "industrial parks.’ In other
countries a single incentive or a single production devel-
opment program was established. At best, haphazard
activities can only bring limited success and may dampen
the enthusiasm and initiative of the export community.
The problem must be surrounded.
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4.  Money Isn't Everything

Although important, financing and investment
" ould not be given primary prominence. While 't is
sometlimes unavoidable, it is wiser if the export organizy-
tions are not part of a banking institution. Rather the bank-
ing institution should be one of the component parts of the
export organizations.

S Exclusive Organizations

In many countries, small export committees
have been established. Some consist only of government
officials, others mostly of banking officials, and still ott-
ers only of business organization officials. While these
can do useful work, they do not accomplish the basic pur-
pose of involving the whole of the government and the pri-
vate sector together. They may also develop into bureaucr-
acies which perpetuate themselves. In each country the
type of organization must be determined by local political
and economic factors. However, the best organization is
that in which the central committee has a small staff and
the work is done by the participating organizations.

6. Over-optimistic Sellers

In developing a program one cannot always wait
for logical step-by-step development. If an individual
product meets internationzl standards and can find a mar-
ket, it should be pushed without waiting for the whole pro-
gram. Success stories are important. However, it is
essential that products actually be ready for the interna-
tional market. Often the sample may be acceptatle, but
the producing unit is not quite ready to fulfill the orders
it has accepted either as to quality, quantity or time of
delivery. Premature selling without an organization to
back it up can often do more harm than if no selling had
been done in the first instance.
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CHAPTER VI

A, L D, MISSION'S ROLE

A. Organization for Assistance

Even prior to the complete realization by the Korean
Government that a large increase of exports was impor-
tant to their econom ic development program, the A, 1, D,
Mission had recognized the necessity for this activity.
Both in preparation for and subsequently as a result of
the request for assistance from the Korean Government,
the A, I. D. Mission Director made the determination to
establish the machinery within the Mission to assist in
this activity. It was agreed that export development
required a coordinated overall approach within the A, 1. D,
organization. The program would involve every aspect
of A, L. D. activities -- programming, economic analysis,
financing, technical assistance, industry, agriculture,
mining, seafood, education, investment promotion and
information activities.

Because all activities were involved and exporting
is everybody's business, it would be nobodv's business
unless there was a focal point for these activities. The
A. L D, Mission therefore established an Office ol Export
Development and Private Enterprise designed to serve
both the Mission and the Korean Government. The Senior
Export Advisor was to act as a focal point of ideas, to
coordinate and give impetus to the activities of the Mission,
and to assist the Koreans in the same process. His
staff consisted of two assistants (one American), two
secretaries (one American), and one interpreter.

The Director set up an A, I. D. ccmmittee of repre-
sentatives from each of the divisions indicated above vith
the Senior Export Advisor acting as Chairman, to deal
with export development. Closely relatcd to export
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development was the foreign investment promotion
program. An A,L D, committee for foreign investment
development was also established with the Chief of the
Finance Division as Chairman and the Senior Export
Advisor as a member., A third committee concerned

with small and medium industry was chaired by the

Chief of the Industry Division, There were still

other committees in other areas of activity of the Mission.

When programs had been formulated by the A, L. D,
Export Committee, implementation was turned over to
the appropriate division. The lines were sometimes
blurred and there was inevitable overlapping of pro-
gramming and activity, but as much as possible this
method was carried out.

Through the regular Director's meeting with the
senior staff, plus ad hoc meetings on specific problems
with the various Chairmen, the work of all these com-=
mittees was coordinated. The Senior Export Advisor
and the A, I D. Export Committee were the contact point
between the Korean Govarnment and the A, I, D. Mission.

Within the Mission these committees reflected the
philosophy of the '"overall" approach. For example, a
proposal regarding the exports of fresh fish would be
assigned to the seafood member of the Export Committee,
who would not only use staff of the Rural Development
Diyision, but also get technical advice from the Industry,
Finance, and Program Divisions concerning such ques-
tions as financing for fishing ports, or transportation
from the ports to the market, processing and freezing
of fish, or the search for a market. He might either set
up an ad hoc committee or seek advice from the various
departments involved. In this manner all sections which
were involved in a problem took a part in the decision-
making process.
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As has been previously described, the Joint Export
Development Committee (ESPC) subsequently established
by the Korean Government had a number of working com-
mittees. A staff member of A, I D. was attached to cach
working committee in an advisory capacity.

In addition to the members of the Mission, the
Commercial Attache of the Emb ssy was also a member
of the A, L D, Export Committee, and other Embassy
officials would participate in its activitics from time to
tivne., Subgequently, a special Military Procurement Com -
mittee, consisting of representatives of the U.S. Armed
Forces, the BEmbassy and the Senior Export Advisor, was
established (o assist the Koreans in selling their products
to U.S. Armed Forces stationed in Korea and to Vietnam.
There was also a joint Korean Government-U, S, Military
Procurement Committee.

In order to give the program the impetus it required
as well as to indicate to the Korean Government the impor-
tance that the Director attached to it, the Senior Export
Advisor needed access to the highest level of government
and business, and the continuous support of the Director.
Almost immediately after his arrival, he was personally
introduced by the Director to the appropriate Gcve rnment
Ministers, and to the heads of the major business ocrgan-
zations. The Senior Export Advisor at all times had direct,
easy access to the Mission Director and Deputy Director.
Their guidance and assistance as well as the quick decisions
that could be made at this level, were of inestimable help in
developing the whole program.

This writer had the good fortune to have many years of
experience as a production engineer, construction engineer
and businessman in a wide variety of enterprises, and also
served as Industry Chief of the Marshall Plan in Italy and
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special assistant in France and Germany for three years
starting in 1950, This combined government, business,
production and engineering experience, and previous de-
velopment work in Europe stood him in good stead in
developing the prograw. Similar broad engineering and
business experience would be a useful asset to anyone
who might be chosen as organizer of and principal advis-
or to an export program.

B. Learning the Problem

Since there had been no comparable export develop-
ment program in the past, the Senior Export Advisor
began his work gathering ideas and opinions from all
possible sources, including an intensive reading program
and discussions with every A, L D, division chief. The
Ministers of the Korean Ministries involved arranged for
him also to meet their Division Chiefs. Further discus-
sions were carried on with leading members of the bank-
ing community, of KOTRA and the various supporting
agencies then in existence. He also talked with engineer-
ing and business school officials, and with economists.

The Advisor undertook a series of trips throughout
the country, meeting members of the business community,
the Chamber of Commerce, local city and provincial gov-
ernors, mayors and officials in every locality. He visited
more than one hundred factories, shipyards, mines, food
and seafood processing and freezing plants, etc. In this
manner he became familiar with the productive capacity
of the country, and also obtained some concept of the
technical needs of these production units.

An important part of these studies included learning
the general history and culture of the country -- its reli-
gions, manners and philosophy. He visited many of the
universities, attended lectures of the Royal Asia Society
and visitedd monuments, temples and shrines. This general
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education on the culture and history of the country
helped him to understand which forces would influence
change to a modern culture based on technology and
business,

C. Contacts with the Business Community

Exports are created primarily by the manufacturers,
traders, and general business community. Government
can only formulate policies and administer incentives
that stimulate the businessmen in this effort. While the
Mission had over the vears developed many contacts with
specific industries, and with companies to which it had
granted loans or assistance, there was no point in the
Mission on which these contacts could focus. It was im-
portant that the business community, through its collec-
tive leadership, have a single avenue for exchanging
opinions with the Mission. This avenue had to be one that
afforded intimate contact, and also a sense of the interest
with which opinions were received,

The Advisor spent a large part of the first several
months meeting with the executive committees of all the
major, and many of the minor business associations in
Seoul and in other cities of the countiry. Out of this de-
veloped a regular series of small luncheon meetings with
the key organizations. These were conducted without fan-
fare or publicity. The most important of these was a bi-
monthly meeting with the Presidents of the ""Big Three'',
the Korean Businessmen's Association, the Korea Traders
Association and the Korean Chamber of Commerce. At
these luncheons, the Senior Export Advisor was often
accompanied by the Ambassador, the Mission Director,
or by other senior members of A, I. D. and the Embassy.
From time to time important visiting businessmen were
also invited.
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These meetings, in the course of the two years,
proved extremely valuable and the businessmen repeat-
edly stated that they found in them a new and fruitful
means of communication and a method of cooperation.
In addition, to the joint meeting with the Presidents of
the "Big Three'', separate monthly luncheons were held
with top staff of each of these organizations.

There was also a weekly luncheon with the President
of the Korea Trade Promotion Corporation, and occasion-
ally with other staff members. When the Korean Market-
ing Association was later established, it was included in
the regular bi-monthly luncheons.

Of great importance, although it had considerably
less power, was the Medium Industry Cooperatives
Federation. This organization represented 65 Trade
Associations with a total membership of approximately
7. 500 small businesses.

The Senior Export Advisor also attended meetings
of the American Chamber of Commerce in Seoul, and met
with Commercial Attaches of other countries represented
in Korea. In addition, he had numerous unplanned meet-
ings and luncheons with Korean busi. ssmen, and with
visiting American and foreign businessmen, and he became
a member of the Seoul Rotary Club.



CHAPTER VII

GENERAL PRODUCT ANALYSIS

A. Product Selection

A rather complete survey of the products that were
exportable was made. The Korcan economic expansion
program was being pursued on a long-range basis. In
1964 Korea was already half way through its First Five-
Year Plan and was preparing the Second Five-Year Plan.
The Economic Planning Board had the assistance of a
first-rate A, I D, staff, plus a consulting team {rom
Robert Nathan Associates, and special consultants who
were brought in from time to time.

The export program was divided into three sections:
short-range, middie-range and long-range. The middle
and long-range sections were influenced by and would in
turn influence the capital investment program, which
included incentives to attract foreign capital. Different
sets of criteria were evolved for each of the three sec-
tions of export development. Both for the psychological
and the eccnomic gains that it would bring, the short-
range prcgram was given first imoortance,.

Sirice Korea lacked the resources to promote every
available product even in the short-range categories, a
list of priorities was determined. A first priority was
for the few natural resources available for immediate
export -- tungsten, coal, clay, seafood and agricultural
products -- since these were "instant''and 100% earners of
foreign exchange. The major thrust, however, was in the
direction of new products in the areas of processed foods
and particularly manufactured goods, because significant
increases in earnings could come only from the develop-
ment of new activities.
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The criteria for selecting products for the short-
range program included: (a) high-labor content, (1)
products for which labor could be quickly trained. (c)
utlilization of any existing idle capacity, (d) low capital
investments, (e) utilization of native raw materials,
(f) availability of international markets.

The last point was considered the most important,
Many countries have tended to expand development of
available products without sufficient attention to their
marketability. In some instances markets were the
determining factor for Korea even though all the other
criteria listed above were not satisfactory. For example,
Korea has developed a market for plywood, despite the
fact that the country has no timber, that plywood manu-
facturing is a capital imcnsive industry, and that its
quality demands skillful training of engineers and of labor,
In 1967, she exported a tolal of approximately $36 miliion
of plywood, mostly to the United States. Another example
is sweaters., Korea has developed a market in Sweden for
approximatery $8 million per annum of knit wear. With
the Swedish trade as an incentive and the knowledge and
technical experience gained, the sweater market has now
great'y expanded to many other countries. The initial
development of the market in Sweden was almost an acci-
dent and could not have been foreseen in the early stages
of planning export development.

There is a widespread misconception that low price,
cheap articles represent the best possibility for export
development from less-developed countries. While there
are some possibilities in the initial stages, this is a poor
area for competitive growth. Cheap items are often pro-
duced in developed countries by highly sophisticated, auto-
matic, big scale machinery, so that their labor content



is small. Thus the comparative advantage of low-cost
labor is lost in the direct competition. Since items
which cannot be produced in developed countries without
a substantial labor content oftfer a competitive ad  antage
to low-cost labor, Korea decided to develop its high-
labor input, light industries,

Consumer goods in the mediwm priced fields were
promoted, This involved strenuous efforis to create
the quality specifications demanded in this price level.
Such artizles as wearing apparel and accessories, tires,
batteries, musical instruments, textiles, yarn (including
silk and synthetics), footwear, leather goods, grass wall-
paper, human hair pieces and wigs, eyeglass frames,
bicycles, radios, and other similar manufactured arti-
cles were developed. Now a manufacturing industry is
developing in durable and semi-durable items such as
sub-assemb!; electronics, all purpose machine tools,
diesei engines, pumps, electrical equipment and cable
and auto assembly. All of the above are in addition to
the increased development of new agricultural crops,
and the processing of primary products of the extractive
industries and of agriculture and fishing.

It is interesting to note that in those Asiatic countries
with similar labor supply situations such as Taiwan, Hong
Kong and Singapore, many of the same products are being
developed for the same reasons and for the same markets.
In countries where primary products, e.g. raw materials,
are available, exports of these products have in some
instances nearly reached maximum possibilities. Such
countries include Iran, Malaysia, Thailand, Indonesia, and
the Philippines. These countries also find it necessary to
develop non-traditional exports of manufactured products
or processed agricultural products.

in some instances, political pressures were exer-
cised to give priority to some items not properly belong-
ing on the priority list. Unfortunately, as is true in most
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countries, there was a general tendency within the
government to give preference to large scale industry
and large traders who could exercise political influence.
While the small and middle industry sectors could

exert some pressure through their own organizations
and the Chamber of Commerce, they were not as influ-
ential as the larger businessmen represented by such
organizations as the powerful Korean Businessmen's
Association., Neve rtheless, on the whole, the priorities
were arranged in logical order and most selections were
baseda on the criteria established,

B. Dynamics of Ct ange

During the course of the first year, a number of
changes were made in the list of priorities as well as
in targets for products or markets. Marketing con-
ditions or some unusual situations could influence
these changes. Such flexibility was possible because
of the type of organization that had been established.
Trade organizations and even private businessmen had
a ready forum in EPSC tc which they could present
their requests for changes. They could appeal through
their own trade organizations, to the working level com-
mittees, through the commodity chiefs, or through
their general business organizations. The offices of the
steering commiitee of EPSC were always open to them,
where they soon learned that they could receive a sym-
pathetic ard confidential hearing,

L. The Case of Human Hair and Wigs

An example of the above is a situation that arose
in the human hair wig business. Prior to 1964, Korea
had been selling approximately $1 million of human hair
per year to the American market. Then, nev styles in



-53-

the United States created a substantial increase in the
demand for hair and wigs. At about the same time, in
1965, the U.S. Government determined that no more
wigs could be imported through Hong Kong, which had
traditionally been a large supplier. A good deal of
Hong Kong's supply of hair originated in Comm: st
China, and the complete ban was imposed because it
was difficult or impossible to determine the source of
the hair. Thus, a large market for Korean human
hair and for wigs of both the handmade and machine -
made varieties suddenly opened up.

The dynamic program made a flexible policy
possible. The industry required new plants, new equip-
ment, technical training, technical assistance, and
quality-control guidance, as well as a shift in the target
goals. The Light Industry Working Task Force (a sub-
committee of EPSC), together with the representatives
of the industry tackled this problem and were able to
provide the necessary resources. The A, I D, Mission,
working with the U.S. Commercial Attache, was able
to steer a number of interested American companies into
working closely with Korean entrepreneurs. Some of
the American companies supplied technical guidance and
others entered into joint venture arrangements.

Within one year Korean wig exports jumped from
$1 million to $13 million in 1966. In 1967 they rose to
$20 million. In 1967 the United States Government rescind-
ed its total ban on Hong Kong products, establishing instead
clear rules that required Hong Kong exporters to certify
the source of human hair. By this time, however, the
Korean exporters' market had been so well established
that it was not much affected by the relaxation of imports
from Hong Kong.
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On the recommendation of the working task force
commitice for the hair goods industry, and because of
the great increase in the demand for human hair for loc-
al production, the Korean Government forbade further
export of unprocessed hair although this entailed some
risk of losing their former customers for the raw mate-
rial. In fact, Korean manufacturers had to search for
other sources for human hair. They sent buyers to
the Philippines and to Indonesia for this purpose.

2. Check (Minimum Legal) Prices

Concurrently with the wig market, there also
developed a market for wiglets and eyelashes. The
techniques of making eyelashes were comparatively
easy to learn. They were produced in back-alley
factories and in homes. The competition to sell this
item became very great. Some companies were under-
selling the market at prices substantially below world
m.arket prices. In order to protect Korean industry
against such situations, the government had given
authority to the Ministry of Commerce and Industry to
establish a ""check price, " a minimum at which any arti-
cle could he exported. This was done for eyelashes,

Pressures to create check prices by the larger
units within an industry were always strong. This would
tend to diminish competition within the industry. But
whether or not the concept of check prices had validity,
in practice it became largely ineffective. The major
problem was the difficulty of enforcement. It was com-
paratively easy for an exporter to make arrangements
Lo give his foreign ~ustomer rebates on the documented
price, provided the foreign customer was willing to accept
local currency in Korea, While it was impossible to know
to what extent this practice took place, the writer had
enough evidence to believe that it was fairly widespread.
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This suggests a general proposition. Regula-
tory measures of any kind should not be established
unless it is clear that enforcement is feasible and will
not do substantial harm, and unless adequate preparation
has been made for enforcement.

3. Monopoly Privileges

Another step to protect new industries was an
authorization to the Ministry of Commerce and Industry
to grant a short-term monopoly to the seller of a new
export. The MCI had the power to grant a six-month
exclusive monopoly to such companies, and the right
to extend this for an additional six months. It exercised
this power with great discretion and only very rarely.
Because the enforcement of this power was very simple,
it presented no great difficulty.

In the case of wigs, a monopoly position was
given to the Seoul Trading Company. The developing of
the techniques and training of the unskilled workmen ne-
cessitated some protection in this case. The protection
was not only in the interest of the company, but even more
important, in the interest of protecting the reputation of
a New Korean export product. If the first wigs leaving
the country had not met the high standards required of
this product, the whole reputation of Korean hair goods
would have been destroyed and this could have been fatal
to further expansion. Therefore, this protection was
also useful to the future competitor of the Seoul Trading
Company. Despite some complaints of favoritism, which
may or may not have been justified, the history of the
development of this industry testifies that this decision was
justified. After the first year the monopoly was lifted.

By that time other companies were capable of competing
and the industry progressed. The power to create a
monopoly is fraught with danger, but if exercised with
discretion, it may prove helpful to export development.



CHAPTER VHI

PRODUCT DEVELOPMENT

To cumprchend the great variety of problems and
activities required in order to develop products for the
international market, it will be useful at this point to
examine some specific products, their problems and
the solutions that were adopted.

A, Some Problem Industries

1. Mining

Mining and mining products had been developed
early, both for domestic use and for export. In 1963,
exports reached the sum of $16 million, consisting
mostly of coal, tungsten, iron ore, lead ore, zinc ore,
molybdenum, talc and clays. For several years A, 1L D,
had financed a team of coal mining experts who had
helped to build up and modernize the industry as well
as assist in locating new coal beds. There also were
new developments in zinc, and further development in
copper, lead and tin.

Except in tungsten and coal, possibilities for
increasing expansion were limited. It was necessary
to improve productivity and to develop the second and
third stage processing of ores. Processing could take
advantage of Korea's low cost labor and give added value
to the item exported. The technicians in the field rec-
ommended to the working committee an extensive, long-
range program which required heavy capital input.
Nevertheless, the Economic Planning Board decided to
include most of this activity in the Second Five-Year
Plan.,
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Transportation to the ports presented problems,
The working committee recommended a single freight
rate from the mines to the ports for all coal transporta-
tion. This was adopted by the government. However,
projects for building highways from the mines to the
ports, and for improving railroad transportation of mine
products were considered low priority in the general
economic picture,

The result of these efforts to improve processing
and transportation became evident in an increase of min-
ing exports to $40 million by 1967 -- a relatively disap-
pointing growth, however, from the $16 million figure of
1963. The percentage of minerals in total exports dropped
from 19, 5% to 11% in the same period.

<, Ceramics

For many centuries Korea had a worldwide repu-
tation for fine pottery. Silla, Korean Celadon and Porcelain
are collectors' items. Celadon became a lost art in the
16th Century because most of the potters were taken to Japan
where they were partially responsible for the development
of the fine Japanese ceramics. Ceramic production required
almost no imported materials and seemed a natural and prof-
itable item for export. A wide range of tiles, ironstoneware,
procelain insulators, dishes, sanitaryware, and refractories
were being produced for domestic use. Although Korea was
exporting fine kaoline (a clay) in substantial quantities, her
exports of tableware were minimal in 1964. Her own finish-
c¢d products were of poor quality and design.

The government established an ambitious export
target, but to everybody's chagrin, only a small percentage
of the target was achieved. The reasons for this failure
were:
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a. Because the ceramics industry was an

old one, the major plants had old rmachinery
and equipment, and used inefficient and out-
dated techniques. Very few changes had been
made in the methods ol manufacturing for
many ycars. A Japanese technician was assign-
ed by the United Nations Technical Assistance
program to the largest plant. A second plant
had a Korecan engineer who had been trained in
the United States. They assisted, but were
hampered by inertia, poor management and
iack of funds for equipment,

b. The rise of the standard of living within
Korea increased domestic demand for ceramics
enough to absorb the increased production made
possiole by A, I, D, financing of some new ovens,
Moreover, quality and design requirements of
the domestic market were much more casily
fulfilled than those of the inte:national market.
Despite oft repeated expressions of interest by
management, it was quite cbvious that they were
not really eager to export. Indeed, one order
which had been obtained by the largest company
to export approximately $1 million of tableware
to the United States was never filled.

c. Because of pressure by the government, a
small amount of exporting was done to the
neighboring countries: the quality requirements
of these neighboring countries made Korean
tableware acceptable. However, none went to
the mass, affluent markets of the United States,
Europe or Japan.

d. While on the surface it would appear that the
availability of domestic raw material would add
to the attractiveness of developing exports, it

¢4
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in fact, acted as a detriment, One of the
incentives given to manufacturers of exports
was that they could import duty free raw
materials necessary for processing for re-
export., With t*e allowances for so-called
waste and spo.lage and by other devices some
of the imported raw material could be sold on
the domestic market. This created an extra
attractive profit. Where no imported raw
materials werd required, this added incentive
was non-existent.

After analyzing thece reasons, the government
decided on a program for corrective measures. The
nossibilities for large scale increase in exports justi-
fied an investment in both monev and effort.

It was decided to establish a technical center in
the Masan region (the area of clay Jdeposits) which could
develop the techniques of manufacturing and desigr. The
center would also establish a small pilot production plant.
Worldw ide search for the latest equipment was vndertaken
and the new center was constructed.

This program was criticized zs inefficient and as a
long-range snd expensive approach, Opinions were ex-
pressed that the impetus for this approach resulted from
political pressures to create new bureaucratic institutions
and jobs. Alternative programs were offered which in-
volved supplying technical assistance, and providing capital
for new equinpment directly to existing plants. It was sug-
gested that the only central .echnical activity should be a
smail design institution under the guida.ce of foreign mar-
ket experts. Finally, it was proposed that a series of
financial and tax incenti es be developed which would induce
manufacturers to give preference to export activities.

In the opinion of this writer, the best program would
have been a combination of both app: oackes. A small
pilot plant and technical training center in an existing
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institution or a plant should have been established. In
addition a vocational and engineering training program
should have been developed and expanded in existing
technical sciiools, universities, and through on-the-job
training.

As of this writing, it is dif’iculty to state categorically
that the approach adopted by the government was incorrect.
Only the future will make it possible to agsess this activity.

3. Silk

The manufacturing and export of silk cloth was
another example of disappointing results. Sericulture had
been developed for many years during the Japanese occu-
pation. The quality of Korean silk yarn is as good as any
manufactured anywhere in the world. A first-rate quality
testing laboratory grades every bolt of silk yarn that
leaves the country, and is very strict in its requirements.
In 1967 Korea exported almost §15 million of silk yarn,
mostly to the United States and Japan.

During the Japanese occupation there had been
little development in Korea of the weaving industry. In
cecent years, however, rising labor costs in Japan were
gradually reducing that nation's silk cloth manufacturing
so that although a large inroad into the market hac been
made because of the tremendous growth of synthetics, a
~ubstantial world market for pure silk as well as for mix-
ed silk and synthetic cloths still existed.

It appeared logical that a Korean silk weaving
industry should be able to export large quantities of silk
cloth. TFor example, the famous Thai silk is woven with
a good percentage of Korean made yarns. In 1965 Korean
exports in silk textiles only amounted to $370, 000, while
silk yarn exports amounted to nearly $7 million. The
working task force and the Korean Trade Association were
asked ‘o make an analysis and prepare recommendations
for improvement.
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Despite the favorable circumstances, the effort
to create textiles for export was not a success, The
reasons for the failure can be explained by the foliowing

a. Before 1964, under the then xisting linkage
system, exports earning the largest amount of
foreign exchange were given a priority on the
use of this foreign exchange for purchasing im-
ports. Thcy were thus either able to sell import-
ed articles for extra profits, or to sell these
priority dollars at a premiuvm price. Conse-
quently, the domesiic sale of silk yarns to the
textile industry was inhibited. After the stabili-
zation program was effected, this extra bonus
was eliminated, but nevertheless, many loan
and credit facilities for exporters again made
exporting of yarn more attractive than by sale
to the domestic market even though domestic
prices were higher than export prices.

b. Because the silk yarn exporters had been
involved in this business for many years, they
had a r2»dy market and existing customers
which they were reluctant to lose, and which,
in many respects, were preferable to the
domestic customers.

c. The jurisdiction over the industry was split
between the Ministry of Agriculture and Forestry,
and the Ministry of Commerce and Industry. The
gruwing stage to the finished yvarn stage was in
the realm cof the Ministry of Agriculture, while
weaving cloth and finished products were in the
realm of the Minister of Commerce and Industry.
Each Min’stry wished to create a goo? record for
exports so there was a tendency by the Ministry
of Agriculture to push exports of silk yarn. This
split jurisdiction alsc created problems of policy
and conirel that hampered the development in the
weaving end of the industry.



d. Most of the equipment and factories in the
silk textile weaving industry were old and
inefficient, A great many of the looms were
36 inches in width, narrower than the trade
requirements. The industry needed a complaete
overhauling,

. Brocaaes and other silk designs and colors
were made (o suit the Korean taste which was
different than the taste of the overseas market.
New designe and new qualitiecs had to be created.
Most of the factories were small units operated
by old management.

Parenthetically, it is interesting to note that the
world taste which was developed since 1967 has increased
the demand for the bright colors so popular in Korea, so
that Korean cloth has been welcomed on the international
market.

Because of the competing interests of the two sectors
of the industry it was often difficult to make the necessarv
changes. Nevertheless, the government decided to allo-
cate funds for investment in new looms and new equipment,
Japanese technicians were brought into Korea to assist by
giving technical advice, and some of the American chain
store buyers assisted in creating new designs and colors
suitable for the American market. For example, the
represer..ative of Macy's helped one of the factories create
a new type of silk called Miari, which was similar to the
famous Thai silk.

The silk industry demonstrates that it is more diffi-
cult to convert old industry to modern techniques, than to
create new industries. Opinions were widely expressed
that had there been less political pressure applied by the
silk yarn manufacturers, the government could have taken
the necessary steps to guarantee the flow of yarn to the
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weaver at prices equal or lower ihan the export price.
They could also have taken other steps which would
kave given more rapid acceleration to the weaving
industry. It is difficult to assess the validity of these
opinions.

4, Furniture

High-priced furniture should have been an item
of export, Korea cannot compete with the mass produc-
tion factories abroad. It could, however, enter the
market of specially designed, custom styled items which
constitute a high-labor input product. Korean cabinet-
makers are extremely skillful and do beautitul work,
The United States has a growing market for modern
furniture with an oriental look.

On the other hand, the designs of Korean furm-
ture made for the domestic market are not likely to be
accepted overseas. In addition, lumber needed season-
ing to prevent cracking and swelling when placed in
heated rooms. Most foreigners were leary of buying
Korean furniture for this reason. Recommendations
were made that proper techniques be studied, that modern
kilns be built to solve this problem, and that designers
from abroad be brought to Korea and Korean designers
be sent to foreign countries. These suggestions had not
been ca:rriea out when the writer departed. Recently,

a Taiwanese company opened a small furniture factory
in Korea which has been expanding rapidly.

3. Canned and Processed Foods

The agricultural and fishery sector has not been
neglected. An extensive program of diversified agri-
culture was being developed. New crops such as mush-
rooms, asparagus, grapes and other similar food prod-
ucts as well as the traditional crops of pears, ginseng,



apples and tomatues presented good opportunities for
developing an export business in fresh fruits, vege-
tables and in frozen and canned foods,

The cost of growing the crops was too high,
despite relatively low labor costs. Taxes, spoilage,
poor yield, and inefficient packing methods all con-
tributed to these high costs., Actually, it was guestion-
able whether producers really know their costs on a
single item. As interest in evrorting developed, Farm-
ers reduced their prices to meet international com-
petition  An intensive program of research, education
and guidance was producing better yields and more
varied crops, and at lower costs. Ripe apples were
exported to Taiwan and were beginning to penetrate
other markets, Korea has had a long established
market for the export of $10 million to $15 million of
seaweed a year to Japan.

While canned foods should have had a large
potential for development, the problems encountered
were so difficult that quick solutions were impossible,

One of the sericus problems was the food habits
of the Korean people. Canned foods were not used
locally because their cost was too high for the average
Korean, Besides, their traditional pickled foods such as.
kimchi supplied the needs for off-season grecen vege-
tables.

Another problem was high-cost of manufacturing
tin cans. Unfortunately, the one can manufacturing
plant was old and inefficient, and could not produce at
reasonable prices. Moreover, Korea manufactured no
tin plate, and imported the basic black sheet from japan.
Only one company was equinped to plate these cteel
sheets. Conflicts involving price, work and priorities
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among the plating company, the can manufacturer and
the canners prevented the development of a can indus -
try which could produce at reasonable prices. As a
method of forcing action, the government finally over-
came political pressures and permitted he import of
tin cans from Japan until such time as the industry
could straighten itself out. KFinally, the government
finarced new plants for this purpose.

The Kerean Government succeeded in getting the
U. 5. Government to agree to previde one canned meal
per day of Korean food (Kimchi) for Korean soldiers
in Vietnam, This agreement provided for a guaranteed
but temporary market, bul was sufficient to induce a
large investhi.~nt in canning and processing for this
particular market.

3. A ntigues

Because Korea had nct been a center of tourism
and had been sealed off from the world, its antique items
were largely unknown to the world market, and were not
always consideied of great importance by the Koreans
themselves. ltems of rare beauty and historical value
were well preserved and well appreciated, but ordinary
old but beautiful cabinets, pottery, lacquerware, paint-
ings, screens and other items which were to be found in
great numbers, were given little or no attention.

Japan has earned substantial amounts of foreign
exchange through the exports of her antiques. She has
carefully preserved the right to keep the important cul-
tural items in Japan, but has permitted items of which
there are many copies to be exported in controlled
amounts with a system in which sellers obtain certificates
of exportability in advance of sales.
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Increased trade brought more visits by foreign-
ers, and foreign retail stores were showing interest in
Korean antiques. As the exports from Korea began to
increase, a number of incidents of seizures by custom
officials created an unpleagsant reaction from foreign
buyers representing big department stores., Regula-
tions on export of antigues were not clear nor were the
enforcement methods properly organized,

Because this problem has arisen in other
countries, it is worth mentioning the discussions that
took place in Korea. In the writer's last report to the
Korean Government of 1966, he stated the following:

"The problem of the export of antiques and
cultural objects has recently come to the
forefront, This is a delicate problem in-
volving national pride, and di fficult analy-
gis. It is reasonable, understandable and
necessary that Korea keep within its bord-
ers rare objects of great historical and
cultural value. Korea has a proud tradition,
and its ancient culture should be preserved
for the cducation and edification of its own
people as well as visitors. Korea has good
rea.on to be proud of the many beautiful,
artistic and hand-made ohjects it has de-
veioped throughout the centuries. Objects
tha' are unique and rare should not be per-
mitted to leave the country.

"However, it is equally important to the
world knowledge of Korean history, culture
and tradition that Korean objects be exhi-
bited throughout the world. Museums every-
where should have Korean art in their
displays. Visitors to Korea bringing to
their homes old and artistic Korean cbjects
will enhance the kncwledge of Korea, and
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create the desire by foreigners to
purchase and proudly display new
Korean products. For example, in

a recent display in a large American
department store, old Korean chests
were used as the background for
modern Korean textiles. Silla, Celadon
and Yi dynasty p osttery could be used as
the background for display of modern
Korean ceramics.

"The problem is, therefore, one of
selectivity . . . Great quantities of
examples of lesser importance of
pottery, statues, chests, books and
paintings aie available in Korea .

. Thousands of such items ca. be
exported -- still leaving thousands for
domestic use. It should bec made
possible to export these items easily.

"The present rules and regulations are
cumbersome, place responsibility upon
the buyer rather than the seller, and to

a great extent leave decisions as to the
historical value of antiques to the
individual judgement of the administrator
of the rules and regulations. The pro-
cedures require lengthy time for process-
ing of documents.

"Obviously, such an adminisirator

will not wish to take the risk of granting
permission for export which might
result in criticism of his decisions. A
policy should be established which

will permit export of objects of lesser
importance . . . . . The defintions

and rules must be clearly outlined . . . .
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"It s also imperative that a single bureau

or office be established where a dealer in
antiques or an individual wishing to sell or
buy antiques can obtain advance certification
af eligibility {or export, In that way the tour-
ist or foreign buyer will have no hesitation
when purchasing. In addition, this will be a
method of preventing imitations and false
copies being offered as geniine antiques, "

B. Some Success Stories

Lest the foregoing give the impression that the
problems were overwhelming, it would be well to
deseribe a number of success stories, It must be
emphasized that the overall program was in itself
the success story. The few examples below will
demonstrate the type of activities on individual pro-
ducts that made the whole story so successful.

l. Apparel Industry

The apparel industry had the greatest opportuni-
ty for rapid increase. It covered the whole range of
men's and women's clothing and accessory items. The
supply of textiles and skilled labor were ample. Invest-
ment capital requirements were small. High labor input
brought more foreign exchange earaings from apparel
than from the export of textiles and yarn. Apparel can
be made by both large and small entrepreneurs. Korean
exports of knit goods had already begun to shov substan-
tial increases. Korea was exporting approximately $3
million per year to Sweden in this item alone.

The working committee for the apparel industry,
the Ministry of Commerce and Industry, and the industry
itself were given the task of presenting a plan for devel-
opment. A,L D. financed the cost of bringing in an ex-
pert in the men's garment industry. He made a careful
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study and many recommendations. A, L D, also sent

a team of Korcan technicians to study the industry in
Japan, Taiwan and Hong Kong., Hong Kong, with a
population of 4 million, has developed a clothing indus-
try of large proportions. In 1967 about half her total
exports of $1, 250, 000, 000 were in items of apparel.

A major effort was made to interest foreign
buyers in clothing, The products were promoted in
all the centers in the world, and buyers were invited
to come to observe the products being made in Korea.
These buyers also provided much technical guidance.

One of the most serious problems that arose
concerned delivery time which is very important in
this industry. Styles change frequently and lead times
are small. Obtaining raw materials from Japan when
needed was difficult because government regulaticns
prohibited purchase of raw materials prior to obtaining
a letter of credit for exporting the finished product.

The working committee recommended and the
government finally permitted stockpiling in advance of
purchase orders, provided that 30 percent of the value
of imported goods was deposited. While this method
was not completely satisfactory to apparel makers, it
was helpful. The reason for the deposit, was to dis-
courage imports and to encourage the use of domestic
textiles.

It was recognized early that very low priced
items could not be produced competitively. Where
labor input was small the advantages of low-cost labor
were negligible. Therefore, the general policy was
to emphasize middle-priced items, This entailed
attention to quality, design and packaging.
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The United States Armed Forces assisted in the
development of this industry by agreeing to permit
Korea to manufacture large orders of fatigue uniforms
for the Vietnamese Army. This agreement was based
on a commitment by the Koreans to meet international
price competition. The Korean Army also maintained
its own factory for the manufacture of uniforms for its
own soldiers., Soon the training and knowledge gained
in this manner helped lead to successful exports of
dress shirts, slacks, raincoats and accessories.
Korean apparel now appears in most of the markets of
the world and particularly in the affluent countries.

2., Footwear

Rubber and leather footwear, and other leather
products presented another field in which there was an
excellent potential for further growth. Two employees
of an American company assisted several Korean com-
panies in developing the techniques, styling and pro-
ductive capacity to make possible large purchases by
their company. We have been informed that the Ameri-
can company is now purchasing three million dollars
of leather, canvas and rubber footwear annually. The
industry has also benefitted from substantial orders
for jungle boots for the Vietnamese Army.

3. Handicrafts

While items made in handicraft shops by
artisans or craftsmen on an individval basis can never
be exported in such quanities as mass-produced goods,
they are significant in creating a favorable image, and
an atmosphere for acceptance of other goods from the
exporting country. They can also generate sizeable
foreign exchange earnings. Exports of these tripled
between 1964 and 1967.



Handicrafts are also important to the economy
because they can assist in developing employment for
workers who would not otherwise be drawn into export-
oriented industries. A great many are part-time
workers, including women and youth, who can work in
their homes or in nearby small factories on a part-time
or seasonal basis. Handicrafts can provide supplemental
earnings during the winter season in the farrm areas. In
a country such as Korea where intelligent workers have
great manual skills and aptitudes, and are quick to learn,
this industry is particularly useful. It generally re-
quires little capital investment, raw materials or financ-
ing.

Traditional handicraft products were encouraged
including such items as beads, embroidery, straw pro-
ducts, lacquer products, small wooden jewelry, precious
and semi-precious stones and mother-of-pearl, and many
other similar items.

The National Association of Farm Cooperatives,
& subsidiary of the Ministry of Agriculture devotec to
assisting small farmers, had a handicraft division. This
association acted as a guide and a marketing organization
for farm handicraft products. In the same manner, the
Handicraft Industry Association acted as a cooperative
for non-farm produced handicrafts. The United States
Army's PX system, and tourists provided a local market
and testing ground for these products.

An example of a development process undertaken
by a community was that of a small town in central Koresa
which set up a school for manufacturing small glass beads
and products made with beads. Unfortunately, the town
was not aware of the typz of products that might be market-
able oversecas and devoted a good deal of attention to pro-
ducing items that could only be acceptable to the Korean
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market. After a vigit by the A, 1, D, handicraft expert.
it began producing beaded bags and other items for ex-
port, BEventually, production incrcased rany times,

Another example was a project of the Foster
Parents Organization. Through a small gift of $500
they were able to rent a loft. With ine cooperation of a
Korean company they taught 200 widowed mothers how to
produce hand-made fishing nets which were then pur-
chased by this company for domegtic use and for export.
There were many other such examples of self-help
organizations that were crecated in this field. Quoting
from the writer's report of October, 1966:

“"There ate three classes ol goods invol ved
in this industry. They include at the first
level, inexpensive souvenir items; at the
second level, moderately priced, popular
gift items sold in the better department
stores; and finally, alt a very high level are
the artistic goods sold in limited qguantities
in quality stores and art galleries carrying
the most expensive items. The souvenir
items can be semi-mass produced, provid-
ing the designs are acceptable. This, plus
the middle level, presents the Lest oppor-
tunity for real growth,

"The basic problem in this field is one of
design. Korea has many unique and beauti-
, ful products. Unfortunately, many of them
are not acceptable tc the tastes of the for-
eign buyers. There is a tendency among
Korean manufacturers to iwitate handicraft
of other countries. While it is possible to
accomplish this, obviously the countries in
which the designs originate can do a better
job. It is necessary to produce articles with
the Korean imprint, yet with designs that
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will sell abroad. W is, therefore,
recommended that consultants or advisors
in the various arcas be brought here. They
should be those who understand the market
and will work with Korecan manufacturers,
craftsmen and artists who themselves will
create the new designs, To import des-
igners would not develop orean designers,
For Koreans to travel to other countries
will only create imita.iong. There have
been recent suggestions that korean teams
go abroad for this purpoge. This should
be discouraged."

4. Embroidered Handkerchiefs

A small but interesting story regarding
the development of a product with very high labor con-
tent, and in which the unique hand skills of Korean
women could be utivized is the following:

For many centuries Soochow (China) has
been known as a center for a specific type of fine em-
broidery. With the closing of exports from China to
the United States, the =sale of these items in the United
States had almost disappeared. These items consisted
of gift items such as handkerchiefs, tableclcths, and
accessories.

An American company specializing in hand-
kerchiefs was eager to obtain a new source of these
items. This company had a sales volume of approxi-
mately $8 million in standard handkerchief products.
The gift line was supplementary to their regular product,
but represented a high profit potential.

The representative of this company had
found in Hong Kong, a number of forr:er residents of
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China who were skilled in this type of work and were
willing to come to Korea as trainers. Ten teachers
from Hong Kong trained 100 Korean women, The women
trainees were each taught one type of embroidery. It
required several workers to complete an item. Each
woman upon completing her training was sent back to

her village to train ten other women, Thus, the plan was
designed to build up approximately 1, 000 skilled workers.

The producer introduced a completely new
concept into on-the-job training programs in Korea. In
the first place, he supplied comfortable, well-lighted
and heated space in which the trainees could work. Second,
he paid them a salary during the learning period. And
third, he invested the money necessary for this whole
development process, gambling on its future success.

It was estimated that the training process
would take approximately one year. The American pro-
ducer was fearful that the products of improperly trained
amateurs would begin to be exported and would then create
a poor reputation for this product. The designs and qual-
ity w~re keyed to the successful marketing of this product.
He, therefore, asked the Korean Government to give him
a monopoly position for one year during which he would
expoert nothing, Because he was a foreigner there was
some difficulty in obtaining this privilege. However, the
government finally established this monopoly in his favor.

There were many trials and tribulations, and
the volume of production never became as great as the
producer originally planned. Nevertheless, at the end of
the year, he was beginning to export fine embroidered
handkerchiefs and was planning to produce other similar
items.



3. PForeign Invesument in Sub-Assembly
Industries

During the early stages of the export drive
the emphasis was on industries developed by Koreans
with their own funds. As trade expanded, the Korean
Government also made a determined effort to attract
foreign investments inte the export industries, An
attractive foreign investment inducement law was passed,
and a drive to attract foreign investment was begun,

Special efforts, including an industrial
park, were made to at tract successful Korean residents
of Japan {o open factories in Korea. A number of
American buyers interested in creating a new source of
supply wer » involved in joint ventures or whollv owned
invesunents in nylon, pharmaceuticals, handkerchiefs,
sweatcrs, human hair wig factories, and clothing manu-
facturing,

In 1967, the drive for these investors began
to produce important results. A number of American
electronic manufacturers established sub-assembly fac-
tories in Korea. These included sucn major companies
as Signetics, Motorola, Oak Electronetics, Fairchild,
and Raytheon, all of whom invested substantial funds,
These new industries were particularly important and
effective to the development of both manufacturing and
exsorts. Seeking low-cost production, they brought in
valuable techniques, personnel training and their own
built-in export market.

Recent statistics indicate that exports of
electronic components and finished products are increas-
ing rapidly. The exporti program of Korea was not devel -
oped initially through foreign investments and could prob-
ably continue growing without them. Nevertheless, the
continued input of foreign capital in this area can be signi-
ficant,



CHAPTER IX

PRODUCTION PROBIERS

Norean industrial management was generatly inex-
perienced in the international competitive requirements
O gumanity, desiyn, packoeging, specitfications, and pricing,
Aajor provlems i technical development, cquipment,
corocsaetivity, aned cost aceountine remained to bhe solved
ooough o brogd attsek by both goveranent and industry on
socommodity-by~commodity basis.,  While many of thoze
probliems were interrelated, we will describe below meas -
ures that were taken to solve some of the individual prob-
T s,

A, Cost

b

. Price Determination

Inexperience and lack of knowledge made cost
accounting of very doubtful accuracy. Even some of the
larger companies, which may have known their overall
company costs, often had no accurate item-by-item
statistics. In some of the better managed plants it was
sometimes difficult to estimate the cost of new items
accurately.

With little experience in manufacturing new items,
and almost no experience in volume production, Korean
companies were influenced by other factors than actual
cost in setting prices. In practice, the major factor was
international competition.

Because of the incenti.es and the propaganda
impetus, Korean companies were eager to begin export
business. In the early stages, they often based estimates



on the prices established by Japanese competition. [t
was generally understood that Korean goods could only
be acceptable if prices were approximately 10 to 15
percent jower than the Japanese prices. The additional
cost of transportation, plug the urknown or poor repu-
tation of Korean quality made this margin necessars.
As the quality and reputation of Korean goods improved,
a smaller price differential was acceptable.

An interesting cultural note is that despite o long
period of animosity, the Korecans used the Japanese
production unit or cost unit as their standord. Tt was
almost unheard ot to use a unit of measurement from
American, European or other aceas, even though these
might be areas of specific competition.

In addition to the above practices, price could often
be determined by the customer. The "bargain hunters”™
and the irr»sponsible "one time" buyer would sometimes
talk prices down below the lewvel that would cover reason-
able costs and quality. This was one of the reasons for
attempting io interest international buyers from the large
resg~nsible chain stores and wholesale houses. Such
buyers seek a continuing sour e of supplv and recognize
that bargain huniing makes this impossible because com-
panies must meet costs, and will cut quality to do so if
prices are driven down.

The actual sale price often bore little or no re-
lationsh.p to the actual cost. Despite poor accounting
methods, however, common sense bookkeeping and ex-
perience eventually gave the producers some understand-
ing as to whether or not they were making a profit from
the item sold. Consequently, there was a tendency to
increase prices after the first orders were completed.
This would irritate larger and more responsible custom-
ers who expected lower prices as larger orders were
given,
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Asg in many countries of the world, there was
also a tendency to fix prices through cartel arrange-
ments, check prices, and other devices., The government
itself was, despite lip service to the contrary, encourag-
ing these practices. New or small scale producers would
sometimes undermine the market by selling far beneath
world market prices, and often substantially below their
costs,  This practice could destrov or serionsly injure
those producing units which were selling at legitimate
prices,  On the other hand, cartel or fixed -price arrange-
ments tended o maintain ineflicient producers in business,
and deterred further introduction of more efficient oper-
ations by these already profitable producers.

Despite the dilemma described above, more
efficient production methods and business practices gained

headway in the long run.

2. Cost Accounting

The advantages of exporiing were sufficiently
great to create an hnterest in better cost accounting meth-
ods. This interest gave a boost ‘o an activit which had
started some years before the ¢xport drive, when a nation-
al accountants organization had been formed with A, 1, D,
encouragement and advice. Among other activities it held
a series of symposia and, with the assistance of outside
help, carried on studies designed to educate its members.
The business schools of the universities, with the help of
Koreans who had studied abroad, established advanced
courses in accounting practice.

A. L D, offered assistance through its Con-
troller's office, and a number of local employees who had
worked for A, I, D, muoved into the private sector in Korean
accounting and business firms. A,I D, also suggested
that international accounting firms open offices in Korea
and that the Korean Government grant them licenses to
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operate there, As of the writer's departure from Kepew,
this had not yet been done.  In 1966 the Tate rnationnl
Business Machines Corporation (IIB3M) was planning to
open an office in Korea and to introduce business machine -
cy and machine accounting methods into the country.

3. Productivity

As was described in the preceding chapter, old
factories in developing countries are almost inevitably
the glowest to adopt new methods and techniques, New
factories are equipped with late-model machinery and
imported techniques and methods from the more advanced
countries. A number of these modern plants obtained
their technical guidelines Hy employing foreign technicians
by sending Koreans abroad teo study or by joint ventures
with foreign companies.

More and more Korcans travelling abroad and more
and more customers coming to Korea, plus the demands
of competitive international business, began to appreci-
ably influence the desire for increased productivity.
Factory etfficiency obiained first prioritv. Office effi-
ciency and marketing were not consideren equally impou-
tant, and improvements in these came later.

Personal work habits and attitudes favored productiv-
ity efforts in Korea. Koreans have a remarkable attention
span, good work syste ms, and much ingenuity. They re-
gard hard work as the norm. Thus, with reasonably good
managemennt, the labor force tends to be highly productive,

The first phase of increased productivity was to in-
crease the individual efficiency of the worker. With some
notable exceptions, the well-being of the workers was
given little attention as a factor in efficient production.
despite its relevance. Safety and health measures, and
worker comfort were neglected. (Centuries old tradi-
tions .nd the existence of a high percentaze of urder-



employment made it easy to give safety and comfort less
attention taan they deserved. Progress here will probably
ve difficult to achieve,

I.  Korean Productivity Center

Several years prior to 1964, the Korean
Productivity Center had been organized with government
funds and with financial and technical assistance from
A L P It had to develop its own staff as well as to con-
vince industry to make use of its services. At first, most
of its services were Conated without cost. Its original
cfforts were properly directed toward management. It
conducted semiaars, management training courses and
other related activities. In 1963 the Center obtained a
team of seven technicians from the International Labor
Organization (ILO). It was also affiliated with the Asian
Productivity Center headquartered in Japan.

By 1964 its services were beginning to be more
widely utilized, and it began to charge fees which partially
covered the costs of its activities., The emphasis on
management training continued, although the need was now
for more factory, job level efficiency training. Unfortu-
nately, both in the factories and on its own staff, there
were too few experts in specific phases of production line
work. As the ILO assistance was phased out, A, 1 D,
undertook to supply technicians who were equipped to give
assistance in factory and marketing techniques. Their
help was one of many factors which led to an appreciable
increase in the general productivity of Korea's industry.

2. Taegu Regional Development Activity

One developme:it in the field of industrial
productivity work deserves special attention. The city
of Taegu is the fourth largest industrial center in Korea,
containing sixteen factories which are large by Korear.
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standards. In addition to these are many small plants
manufacturing items such as aluminum ware, hardware,
textiles, chemicals, and foundry products, The city is
also the center of an agricultural area that grows large
quantities of tomatoes and apples.

The leading factory is a textile weaving plant,
Che-il Weaving Company, which is part of a great variety
of enterprises owned by one of the wealthiest men in
Korea. American experts who have seen the plant rate
it as one of the linest in the world. 1In 1965, it employed
approximately 3, 000 workers, produced top quality
woolen cloth, and exported large quantities including
approximately three million dollars' worth annually to
the United States. Iis manager was a first-rate textile
engineer and executive, who also had a social conscience.
Its women workers were well housed in warm and clean
dormitories, and worked under good conditions.

Under the leadership of Che-il Weaving Com-
pany, an industrial association was organized which in-
cluded in its membership the 16 large plants, plus the
Chamber of Commerce and the local, provincial and muni-
cipal authorities. The association established a small,
independent productivity center and asked A. I D, for
assistance, indicating its own willingness to provide self-
finance and self-help. A, L D. agreed to supplement their
program by furnishing six ractory technicians -- a foundry
expert, sheet-metal expert, chemical production expert,
cost accountant, quality control engineer, and a tool and
die engineer. Unfortunately, A, I D, /Washington was
never able to recruit all of the six technicians promised,
but did furnish four technicians who worked in the area for
over a year. The local committee supplied seven Korean
assistants and technicians as staff for the productivity
center. In addition, staff members of A, L D., including
the Senior Export Advisor, assisted with seminars,
lectures, etc.
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At A, 1. D, 's urging, the local committee
included a representative of the engineering college
and vocational training schools of the community. In
this manner it was hoped that the formal training in the
Taegu area would be geared to the needs of the local
factories. Unfortunately, the local industrial commun-
ity had no real understanding of the necessity for the
educat'otal phases of the program,

A. 1 D, had urged the use of the quality con-
trol division of Che-il Weaving Company as a training
school for quality control engineers. While Che-il per-
mitted visits and organized occasional seminars, they
did not agree to full-time training on their premises.

The city, with some assistance from the national govern-
ment built a first-rate testing laboratory which was made
available to local industry, and A, I D. furnished some
of the equipment.

Achievements of the Taegu Regional Develop-
ment Activity were quickly visible in improved production
methods, and training of local engineers. The business
community was enthusiastic and pleaded for continuation
of the program. The spirit of self-help soon spread to
other areas of Korea, which started to form similar
programs.

C. Quality

Meet ing international competitive requirements for
quality was and in some aspects still is one of the major
problems of export development. It is generally so
important in any of the less developed countries, that its
treatment in Korea will be spelled out more fully than
that of some of the other production problems.

Since Korea's major export advantage is low-cost
labor, she could not compvete in items for which tech-
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niques of large scale mass production had been develop-
ed in the advanced countries. Items with comparatively
high labor content are predominantly in the middle and
high priced range. Quality specifications for these are
more stringent, and are particularly important to their
acceptance. Inexperience, poor techniques, poor equip-
ment and lack of knowledge all militated against good
quality. Without good quality, Korea could not compete,
and therefore, could not export at all,

The achievement of quality was tackled from two
angles. One was to attempt to prevent the export of
items that did not meet general quality standards, and
also those that did not meet their contract specifications.
This is basically a policing and preventative operation,

Quality cannot, however, be inspected into a product;
it must be built into it. Hence, the second angle was to
develop techniques at the factory level which would ensure
quality goods. Scientific quality control is a comparative-
ly recent engineering science. In mass production it
is based on a method of statistical sarnplings. Since . :ss
production demands complete interchange of identica.
parts, and pieces are not adjusted in order to fit together,
the old methods of iiidividual inspections of both parts and
assemblies serve no purpose. Sampling can reveal wheth-
er parts are identical. Such quality control deperded on
the adoption and use of international standardization pro-
cedures that would not only create domestic standards,
but would also raise Korean products tc meet international
requirements.

Four institutions, plus a number of private industry
cooperative organizations, were involved in the process
of creating quality. First was the Korean Productivity
Center described above. Others were the Korean Stand-
ards Association (KSA), the National Industrial Research
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Institute (NIRI), and the Quality Improvement and
Technical Assistance (QITA) division of NIRI, which
was the government-established export inspection
system. The first three of the above named institutions
had been in existence prior to the beginning of the
export drive, but the Joint Export Development Com-
mittee (EPSC) made many recommendations for :mprov-
ing their work, The QITA inspection division of NIRI
was established upon the recommendation of the EPSC.

Below are descriptions of activities of the three
organizations not previously discussed, and of the private

industry cooperative associations.

1. Korean Standarlds Association (KSA)

The Quality Cowtrol and Technical Assistance
Working Task Force of the EPSC recommended to the
Government that funds be provided to translate inter-
national specification guidebooks into the Korean language
for use by Korean industries. The United States Armed
Forces made available the standard specification require-
ments, and the American Society for Testing and Materials
(ASTM) and the Socicty of Automotive Engineers (SAE)
standard books of reference. KSA also used specifications
of Japanese standards, and the American Fire Under-
writers inspection requirements.

This work of translation and distribution was
expensive and laborious. KSA was subsidized by the govern-
ment. Its budget and staff were inadequate for the great
task it faced. Nevertheless, a great deal was accomplish-
ed, and its services were increasingly used by Korean
industries which were authorized to use a KSA stamp if
they met the requirements of KSA.

2. National Industrial Research Institute (NIRI)

This institute was the major materials testing
laboratory for the country. It was established in one of



the enginecring buildings of the Seoul National University
(the leading university in Korea), and was supnlied with
new equipment through A. I D, financing. It was staffed
by Korean engineers and laboratory technicians, many of
whom were trained in the United States.

Despite its first-rate equipment and staff t:- aining,
NIRI was not as efficient as it should have been. A. I D.
had assigned a staff engineer as a part-time advisor to
NIRI. His advice helped bring continuous improvement
of its services. The United Nations also supplied tech-
nical assistance in the form of a full-time advisor tothe
electrical division.

A constant program of education, propaganda and
information was necessary to convince industry that it
needed this valuable testing laboratory as a part of its
own production equipment. NIRI charged fees, but these
fees only represented a small percentage of the cost of
the services rendered. Howcver, it was felt that if a
charge was made for the work, producers would be more
likely to learn an appreciation of it.

Other laboratories served individual industries in
other parts of the country. The Miaistry of Agriculture
maintained an agricultural inspection laboratory. There
was a seafood inspection service in Pusan. As described
previously, the city of Taegu had its own inspection lab-
oratory. A number of the newer factories were equipped
with laboratory testing instruments. Some of *he more
advanced management made good use of their own testing
laboratories, but many of these were only showplaces,
used insufriciently or not at all in daily practice.

As timie passed and technical knowledge and trained
personnel became more available, the use of national,
local and private testing laboratories was much increaced,
and these came to play an important role in quality de-
velopment.



3. Quality Improvement and Technical
Assistance Division (QITA)

Early in the export campaign, a review was
made of the entire quality ingpection system for exports,
by Dr. Neil Beck, the A.L D, quality control engineer.
He reported a weak system operating in seven separate
divisions, some under the government and others under
private trade associations. Divisions varied from ex-
cellent to very poor, with most classified as inadequate.

Upon the recommendation or the Joint Export
Development Committee (EPSC), the Ministry cf Com-
merce and Industry required a government inspection
stamp on all exports. A special division within the
Ministry was made responsible for enforcing this regu-
lation, and at the same time a division (QITA) in NIRI
was established as the authorized export inspection
department of the Korean Government. At the request
of the Ministry, A.I D. assigned Dr. Neil Beck to be
advisor to this activity. In many instances the inspec-
tion requirement had been established before the in-
spection facilities and crganization were adequately
equipped to carry out their duties. In some instances,
these hasty designations deterred the program rather
than advanced it. Gradually the regulations became a
reality, and more and more items were required to
obtain inspection and approval before they could be ex-
ported.

A. L D. also brought in a full-time quality
control advisor, Mr. John Jacobsen, who visited hun-
dreds oif companies to advise them on methods. He was
instrumental in organizing a quality control association,
which sponsored a major public showing of quality con-
trol methods that was partially financed by A. L D. He
also organized seminars and study groups throughout the
country.
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Very important to the program -rere the
activities of both the temporary and permanent repre-
sentatives of foreign buyers. Some huyers assigned
full-time technicians to assist producers in quality
control. Such activities were promoted by A. L. D.

A. L D. also financed two trips by teams of
Korean technicians under the guidance of Dr. Beck, to
study the methods used in Hong Kong, Japan and Taiwan.
A summary of the recommendations made by those teams
and by the EPSC working group on quality control is
given below under Item 5 in this section.

4. Private Industry Inspection Associations

Some inspection services were organized
by private industry associations. In principle, this
method should be very effective. People who are in-
volved in the industry are the ones who should best know
its problems and requirements. Unfortunately, self-
policing does not always work. In some instances tihe
director of the inspection services was himself a pro-
udacer and was in effect directing the inspection of his
own and his competitors' products. It became evident
that where a cooperative inspection organization ex-
isted, the inspection services had to be completely
independent from the ccntrol of the industry, and under
the regulation and guidance of the government. It was
also essential that the staff be adequately paid and not
on the payroll of any of the companies involved. The
temptations for corrupt practices had to be completely
eliminated.

The Ministry of Commerece and Industry had
determined at one point to permit first-rate factories
with good inspection services and records to export
without government inspection. While it is undoubtedly
true that the best type of quality control is by self-
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discipline and by the custome:'s acceptance of the pro-
duct, nevertheless self-inspection sometimes leads to
carelessness and a lowering of standards. It was sug-
gested that in cases of this nature the government may
not require a full inspection, but should make spot checks
at frequent intervals to make sure that the standaras are
maintained and specifications complied with.

The best method is where an industry has well-
established standards, a history of understanding and
acceptance, and an organization of seli-discipline. For
example, the silk yarn industry was an old indusiry that
was established by the Japanese during the occupation of
Korea. The industry maintained an inspection laboratory
and every pound of silk yarn was graded and marked be-
fore it left the country. The laboratory had a well-train-
ed, efficient s*taff, and was very strict and independent in
its enforcement.

Korean silk yarn was in competition with
Japanese yvarn and the giade marks had to meet inter-
national standards. The laboratory was partially sup-
ported by federal subsidies and partially by fees paid by
the producers. This was a profitable and well estab-
lished industry, and the quality inspection and grading
was essential to continued international acceptance and
the prosperity cf the industry. Actually, there was no
reason why it should have been subsidized by the govern-
ment except that without government subsidies the lab-
oratory would be completely beholden to the industry it-
self and thereby might lower its standards.

5. Reccmmendations of QITA Study Teams and
EPSC Quality Control Working Group

- Branches of present textile inspection and
testing cooperatives in different cities,
should be brought under centralized control.
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(This is the recommendation that has been
least implemented. )

Inspection and testing fees should be
standardized.

A plant classification system shouild rate

plants according to their effort and success

in establishing quality conti'ol and inspection
procedures. Plants which maintain top-level
inspection systems should be granted auto-
matic approval of their products, but this must
be carefully controlled in order to prevent deie-
rioration.

NIRI, however, must still be the central
control organization and should take over
entirely the weaker cooperative inspection
services. Eleven commodities have been
placed in this category through August, 1966,
but more should follow.

No cooperative service should be certified

untii there-is adequate financing, staff and
facilities, as well as cdomplete legal and
administrative freedom from the product
manufacturers. In most cases, continued
ROKG subsidies will be required until com-
plete financial independence can be achieved

by an individual cooperative inspection services.

A single centralized, complete authcrity and
approval agency for export inspection must
be established. At the present time the
Ministries of Industry & C ommerce,
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and of Agriculture, the Office of
vMonopoly and others have this
responsibility for different pro-
ducts. This creates confusion and
varying standards.

No waivers of inzpection of products
which are on the Ministry of Commerce
obligatory test list should be allowed
for any reason whatsosver.

The combinatior: cf technical assistance,
productivity and tzc 1nical laboratories
has begun to functicn. The Taegu Plan
should bz repeated in othier cities.

On -the-job training programs in the
better factories should be organized
in cooperation with techuical high
schools, universities -nd colleges.

The Kerean Standards Association

(KSA) should be given sufficient staff
to handle frequent review of specifi-
cations in order tc eostablish a more
effective basis for KSA certification.

Personnel specially trained in their
posts should not be shifted to other
jobs. Since February 1966, there
have been transfers on two occasions
from the job of chief of the Export
Inspection Section of the Ministry of
Commerce and Industry. Both men
had been specially trained in export
inspection and had participated in

A. L D, -funded tearn visits overseas.
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- No industry should be required to
obtain export inspection approval
until the inspection facilities and
staffing in their area are adequate
for this purpose. Hasty designa-
tions without proper facilities to
carry them out can only harm the
program rather than advance it.

During the writer's trip throughout the world, the
question of quality of Korean products was continuously
called to his attention b:r importers of Korean goods. In
too many instances even the label of the Korean Govern-
ment's inspection services was not a guarantee of qual-
ity. The overseas trad: missions and embassies con-
tinuously alerted Korean Government officials regarding
this situation. As a result, great improvements were
made. Even in the short period of the two years the
improveient in quality of Korean gooas was noticeable.
The combination of tightened government inspection, self-
discipline, and educatioir and customer demands were
obviously having their e.fects. The best proof of this
was in the increasing volume of Korean exports. I. is
quite obvious that, despite some complainis, the Koreans
could not have increased their overseas sales unless the
quality requirements were continuously improving and
the products were meeting their customers' demands.

D. Product Desiygn and Packaging

In a country which had had little or no contact with
the outside world the design of products was determined
by tradition, habits and domestic taste. The export de-
velopment effort dealt with three types of problems con-
cerning design:

- Adaptation of some products which were
unique and original to Korea, and which
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she wished to sell on the inter-
national mearkets as new items for
those markets.

- Consumer goods which were being
manufactured for domestic use but
were Western in their origin did
not mect the latest style and design
requirements cf the international
markets.

- Packaging, which plays such an
important role in consumer goods
markets, was completely foreign
to Korean  roducers.

1 Adaptation of Indigenous Korean Designg

Articies of orivginal Korean design preseuted
a unique and difficult situation. Old crafts acveloped
by native, back-alley craftsmen were produced in small
factories and sold to tourists and American GIs. These
sales led to the belief that local designs were acceptable
internationally. Many of these items were of exquisite
and unique beauty ana fine workmanship, but did not have
widespread acceptance on the international markets.
Some enterprising traders brought in samples from
Jaj.on and other countries which Korean craftsmen imi-
tated for sale overseas. In most cases, the customer
could obtain better quality from the original source.
What was required was to modify the basic Korean de-
signs to make them acceptable to the Western market.

From 1960 to 1961 A. L D. had financed a handi-
craft design center, which did good work in creating new
designs in some ivems. The design center did not, how-
ever, create a sufficiently large number of Korean des-
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igners who could develop their own designs. Korean
craitsmen and artists were ex ceedingly skillful, and
given the proper training, could undoubtedly create
new and acceplable items.

The Light Industry Working Task Force of EPSC

stablished a sub-committee on style and cottage indug-
trie. which recommended to the government that a deg-
ign expert be brought to Korea to assist in training
Korean craftsmen and designers. A.l. D. supplied such
an expert who was market-minded. In addition, the com-
mitiee recommended the establishment of a cottage in-
stry and style design center which the government set

. A number of universities also established design
and research centers, particularly in the field of ceram-
ics. The U.S. Armed Forces PX system furnished both
a market arnd a testing ground for Korean consumer pro-
ducis designed for export.

The history of the development of the famous Thai
silk is an outstanding example of adaptation of the product
of an old traditional industry. An American officer who
had been stationed in Thailand during World War I recog-
nized the beauty and quality of this silk, and its export
potential. However, he also realized that the colors and
designs were not internationally acceptable. Using native
skills, he assisted the Thai's in redesigning their silk,
and offered to the world what has since become an inter-
nationally famo 1s product.

In Korea, A. L O. brought in an expert in merchan-
dising to prepare plans for a shopping center for cottage
industry and handicrafts similar to one set up by the
Indian Government in New Delhi. Unfortunately, his pro-
pocalg werc never put into practice. The basic purpose
of this center was to eacou. age tourism which we will
describe in a later section.
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2. Designing Western Goods for Western
Markets

The second set of problems concerned with
meeting the design requirements of standard, mass-
produced consumer products for the Western markets,
were more important than the handicrafts problems.

Such items as shirts, clothing accessories,
shoes and other wearing apparel. floor coverings, wall-
papers, cycglass frames, and cven such manufactured
items as bascball gloves, bicycles, ctc. were involved.
In many instances Korean producers were unaware of
the necessity of investing in highly skilled designers.

An American mail order catalogue was often used as

the source of their designs for Western goods. The
designer was usually a factory mechanic one step above
a line workman.

The overseas offices of the Korean Trade
Promotion Association played an important role in
gathering samples and sending them to Korean producers.
Frequent trips by individuals, and teams of Koreans to
overseas markets gave them further knowledge of design
requirements.

As with quality control, consumer goods buyers
could often be persuaded to help. Representatives of the
large scale consumers and world traders were often so-
phisticated and knowledgeable regarding the problems of
developing countries and were prepared to assist develop-
ing industries to meet their requirements if they foresaw
a new inexpensive source, and they observed a product
which approached the necessary requirements. They
would furnish samples and ask the producers to im*tate
them. In many instances they would spend time and ef-
fort in the factories to instruct them in designs, as weil



as the quality desired. In some instances they were
willing to supply full-time technical assistance.

A third approach was for Korean industries to
produce samples that could be sold, either by travel-
ing representatives or displayed in Korean trade
centers.

The writer made a survey of th: American mar-
kets zfter which he proposed a special approach to the
problem of selling designs -- namely the establish-
ment in New York of a clothing style center, which could
create ¢ nd present original designs in a manner similar
to that of many American clothing manufacturers. This
idea required considerable further study to determine
whether it would indeed, serve to increase the market
for Korean-designed clothing. Such a study was never
done. Israel and other countries have used this method.
Hong Kong, on the other hand, has had a phenomenal
success in exporting apparel items Tor which it relied
chiefly on designs created by its customers.

3. Pac kaging

The third phase of design is packaging. Recause
packaging is so noticeable, it is almost invariably
mentioned in discussions on export development. It is
an important problem, but should not be given more
attention than it deserves, since it is only one of many
involved in export development. Packaging serves twe
purposes. One is to make the product more attractive
and saleable when placed on the store shelf. The other
is to protect the produvct from injury during transport-
ation, and until it is celivered to the ultimate consumer.

Mcsi packaging knowledge came as a result of
imitation by Korean producers of Western packaging
methods and designs. The Korean Trade Promotion Corpor-
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ation (KOTRA) devoted considerable attention to this
subject. In addition to publishing articles and pam-
phlets it ran an annual Packaging Fair, to which the
Korean manufacturers and producers were invited to
study and observe displays of packaging gathered from
throughout the world. The A. I D. Mission was fortunate
in having on its staff a man well qualified in this ai+a.

He assisted KOTRA in this program, and offered sume
direct technical guidance to firms.

The introduciion of foreign goods to the Korean
domestic markets began to create a demand by Koreans
themselves for certain packaged items. This helped to
stimulate a knowledge of the design of and an improve-
ment in the quality of packaging. Other education about
packaging cume through visits abroad arnd from customer
suggestions, including the impact of the large number of
American soldiers and civilians living in Korea.

The problermn of packaging for protection did not
receive quite as much attention, particularly in the area
of food products. For example, Korea exported quanti-
ties of apples to Taiwan. Improper packaging caused
approximately 30 percent of the apples to be bruised or
frozen. They were packed on or near the farms, where
adequate knowledge about such a simple technique as
placing the apples in layers in the boxes was lacking.
There were similar problems with other products.

E. General Conclusion on Problems of Cost, Quality,
Design and Packaging.

As can be seen from all the above, improvement in
figuring cost and setting prices, together with concrete
problems of quality, design, and packaging cannot be
solved by one simple program. Essentially, and in its
broadest terms, it is an educational process. The impact
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of customer requirements is the major factor in creating
improvements in these areas. The process can be speed-
ed up by introduction of technical assistance through
government efforts and by the private sector. Korea stili
has a long way to go in solving her quality problems, but
she has made great strides in the last several years.
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CHAPTER X

OTHER PROBLEMS

Many of the problems that arose in the course of
the Korean Export Development Program were inter-
related. In the interest of those readers who may wish
to concentrate on only one of several given problems,
we will attempt to cover each separately.

A. Red Tape

In addition to creating positive incentives, it is
also necessary to attempt to eliminate road blocks.
Among the most universal of these are the time-con-
stuming and costly paper work and procedures required
by banks and governments. The steps involved in cus-
toms procedures and in obtaining import and export
licenses, financing, passports and visas, permiis to
travel, inspection certificates and numerous other li-
censes and permits add to overhead expenses without
adding any real value to the product being exported.
They also create delays which make it difficult for the
exporter to meet his delivery dates. Moreover, the
greater the number of steps that are required and the
number of offices that have to be reached, the more
likely is the possibility of corruption.

The paperwork problem is not a simple one. Tt is
precisely because exporting involves so many of the
private and government sectors, that some controls are
unavoidable. The very nature of large scale business
and government creates bureaucracies which are not
always as efficient as one might hope for. In the devel-
oping countries, where there is little experience and
activities are constantly expanding, there is a tendency
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for a great deal of unnecessary paper work. It is, indeed,
rare to find efficient and speedy processing in any country,
developed or developing.

Within the range of essential controls, the best me-
thod of reducing paper work is to create as few adminis-
trative steps as possible, and to simplify regulations to
eliminate duplicate and unnecessary steps that require
much bookkeeping and traveling from office to office.

The red tape problem is so serious that it is aimost
inevitably amongst the first items that are discussed and
surveyed in any country that is interested in developing
its exports. In Korea this was the first problem on which
the Minister of Commerce and Industry requested assist-
ance. In order to gain a perspective and to dramatize the
magnitude of the problem, the writer undertook a case
study. The introduction to this study, made on December
31, 1964 stated:

"Attached is a case study indicating procedural
steps, documentation and processing time re-
quired by a single Korean exporter of cotton
goods in order to export his product. The se-
quence starts with the first offer and goes
through his final shipment and receipt of draft

of foreign exchange from the bank. Of the 37
steps listed, 12 are involved in his own business
negotiations and procedures. The other 25 steps
require him to fill out 94 different types of forms
witn a total of 148 copies. Not including his own
time required to gather the information necessary
or to fill out the forms, it takes from 84 to 121
days to process the documents.

"It is hopea that this preliminary single analysis
prepared illustratively, may be useful to the con-
sideration of ways and means to enhance export
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"trade. Obviously, such questions as the
general validity of the processing sequence
will need to be explored, taking into con-
sideration that a large number of the steps
will be necessary under any circumstances,
and that time is inevitably required to
translate export orders into export products
actually exported and paid for. "

Chart I (page 101) illustrates the steps required.

Subsequently, a second study was made which
examined procedural steps, documentation and pro-
cessing time r2quired by a Korean businessman to
travel abroad for business purposes. Nine steps
were involved in this procedure during which the
businessmai filled out a minimum o? 31 types of
forms with a total of 48 copies. Excluding the busi-
nessman's personal time required to gather the nec-
essary information to fill out the forms, to submit
them, and perhaps to travel to Seoul, the processing
time took approximately 40 to 55 days.

Chart II (page 102) and Table 9 (page 103) demon=
strate this process.

A similar study was made of the steps necessary
for importing goods.

The findings of these studies dramatized the
situation so that it caugh® the atiention of government
officials, and shocked them into a realization that
drasiic actions were required to simplify and reduce
the paper work, and to speed up its processing.
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PROCEDURES REQUIRED FOR BUSINESSMAN TO TRAVEL ABROAD

KOREA - AMICUS MOST REPORT
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Table @

Summary of Procedures for Travel Abroad other than to Japan

1. Foreign Exchange Expenses and Transportation Costs Paid by Host

Total
Types No. of Fistimated Days Required
Concerned of forms Copies
Steps Agency Required Required Minimum Maximum
1. KTA 8 16 1 - 2
2. MCI 3 3 B) - 10
3. MOFA 11 13 3 - 3
4. Police 3 9 25 - 30
3. AMND 1 2 4 - 8
6. FE 1 1 1 - 1
7. MOJ 1 1 1/2 - 1/2
8. BOK 3 3 _1/2 - 1/2
Total 31 43 40 - 55
2. All Expenses Paid by Traveller
1. KTA 7 14 1 - 2
2. MCI 3 3 D - 10
3. MOF 3 3 6 12
4. MOFA 10 10 3 - 3
3. Police 3 9 25 30
6. NMND 1 2 4 - 3
T. FE 1 1 i - !
8. MOJ 1 1 i/f2 - 1/2
9. BOK 5 3 /2 - 1/2
Total 32 46 46 - 67

|
|
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In addition to these tnree particular problems
described, there were the dozens of other problems
involving all types of activities connected with export-
ing. The Joint Export Development Committee {(EPSC)
set up a special working task force to deal with pro-
cedural problems. This task force included represent-
atives of each of the various organizations involved in
the paper work procedures. TFor each area, a special
ad hoc committee was established to study each individ-
ual step carefully to see if a specific document could
be eliminated or abbreviated. \Vhile these committees
did reduce the work considerably, they were not as
effective as desired. It was difficult for any specific
agency to agree that its particular document could be
eliminated. Also, each representative had to obtain
the approval of his organization before he would agree
to eliminate a document. Nevertheless, progress was
made. The Minister of Commerce and Industry took
a personal interest in the elimination of paper work,
and vsed the prestige of his office to assist. Pressures
from the private sector also helped to reduce processing
steps.

As a matter of general principle, the writer believ-
ed that activities should be carried on ky the Koreans
themselves, and that cutside help be used as littie as
possible. Nevertheless, he became firmly convinced
that the only completely effective way that procedures
could be reduced to a minimum was to call in a non-
Korean, outside expert who would be completely objective,
and who could do more, if given the proper backup, than
had been done by the ad hoc committee. This recommend-
ation was accepted in principle, but was never carried
out.

It might be well to study steps taken in some other
countries. While the writer has not himself witnessed
the process, he has been given to understand that Hong
Kong has developed an extremely expeditious system
for export-related paperwork. According to these



reports, an exporter goes to a single center where he
fills out one set of documents which are then put through
the various required azencies by the center itself.

B. Passports and Visas

The processes of obtaining passports for Koreans
to travel abroad, and visas for visiting businessmen are
complicated and still need simplifying. Difficrities and
time losses in obtaining a visa may not actually inhibit
businessmen coming to a country, but they do create
annoyances and bad feelings evew before entry. For
tourism, difficult processing actually prevents tourists
from traveling in the offending country.

Although the writer is aware of the security problems
involved, it is his opinion that these difficult procedures
do very little to prevent undesirables from entering a
country. He is very much aware of the often expressed
annoyance of businessmen wishing to make quick and fre-
quent trips for the purpose of exploring and buying in
another country.

Fortunately, many countries today have eliminated
visas, or have made it possible to obtain one in short
order during a single visit to a consulate office.

C. Samples

Difficulties were encouniered with customs regula-
tions concerning both the importation and exportation of
samples.

Some buyers carry many samples of articles they
wish to purchase. The writer has seen a buyer come in
with four or five trunks full of samples which must be
cleared through customs. Occasionally the buyers wish
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to leave the samples with the manufacturers for study
and duplication. It is understandable that drafters of
customs regulations fear that such articles are not
actually samples, but imports for sale in the open mai-
kets. It is also understandable that the regulations set
requirements for bonding them and placing them in
temporary storage, or other requirements which also
cause annoying deiays. Even at the +xpense of possible
errors, itwas suggested that the customs officials be
instructed to lean over backwards to eliminate such
delays and annoyances. The potential loss in taxes was
small at best in comparison to the gains in good will
obtained by this leniency.

Sending sampies out of the country involves
customs problems where there is an export tax on the
type of product being shipped. In order to sell their
products exporter. must display samples in centers
throughout the world. They must send them to potential
custemers, and to fairs, trade shows, etc. which re-
quire them in quantites TFor style items, importers
often need large numbers of samples to distribute to
their outlets. In one case, a sweater importer in New
York stated that he requiired 50 sets of samples for
each new style each season. Since he was selling
approximately ten styles of sweaters this meant 500
units twice annually. Because some Korean Govern-
meant officials had had little experience with American
methods of selling, they wer~ suspicious of this demand
for so many sampie items. Fortunately, the represent-
ative of KOTRA in New York was able to investigate
and certify *o the validity of the request.

As with imnorts of samples, the recommendation
was made, and to a large extent implemented, that pro-
cedures and attitudes be lenient.
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D.  Exporter-importer Relations

Improving relations between exporters and import-
ers was essential in the development of trade. Misunder-
standings appcar in developed as well as underdeveloped
countries. The methads of operation among businessmen
in any country, and resulting frictions or goodwill, evolve
over many years of close contact within the framework
of a single culture and language. Relationships on an
international basis, with continuous exchanges at long
distances, are more difficult.

Western businessmen coming abroad as buyers, are
constantly advised to learn local customs.  However, de-
veloping countrics attempting to sell their new products
are dealing with a "buyer's"” market. Realistically, the
seller must therefore adapt himself to the methodys of
his customer. A misunderstanding which causes a cus-
tomer to discontinue hig business affects not only the
individual seller but can set back the whole trade of the
country. The customer will express his opinions to other
businessmen about responsiveness and attention to his
requests and instructions. LExport promotion which con-
centrates efforts on establishing initial contacts and ob-
taining first orders, but does not assure necessary actions
for repeat orders will not have much continuing impact on
export earnings.

1. Cultural Patterns

In many instances Korean businessmen found
themselves iavclved in serious misunderstandings re-
garding the requirements being placed upon them by
foreign importers. Old Korean cultural patterns and
many previous years of isolation from the outside world
contributed to mutual lack of comprehension of business
patterns by both foreigners and Koreans. For example,
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one of the reasons for unfulfilled promises is the
traditional Korean courtesy of responding affirmatively
to the request of a visitor. A contract often has a dif-
ferent meaning to a Korean than it does to a Westerner.
The Westerner interprets the words literally. The
Easterner may interpret the provisions in the context
of the situation when they were signed, so that changes
which could not be considered acts of God or force
majeure would still be acceptable reasons for non-per-
formance. Time schedules have a different importance
in different cultures. When Korean suppliers were late
in delivery, they would give evasive excuses.

Problerns also arise because of language dif-
ferences and because of inexperience. Exporters may
fail to meet specifications because their production con-
trols are inadequate or because they do not understand
the reasons for uniformity. Then instead of offering to
make adjustments, they start the age-old bargaining
device of using hyperbole. A major difficulty which
KOTRA and Korean Embassy repres entatives abroad
complained about was that letters were not answered
promptly or re.ponsively. This was true both of in-
quiries to government agencies and to private exporters.

It must also be stated that there were instances
where the buyer was unscrupulous, or attempted to take
advantage of the lack of experience of the Koreans to
make unjustified findings or claims. Koreans often com-
plained that after expensive entertainment of buyers
they still received no orders. In their culture, accept-
ing favors or entertainment creates an obligation for
reciprocity -- in business as well as in personal relat-
ionships.

z. Education on Business Relations

Many steps were taken to improve the under-
standing by Korean exporters of the problems of
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relationships with importers. Both the Korean Govern-
ment and the Korean business organizations undertook
a program of educuiion and propaganda on ways of con-
ducting business with the West. This campaign was
helped by reports from KOTRA and by suggestions of
A. L D. advisers.

Both the Korean Traders Association and the
Korean Chamber of Commerce established committees
on business cthics. These committees drew up codes
of behavior and undertook supervision of their own
membership's compliance with these codes. While not
always effective, the very existence of the codes helped
educate the business community.

Without question, the overwhelming majority
of Korean businessmen conducted their affairs in an
honorable manner. This was a demand of their own
cultural traditions. What appeared to Western business-
men to be irregular conduct was usually due to misunder-
standing, lack of experience, - ~nnditions bevond the
control of the specific Xorean businessman involved.

Some of the most effective education for the
Korean businessman came as 1 result of his contact with
foreign businessmen. Koreans quickly learned to adapt
their methods to those of their customers and to under-
stand the importance of meeting terms of agreements.
Complaints from customers and occasional loss of re-
" peat orders were the hest form of education.

3. Regulations and Sanctions

As part of the stabilization program, and in
order to prevent over-expansion of credit, a Korean
Government regulation prohibited an exporter from
accepting an order which was not accompanied by a firm
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letter of credit. The exporters received payment in
full as they shipped goods. This made it difficult for
overseas customers to get satisfaction even on legiti-
mate complaints. In the event of a complaint, the only
recourse of the buyer was to rely on the goodwill of his
supplier, or in extreme cases, *o sue him in the Korean
courts.

In an attempt to prevent delivery of poor quality
goods, the Korean Government issued another regulation
that penalized the seller whenever unsatisfactory goods
were not accepted by the buyer and therefore returned
to Korea. While this regulation was helpful, it was not
very effective in preventing shipment of products that
did not meet contract requirements. However, it did
motivate exporters to agree to penalty rebates or to sell
at bargain prices in the recipient country.

Another sanction was to remove from the accred-
ited list of traders, exporters who were persistently
guilty of failing to meet contract requirements. This list
compiled by the Korean Traders Association (KOTRA) and
the government, established eligibility to export. This -
sanction was seldom invoked.

4. DNMediation and Arbitration

When disputes became insolvable through direct
negotiation, KOTRA and Koreai Embassy officials would
often intercede and successfully mediate.

The EPSC rccommended the establishment of
an arbitration procedure for settling complaints without

recourse to the courts. In the United States and other

i > + N o o~ R S, S, |
countries, such veoluntary arbiiration is often provided

for in sale contracts which specify who the arbitrator
shall be. American courts have ruled that, where such
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arbitration is agreed to in advance, its decision shall
be legally binding.

As a result of the EPSC recommendation, a
commercial arbitration law was enacted bv the Korean
National Assembly. The Ministry of Commerce and
Industry designated the Chamber of Commerce to under-
take the work, and the Chamber established a separate
arbitration organization. EPSC had also recommended
that a technical consultant be brought in to assist in
establishing the necessary procedures. The American
Arbitration Association offered an expert, but time and
expense prevented using him and the Chamber of Com-
merce established the system with its own resources.

5. Other Possible Actions

Two suggestions for steps to improve exporter-
importer relations were not implemented. One proposal
was for a university group to make a study of the way in
which the traditions, mores, codes and history of the
Koreans affect business dealings. As mentioned earlier,
the writer was convinced that cultural factors were very
important, however, he could not find that any qualified
analyst had ever examined the problem. He felt that a
better understanding of these factors would give clues to
better means of educating Korean businessmen, and would
also facilitate explanations to foreign buyers who became
exasperated by situations they did not understand.

The second proposal was to establish in Korea,
an Expediting Center which would receive complaints from
Korean trade centers and embassies abroad, and also
directly from customers. It would try to speed up the
handling of legitimate problems through its direct access
to the government agency, bank or businessman involved
in the complaint, and by getting the facts promptly. The
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Expediting Center would not settle claims or substitute
for any existing private or governmental authority, but
would rttempt to eliminate bottlenecks and red tape.

The concept of a single center for all relation-
ships with a governmental unit is not original. It has
been put into practice in other areas of the world, Hong
Kong being one. While the situation in Korea has greatly
improved, it is still the writer's opinion that such a
center could be an important step towaids the improve-
ment of trade relations.

In addition to the two proposals described above,
the 1dea of a study of customer turnover rate occurred to
the writer while preparing this report. One of the handi-
caps in arousing concern over the need to improve busi-
ness relations was that exports were growing so rapidly
that neither government officials nor businessmen could
always be convinced to take seriously the complaints
from KOTRA and the buyers. If some way could have
been found to show the percentage of orders which were
cancelled, or the number of single orders which never
brought a follow-on, the educational process might have
been more effective.

6. Reputation Study

In connection with the development of a foreign
investment program, A.L D. financed a studx entitled
""Korea's Reputation Study', which was made in *he
United States by a private consultant firm. While not
directed exclusively towards trade, this study obtained
opinions from American businessmen as to the reputation
of Korean business and trade methods. The report rein-
forced opinions often expressed by overseas representa-
itives of KOTRA, and U.S. and foreign businessmen.
While it repeated many of the complaints mentioned above,
it also stressed that the reputation of Korean business-
men had improved.
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The consultants did a competent job, but the
facts presented were generally known to both Korean and
American officials located in Korea. It is the opinion of
this writer that this type of study can more easily be
undertaken through a canvass of foreign businessmen and
visitors by those persons already working with them.

E. Shipping Information and Rates

Transporting raw material and supplies into Korea
and shipping Korean products out presented special prob-
lems. With the exception of transportation to and from
Japan, all goods have to travel long distances by sea to
keep Korea's trade moving. Korea had only two major
ports. Inchon on the west coast is close to the major
manufacturing center of Seoul, but has a 30 foot rise and
fall of tides so that no ships could ioad or unload dockside.
Pusan on the southeast coast of Korea had no such prob-
lem, but its docking facilities were unable to accommo-
date ships over 10, 000 tons.

Few steamers made scheduled and regular trips.
Korean flag ships were limited in size and number, and
could not cope with the growing export requirements.
Korea had to rely for a good deal of shipping on tramp
steamers with lengthy delivery time and frequent and ir-
regular stops en route. This made it difficult to get
customers as firm delivery dates could not be given. As
an inheritance from the war, stevedore charges were
higher at Korean ports than at nearby ports in Japan.

To cope with this situation, the Korean Governmnent
organized a program to finance the development of ship-
yards and shipbuilding. It also set out to en- surage for-
eign shipping lines to make more frequent visits to Korean
poris.

The scheduling of shipments to provide larger freight
loads for each ship was one of the methods utilized to
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encourage the shipping lines. Much manufacturing for
export was done by small companies. To obtain suffi-
ciently large freight loads for each ship it was, there-
fore, necessary to coordinate the activities of many
companies.

The companies required easily available shipping
information so they could plan shipments. For this pur-
pose, the Korean Government established a Shipping
Information Center financed jointly by the government
and the shipping companies. It was located at the head-
quarters of the Korean Trade Promotion Center in Seoul
where freight rates, schedules, and other information
to assist shippers were easily accessible.

Korea was not a member of the Pacific Shipping
Conference which established freight rates for regularly
scheduled shipping. While there might have been many
advantages in joining the Conference, in some respects
the non-membership was advantageous. For example,
Korea produces and ships large quantities of plywood to
the United States ($32 million in 1967), for which the cost
of shipping is an important factor in meeting competition.
The volume is sufficiently large to permit a 10, 000 ton
ship to be fully loaded with this one item. In 1967, a
shipping company owned by Koreans was able to ship nly-
wood for about two-thirds of the regular Conference rates.
On the return trips these ships could bring back raw
materials and supplies from the United States.

The United States Government has no control over the
established Conference rates. Through the initiative of
the Senior Export Advisor, a number of conferences were
held by representatives in Korea of the international
shipping companies. They unanimously decided to petition
their respective companies to exercise their best efforts
towards equalizing freight rates and eliminating discrimi-
nation against Korea. As the story of Korean export de-
velopment spread throughout the world, shipping compan-
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ies took more and more interest in the possibilities of
expanding their businesses there.

In the long run, the new ships being built and
chartered by Korean companies, and the increase in
volume of goods being shipped will serve to reduce
expenses of shipping from and to Korea.

F. Export Insurance

One of the risks that discourages exporting is the
difficulty of obtaining legal redress in a foreign country.
Any losses during transportation through fire, theft or
marine accidents are easily insured by international
insurance companies. But losses involved when custom-
ers legitimately or illegitimately fail to accept delivery
or fail to make payments, and when other similar situ-
ations occur, can only be protected by a special export
insurance system.

The risks for Korean shipments were minimum. This
was because Korean Government regulations required a
firm letter of credit to be given at the time an order was
placed. Payments were, therefore, made upon shipment
from a Korean port and delivery of a bill of lading to the
Bank of Korea. This regulation was established as part
of the Korean stabilization program and in order to pre-
vent an over-expansion of foreign credit. This created
little hardship for those traders doing business with the
larger foreign companies. The large companies request-
ed no credit arrangements and were perfectly willing to
issue letters of credit at the time they placed their orders.

When dealing with smaller foreign companies and
traders, and in some of the less developed countries, the
ability to sell on credit terms undoubtedly helps increase
the volume of business. Many traders throughout the
world give preference to placing their orders in countries
or with companies which can extend them credit. Selling
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on an L/D (Letter of Delivery) or L./A (Letter of
Acceptance) process also makes it possible for the
purchaser to inspect his purchase at the point of
delivery rather than at the point of shipment, and puts
him in a position to reject unqualified goods. Selling
on credit, however, is a mixed blessing. While it
encourages quality shipments and more trade, it also
opens the door to unscrupulous buyers who may reject
goods for reasons other than bad quality.

Nevertheless, as Korean exports expanded and
their foreign exchange holdings grew, it became in-
creasingly evident that Korea would have to make it
possible for her exporters to meet international com-
petition by selling on credit terms. In order to do so,
it was very important that an export insurance system
be instituted. EPSC, ther~fo~-  recommended that a
special study be made of such systems existing in
other countries, that the necessary legislation be
enacted, and that companies be organi.ed to establish
an export insurance system. KOTRA was assigned the
Job of making this study, and it is hoped that such a
system will Le established in the near future. In the
rneauitime the imvact of Korean regulations regarding
ietters of credit have been somewhat alleviated by
permitting the importation of some materials before
export orders are received. Thus, it is easier for
Korean exporters to meet delivery dates and foreign
importers do not have their funds tied up so long.
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CHAPTER XI

MARKETING

Fortunately, Korea had a trading community so the
export development program did not need to generate
this activity. It did have to help Korean traders adapt
to the demands of distributing hundreds of new products
to thousands of new customers.

Koreans lacked knowledge of the steps necessary
to put their goods on the international market. Con-
versely the outside commercial world had little knowledge
of Korea and its possibilities. Even though the country
was already manufacturing many acceptable items, these
were little known or appreciated. Overseas activities
and budgets of the Korean Trade Promotion Corporation
were limited. Travel by private Korean businessmen
has been hampered by many restrictions, and difficulties
in obtaining foreign exchange. Few buycrs were interest-
ed in coming to Korea. It became cbvious that an exten-
sive program of overseas marketing activities would have
to be developed.

While Korea already had many products that could
be sold, she had many more that were close to meeting
the requirementis of the international buying community,
but not quite up to par. With her low-cost labor, there
was a danger that the anxiety to sell would draw many
bargain hunters, i.e., people interested in one-shot
deals, requiring only the lowest quality goods. The first
perioa of Japan's export development had been precisely
along these lines, and it took Japan many years to over-
come the reputation it acquired for producing low-priced
low-quality goods. As a matter of policy it was deter-
mined that efforts would be made to prevent Korea irom
going through such a period.
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A. Bringing in Major Buyers

One approach to marketing was to attract buyers
from the large chains who were interested in purchasing
articles in the middle-price levels, and who would take
a developmental approach to purchasing in Korea. It
was hoped that large companies would be willing to assist
with technical help and guidance, and would be prepared
to put their time, effort and possibly money into initial,
smallscale purchases to help create permanent sources
of supply.

It was suggested that an attempt be made to induce
the top executives of the leading U. S. retail store buying
chains to come to Korea. To do this it was necessary
to mobilize the leading business organizations, KOTRA,
and the American Chamber of Commerce in Korea. For
educational and psychological reasons il was important
that this project be financed by the Koreans themselves.
Because of their inexperience, however, the Korean
business organizations were reluctant to invest funds in
a Lroject in which they could see no immediate resulis.
The sum involved was not large, but it took considerable
persuasion to convince them to agree to the project.

Finally, a committee was established and the funds pledg-
ed.

Although there had beer considerable correspondence,
the American buying chains evinced no great enthusiasm
for participation in this project. It was, therefore, de-
cided that Mr. Oh Pomsik, President of KOTRA, and the
writer should go to the United States to visit heads of
important buying chains and deliver personal invitations
to come to Seoul as guests of the Koreans. The assist-
ance of A, I. D, /W, the U.S. Department of Commerce,
and Korean Consulates was invoked. Through the U. S.
Government agencies, the door was opened to meet the
top executives of the buying chains. Moreover, R. H.
Macy & Company, which had previously opened an office
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in Seoul, was very helpful through its personal solicitations
of the many other chains.

Mr. Oh Pomsik and the writer alsc took advantage of
their presence in the U. S. A. to meet with many leading
banking institut.ons to discuss potential trade and invest-
ment in Korea. Confcrences were arranged in Washington,
New York, Chicago, Los Angeles, San Francisco and
Seattle.

The trip proved highly successful. In October, 1965
the representatives of ten of the largest American buying
chains arrived in Seoul. These chains included J. C. Penney,
W. C. Grant, Sears Roebuck, Montgomery Ward, the May
Company, Allied Stores, Macy's, Gimbel's, Amerex Cor-
porntion and Woolworth's. Several others, among which
were included Associated Merchandizing Co., Marshall-
Field, and Gottliebs, could not come at that time, but
arrived later. The to'al retail business in the United States
represented by these groups was in the neighborhood of
$15 billion annually. An extensive program of exhibits,
factory visits and conferences were arranged by the Koreans
under the leadership of KOTRA. Meetings were held with
top level Korean and U. S. Government officials.

While it would be a gross exaggeration to claim this
trip opened up Koica, it nevertheless paved the way for a
great many of the buyers who subsequently went there.
Some companies, finding a potential source of supply, car-
ried out the developmental approach by sending full-time
technicians to assist Korean factories in bringing the qual-
ity and design of their products up to an acceptable standard.
Others assisted through their buying agents, and by sending
in professional buyers in the various lines of interest.
R, H. Macy's decided to include Korea and its products in
its ""Far East Festival'' which took place in September,
1966 and which was a highly successful merchandisiag event.
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Since this original mission came to Korea, many of
the companies which were part of it nave established
permanent offices in Korea, or have made arrangements
for Korean trading companies to represent them in mak-
ing substantial purchases. In addition, the activities of
KOTRA's overseas representatives, travels by the
writer, and word-of-mouth throughout the world induced
many more buyers to come to Korea. At the same time,
many Koreans visited world centers since Korean com-
panies had been given tax allowances for their oversesas
cxpenditures in sales promotion, 2nd procedures for
obtaining visas had been simplified.

B. Trade Missions

During their aforementioned trip, the President of
KOTRA and the writer visited the Chicago ai.d Seattle
Chambers of Commerce, both of which were planning
Far East trade missions. Plans for the Chicago sroup
had already advanced too far to permit a change, but the
Seattle group was persuaded to include Korea in its
itinerary. Governor Evans of the State of Washingtcen
accompanied this tour which proved to be mutually suc-
cessful to Korea and Washington.

The Koreans were themselves organizing trade
missions to various parts of the world including Japan,
Southeast Asia, Africa and Europe. The Korea Business-
men's Association sent a large trade mission to the United
States following the trip by the President of KOTRA. This
mission met business leaders and merchants and bankers,
visited stores and factories, and in general made excel-
lent contacts. Arrangements for this trip had been made
with the assistance of the A. I. D. Mission to Korea,

A. L D. /Washington, and the U.S. Denartment of Commer-

ce.

These visits by Korean businessmen to potential
markets served not only the purposes of creating contacts,
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and promoting and selling, but also afforded the oppor-
tunity to observe and study products, methods of manu-
facturing and methods of conducting business. NMany
groups travelled especially for this purpose. Some of
these missions were composed of a ‘nixed group of top-
level company officials representing diversified and
varied industries; others were composed of represent-
atives of a single industry or of people interested in a
single phase of trade. The latter type of trade mission
was more effective.

For a mission to be thoroughly effective required
a great deal of preliminary work., Contacts had to be
made at each port of call, itineraries arranged, and
interpreters supplixd, in addition to the usual arrange-
ments cor travel, hotels, ete. KOTRA and Korcan
embassy officials undertook this work. United States
A. L D, Missions assisted in various countries. In the
United States, A, L D. /W and the Department of Com-
merce were of great help.

Unfortunately, the trade missions did not wiways
give the representatives in the p.aces they were to visit
sufficient time to prepare for them, and did not spell out
details of their own specific interests. Also, Korean
overseas officials over-scheduled ceremonial visits and
conferences with Korean embassy officials and host-
government agencies, sometimes at the expense of time
that might have been more usefully devoted to coutacts
with host country businessmen. These overseas ofricials
apparently thought that important Korean businessmen
might feel slighted if they were not received and enter-
tained in this manner. In many instances visits to specif-
ic cities were much too short, too many countries and
cities having been included in one trip. In his final re-
port the writer stated as follows:

"Korean companies should send a great many
representatives overseas and should participate
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"in organized trade missions. Such
missions should be well planned and if
sufficiently large, should send an advance
man to plan and prepare for the mission.
The mission should be composed of per-
sons thoroughly familiar with the products
to be sold, who carry with then: samples
and literature, and are prepared to quote
prices on the spot. These trade missions
should reduce their ceremonizal visits to
an absolute minimum, devote their time
to visiting potential customers and develop-
ing business contacts, and svpend sufficient
time for useful activity at each stop. '

As many trade missions as possible from other
countries were encouraged to visit Korea, often at the
invitation of various Korean businese groups and KOTRA.
In one of the reports of the writer's world trip he stated:

'Field offices should be in close contact with
lccal Chombers of Commerce, state government
trade agencies, etc. to learn of potential {rade
missions to Asia when they are in the early
stages of planning. With the present widespread
interest in Korea, it is sometimes possible to
get Korea on the itineraries of such visits.
However, unless this is done well in advance of
final formal announcements, it is almost im-
possible to get the leaders to revise their plans.

""Conversely, Korean field offices should be
notified well in advance of proposed visits of
Korean trade missions ana other business
groups, so that they can make the local plans
accordingly. There should be some system of
coordinating the various visiting missions, as
it is often awkward for local staff and consular
officials to repeat contacts with government
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"officials, banking officials and business
organizations when visits follow each other
at close intervals. We cannot 'wear out
our welcome. "’

C. Korea Trade Promotion Corporation (KOTRA)

The major responsibility for the development of
overseas markets was assigned to the Korea Trade
Promotion Corporation (KOTRA), a public corporation
founded in 1962 and wholly subsidized by the Korean
Government.

KOTRA helps manufacturers and exporters to
locate overseas markets; Hrovides marketing education;
and advises on the requirements of these markets through
its market research activities, local publications and
counseling offices. KOTRA is also used by manufactur-
ers as a check-point to determine whether the trading
companies are providing adequate service and overseas
market coverage.

KOTRA is the agency most directly responsible for
distributing news of Korean products to foreign buyers
through its international publications and overseas trade
centers. It comes under the jurisdiction of the Ministry
of Commerce and Industry and is, in fact, the overseas
arm of that Ministry.

KOTRA's activitics in carrying out its export ex-
pansion objectives are briefly as follows:

-- Conducts market studie€s;

-- Conducts expoi't industry research;

-- Fromotes Korean products and firms to
ioreign buyers;

-~ Maintains trade centers abroad;

-- Participates in world fairs and trade fairs;
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-- Operates the ""National Exhibition Center'’
located in Seoul and Pusanr;

-~ Publishes trade periodicals and pamphleic;

-- Produces trade films;

-- Provides instructions and guidance in
packaging and labeling;

-- Advises Korean Government on matters
affecting exports;

-- Operates an Export Training School;

- - Provides foreign firms with information on
Korean manufacturers;

-- Produces magazines, brochures and mono-
graphs to convey information on the quality
of Korean products.

1. Organization

The KOTRA organization consists of a main
office in Seoul with overseas trade centers in New York,
Chicago, Los Angeles, New Ousleans, Montreal, Hamburg,
Milan, Tokyo, Osaka, Hong Kong, Bangkok, Saigon,
Singapore, and Djakarta. It maintains overseas research
offices in Panama City, Amsterdam, London, Tehran,
Lagos, and Johannesburg. It also maintains part-time
market research correspondents in Peru, Brazil, Colom-
bia, Belgium, Sweden, France, Australia, Taiwan and
the Philippines. See Chart III (pages 126 -127). Its
total staff consists of about 250 people of which approxi-
mately 150 are stationed overseas. Its 1967 budget was
approximately $1, 500, 000. This budget is provided by
the Korean Government, but administered as a separate
agency under the general direction of the Ministry of
Commerce and Industry.

2. Home Office

The home office in Seoul is housed in a building
in one of the main squares of the city. The shipping
information center mentioned previously is ilocated on
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the street-level floor. An exhibition room on this same
floor displays Korean maimufactured products availab:.
for export. The displays are directed towards the visit-
ing buyer or businessman. While the attendance of huvers
from abroad is not large, they see a cross-sectional
display of Korean products. Other organizations such as
Korean Traders Association and the Korean Chamber of
Commerce maintain their own displays. The Chainber of
Commerce also has displays in each of its centers in 18
cities in Korea. Similar but smaller displays are m:in-
tained at each of the KOTRA overseas trade centers and
at the KOTRA center in Pusan, as well as in the lobby

of the A. I. D. headquarters in Seoul.

KOTRA publishes an attractive monthly trade
magazine, Korea Trade, which is distributed world-wide
A promotional page from the April 1967 issue is shown
on page 127. It also prints a buyvers' guide which lists
every company in Korea together with the products it is
prepared to export. Similar guides are published by the
Korean Chamber of Commerce, and Korean Traders
Association, the Korean Businessmen's Asscciation and
the American Chamber of Commerce. KOTRA publishes
a weekly bulletin which lists sales opportunities through-
out the world. The Korean Traders Association also
publishes such a bulletin and has a daily edition teletyped
to its Tokyo office.

3. Overseas Offices

Staffing of the overseas offices varies with
their importance. New York and Tokyo are the largesi,
maintaining a Korean and local staff of eight to ten people
each. The balance of the offices each maintain staff of
three to five people.

These overseas offices have two basic jobs.
One is to undertake market research for Korean manu-
facturers both on specific products of a particular company,
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and general categories of commodities.  They also sup-
ply the home office with statistical data which is collated
and published in the weekly bulletin for the use of the
Korean exporting community.

The other major task is to locate specific customers
for specific products and companies - to act as a go-
between. Overseas offices do not usually participate in
actual sales negotiations which are properly left to the
specific company involved. [However, in some countries
where new products are being introduced, KOTRA will
occasionally become involved in actual sales work in
order to open a new market. But even in those instances
the KOTRA personnel do not themselves sign or accept
purchase orders, but refer them o the company.

KOTRA personnel also engage in general promotion
work and publicity, and assist visiting Korean business-
men. They give information to foreign businessmen wish-
iug to visit Korea for the purpose of investigating the
possibilities of trade, and they participate in trade fairs
when this is deemed advisable. Of great importance are
the recommendations that KOTRA field offices make to
the home office on such subjects concerning trade devel-
opment as buyers' complaints, product quality, and rules
and regulations which may inhibit or promote trade.

By agrecement with the Rlinistry of Foreign Affairs,
KOTRA took on the trade promotion duties that normally
fall upon the Commercial Attachés at embassies or con-
sulates. It does not become involved in the diplomatic

ctivities in this area. In such countries and places
where there are no KOTRA offices, the Commerciol
Attaches still do the work of trade promotion. Unfortunate-
ly, limited staffs of the embassies, and the many duties of
the Commercial Attachés make it difficult for them to do
as much work as is required in this field.
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4. Areas for Overseas Activities

The nature of the consumer "over-the-counter"
goods in which Korea was concentrating dictated that
efforts should be directed towards the affluent countries
with high personal incomes. First on this list are the
United States, Canada and Japan which together consumed
over 75% of Korean exports in 1967. Next on the list are
the Northern European countries which took 11% in 19617.

In the earlier days of export development, Korea
directed much of her effort towards Japan and Southeast
Asia. Now that the developing nations of this area are
building their own new consumer goods industries, the
possibilities of Korea greatly expanding trade to these
markets is limited by the competition.

5. United States Activities

Given the circumstances above, the United States
market increasingly became the most important for active
development. In 1963 the United States market absorbed
approximately $24 million of a total export business of
$86 million. By 1967 this figure had reached approxi-
mately $137 million out of a total of $320 million. Korea
was producing a very wide variety of products attractive
to the high-income North American market. KOTRA
maintained four major centers in the United States. Since
New York is the chief buying center in the United States,
the biggest office was located there. Besides the smaller
offices in Chicago, Los Angeles and New Orleans, repre-
sentatives, were also located in Houston and San Francisco,

as well as in Montreal.

6. Japan and Hong Kong Offices

The two centers in Japan, located in Tokyo and
Osaka, plus the one in Hong Kong had a double job to do.
One was to promote exports to these two countries, and
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the other was to deal with regional representatives of
foreign firms.

a. Exports to Japan

Second only to the United States is the trade
with Japan, which absorbed approximately 26%
of the total exports of Korea in 1967 and supplied
45% of Korea's total imports in that year. The
potential of the Japanese market for increased
Korean imports has not been exhausted. As
Japanese wage scales increase, it becomes ad-
vantageous for Japan to import certain partially
completed and completed manufactured goods
which can be produced less expc nsively in Korea.
Many Japanese trading companies have world-
wide sales outlets, through which Korean goods
can be re-exported.

Because of its proximity, and thz fact that
many Koreans have a knowledge of Japanese, it
is easier to carry on Korean sales efforts there
than in any other country in the world. The large
colony of persons of Korean origin who live in
Japan form a sympathetic nucleus which can help
develop trade with Korea. Since the Normalization
Agreement (1965), relationships between the two
countries have improved and should continue to
do so. An increase In tourism and travel between
the two countries is assisting in the process of
building business relations.

b. Working with Overseas Representatives

Japan is also a center for representatives and
traders from the great buying organizations of the
world and especially of the United States and
Europe. Buying in the entire Orient by these
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traders is in most instances directed from
Japan and/or Hong Kong. While the final
decisions to purchase in Korea are made by
the home offices, they are very much influ-
enced by the representatives in Japan. In
addition, these representatives usually carry
on the day-to-day work involved in the pro-
cesses of purchasing.

During the writer's visit to Japan, he
accompanied the Director of KOTRA/Japan
to meet representatives of the following
companies:

Amerex International Corporation

J. C. Penney Purchasing Corporation

F, W. Woolworth Company

Dodwell & Company (represents mostly
European stores)

Associated Merchandising Corporation
(represents U.S. chain stores)
Montgomery-Ward Company

Mitasco Company (U, S. chain store)
Sears Roebuck Company

National Silver Company (U, S. trader in
flat table cutlery.)

Almost ali of these companies have begun pur-
chasing in Korea. Some have opened or plan to
open their own Korean offices (sometimes as a
branch of their Japanese office) and some have
arranged to be represented by local Korean
companies.

‘The Japan trip also afforded occasion tc
meet the Tokyo and Hong Kong representatives of
Jardine, Matheson & Company, Ltd. Their main
office is in Hong Kong where they are the largest
traders. After the Tokyo meeting, the director
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went to Seoul to open an office there.

In Osaka, a meeting was arranged with
the President of J. Kimatrai and Company,
Ltd. This is also a large world-wide trading
company. The firm is opening an office in
Scoul.

These are examples of many other inter-
national Asiatic traders and commission
brokers who are now becoming interested in
Kerea. They are not competitors of existing
Korean traders. They have established out-
lets and an international sales force that can
augment Korean trade. Existing Korecan traders
rarely have entree to the customers of these
companies.

The "International Group of Department
Stores™ includes some of the largest stores
in Europe. It's members exchange information,
undertake purchasing for each other, and assist
visiting buyers from other members of the
group. The Tokyo member of this group is the
Takashimaya Department Store.

A constant stream of buyers comes to Japan
from American and European companies which
have no direct representation in Japan. These
buyers are contacted through the KOTRA Tokyo
office which now sends a form letter to every
visiting buyer arriving in Tokyo.

7. European Activities

More recently Korea has begun to develop the
European market. New centers were opened in Hamburg
and activities were expanded in England and the Scandi-
navian countries. While problems of distance, penetrat-
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ing the Common Market, and competition with other
developing countries were more seveie in Burope
than in the United States, nevertheless, the European
market presented the next large potential area for
Korezan exports.

The International Trade Center of GATT
offere- to make a European market survey to furnish
the hasis for promotion work. KOTRA assigned a full-
time representative to Geneva to work with UNCTAD
and GATT. In addition, KOTRA has conferred with
executives of Harrod's and Selfridge's department
stores in England, and with chain store managers and
traders in Stockholm, Hamburg, Amsterdam and Milan.
Most of these are represented in Hong Kong and/or
Tokyo by local agents, and are guided vy the recommen-
dations of these representatives. Many of them send
their buyers who work with trading organizaticns in
these two cities, and KOTRA has urged that the buyers
visit Korea.

8. Other Centers

While the main cfforts were Zirected towards
the high-income countries, there was still much work
to be done in other areas of the world. The first offices
that had been opened by KOTRA inciuded Bangkok,
Singapore, and Djakarta. These centers were maintained
and in some instances were even expanded. As the staff
gained experience, their work improved and their activi-
ties played a very important role in the development of
Korean exports.

9. Research and Sales Promotion

Field research was essential to the develop-
ment of exporis. Research activities in the field served
a double purpose of supplying information to the Korean
businessmen and governiment officials, and giving field
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personnel the opportunity to maintain and expand their
contacts with the buying community in the process of
obtaining information. The home office prepared vari-
ous forms and made requests for information to the
field offices.

However, sales promotion work was more
important than research. The home office sometimes
made demands for research information that occupied
the time of the field offices at the expense of pro-
motion work. This was a perpetual problem. Budget
limitations only permitted small staffs. It is extremely
important that the local field offices be given discretion
as to what priorities are given to the various activities.
The size of staff, their skills, and the areas in which
they are located must be taken into consideration. In
countries where there is a single staff member and
little existing trade, it might be even wise to permit
the representative to devote almost all his time to
creating new business.

An interesting example occurred in Tehran
where Kurea had no diplomatic or consular offices. A
single KOTRA representative was sent there in 1965 and
was probably the only Korean living in that city. Because
of budget limitations and restrictive local regulations,
his only office was in his home where he had no telephone
or secretarial assistance. He maintained a sort of out-
door, roving office in the wholesale trading area of the
bazaar, making himself known to the traders with offices
in this area. He devoted almmost his entire time to this type
of promotion work and was able, in the course of one year,
to create $1 million worth of annual business for Korean
producers. Subsequently, an Ambassador was appointed
to Iran and KOTRA opened a full-time office.

10. Financing Trade Promotion Activities

Financing overseas sales promotion presented
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difficulties. As a government agenev, KOTRA had no
income of its cwn and Korean buginessmon and govern-
ment officials, with little understanding of the vast
arcas to be reached and the great expense involved in
oversens promotion, were reluctant to allocate funds
for this purpose. Morcover, pay scales for statf in
overseas comtries were much higher than for top-level
personnel in home agencies to account for the cost of
living in the higher-income countries. This was a diffi-
cult concept for the Government to grasp. In 1966 KOTRA's
entire budget was approximately $1. 5 million with which
it maintained a staff of about 250 people. This was in-
adequate and should have been at least doubled.

A Sales Promotion Agency or Sales Agency?

A
fre

KOTRA did obtein a small part of its income
rom fees charged for literature, displays, ete.
Som< gover nment officials and private business-
men argued that KOTRA should act as sales agents
and colleet commissions for its work. This plan
was rejected as it would have seriously affected
KOTRA's usefulness. Priorities would have been
given to maintaining existing contacts for com-
panies already doing business and would have
resulted in neglecting small and newer accounts.
It also would have meant becomir g involved in
complaints from rival companies who might feel
that their particular business was being neglected
or that others were heing favored. Promotion
work is a slow process and must be subsidized.

In other countries such as India, Taiwan,
Indonesia, etc. there are state t -ding com-
panies which are actually in the jusiness of
commodity trading. The writer has insuffi-
cient knowledge of whether the trading com-
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panies are in themselves an effective
structure for export promotion. In

Korea, however, with its private enter-
prise economy, he is convinced that such
companies would have been unsuccesstul, and
that it was wiser to leave trading in private
hands.

b. Other Financing Methods

There are other ways of financing
this type of activity. In Hong Kong, for
example, a one-half percent tax is placed
on hoth imports and exports and these
revenues are used for promotional work.
In Colombia (South America), a one and
onec-half percent tax is pluced on all
imports and the funds collected are used
for both promotional work and financing
of export industries.

It was recommernded that a sum equal
to one percent of the iotal export trade be
allocated for export promotion by KOTRA
and the overseas trade activities of the
Ministry of Foreign Affairs. In 1968 this
tax would have amounted to $5 million.

Another possible method of financing
this work might be a combination of fees
for certain types of services plus a tax.
But in any event, adequate funds must be
supplied if this work is to be successful.

11. Suggested Furthe: Improvements

The following observations and suggestions
were addressed to the Korean Government after the
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Senior Export Advisor's final tour of Korezn overseas
operations:

a. Public Relations

Efficient public relations is a prime activity that
must be carried on throughout the world. News releases,
announcement of trade missions, visits of important
businessmen, and general information about Korean prod-
ucts require publicity in the right places. Professional
PR men who understand and know this work are expen-
sive and can only be justified in countries which have a
large mission and a large volume of business with Korea.
Nevertheless, the importance of this work requires that
speciai steps be taken. Each KOTRA center should have
one man who has received special training for this pur-
pose. He should understand how to write news releases,
how to make contact with the press, how to make speech-
es, promote seminars and meetings, and carry on the
entire work of public relations. While the present staff
in many instances does good work in this field, they
gererally have inadequate knowledge and training of the
work to ce donre.

b. Capitalizing on Good-Will

In a number of countries there is a great deal of
iriendship and good-will for Korea by local organiza-
tions. Some countries have cultural groups interested
in Korea. For example, in Sweden, Norway and Denmark
there are "'Korean Associations.'" The Swedish organiza-
tion has 600 nbers and publishes a monthly magazine
called Jokt ‘Hello ia Korean). Officials of this or-
ganization ar: cager to oe of assistance. Full advantage
should be taken of this good-will. It could take the form
of Korean publicity, Korean displays, etc.

In Japan and in some cities in the United States
there are substantial colonies of Koreans. They aimost
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always have an organization of their own. Their activi-
ties should be geared into assistance with Korean dis-
plays, publicity, cultural activities, etc., as well as
traae assistance. This requires organizational help by
KOTRA and Embassy staff.

In a number of places local Chambers of Commerce
and trade associations expressed a willingness to assist
Korea. For example, in Hamburg, and in Milan, they
offered to set up meetings for discussion of Korea by
Korean speakers. Local businessmen would be invited
to these meetings. In both Tokyo and Osaka the American
Chamber of Commerce proposed to have Korean semi-
nars to which they would invite the Korean Ambassador
and representatives of KOTRA. KOTRA representatives
should promote this type of activity with as many organi-
zations as possible.

In New York, there is an organization called the
"Korean-American Trade and Indusiry Association. "
An attempt to organize a similar organization in Chicago
was beginning in 1967. While these organizations can be
of service, the assistance they can render is limited.
American businessmen are surfeited with organizations
which, unless they perform a real service for their
members, tend to become either organizations of local
businessmen of the home country or of the representa-
tives of big companies who attend as a matter of routine.
The organization in New York is active and does per-
form a service. Unless there is a real interest by busi-
nessmen of the particular country to form such organiza-
tions, KOTRA officials should not devote too mucn time
to attempt to actively organize such groups. Each
situation must be judged on a case-by-case basis.

c. Training School

Because budget limitations have restricted the
possibilities of employing outside professional consultants,
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it is necessary for KOTRA [field staff and Commercial
Altach€s to be 'Jacks-of-all-trades.” They also should
be proficient in language. Therefore, personnel of
KOTRA, and Commercial Attaches should attend a
training school before being sent overscas. The school-
ing mipght be followed by one month of visiting Korcan
{actories to become informed as to Korean products and
sotentials. At intervals of, sav, three vears, each over-
seus staff member shoulsd, during his home leave, spend
orne snonth in retraining.

Courses suggested included intensive work in
iinglish and possibly other major ianguages with atiention
1o business letter-writing and speech delivery; in market
rescarch; and in practical problems of displays and pub-
lic relations, including writing of news releases and
newsletters. Training in salesmanship, organization of
meetings, bookkeeping, and other housekeeping problems
was also recommended, sz werce special orientation
courses for the wives who accompany their husbands on
overseas jobs.

d. Foreign Language Use

English today is an international trading language,
however, signs, posters, pamphlets and literature should
be printed in the native tongue of each country rather
than in English. In some areas it might be wise to use
both languages, but in every instance the native tongue
should be made more prominent. This approach not only
reaches more people but is also more effective with
people who are sensitive to the failure to use the language
of their own country.

A first-rate knowledge of the local language or of
English is of great importance to Korean trade represent-
atives and Commercial Attachés abroad. In addition, it
is helpful if the wives of Korean representatives abroad
also have language ability. They are called upon to partic-
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ipate in entertainment and visits, and should mingle with
and take part in the activities of local women's organiza-
tions.

e. News Letters and Advertising

Advertising in publications aimed at the general
public is expensive and unless done on a continuous basis,
is not too effective. Advertisements in connection with
specific trade shows or events could be carried in trade
magazines. Even these can be expensive and should be
limited.

In order to direct publicity to the buyers, it was
suggested that each Center publish a monthly news letter
to be mailed to a selective list of traders and customers.
These letters would contain information of a general
nature as well as specific information directed to the
country in which they are published. The impact of a
continuous monthly bulletin can be effective. Depenrding
upen the location and the size of the mailing list, this
activity can be carried on for a budget of between $2, 000
to $5, 000 annually, including the services of a profess-
ional writer.

f. Travel Staff

In a2 number of countries and areas of the world,
it would be wise to employ a full-time staff member who
would iravel from city to city in his area with an adequate
supply of samples, literature and other display material.
Possibly he should utilize a stationwagon or a small truck
for this purpose.

After full advance publicity, he should set up his
displays in a major hotel or other suitable location. Con-
ceivably the local department store might be induced to
house the exhibition of Korean goods. Important traders
and buyers of the area wcould be invited to the opening,
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which might include a ceremony and cocktail party.
Wherever possible, representatives of the Korean com-
panies whose articles are of particular interest to that
area should be invited to send representatives. In
addition, traders of that country who are buyers of
Korean goods should be invited to participate. After the
initial showing, there should be a follow-up by personal
visits to the major traders and merchants of the city,
and further follow-up should be done by the nearest
KOTRA office. The travel staff member should remain
in each city for a sufficient length of time to adequately
cover it.

g. Local Staff Employees

A serious shortcomirg encountered in the KOTRA
offices was their hesitancy to hire local top-level employ-
ees or to give them responsibility. This hesitancy re-
flected forces for economizing, national pride and other
factors. Nevertheless, just as it would be difficult for
an American organization fo have a trade center in Korez
which would be manned entirely by Americans in its
leading positions, it was equally difficult for o Korean
organization to work in other countries without employing
top-level local staff. In any event, it is almosi essential
that at least one top regional trade expert be employed
in each country. Moreover, local employees should be
given the responsibility and prestige in proportion to the
importance of the work they are doing and should be
invited to participate in conferences, either at home or
in regional centers. It would seem wiser to employ one
good man, paying him an adequate salary, than to have
two or three inexperienced employees of a lower grade.
In areas where there are multi-racial business communi-
ties such as in Singapore, Indonesia, Malaysia, etc.,
there should be one employee of each of the major racial
groups involved.

It is not necessary that each overseas Trade Center
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have more than one or two staff people from the home
office. In each country, local employees can be utilized
to carry on much of the work of the Center. Taking into
account the cost of transportation and of maintaining a
man overseas, it would, in many instances, be less
expensive to hire local employees, especially for the
clerical and research work. It should also be possible
for unusually good local people to be brought back to
Korea and trained in the work of KOTRA.

D. Other Market Development Organizations

In addition to the activities of KOTRA many private
organizations and businesses participated in the market
development process.

1. Korean Traders Association

Foremost among these was the Korean Traders
Association (KTA) which represented the entire trading
community of Korea. It had some quasi-official duties,
but was a privately financed organization.

Government regulations required that every
exporter obtain a trader's license and be a member of
the KTA. As of 1966 there were over 700 companies
and individuals engaged in selling abroad, although only
about 300 were qualified to obtain a trader's license
under the rules established by the government. Others
worked through the licensed traders.

Many trading companies engaged in no other
business, but the larger companies were also engaged
in manufacturing and other types of activities. Even so
these large companies, with few exceptions, handied
items other than those produced by their own company.
However, none of them were similar to the Japanese
trading companies which are giant self-contained empires
that engage in finance, banking, shipping, manufacturing,
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insurance and a great many other activities.

KTA maintained an office in Tokyo which publi-
shed a daily traders' newsletter translated from Korean
into Japanese. It also maintained an office in New York.
Most of its activities were in Korea where it devoted
itself to lobbying, assisting buyers, and furnishing in-
formation to its members.

2. Korean Chamber of Commerce

The Korean Chamber of Commerce carried on
most of its activities inside Korea. It was the only
naticnal business organization that maintained headquar-
ters and staff in the 18 important cities ¢f Korea where
it served as the link between the business communities
in ti.e provinces and Seoul. It had its owin export pro-
motion division which in some areas duplicated the work
of the Korean Traders Association.

3. American Chamber of Commerce

The American Chamber of Commerce was an
organization of representatives of American companies
doing business in Korea. Originally, most of these rep-
resentatives were engaged in importing into Korea. As
the export drive developed, they became more and more
involved in exporting and in representing American com-
panies interested in buying in Korea. Non-U.S. com-
panies seeking permanent representation in Korea were
more inclined to use Korean traders than employ the
services of resident Americans.

4. International Trading Companies

In addition to the Korean and American traders,
a number of large interational trading companies had
representatives and branches in Korea. There are many
such companies throughout the world who have branches
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in many cities. Some act as commission brokers, others
as direct traders, others as representatives and some
combine several roles. They may also represent ship-
ping compaiiies, insurance companies, investment com-
bines, etc. Many of these companies have had a long
history of trade in Asia, some as far back as the early
colonial days. Most have their home bases in Europe,
India, Hong Kong, Singapore, and other historically
important trading centers. These companies can play
an important role in any developing country.

There was a tendency by Korean Government
officials to discourage the establishment of other than
Korean traders in Seoul. This was a mistake as they
are not necessarily competitors of Korean traders.
These companies have established outlets and branch
offices which can open up markets not now available to
Korean producers or traders. Since they have already
acquired customers who have confidence in them and
will rely on their judgment and assistance, they can be
invaluable in increasing Korean trade.

5. Private Company Overseas Offices

A few of the large Korean manufacturers were
able to maintain overseas branch offices in New York,
Tokyo, Hong Kong and Singapore. The cost to maintain
such an office required a large volume of business.
Some companies occasionally sent their directors or
salesmen abroad for sales and contact trips. Most
Korean companies, however, did their business through
their customers' agents in Korea, and relied on KOTRA
or private direct correspondence for representation
overseas.

In some of the major wor'd centers, jyoung
Koreans who had finished their ovverseas studies were
attempting to develop a trading business. Mcost of them
were inexperienced and had little coerating capital.
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Korean businesses were reluctant to give them exclusive
representation. However, these businesses would be
better off to employ Koreans living abroad because the
Koreans would have more incentive to push sales than
would foreign representatives serving many clients in
many countries. (KOTRA, which needed local employ-
ees, represented only Korean goods.) Korean businesses
should assist young Koreans now living abroad who wish
to become traders or brokers for Korean products.

6. Co-operative Trading Companies

A possible approach for small companies would
be to establish cooperative trading companies, each
representing a number of companies selling non-competi-
tive products. Government incentives might be developed
to encourage this.

E. Depariment Store Exhibitions

In recent years a number of the larger department
stores have organized exhibitions of products from a
specific country. The trend started in 1950 when R. H.
Macy's and Compan - organized the first Italo- American
exhibition. It not only displayed Italian products, but
attracted interest through artistic and cultural exhibitions,
including dancing, newspapers and native foods as well as
a complete array of handicraft and style items. This show
attracted international attention and gave a major boost
to the opening of the American market for Italian-made
items.

Since that time, Macy's and other stores throughout
the United States have had similar exhibitions for many
other countries. These shows not only attract consumers,
but attract buyers from other retail chains and individual
stores all over the United States, who are eager to learn
what items are being displayed by an important store
such as Macy's.
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In 1964, Macy's had a five-country East Asian
exhibition in which Korea was included. The other
countrics were Japan, Taiwan, Hong Kong and Thailand.
Macy's officials spent over a year and a great deal of
money for this exhibition. BEach country contributed a
comparatively small sum to cover advertising and also
contributed both personnel in the form of dancers,
artists, and st~ff, and artifacts for background display
purposes. This was the first large-scale exhibition of
sorean goods and Macy's sold out the entire Korean
stock which it had purchased. But more important, the
exhibition opened the eyes of New York and the buyers'
community to Korean products.

Subsequently, other stores in the United States
organized similar exhibitions. Discussions have been
held with department stores in Europe and Asia, some
of which huve expressed their willingness to undertake
exhibitions. Store executives in countries such as the
Philippines, Indonesia, Singapore and Taiwan thought
that there was an insufficient quantity and variety of
goods from Korea that would be of interest to the local
market to justify large scale exhibitions, but they were
willing to have a "Korean corner. " All of them required
some contribution by either Korean businessmen or
KOTRA.

Preparation for such an exhibit has to be organ-
ized weli in advance. Products to be exhibited must also
be on the shelves ready for sale. The value of these
shows lies not only in the goods that are sold during the
exhibition, but in the promotion and publicity given to
Korean products. The cost involved is small in com-
parison to the promotional returns.

F. World and Trade Fairs

International world fairs take place somewhere
in the world at almost any given moment. Many of them
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are of major importance. They nndoubtedly have develop-
ed internationr! knowledge of the work, cuiture and under-
standing of other countries. Politically and cuiturally

they play an important role in world affairs.
Yy plag I

Attendancce at these wortd fairs is largely made
up of the general public which includ s the uitimate, indi-
vidual purcnasers of consumer goods. Many business
representatives also attend. Fairs can create a general
acceptance of the exhibitor's products.  Unfortunately,
participation is very expensive. It is doubtful whether
smaller countries with limited funds available can obtain
sufficient commercial benefit to justify the cost "avolved.

For example, it cost Korea over a million dollars,
above income received, to participate in the New York
World Fair. Her total ovverseas budget for promoticn
during that year was less than 31 million. Therefore, the
amount spent for participation in the Werld Fair would
have been much better utilized for .sorld promotional
activities.

Korea participated in the Montreal fair where her
pavilion was one of the most beautiful and interesting.
It made a tremendous political and cultural impact and
made Korea known to millions of people. The cost was
over $300, 000.

In contrast to worid fairs, trade fairs, which are
devoted exclusively either to a particular industry or
commodity, or divided into sections for specific products,
attract professional buyers. The cost to participate in
a fair with a booth or even a larger exhibition ranges
freim 33, 000 to $135, 000, plus the additional costs of trans-
porting the goods to be exhibited, arranging the displays,
providing personnel during the exhibition, advertising,
and doing the follow-up work that must be undertaken to
assure the best results. It is sometimes possible > get
the exporters or local importers whose gcods are on
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display, to bear part of the cost.  Trade fairs can be
very productive and can certainly bring more resulty
per dollar spent than the more generally aimed world
fairs.



CHAPTER XII

SOME SPECIAL PROGRAM ELEMENTS

A. Industrial Parks

The concept of creating industrial parks has gained
international acceptance because of the success of such
arcas in many countries. An industrial park is a small
geographic entity, established either by government or
private developers to attract a group of factories by
providing utilities and other common facilities, and by
making land available at reasonable prices. The chief
purpose of such areas is to encourage industrial devel-
opment. Depending upon the nature of the industries,
industrial parks may help increase the number of poten-
tial exporters for a country. On the other hand, they
may also have no impact at all on exports except to
divert attention from other efforts more productive for
export development.

In 1966 there were two such industrial parks in
Korea. The first was developed on the southeast coast,
a short distance north of Pusan. This was a large com-
plex designed to cater to basic, heavy industry such as
an oil refinery, a fertilizer plant, and several o‘her
large enterprises. The facilities being developed in-
cluded a deep water port for ships up to 20, 000 tons,
water reservoirs, railroad sidings and highways; future
plans inzluded a steel rill and other major industries.
This industrial area served a major need for industry
requiring a location with direct access to ocean trans-
portation. The industry in turn provided an infrastruc-
ture basis of oil and cement for other enterprises. How-
ever, the Pusan industrial park had no direct connection
with exports and had not been started for this reason.

The other industrial park was in the Seoul area. It



was designed to attract successful Korean residents in
Japan to undertake new, small and middle-size facto-
ries in Korea. It succeeded in doing so. Some of these
factories looked to domestic markets and others to
exports, including subnssemblies and parts which were
shipped to Japan for finishing.

Many other cities in Korea were fascinated by
the idea of establishing industrial park areas. Many
officials had visited Taiwan where a number of such
areas have proven of great benefit. Because of publicity
given to this concept there was a tendency to proceed
with plans for such parks before careful studies had
been made. Studies were needed to determine whether
the availability of reasonably priced land in industrial
parks would actually attract new industries that would
not otherwise come to the specific area or country, or
develop on as large a scale. Since sufficient land was
available in good locations at reasonable prices in many
parts of Korea, the Joint Export Development Committee
recommended that a team of experts be brought to Korea
to make a feasibility study of developing other industrial
parks and/or free zones.

Special sites provide no means of increasing
production if an ample, reasonably priced supply of
land with public facilities 1s already available, or if
they merely offer special benefits to existing plants
located elsewhere in the country. This point should be
stressed to counteract the glamour of industrial parks
which has sometimes helped land speculators to con-
vince government officials to grant them unjustified
tax benefits and special financial incentives.

B. Free Trade Zones

A country wishing to develop manufacturing
industries which import raw materials, assemble these



materials, and re-export the assembled products will
develop free trade zones which fe -~ilitate this purpose.
Such zones are established near sripping or aviation
facilities, are physically enclosed and declared a
customs [ree area. Many have been established through-
out the world. Imported raw materials go directly into
the free trade arca, and the finished products are ship-
ped from the zone without passing through the country's
customs barriers. If some of the {inisihed products are
to be used locally, then customs officials check these
products as they leave the zone.

Where sufficient manufacturing of this natuie can
be concentrated in a single area, a free trade zone can
be extremely important in developing entrep6t and re-
export trade. Industrial parks are sometimes developed
as free trade zones for this reason, plus the advantages
discussed in the previous section. Land cost, number
of factories that can be attracted, and volume of business
must be considered in developing such free zones.

Often the same export advantages can be realized
without special facilities or grouping of plants. In effect,
each plani can become a free zone where this is impor-
tant for the development of an export industry. Korea
did this very successfully in the case of the electronics
industry, where foreign manufacturers were attracted
by special arrangements that allowed them to bring in
components and export assembled units without either
passing through customs. The Customs Bureau did put
surveillance personnel in each plant to assure that im-
ported components did go entirely into exports.

C. Foreign Banks and Credit Information

The banking system of Korea consisted of a govern-
ment-owned, central Bank of Korea (BOK), five com-
mercial banks, and four special purpose government
banks. The whole system was closely controlled by the
government through the Ministry of Finance.



The Bank of Korea maintained branch offices in
New York, Los Angeles, Tokyo and London. These
carried on no banking activities except those concerned
with foreign exchange. The Bank of Korea also had
international correspondents in other banking systems.
In 1966, the overseas activities were organized as a
separate bank known as the Korean Foreign Exchange
Bank.

Until 1966, there were no branches of foreign
banks located in Korea due to government regulations.
The Bank of America rnaintained branches on U. S.
military posts which were permitted to do banking
business only with U.S. personnel. It could not, there-
fore, be described as a foreign bank doing business in
Korea.

While not disastrous, the failure to allow foreign
banks to maintain offices in Korea was a handicap to
trade and investments. Businessmen throughout the
world, and particularly those unfamiliar with Korea,
preferred to rely on information obtained through their
own banking institutions. Financial transactions are
carried out through such international banking facilities.

One of the problems of conducting business inter-
nationally is that of obtaining financial and credit infor-
mation, and other information regarding the reputations
of the companies with which business is to be conducted.
Experienced businessmen throughout the world will seek
to obtain such information before they agree to sign con-
tracts, place orders or establish a line of credit.

Among inexperienced and smaller Korean business-
men there was a tendency to accept any western business-
man at his face value without obtaining any background
credit information. In addition, it was difficult and time
consuming to obtain such information through the Bank
of Korea which had to depend upon its bank connections
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in the country from which the information was sought.

Foreigners wishing to do business in Korea often
found it difficult or even impossible to obtain such infor-
mation on Korean businessmen. There were no regular
credit rating bureaus similar to Dun and Bradstreet
and other business information gathering organizations
which exist in the United States and other countries.
American businessmen often gave orders and signed
contracts with Korean companies without first making
an adequate reputation and credit check. One of their
reasons for not doing so was the fact that, justly or
not, many cf them had no faith in the information they
could obtain through the Korean banks.

In 1965 the Korean Government made the decision
to permit foreign banks to establish branches in Korea.
As of the end of 1967, six such banks had been licensed,
consisting of three American banks, two Japanese banks
and one British bank. At about the same time, in 19686,
the Bank of Korea converted its foreign branches into
the Korean Foreign Exchange Bank.

D. Small and Medium Industries

Legally, a small industry was defined as one which
employed iess than 200 people, or was capitalized for
less than ten million won ($360, 000). But the overwhelm-
ing majority of these factories were in a2 class of those
with 50 employees or less. A large percentage employed
ten workers or less. These small industries, and med-
ium ~-size industries, however, played a vital role in
Korea's development both for internal markets and for
exports.

In the first place, small and medium industries
produced a significant proportion -- approximately 40
percent -- of the total manufactured products. 1In the
second place, the hope of expanding into new product lines
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rested in large part on the ingenuity and ambition of
small entrepreneurs. Such expansion was likely to be
directed especially toward exports, because credit was
more easily obtained for exports than for domestic
production, and the small entrepreneurs were more
dependent on credit. Also, ambitious businessmen could
find a more ready market for new items overseas than
at home.

This situation presented a dilemma to the government
officials interested in developing exports. Administra-
tively, more effeciive results could be had, and exports
increased at a higher rate through the large companies.
Their plants were usually more modern and their manage-
ment more advanced, plus their ability to engage in sales
efforts overseas and to cater to the volume requirements
of buyers from the advanced countries increased the
possibility of obtaining quick results. Because of their
size and financial positions these companies were also
in a position to maintain full-time contact with the Gov-
ernment and banks, aid could exert political pressure
to obtain assistance. Those sections of the ministries
that were eager to produce records of export increases
tended to favor the larger industries.

Nevertheless, it was important for the future of
Korean industrial development, and for political and
social reasons to give help and encouragement to the
smaller companies. Development »f a middle class,
and with it the development of a group of management
and technical personnel, is iriportant to a viable,
democratic private enterprise system.

Small and medium industries were organized into
65 trade associations with a total of approximately 7, 500
small businresses. These 65 trade associations, many
of which were also cooperatives, were in turn organized
into the Small and Medium Cocperative Federation. The
Federation and its constituent associations provided a
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channel for lobbying, education, and promotion of ex-
ports. Special attention was necessary because of the
relative lack of experience of these entrepreneurs, and
hence much of the technical assistance described else-
where was directed to them.

While no export incentives were designed especial-
ly for small and medium firms, they were often used
more effectively in developing new small industries and
new products. Three government banking institutions
devoted their entire attzntion to the smaller industries.
These were the Medium Industry Bank which gave loans
nct to exceed $200, 000 to any one company; the Citizens
National Bank which gave small loans to almost any size
firm; and the National Association of Farm Cooperatives
(NAFC) which was an agricultural bank and which gave
loans to both farmers and to food processors. The NAFC
also had a handicraft development division which pro-
moted household farm industries during the winter season.

There was constant conflict between representatives
of the smaller industries and the larger industries. But
in balance, the government pursued a middle line which
gave support to the larger industries for quick growth,
while at the same time assisting the smaller industries
toward further development.

1 DN University Research

The A. L D. Mission had for some time sponsored
a program of developing research activities by Korean
organizations. Counterpart funds were given to organ-
izations and universities which undertook research
projects. The cbjective was to train Koreans to under-
take research activities, and to develop permanent
research institutions and staffs. The organizations were
encouraged to prepare programs for research and to
undertake the work with as little foreign assistance as
possible.
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An expo:rt marketing research project was under-
taken by Yonsei University, one of the leading and oldest
educational institutions in Korea. Since the research
directors had had no previous experience in studies of
export marketing, the A, 1, D. Mission gave them some
guidance and advice. Their first draft paid considerable
attention to statistics and theory, reflecting the academic
background, but limited practical experience of the staff.
It was therefore suggested that they seek advice from
traders and manufacturers, and develop the balance of
the program on a commodity-by-commodity basis.

The final report was printed in both English and
Korean, and on the whole was good. While it was not
highly sophisticated, it contained a great deal of useful
information ¢nd formed the basis of further work by the
ministries, and by private and public organizations
interested in exporting. Even more important, it crrated
a small cadre of technicians who became familiar with
the methods of research and the problems of export de-
velopment.

F. Korean Marketing Association - Domestic

Marke ting

Early in 1966, a new organization known as the
Korean Marketing Association was formed. The leader-
ship in its formation was taken by a professor who had
participated in the Yonsei University market research
project, and who had attended the Market Research
Institute of Stanford University. A committee consisting
of 15 business executives and 15 economists and pro-
fessors formed the first execnutive board of the organi-
zation. The business executives were principally from
companies engaged in domestic marketing aciivities.
This combination was particularly useful because it
combined the academic theoretician with the practical
businessman.
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The first propesed program included a very wide
range of research projects covering problems of export-
ing and domestic marketing. But, after a short time, it
was decided to limit activities to the areas of domestic
marketing about which little or no knowledge was avail-
able.

The movement of products fron: the producer to
the consumer was an uncharted arca. The reasons for
large price differentials between producer and consumer
were not clear. The internal credit structure and the
number of hands through which products passed varied
from industry to industry and from product to product.
While there was little real knowledge, there was general
opinion that the whole internal process was inefficient
and costly. This in turn affected the cost of production
and export marketing.

Organizations do not grow in a vacuum. The general
development of manufacturing and exporting created the
need for the above information, and the Korean Marketing
Association appeared for the purpose of fulfilling this
need. Its development should be watched.

G. Dissemination of Information to Korean Exporters

As has been stressed previously, the export program
required mobilization of the entire business community
and activation of all sectors, both large and small. This
meant every businessman, every community, and even
the most remote areas had to be fully informed of the
arlvantages, incentives and facilities available to them.
Businessmen also needed to know financing, and about
shipping, licenses, inspection, quality control, packaging,
new materials and methods, cost systems, and much more.
In addition, exporting required marketing information,
special design and technical information, and contact
with the international buying community.
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Since the broad program described in this study
covered such a wide variety of facilities and systems,
it was often difficult for srnaller businessmen, and
particularly those not located in the city of Seoul, to
have real knowledge of all that was available to them.

The Korean Government structure was centralized
in Seoul. Commodity chiefs and lower level staff of
both the Ministry of Commerce and Industry, and KOTRA
seldom left the main office to visit the factories and
towns. The American Chamber of “ommerce, A, L D.
and all of the international organizations and the foreign
consulates werec also located in Seoul. The only major
business organizations that had branches in every city
in Korea were the Korean Chamber of Commerce, some
banks, and the agricultural co-operative organizations.
A few of the trade organizations, particularly those in-
volved in the seafood industry aid agriculture had their
headquarters in Pusan and in some of the other cities.

At the beginning of the export program, the insuffi-
cient distribution of information became quite obvious.
A special working task force of the Joint Export Develop-
ment Committee (EPSC) made a series of recommenda-
tions, and other moves to be undertaken, including the
following:

-- The Government was asked to print a
pamphlet which would describe every
facility and incentive available to the
exporter. This never happened.

-- The Chamber of Commerce arranged meetings
at all its branches, at which the export pro-
gram was described.

-- The Chamber of Commerce, together with
the local government, established an export
committee in every major city.
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-« The two members of the EPSC steering
committee, the Assistant Minister ol
Commerce and Industry and the Senior
Export Advisor, made a series of visits
throughout the country to address local
businessmen, members of the Chambers
of Commerce, and local government
officials.

-- Every provincial government developed
local information sources through its
industry development office.

-- The Kcrean Trade Promotion Corporation
(KOTRA) printed a weekly bulletin which
was widely distributed.

-- The Korean Traders' Association did the
same.

-- A number of meetings were held by the
Ministry of Commerce and Industry, the
Ministry of Agriculture, KOTRA, and
the various businesses and trade organi-
zations. These were attended by repre-
sentatives from all parts of the country.

-~ KOTRA established a branch office in Pusan.

-- Bach province set up its own export
development committee, and each province
was given an annual quota as a target.

This general type of activity spread a great deal
of knowledge, in addition to that which businessmen with
initiative would themselves seek out. Nevertheless, more
could have been accomplished. It was often difficult or
very time consuming for a businessman to obtain infor-
~mation. There was insufficient contact between the lower
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echelons of Ministry staffs and the smaller buginessmen
and smaller communitics. I addition, Korean traditions
o working through personal contacts often made it ditte.
cult to reach authoritative sounrces of information.

While there were obvious advantages in using every
possible channel and in trying to build a sense of responsi-
bility in all agencies for spreading information, a centra!
burcau should have been established to gather the material
and to do the piinting. Distribution of more and better
literature and information could then have taken place
through the many channels described above.

A special problem was that of making technical
information available in the Korean langunge.  [ne BESO
working task force on quality imorovement and technic.o
assistance recommended that a center be estabtished
which would gather technical magazines and books from
throughout the world, have them translated, and drstrino
them to the Korean technicai community. Some of this
work was done through the various universities and natic -
al laboratories, but again, not enough material was pro-
duced. The berefits that could have been derived would
have more than justified the small cost involved.

The A. I. D. Mission's Export Development Committee
recommended the printing and distribution of a Korean
language pamphlet which would list the assistance that
A. L D, itself was able to give in the way of technical
infoirmation, guidance, books, etc. Unfortunately, no
centralized Korean agency could be found to handle the
distribution of this pamphlet and process the inquiries
it might generate, so the project was dropped.

Despite shortcomings, however, an amazing amount
of information did reach its final goal, and the excitement
generated regarding the export drive did have its effect.
The basic initiative, intelligence and persistence of the
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Korcan businessmen caused them to seek out and make
use of much of this information.

., Motion Pictures

The production of miotion pictures for export can
represent a methed of earning foreign exchange while
simultancously ~cealing a cultural impact in the coun-
tries in which these pictures are exhibited. This form
of export is so different from merchandise exports that
it requires an entirely different promotional approach.
No gpecial effort was made to push this in Korea, but
the industry is mentioned just to round ovt the total
presentation on Korean exports.

There is a substantial production of moticin nictures
in Korea. They are produced with low budgets and
directed almost wholly to the Korean market, which is
vrotected by legal restrictions on imported filiwe that
can be shown in Korea. Korea was able to sell some
films to other Asiatic countries, including the Philippines,
Indonesia and Taiwan.

Another way to carn foreign exchange through motion
pictures is to encourage foreign producers to do their
shooting on location in the host country. American and
European motion picture producers have, from time to
time, produced pictures in Asiatic countries. Recently,
there have been important films produced in Japan,
Taiwan and Hong Kong. While a large scale development
of this idea is improbable, it nevertheless deserves
attention and effort.
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CHAPPTER X1l

TECHNICAL ASSISTANCIE

A.  Scope and Sources

Becauge it was necessary to develop production
techniques and products that could mveet internationnt
requirements, Korea required o Targ : input of technieal
assistance for its export development progeamy.,  The
term, "technical pssistanee”, is used bere in its hrosed -
est possible sense. o additicn to asgistance in strictly
technical areas by engineers, production experts, lab-
oratory and research cxperts, it includes help in the
arcas of management, cost accoumting, law, marketing,
advertising, promotion, cconomics, transportation
planning, shipping rates and schedules, financing, bank -
ing, insurance ana other areas of business and the social
sciences. Technical assistance is the most important
contribution the developed counteies can offer.

The United States contributed massive technicnl
assistance through its A, L. D. program which hired many
consultants and experts directly, and also financed ad-
visors rrom the Departmient of Agriculture, Bureaw of
Mines, Department of Commerce and other U.S. Govern-
ment agencies. The U.S. Armed Forces also made con-
tributions which will be discussed in a separate chapter.

Other technical assistance from the United States
came through private organizations and foundations such
as the Asia Foundation, Korean-American Foundation,
and a number of religiors and university groups. The
International Executive Service Corps (IESC) furnished
retired technicians and business executives to assist
individual Korean companies in specific problem areas.
In addition, many American companies gave very impor-
tant technical assistance through their buyers and resi-
dent technicians.



France, Germany, Japan and Australin provided
ochmdenl help and traming and exchange programs.
care bndernationad organizations gave nssistance to
Fooreas The International Labor Organization (1L.OY,
e Vented Notions Development Fund, and the World
Bank. sent technicians,  This list of dornors is undoubted-
smplete but it conveys a general idea of the scope

e e Toprt,
Cooprdination

With technical assistance coming from many sources
wnd serving many purposes, the potential for duplication
S efforts and even for conflicts was large. This is a
Pamiline problem to development assistance. The A1 D.
alission and other assistance organizations - 2 various
0 oo commitiees and carried on exchanges of informa-
von tn an effort to achieve coordination of their overall

programs.

Within the A, L D. Mission a staff member was assign-
cd to keep in contact with ali other multilateral and bi-
javeral agencies engaged in development assistance and
to assure coordination of all A, 1. D. projects (i. e. not
st export) with those of other organizations. The Korean
Ahmigtey of Bconomic Development, headed by the Deputy
rirne Minister, also had a key role in coordination.

Within the export field, the committee structure
desceribed in Chapter 1V served as one more mechanism
through which to attempt coordination. However, the
various working groups were usually confined to Korean
nveermbers with A, L D, advisors, and seldom included
advisors from other national or international donors. For
this and other reasong, the coordination was never entire-
Iv successful. One organization did not always know what
other organizations were doing, and there were times when
_some began to be involved in similar and over-lapping

programs.
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Within the Korcan Government, and olso in Kore o
universities and other nv'mmﬁzauﬁns mitiny people wers
trying to develop export programs. Some wounld =
simultancously to a number of ou ttwde organizations in
the hope that one of these would accept their program.
and this led to duplication. Sometimesg one assistance
agency wouid reject a project after having made o care-
ful anaiysis, whereupon persistent and sometimes over-

unbitious sponsors would prescent the same project to
anothen“ agency, which might proceed to daplicate the
study alreadv completed.

:. . }- 5

There was so much work necessary to expand exports
that duplication scemed unfortunate, becanse 1t meant
that some other need might not be satisficd. Neverthe-
less, it is also possible that some apparent competition
simply provided an additional channel of information
about exporting. An effort to enlist many entreprencurs
needed many approaches, particularly approaches which
were made by Koreans themselves.

C. Specific Export-Oriented Technical Assistance

In various chapters of this report examples were
given of the technical assistance applied to the specific
program mentioned in that chapter. Presented in this
scattered fashion, the breadth and size of the technical
assistance contribution to export development may not
be readily apparent. However it was one of the control-
ling factors, along with ¢ ther essentials such as sound
economic policies, the existence of entreprencurs and
traders, and the Government's adoption of a battery of
special export incentives.

In order to give a better idea of the magnitude of
technical assistance, this chapter brings together in a
list those projects that were directly associated with the
export program, and which emanated from the work of
the Export Development Comraittee of A, I. D., and of
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the EPSC. Only those that have not been previously de-~
scribed in another chapter are presented in any detail.
Many other types of technical assistance which facilitated
general economic development and contributed indirectly
to the export development program are not mentioned at
all.

I, Genersl Advisor, Services

AL D Ts decision to give export development
high priority in the Mission resufted in a major program
of advisory assistance. Examples include the formation
of the Mission's Export Development Committee, and the
assignment of A, 1. D. staff technicans to each working
tasik force of the EPSC.

2. Apparel and Footwear Industries

a. Mr. Jerome Udell, retired President of Gramercy
Clothing Corporation, one of the largest American apparel
manufacturing companies, was emploved by A. L D. to
make a survey of the men's garment industry in Korea.
This industry, as has been previously explained, was one of
the best prospects for export development. Mr. Udell's
survey provided ideas on the effective direction to take
to expand the industry. Through his own contacts he was
also able to interest a number of international companies
in coming to Korea to purchase clothing, and in at least
one instance, to form a joint venture with a Korean com-
pany for the manufacture of men's slacks.

b. A team of nineteen persons consisting of private
business technicians from the clothing industry and repre-
sentatives of Korean Government organizations were
sent for a three-week tour of Japan, Hong Kong and Taiwan.
The objective of this team was to study methods used to
develop the industry in the countries visited.

c. A great many buyers representing American
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wholesale and chain store organizations were encouraged
to come to Korea. The buyers themselves as well as,

in some instances, the technicians they supplied assisted
many Korean companies to develop design, quality and
techniques in the clothing industry. This was especially
true in the knilwear sector of the industry, which ad-
vanced very rapidly.

d. In another interesting case, a large American
importing company stationed in Korea two full-time
technicians in the manufacturing of footwear. This in-
cluded canvas, rubber and leather items. These tech-
nicians worked continuously in three factories to help
them manufacture footwear acceptable to the American
market. There were a number of other instances not
listed here, of this very important type of private tech-
nical assistanrce.

3. Foundiies

The foundry industry is necessary to nearly
every type of metai production. Korea had many cast
grey iron and brass foundries. All of them were small
and produced poor quality castines. A. L D. financed
the cost of bringing to Korea Mr. Robert Niman, who had
been the President of the National Foundry Corporation
in New Yock. Subsequently, another technician was brought
to Korea to follow up on his work. They helped form the
Korean Foundrymen's Association and worked with the
whole industry. They also assisted engineering and vo-
cational schools in their training programs.

A team of foundry technicians led by Mr. Niman
spent three weeks in Japan studying the foundry techniques
used there. A.L D. also financed the purchase of experi-
mental foundry equipment and testing devices for the
National Industrial Research Institute (NIRI).
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4.  Mining

We have previously described in Chapter VIII
the assistance to the mining industry. This assistance
was begun long before the beginning of the export drive,
but provad instrumental in this effort.

3. Handicraft

As discussed in Chapter VIII, A. I D. hired a
full-time technician who was an expert in the development
of handicrafts. His primary objective was to assist
Korecans in developing designs and products in this field,
that would be acceptable to the international markets.

6. Taegu Development Project

The Taegu regional development project
described in Chapter IX, was supplied by A. L. D. with
four full-time technicians for a period of one year, plus
staff assistance and financing of laboratory equipment.

7. Wigs

The human hair wig business discussed in
Chapter VII, was greatly assisted by American companies.

3. Shn-ﬁmp

A consortium of French companies who were
purchasing shrimp supplied a full-time assistant to help
develop a product for the French taste.

9.  Quality Control

The efforts for quality control and development
were described in Chapter IX. The technical assistance
in this area included two full-time technicians supplied

By A. I D., two team trips to Japan and Taiwan, and in-
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dustry experts from the I, L, O, and A, I, D. working
with ihe Korean Productivity Center. Luboratory equip-
ment was supplied to NIRI as well as to regional labora-
tories. Displays, discussions and exhibitions were
sponsored, and a quality control engineering society was
organized.

10. Taiwan Private Enterprise Workshop

Early in 1964 the Government of Taiwan spon-
sored a ten-day Asiatic private enterprise workshop,
devoted to problems of foreign investment and trade.
Representatives from all the Southeast Asian countries
attended. A.I D./Korea financed a team of 14 high-level
Korean Government and business executives together
with the Senior Export Advisor. The exchange of ideas
and information about each other's activities was of
inestimable value. The Koreans were particularly
interested by the foreign investment program that had
been so successiully developed in Taiwan.

11. Management Impact Team

A.1L D. sponsored a team of top-level Korean
management executives on an extensive tour of American
industry. While this team was not sent in direct con-
nection with the export program, the tour included visits
to department stores and factories where the Koreans
were able to observe the requirements of the American
market. A similar team of seventeen Korean business-
men and executives, sponsored and financed by the
Korean Businessmen's Association, also made an ex-
tensive tour of the United States. A. L D. fKorea, A.L D. /
Washington and the Department of Commerce helped
arrange the tour and supplied guides.

12. Marketing Techniques and Market Research

a. Mr. Jerome Udell worked for several months
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making a survey of the Korean Trade PPromotion

ssociation's (KOTRA) organization, and its
activities in its main office in Seoul. He recom-
mended many policy, structural =nd procedural
changes. While not all of the changes were
accepted cor adopted, KOTRA did make important
improvements in its organization based on infor-
mation supplied by Mr. Udell.

L. A, L D, supplied to the Korean
Productivity Center, an expert in marketing
who worked with Korean companies to train
them in salesmanship and other marketing
techniques.

c. On four successive occasions, A.1 D.
financed four Koreans each year to the six-
weeks summer course given by the International
Marketing Instituie at Cambridge, Massachusetts.
Thesce men were middle-level manag” ~ent and
government agency executives. They also spent
another six weeks traveling throughout the
Uniterl States visiting factories, stores, mer-
chandising marts, etc. Upon their return to
Korea, A.IL D. guided a follow-through effort
under which they participated in lectures, radio
broadcasts, and seminars and wrote many
articles to spread the newly acquired knowledge
throughout Korean industry.

d- In 1967, A.L D developed and financed
a contract under which the International Marketing
institute of Cambridge provided four technicians
torr a period of two years to assist in the develop-
ment of market research institutions. The four
fi~lds represented were industrial products mar-
keting, agricultural products marketing, market
research training, and domestic marketing. The
four-man team organized seminars and study
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groups and worked closely with MCi, KOTRA, the
Korean Chamber of Commerce, the Korean Marketing
Association, and the National Association of Agri-
cultural Cooperatives.

(e) A, L D. used counterpart funds to finance
the development of research training for Korean organ-
izations. We have described the Yonsei University
resecarch projects on export development which bene-
fited from A, I. D. technical help financed in this
manner.

(1) The Senior Export Advisor devoted one year
to the Korean Government's overseas trade activities,
during whicih he travelled to twenty-six cities in twenty-
two countries to work with the Korean trade centers,
embassies and attaches. He assisted their stafis in
making contacts with the United States Embassy offic-
ials, and in many instances with the international buy-
ing community. A result of this trip was a series of
recommendations to the Korean Government on the
problems of sales development in each of the countries
visited, and recommended actions to be taken by the
Korean Govermment to develop new activities and cor-
rect inhibiting practices. (See Chapter NI.)

13. Consumer Display Center

In 1966, A. L D. brought to Korea a number
of short-term consultants to develop plans for a con-
sumer goods display center. Hong Kong, New Delhi,
Copenhagen and other important cities have found it
useful to have a centrally located display area which
tastefully shows those products of the country which
are particularly attractive to tourists and consumer
goods buyers.
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14, Technical Publications

The Technical Journal and Technical Infor-
mation Service offered by A, I. D. /Washington were avail-
able to the A, I, D, Mission. Unfortunately, these were
not used as successfully as they should have been. A
Korean unit was necessary to channel the questions and
information, however, the Mission did not have the
manpower, and recommendations for a Korean organi-
zation were never fulfilled.

15. Other Technical Assistance.

in addition to the technical assistance already
provided, the EPSC has made recommendations to bring
to Korea technical consultants in export insurance, inter-
national arbitration, industrial estates and free zones.
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CHAPTER XIV

MILITARY PURCHASING

There has been widespread international opinion
that purchases by the U.S. Armed Forces for use in
Korea and in Vietnam were a major factor in the
development of Korean exports. The facts do not bear
this out.

The figures given at the beginning of this rzport
of an increase in Korean exports from $84 million in
1963 to nearly $500 million in 1968 exclude sales to
U.S. military forces in Korea. Moreover, these
military sales did not increase at a comparable rate.
These sales had been approximately $35 million annually
between 1960 and 1964. In 1964 the figure was $34, 410, 000.
In 1965 there was an increase in sales to $38, 542, 000 and
the goal for 1966 was $50, 000, 000 whereas exports more
than doubled in this time. There is an ohvious built-in
limitation in the possibilities of large increases in sales
to the U.S. military because of the U.S. gold flow
problem, the inability of Korean industry to produce many
of the items required, and the limited requirements.

The percentages of commodity exports to Vietnam as
compared to total exports is as follows:

1361 0.1%
1962 0. 2%
1963 14. 0%
1964 5. 3%
1965 8. 4%
1966 5. 5%
1967 2. 3%

The 1963, 1964 and 1965 figures reflect Korea's supplying
galvanized iron sheet which was in short supply. As is
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evident, these sales met a temporary military need but
did not add permanently to Korean exports.

Korea did gain foreign exchange earnings through
remittances from Korean soldiers and civilians station-
ed in Vietnam. Korean contractors were also able to
obtain service and construction contacts. While the
latter were helpful to her economy, they did little to
develop her export industries.

Despite the limitations on expanding military
purchases, the possibilities of a further development of
sales to the military were investigated. Such sales
could not only serve the purpose of a limited increase
in dollar earnings, but would also help Korean industry
to develop products that could later be sold commerciaily.
The U.S. Army had already done a good deal of work in
assistirg Koreans to produce new products such as
rubber iires, auto batteries and processed shrimp accep-
table to its high standards.

Since this activity on the part of the U. S. military
was strictly limited to Korea, it is not transferrable to
other countries seeking to develop their own exports.
However, there is a principle involved, that of the pos-
sibilities of developing temporary markets as an interim
measure while more permanent markets for the same
products are being locateri.

With the cooperation of the Korean Purchasing
Agency of the U.S. Armed Forces (KPA), a list of items
purchased from non-U.S. souices was examined. Num-
erous discussions were held in Seoul, Tokyo and Wash-
ington. At the request of the U.S. Country Team (Armed
Forces, A.1L D., Embassy) a team was sent to Korea
from the Department of Defense in Washingion to study
ways of assisting the process of increasing procurement.

KPA gave five Korean companies contracts to pro-
“duce jungle boots and three companies contracts for
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fatigue uniforms, both for the Vietnamese aArmy. To
make it possible for the Korean companies to meet its
strict specifications, the United States Army supplied
technical assistance of both a direct and indirect nature.
It is important to note that the coaditions for granting
these contracts to Korean companies required ther to
meet international price competition. The U.S. Army
also helped in the development of several other pro-
ducts which were later suitable for export.

When Korean businessmen first became aware that
there might be possibilities »f increased trade with
Vietnam, they tended to believe that almost any product
could be sold at any price. Lists of items were pre-
sented which could ot possibly meet the price and
specification requirements. Subsequently, a more
realistic approach to this problem was developed.

As a general policy, exports to Vielnam were
euncouraged only for industries with idle capacity, or
with a potential for shifting sales from Vietnam to
expanded longer-term domestic and export markets.

INlustrative of the first case was the galvanized
iron-sheet industry. Siunce there was only & very small
domestic market for galvanized iron she ects, it was
unwise to expand this industry. However, it was alright
to draw upon its otherwise idle capacity. The structure
of the industry, which required the import of all its raw
materials from great distance, with delivery cf finished
products over great distances, was not condvcive to
permanence, nor to a significant gain in r-t foreign
exchange. Eventually, sales of this product to Vietnam
ended.

The uniform and shoe industries developed for
Vietnam were examples of the second possibility. Al-
tnough these were developed for military products, they
were able to continue in and expand in the civilian field.
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CHAPTER XV

TOURISM

The Korean Goverm.ent and the A, 1. D. Mission
were pursuing every possible way to increase earnings
of foreign ¢xchange. In some countries tourism has
become the second or third largest earner cof foreign
exchange. It is an expanding industry. The inciease in
the availability of inexpensive air transportation has
opened up new markets for world tourists.

In addition to earning substantial amounts of foreign
exchange, tourism could assist the whole commodi.y
cxport program by spreading world knowledge of Korea
and its products, providing a market for souvenirs, gift-
ware, antiques and handicrafts, and bv providing com-
fortable hotel facilities attractive to buyers and business-
men who might become importers of Korean products.

Because Korea had bren isolated from the outside
world and transportation to Korea was limited, its
tourist trade had not developed to any great extent.

The best potential source of tourists was Japan.
With the conclusion of the Korean-Japanese normalization
treaty, and the subsequent opening of Korea to the Japan-
e se, there was every hope that the Japanese would come
to Korea in large numbers.

Efforts to promote tourism, within the Ministry of
Transportation, were headed by General Kim i1 Hwan,
President of the Korea Tourist Bureau. This is a govern-
ment agency, under the jurisdiction of the Ministry of
Transportation.

Tourist development was not tied to the export
program or its organizations, and the EPSC was not
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involved i this activity.

There existed, on paper, a Korean Tourist Asso-
ciation which was supposed to include all elements jn-
volved in tourism, such as travel agents, hotel or g -
zations, transaoriation, restauvrants, cutertainment,
cultural and educational institutions. Unfortunately, this
organization never hecame more than a paper structure.,

In 1961, under the sponsorship of the U, S. Depart-
ment of Commerce, a study entitled ""T'he Future of
Tourism in the Pacific and Far Fast™ had been made by
Checchi & Company of Washington. One chapter out of
twenty-one was devoted to Korea. This report predicted
that by 1968 there could be 120, 000 visitors coming annu-
Wy to Korea.  Although the record showed that in 1965
approximately 3%, 500 visitors came to Korea, only about
I, 000 were actually tourists. [Rven the total figure seem-
ed small in conparison to the possibilitics.

A casual evaluation indicated that Korea possessed
the potentizl for substantial tourist earnings, and tourism
deserved attention and Jevelopment. Seou: and Korea
have very many interesting and beautiful palaces, muse-
ums, parks, markets, and other places of historical
interest and natural beauty. Korean products, properly
displayed and with proper store service could develop
substantial earnings from tourists' shopping.

It also did not take long to discover that even from
a layman's point of view, the facilities available were
inadequate and not up to international standards. The
conditions, facilities and services described in the Checci
report as then existing had hardly changed from 196l to
1964. There was no deluxe class hotel in existence.
Restaurants, transportation and tourist shopping were not
up to the standards that would invite the international
middle -class tourisi. For the practical reason of earning
foreign exchange, it was important to attract the profitable
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trade and to direct 11l efforts towards those tourists who
would spe;.d the maximum amount during their stay in
Korea.

The Koreans' concept of a vacation which they en-
joyed consisted of going to one of the mountain areas,
often built around an old Buddhnist terple, and resting
quietly in simple surroundings, enjcying the veauty and
tranquility »f nature. The Korea Tourist Scrvice had
built & number of tourist hotels in various parts of Korea
in the mountains and remote cities. There were plans to
build additional isolated hotels and to spend money on
aerizal ‘ramways and roads to mountain .emples and
remote areas. There was also a schemc to develop
Cheju Island into a sovt of Bermuda. Such facilities
as tl.ose, however, did not meet the needs of international
tousrism.

The effort to develop Korea's potential for tourism
began early in 1967 when the Pacific Air Transport
Association held a convention in Seoui. This brought a
great many professional tourist agents to Korea. With
the Minister of Transportalion as principal speaker,

A. L D. arranged a meeting of the leading wholeszale
tourist agents to discuss with them the steps that should
be taken to develop tourism.

Seoul was a side trip at extra cost on the internation-
al air route between Japan and Hong Kong. Tiese agents
introduced a resolution at the conference requesting
steps be taken tu include Seoul as a "free stop' in air
travel. Subsequently, this was adopted by Internationai
Air Transpert Association (IATA) and implemented by
the aivplane companies. It has been very helpful.

A series of conferences was held with the whole range
of public and private officials interested in tourism.
Many suggestions were discussed and some were adopted.
At the request of the Minister of Transportation, A.I, D,
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brought Mr. Morton D. Kauffman to Korea as a consul-
tant on tourism. After months of work, he prepared a
detailed report in July 1966, with recommendations for
action He predicted that in the year 1971, there will

be 200, 000 visitors to Korea who will spenu approxi-
mately $100 million in foreign exchange. If realized, this
will make tourism the second largest foreign exchange
earner after manufactured goods. He clearly indizated,
however, that these predictions will come true only if
suggestions and recommendations contai:.zd in his report
are carried out.

The Korean Government has taken many steps to
implement the suggestions made in the Kauffman report.
Among others, they translated and printed it ir. full.

They also printed and widely distributed throughout Korea,
chapters devoted to special aspects such as hotels, travel
agents, and entertainment.

In addition, two Korean hotel mainager s spent three
months at the University of Hawaii Hotel School, and one
representative from the Government Bureau of Tourism
spent three months trz ning at the Hawaiian Tourist
Center. Upon their return, they visited many Korean
hotels to spread the knowledge they nad received during
their training.

In his report, Mr. Kauffman found a need for a
minimum o: 500 new, deluxe hotel rooms. At the request
of the Minister of Transportation, the writer communi-
cated with the three leading American hotel chains. All
three became actively interested in the possibility of
building a new deluxe hotei. By that time Korean Govern-
ment authorities -~ad decided that building more facilities
in the countryside would not be productive, and supported
irstead the possibility of a major hotel expansion in Seoul
The Korea Tourist Service, following a Kauffman recom-
mendation, sold their isolated hotels.
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In 1967, American Airlines entered into a partner-
ship agreement with the government-owned Korean
Tourist Service to build a $10 million, 500 room hotel
in the center of Seoul. In addition, with ROK-sponsored
financing, a number of existing hotels are expanding and
improving their services and facilities.

Tourism is already substantially increasing. In
1967, 84, 216 visitors came to Korea, exceeding Mr.
Kauffman's prediction of 61, 000. Many groups of
Japanese are coming to Korea, and a number cf impor-
tant conferences and conventions have been held there.

However, the number of tour;sts, the length of their
stay, and the amount they spend here will be determined
by the continuing positive action taken by the Korean
Government ana the businessmen involved in tourism,
to improve their facilities, restaurants, transportation,
hotel service, museums, entertainmenti, cultural attrac-
tions and all other facilities that are necessary for this
purpose. Much is still to be done.
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CHAPTER XVI

CONCLUSION

Because of the number of probiems presented in
this study, the reader may have the impression that the
whole export effort was beset with a host of difficulties
and setbacks, and may wonder how the program was so
successful. We have set forth these problems in some
detail, precisely to indicate that this development was
neither easy nor simple to achieve. Not all problems
have been solved. Despite these difficulties, the results
were successful due to planning, organization and desire.
While there is no doubt that the Korean people have a
native ingenuity, intelligence and industrious ability,
these attributes would not by themselves suffice to cre-~
ate the tremendous increase that the export development
program achieved.

What the Koreans achieved can and has been achieved
elsewhere. Alchough the writer has only been able to
study the export development activities in a few countries,
it has become obvious to him that in those countries where
desire, planning, organization, and incentives have
existed, the programs have been successful. Hong Kong,
Taiwan, Singapore, Israel, and Colombia (South America)
are examples of developing countries in which mobiliza-
tion of the resources, and planning created successful
export development. In a number of other countries in
which export progrars were attempted without the basic
elements utilized by Korea and the other countries men-
tioned above, the programs have not been as successful.
Although local conditions determine specific methods,
salient features developed in Korea can be applied else-
where.

Firaliy, lest there be any wrong impression, it
should be noted that the success of the Korean program
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was mostly due to the efforts of the Koreans themselves.
Government, private organizations, businessmen and
Korean workingmen have each contributed their share.
Whatever part we outsiders have been able to contribute
o this effort has only been possible because of the deter-
mined Korean drive to export.

It has not been easy for a people whose tradition,
philosophy and history was one of learning rather than
trade to combine the best of their old traditions with the
modern ways required to develop an industrial econom:y’
They are succeeding beyond the fondest hopes of several
years ago.
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APPENDIX A

Questionnaire on Conditions for Export
Development

For anyone undertaking or deciding to undertake an
export development program in a developing country, the
following is a list of questions which should help him de-
cide: (1) whether there is a possibility of launching such
a program with any chance of success; and (2) what he
must look for in order to implement a program.

It is not intended that every condition mentioned in
this questionnai_-e must be answered in the affirmative.
It is intended, rather, that this be a check list to guide
in research and activities.

I. Bockground

A. Economic

1. Do economic policies and conditions justify
an export drive?

a. Is there a combination of exchange
rate, import and domestic price stabilization
policies that are likely to:

(1) keep domestic price levels competitive
in international markets;

(2) permit relatively free and timely import
of essential preduction inputs for the
export industries;

(3) avoid comparative price disincentives to
exporters?
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b. Is there the ability to develop and
sustain growth in agricultural and industrial
products that could be exported?

c. Is there adequate financing facilities
for export industries?

d. Is there a government development
strategy giving export a high priority, e. g.,
higher than import substitution and pro-
tection of domestic industry -- policies that
generally induce actions that raise costs in
export industry and otherwise impede export
expansion?

Political

1. Is political stability adequate to support
a sustained export drive?

2. Is there a real desire for and understanding
by top-level government officials, of the re-
quirements for an export drive? Or, is the
expressed interest merely lip service?

a. Are officials prepared to translate this
desire into organization, and to allocate suffi-
cient financial assistance necessary to carry
on this work?

b. Are they preparcd to make the necessary
economic policy adjustments and to create the
necessary business incentives?

3. Does the government desire advice and
technical assistance from A. 1L D, ? Will
it give full cooperation?
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C. Business

Assuming gevernment willingness to create
incentives within a conducive economic environment:

1. Are businessmen making profits that

might be seriously disturbed by a shift
to export products?

2. Are there counteracting incentives that
can be used to mobilize business support?

3. Is the business community likely to respond
to such a drive?

4. Conversely, does a sufficiently large
sector of the busincss community desire
to develop exports, so that it will exercise
its influence upon the government to carry
out the necessary stz2ps for such a drive?

II. Implemec.tation

Assuming a sufficiently positive response to the
above questions to make it feasible to proceed, the follow-
ing questions should be considered.

A. Products

1. What products are now available for export?
2. What products can be developed for:

a. export in the immediate future;

b. in the more distant future;

c. in the long-range future?
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Criteria for answering the second question
include availability of raw materials, trans-
portation, technical and mechanical know-how,
labor supply, and finance, and the possibilities
of products that can be manufactured by in-
dustries that require small capital investments
for expansion. Generally, the best choices are
products that use the resources that are in
most plentiful supgly in the country, or that
otherwise have natural cost advantages.

Is there an understanding of the nature of the
market for these products? Are there markets

related to the specific available products?

Competition

What countries are the strongest present or
potential competitors?

What competitive products do these
countries sell? To whom? In what
quantities?

De indigenous products meet foreign com-
petition in quality, price, delivery time,
financial terms offered?

If not, in what products is there a reasonable
possibility of making the necessary improve-
ments?

What is the overseas reputation of indigenous
products?

Criteria include: quality, design, packaging, and
delivery tim :, and business methods, honesty,
stability, procedural time requirements,
nandling of correspondence and complaints,
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credit facilities, financial stability and
responsibility.

C. Incentives for Support

What incentives exist, should be strengthened
or developed to make exporting attractive and legitimate-
1y profitable? Within the bounds of reasonable overall
economic policies and budget limitations, study desira-
bility and feasibility of the following measures and methods:

1. Tax incentives - income tax ceduction on
expanding export profits; tax free raw
material imports; accelerated depreciation
on equipment for expansion; deductions for
overseas travel and promotion, research.
training of personnel, etc.;

2. Credit incentives -~ low inierest loans on
L/C's; raw material stockpiling; financing
credit to customers; capital and machinery
loans;

3. Indirect subsidy incentives - special rates
on transportation and power: use of govern-
ment facilities;

4. Tariff limitaticns - restrict tariffs to those
which increase incentives tc establishment
of efficient export industries:

5. "Import substitution'' - is there an existing
program and -vhat are its incentive effects
on exports?

6. Direct or indirect subsidies - are all the
above " across-the-board', or are they
directed to specific industries?
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7. Whether this entire program (questions 1 to #)
will tend to create permanent subsidies and
inefficient industries?

8. Whether steps can be taken if this problem exists
to reduce or eliminate it?

9. Priority preferences on available raw
materials, equipment, transportation, labor

technicians.

10. The development of research, productivity,
testing standards.

D. Organ.zation for Export

i. Is there a govcriunent export organization®

a. Is there one agency or ministry, or is
responsibility divided?

b. Is there an overseas Trade Promotion
Agency?

c. What other governmental organizations
exist in this field?

2. a. How is business organized?

What organizations exist for: Traders;
Exporters; Manufacturers, Trade promotion;
Marketing; Accounting: Law. Are there
Chambers of Commerce?

b. Can these cooperate in support of an
overall export drive?



-190-~

Banking

1.

Do host country banks conduct international
banking activities and have branches ab road ?

. Do forcign banks have branches in the host

country?

What credit facililies are available?

Overseas

L.

Ir there organized overseas private or public
export promotion ? Is this effective, amply
financed, is the personnel trained?

How effective are the commercial attachés at
the embassies and consulates?

Are there any friendly overseas organizations
such as foreign country Chambers of Commerce,
cultural or special foundations, etc. ?

Is there an overseas population of persons born
in the home couniry or their descendants, and
are they organized to heip?

What international organizations may obe utilized
to assist local export development, e. g. GATT,
UNCTAD, Commonwealth Nations, Free Trade
Zones, Regional Trade Organizations, Regional
Productivity Organizations, etc. ?

How does relationship with any of these organi-
zations affect trade?
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G. Total Mobilization

1.

What steps must be taken for coordination, if it
does not already exist, of all elements necessary
to form an all-inclusive "Export Development
Organization?"

This might include Economic Ministries, Foreign
Ministries concerned government and quasi-
government agencizs, custoras officials. '.usiness
organizations, hanks, trade organizations, and
productivity, inspection, standards, edwucational,
vocational, transportation and trade union organi-
zations.

H. Collateral Organization and Agencies

1.

Do any organizations or agencies exist which are
concerned with the following problems, 7nd if not,
and if required, what steps can be taken to form
such orgam..tions?

a. Productivity,

b. Internaticnal Arbitration of Disputes,

c. Export insurance,

d. Overseas private and/or public sales
promotion,

e. Exgport inspection,

f. Standards,

g. Quality control,

h. Export research,

i. Statistical information,

j- Cost contrcl,

k. Design and product development,

1. Packaging,

m. Free trade zones,
n. FEducation and training.
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I. Personnel Availability

1.  What irained personnel are available in
areas that affect exporting, especially
in marketing, salesmanship, accounting,
law, market research, market publicity
and promotion?

J. Procedures

1. Are there excessive red tape procedures
required for export, import, travel,
financing, licensing, customs clearances?

2. If so, what steps should be taken to reduce
these ?

K. Cultural and Traditional

1. How do patterns cf native culture, and
traditions affect day-to-day business
relationships between native and foreign
businessmen, for example: promises,
requirements of poriteness, meaning of
contracts, etec. ?

2. Are there any traditional dislikes of
certain countries that affect trade?

3. In countries with several distinct ethnic,
national or religious groups, are there

conflicts that affect trade?

Other Export and Foreign Exchange Farning

Possibilities

A. Tourism
B. Shipping
C. Insuranrcc
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D. Remittances from citizens working
overseas

[£. Sales to U.S. Armed Forces

FF. Remittances from overseas investments.

IV. IForeign Investments

How much are investments by foreign com-
panies related to exports? Could they be more so?
A study should he made of whole field of foreign invest-
ment.

V. AL D. Staff Requirements

A. The Director of the export development
effort should be a man with wide business
experience, and preferably with production
knowledge.

B. He must be a person able to understand and
be tolerant of local country habits, business
methods and culture, and the frustiration
of working .n difficult situations.

C. He must be placed at a high level in the
Mission, with complete support by the
Director, and have the cooperation of
every section of the Mission.

D. He must have access to high level iocal
government aud business officials.

E. He must be given adequate "'representational”
budget.

¥'. He must be a good salesman and mixer.
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The following Appendixes B thru G inclusive
are copies of detailed reports for 1965 and 1966 which
were made to evaluate progress and actions, and which
were used as a guide for further actions.

They are presented here to show the details and
variety of activities that were undertaken.

Appendix B - Analysis of EPSC Activities -
1965

Appendix C - Analysis of Export Promotion
Policy Program Actions - 1965

Appendix D - Analysis of EPSC Activities
1966

Appendix E -  Analysis of Export Promotion
Policy Program Actions - 1966

Appendix F -  Export Commodities Exceeding
Target January-August 1966

Appendix G - Export Commodities Below

Target January-August 1966



Appendix B ANALYSIS OF EPSC ACTIVITIES - 1065

Proposals, Instructions or fecommendations

I.

Fipance & Taxation

1. Lengthy Report & Recommondations by Steering
Committee roferred for analysis

2. MNew systom on export credits

3. Abolishment of the celling system

l,, Distribution of export promotion funds within
various gectors of agriculture

5. Pinancing for marino pruducts and manufacturing

6. GCovernment subsidies for swine & cattle exports

7. Study the export usance program & report its
findinge to EPSC

Finance & Taxation W/G TOTAL

Axgpieunlture

1. Signing of ROK-US Sanitatlon Agreoment

2. Establish program covering the ontire area
of agrienlture productivity

3. Request for marketing and quality control
specialint from USA

L, Export promotion fund to the agricultural products
§, lushroom industry as a specialized export industry

6. Special development of ginaeng oxports
7. A livostock advisor be invited from USA
8. Report export program in’the monopoly industry

Type of Action Taken

Study made, but no conclusion.

Extonded to mushroom sector.
MOF consult with EPB.
MOAF & MCI consult with EPB.

9. A foreign expert on animal husbandry be invited for

aix months

10. Repayments for raw silk export loans be extended

to 8ix months

11, PL-480 wheat be processed into flour in Korea
and tranasshipoec to Vietnam

12, Mushroom cultivation problem

13. Proposals for the development of mushrooms, tomato

and apple products for export
Agriculture W/G TOTAT.

a. b. Ce
Favorable Undeor Ko Action
w/G
VOF
w/G
BEOK
¥Oor
MOAF & MCT
w/G
0 ] 2
MOFA
MOAT
WOAF
w/G
Accapted
w/G
UsoM
Reported
UsSoM
AT
Ad hoc (USOM)
wlG
W/G
2 7 L

Total

- G661



Propozala, Instructions or Rogommandationg

III.

Iv.

Figherics

1. Improvement of fishing facilitics

2. Cquipmont for decp-sca fishing as raw materials
for oxport

3. Importation of raw matorials for export
prior to L/C

4, Comprehcnsive report on marine product
menufacturing funds

5. Investigation of .seed oyster oxoori and
shipment of sample to US.

Fisheries W/G TOTAL

Mining

1. Mineral export target for next 3 years be
incroased by 52 million annually

2. Covernment subsidies for price differenco
between purchasing & market price

3. Government restriction on export of lead
concentrate to Japan

L, Incroase dolomite export to Japan from 12,000
to 100,000 tons

5. Special induccment to mines producing ores
for import rcplacement

"6, Overall plan for dovelopment of mineral

processing facilities

7. Consult with F&T W/G on'it+ possibility
of cxporting gold

8., Detailed roport on mining export problems

9. Mine owners sell one third of lead ore to
Changhang Smelter beforn export

10. Sales of gold to BOK 100% by Chapghang Smelting

Corporation

Mining W/G TOTAL

Type of Agtinan Taken

MCI studying for necessary actioen.
MCI studying for necessary action.

MCI referred to MOFA for action.

Reported to EPSC

Gov't made provisions.
Saleable only 20% and rest
to open market. '

a. b Ca

Favorable Under Yo Action
Results Action hy Perding  Total
USO¥ & EPB
Mol
MCI
a7
W /G
0 2 3 5
!
Worked out
#
1CT e}
(o2}
MCI 1
MOFA
MCI
Worked out
MCI & F&T
Reported
Yes
Partial
5 2 3 1



Prosnenls, Jnstriationg or Recommendationg

v.

vi.

VII.

Apnhy Trdoatry

1.

hatienal Pandieraft Center & Technical
hnsistance for handicraft

Development of silk weaving industry and
improvement of sowing industries

Establishment of a cottage industry &
handiceralt display center

A plan for ostabiishment of a cottage
industry centor prepared by the City of Scoul

Light Tndustry W/G TOTAL

Heavy Todustry

1.
2.

3.
L,

5.

Reeruit a foundry expert from the U.S.

Assipnment of commodity chiefs in mechanical,
cleetrical ,bransportation cquipment

Utilize Korcan export task force in Vietnam
to exploro export opportunitios

Review the export propram to Vietnam by special
group

Comprehensive report on probloms of oxports
affecting heavy industry

lloavy Industry W/G TOTAL

Simplification of Procedures

1.
2'

3.
lb.

S

Establishment of Shipping Center

Study method to simplify procedures for
export and import

Requirements for businessmen travel abroad

Nead for inviting foreipn experts on
gimplification of procedures

Utilization of Korean Rescarca Inatitutions
frr simplification of proceduros.

Sirplification of Procedutres W/G TOTAL

Type of Action Taken

Comprehensive plan has been preparod
(USOM brining an expert).

Full plan being prepared.

Reviow neccssary.

an export is assignoed to USOM,

Aasigned by MCI

Special Group meeting hold

Eatablished already in KOTRA,
Partially simplificd.

Four steps out of six eliminated

. b. Ce.
Favorable Under No Action
Resulte Action by Pending atal
Yes
»CI
KTS # KOTRA
W/G
1 2 1 L
1
Yes "
Yeos ©
-7
MCI !
Yes
W/G
3 b 1 5
Yos
Yes
Yes
Wit
w/G
3 Y 2 b



X

a Act Tak

Prepare a pamphlet showinf the benefits
n

available to exporters the program

Study means to improve overscas promotion program,
roflect it to KOTRA budget

Publicity in the Dachan Necws

Dovolop bottor plana for sproading information
on export promotion drive

Banks role in distributing information to thoir
producer clients

Pamphlot to provide technical information and
US customs procedures & rogulation

Information W/G TOTAL

Exportor/Importor Rolations

1.

Establishment of an arbitration commission Decided to eatablish in Chamber of
Commerco of Koroa.

Exporter/Importer Rolations W/G TOTAL

Markoting Analysis and Rerearch

ll
2.

Invitation of an US expert to work with KOTRA Mr. Udell is here already.
Recruit a specialist in the marketing of
marino products USOM has requested AID/W

Increacse KOTRA ataff at.overseas trade conter

Send annual trade mission to Europe

Establishmont of six now trade centers

Prepare plans for activitles by the private and
public organization

Assignmont of staff for mavket research in
different oxport associations

Marketing Analysis and Research W/G TOTAL

a. b. c.
Favorat.le Under No Action
Rosults Agtion by Pepding Toial
w/G
MCl
W/G
w/G
w/G
W/G
0 4 2 é
Yos
1 0 0 1
Yos
UsSoM
KOTRA
KOTRA
KOTRA
MCI
v/G
1 4 2 2

- 861 -



Peoposals, Inatructions or Recommendations Type of Activn Taken
XI. ty T ven & Tachnieal Assistange
1. MOAF & NIRT coordinate their work on quality Mr., Oh, MCI and Mr. Goodrich, USOM
inspoction of sxport products work on it.
2. Study and reccmmond the entire field of Mr. Oh, MCI and Mr. Goodrich, USOM
technical assistance requirement work on it.
9. Utilizatior of Korsans trained abroad
4, Recruit two US specialists on quality control Recruit by USOM - one here
and plant ayont «iwl management
5. Common utilizail.n of loecal inspoction facilities
6. Establishment of a National Technical
Information Center
7. Sond responsidle officials abroad to observe Financed by USOM - doparted 7/21/6%
inspection system (13 sont).
8. Spacial study on quality contrel of goods
to IMEES market US quality control consultant here.
9. Invitation of an oxpert for techniecal
information serviess as ruquasted by KORSTIC Approved ard referred to NCI & USOM.
10. Improvement of toating facilities fer NIRI
and Kyungbuk Provincial Testing Lab, Portion of funds made available.
11. Consider agriculture and fisheries field for

NIRI partiecipant training program
Quality Improvement & Technical Assistance W/G TOTAL

XII. Expert to Viatnam

1.
2.
3

i.
5
6.
7

8.

Bstablishment of a new werk task force
Subsidy for transportation on cement to Vietnam Accepted by MOT, X5C for implementation
ROKG's recommerdations pn export to Vietnam Undei consideration bty USOM
Realistie atudy ef level ef potential

exports te Vietnam
Te shift "US only item" to “Limited World Wiue"

whieh can be supplied from Koroa Referred to Washington
Realization of the UGS .ROK-SVN triangle trade

by processing FL=L80 itema in Korea
hesignnent of a permanent representative to Japan

to maintain contract with HPA & FEES
Establishment of Vietnam Export Center in KOTRA

Expert tas Vietnam ‘.'I(G TOTAL

{\. o.
Favorable Under

Ce
No Action

Rogults Action bv Pending iotal
MCI & USOM
MCI & USOM
v/c
Yeos
vw/G
w/G
Yos
Yes !
o
MCI & USOM ©
e}
Partially )
WG
& 3 4 1
Established
Yos
USOH
w/a
USOM
Uso¥
MCT
Established .
3 3 2 8



Qe

fio Action

Co

_Ponding Total

Favorable
Proposnle, Instruetions or Recommendations Tuype of Agtion Taken Pesults
LIII. Steeripng Committes and pn.e.o.
1. Request report from Committee of MCI in
technieal training program
To boe reported by MCI and KOTRA Yes
1

2. Prepare full report after 30 June on
entire export prorram

Stoeoring Committeo and n.e.c. TOTAL

"o

- 002 -



Appendix C

ANALYSIS OF EXPORT PROUMOTION POLICY PROGRAM ACTIONS - 1965

Proposals, Instyructions or Recommendations

I. Finange & Taxation
1. Enforcement of Export Bonus
2. Revision of Foreign Exchange System
3. Enforccment of single flexible oxchange system
4. Liberation of trade by gradual removal of
quota system
S. Intensive encouragement of export commodity
production firms
6. Prefercntial payment of production
encouragement funds
7. Railsc of loan percentages
8. Expansion of funds for encouragemenc of
export industrics
9. Lowering of loan interest ratos
10. Enforcement of local credit systom
11. Tax privileges for cxport industries
12. GExpansion and dovelopment of ovorsca's markets
13. Enforcemont of discounts on public utility rates
TOTAL
II. & III. Agricultnre and Fisheries
1. Signing of ROK-US Sanitation Agreement
TOTAL
V. Mining
V. Light Industry

1. Transformation of modium and small firms to
export industry
2. Creation of oxport industry comploxes.

TOTAL

a. b. C.
Favorable Under o Action
Type ol Action Takon Results Action by Perding Total
Report submitted to MCI & USOM Yes
Floating of the axchange rate adopted Yes
Floating exchange system implemented Yes
Impiemented MCI
MCI
MOF !
MCI & MOF b
BOK =2
Monetary Board
MOF, MCI, BOK !
HOF
NCI
MCI & MOT
10 2 1 13
MOAFT & 1IOFA
0 1 (not added) © 0
a
MCI
MCI _—
2 0 0 2



Appendix C NALYSIS OF EXPORT PROMOTION POLICY PROGRAM ACTIONS - 1965

- o

Proposals, Instructions or Recommerdationa

I. Finangce & Taxation
1. Enforcement of Export Bonus
2. TRevision of Foreign Exchange System
3. Enforcement of single flexible exchango system
4. Liberation of trade by gradual removal of
quota system
5. Intensive cncouragement of export commodity
production firms
6. Preferential payment of production
encouragement funds
7. Raisec of loan percentages
8. Expanaion of funds for encouragemenc of
export industries
9. Lowering of loan interest ratos
10. Enforcement of loecal credit systom
11. Tax privileges for export industries
12. [Gxpansion and dovelopment of ovorsea's markets
13. Enforcement of discounts on public utility rates
TOTAL
II. & IITZ. Agriculture and Fisheriecg
1. Signing of ROK-US Sanitation Agrecment
TOTAL
V. Mining
V. Llipht Industry

1.
2.

Transformation of modium and small firms to
export industry

Creation of oxport industry comploxes.

TOTAL

Tvpe of Action Taken

Report submitted to MCI & USOM
Floating of the exchange rate adopted
Floating exchange system implemented

Implemented

A b. c.
Favorable Under No Action

Results Action by Pending Total

Yes
Yes
Yes

MCI
MCI

MOF !
MCI & MOF

BOK
Monetary Board
MOF, MCI, DOK

- 103

1OF
MCI
MCI & MOT

10 2 1

MOAT & JiOFA

o} 1 (not added) 0

1>

1o

MCI
MCI




Proposals, Instructions or Recommendations

VI.
VII.

VIII.

xl

Heavy Industry
Simplification of Procedures

1. Encouragemont of privato diplomacy and
moderation of traveller's chocks
2. Establishment of Shipping Centour
3. Smoothor supply of domestically-produced
raw materials
TOTAL
Information
1. Strongthening of oxport publicity activities

TOTAL

Exportor/Importer Relations

1.

2.

3.
b,

Ethical cducation for qualitative improvemont
of traders

Amendmen*. of Trade Law

Enianccment of extornal credit

Intogration and settlement of traders

TOTAL

Marketing Analyais | hesearch

Export allotmen. for each overscas mission
Export allotment for each Overseas Trade Cente:
Respotizible quota for vach export group
Expansion of commercial diplomacy

Expansion of export markets in Europe
Stepped-up managemont of KOTRA

TOTAL

a
Favorable

Type of Action Taken Resulds

0

MCI
KOTRA

MCI

1

Qe
Under

Action by
0

c,
No Action
Panding

Tot sl

o

]

MCI, MPI, KOTRA

1

MCI
MCI
MCI

MOFA
KOTRA
MCI

MCI & MOFA

MCI & KOTRA

MCI

[

- ¢0¢

MCI & KOTRA

.

5
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Favoradle Under Ko Action
Preposnls, Tnastrictions or Recommeniations n Action Ta _Reaults Action by Pending  Total |
XI. Quality Improvemont & Tochnieal Agseistance ;
1. Practical trade education MCT & KOTRA
2. Inclusion of trade in curriculum of tochnical schools MOE
3. Utilization of trade loctures KOTRA, KTA, & CCK
L., Movemont to improve quality of export commodities HCT
5. GUxpanslon of K.S. marking MCT % NIRI
6. Stupped-up tochnical training for export industries KOTRA
7. Aasistance for rational managemont MCTL & K¢
8. Enforcomont of oxport inspection MCT (NIRI)
9. Managomont of Export School KOTRA
10. Packing guidance for export commodities RCTRA —_—
TOTAL 10 0 0 i) '
XII. Export to Vietnam (not applicable) 0 o] 0 0 cl\:?
XIII. Stenring Committoo and n.;a.n. w
]
1. Enforcoment of export insurance sysien KOTRA & MCI
2. Thorough cxamination and analysis of
comprehensive export prometien policy MCIT
3. Seloctiona and encouragement of specialized export
industries MCI
4, Enforcoment of trade talks MCI & MOFA
5. Strengthening of oconomic activities by overseas
misaions MCI & MOFA
6. Strengthened structuro of Commercial Bureau Ml
7. Securing and efficient management of export ships MoT
TOTAL S 2 0 2



Appendix D

Proposais, Tnatructions
ar Recommendations

Steering Committee

1. Simplification of trade
procedure:

2. Improvement of transport-

ation, austom clearance,
stevedoring, communication
and othor sirdlar activitios
related to expert trado.

3. Resecarch on oxport
insurance.

L, Establishment of arbi-
tration systom.

5 Dovelop bonded raw material

system prior to receipt of
L/C.

Steering TOTAL

Finanea & Taxation

1. Devolop export commodity
production firms.

2. Implement measuros for
sproading time on L/C crodit
systenm,

ANALYSIS OF IEPPSC

ACTIVITIES = 10AR

MCT to request USOM
Consultant

Special freight cars

assigned; other measures

voing considered

xport Insurancu Law

has been dreafied; MCI

requesting research
organization

Korean Chamber of Cemmerce

doing research and devolie

opin; plans

MCI Notico 2498, March

10, 1966

Qe b C. .
Proposais Proposals heing Under Actioa o Repoel
Accerpted Consirered by on Action ZGTA:

X HCT

X ¥0T, MCI

X MCI

'
o
o
i,

X XC of C '

X MCI

5 0 0 5

X

X BOK



Fipanes & Taxation (Cent,)

3. Implement measures for TOK encourages ddatri.

distidibution of credit between hutinn of credit

exporters and producers. through co=-signature
systen

L, TImnlement meacures to No new provisions

consolidate and rationalize needed
all export crediis.

5. Study the possibilities Proposal n ie to EPSC.
of cuaiem duty exemption of Accopted
quality control equipnment.

Finance & Taxation TOTAL

Hhalsh

[t
:

1. Establish expert industrial
development priorities.

2. levelop measures and plans Referred te MCI
o devosep the dyeing industry
within the silk fabric industry.

3. Study ewltivation techniques
L6 inereace export of Chinese
kewhs and medieines.

&, Stody measuvres to imercase 7Flan drawn by Office
leal tobhaeeo export. of Menopoly

5. G&tudy the problem of lack
of funds to purehase cocooéns
fur raw silk preduetien.

Apriculture TOTAL

X

X

x

L 0
X
x

X

1 2

BOK

EPSC

EPSC

1'CI

-~

- 202



Fighasv

-~
4o

Establicn export devel-

opr. t priovities.

2,

Propar: a paper 40 request
MOAF to send a Korear. oyster

expert to the U.S.

Fishery TOTAL

Mining

1.

Study and present impie-
mentution measures conceriing

quality control of mineral
exports.

2.

39

Study problem of laek of
coal develepment financing.

Develop measures to improve

the tabulation of export
statisties.

l,

Expand Teechnieal training
programsd for technieciana and

gales promotion staff,

5.

copper concentrate ghortages

xamine the problem of

at Changhang Smolter.

B

Ixamine the truck shortage
in various mine operations.

Referred to MOAF

Figheries Working.
Group

Raferred to Mineral
Laboratery of Mining
Agseciation of Korea
(Export Quality
Inspeator)

‘Requosted 420 million
Won in 1967 budgot

Referred to KMSC

Referred to Office of
Geological Survey

»d

MOAF

w/G

Miring Asa'n.

MCI, EFR

- 902 -

MCI

L8

0GS



&
]

ining (Cont.)

7. Suggest te Korea tungsten

mines that they obtain

technical assistance to aid

them in their deop shaft
progran.

Mining TOTAL

Industry

1. Develop plans and request
US0if to invite consultants in
arbitration, export insurance,
industriai p-aphic design,
export procoduraes, oxport
training school, and agricule

ture.

2. Strengthen tochnical train-
ing for oxport industries.

Industry T0TAL

Quality Tnsnmeetion and Tochni-

gal Assistance

1. Strengthen export inspeci-

tion gyatoni.

Referrod to Korea
Tungsten Mining Co.

MCI has forwarded
request to EPB

EPB is sereoning
project proposals in
order to mane request
to USQH

74 commodities required
to be inspected in
1964; 149 4in 1963; 162
in 1966

Korea Tungsten
Mining Co.

MCI, EPR

-2
[¢]
-

- .02 -



Quality Inspection and Techni=
eal Assistanec (Cont.)

2. ZIxhibitions for quality
improvemont.

3. DIxpand and strengthen
Korean Standards (KS) system.

L, Decide the location and Referred to MOHA
operating procedures of Kyong
lam Testing Laboratory.

5. Dovelop a language training
program for AID participants. To be budgeted by MCI

6. Develop a foundry training
program, To be budgeted by MCI

7. [Establish & sister relation-

ghip between NIRI and the U.S. MNCI through USOM
Burecau of Standards.

8. MNOAF rcquest USOM to PI0/C being processed
assist in financing 310,000

worth of tosting equipment

for Nat®l Agric. Products

Inspection Laboratory.

9. TRequest Taiwan for assist- Referred to Export

ance in training inspoction Inspection Section, MCI

experts.

10. Improve library facilities Under study by working

at NIRI. group
Quality Inspection and Technical Assistance TOTAL

b

MCI/Private
firms
MCT

MOHA

MCI & USOM
MCI
MCI & USOM

MOAF & USOM

.,
-
%)
it

Ww/G

ot

- 802

10



Marketing

l. Dstablish Handicraft
Terkaieal, Center and Merchan-
dise Display Center.

2. Assist in developing
exports to Vietnam

3. Plan to invite foreign
Jjournalists

L, Plan to furnish Korean
industries information on
available export assistance
and how and whero to obtain
this assistance.

5. Dewvelop public relations

USOM Consultant arrived
Aug. 1966 to develop
plans for merchandise
Display Center; Handi-
craft Technical Center
established in Art
College, SNU

KOTRA, Private
Associations
Referred to KOTRA

Referred to KOTRA

Referred to KOTRA

and promotion program in foreign

countries.

6. Invite buyers groups {rom
various countries.’

7. Aclively utilize interna-
tional economic organizations.

8. Tmprove packaging, design
and eiforcement of registra-
tion system.

9. Establish display centers
in hotols and alrports.

Referred to KOTRA

Econcmic Missions sent
abroad

Draft regulation being
prepared

Referred to ROTRA

MCI, USQ¥, KOTRA

KOTRA, Private
Asg'’ns.
KOTRA

KOTRA

RKOTRA

KOTRA

MCI

MCI

KOTRA

- 60¢C -



a. b. c. N dq

Proposals. Instructions Proposals Proposals Being Under Action No Report

or Recommendations Action Taken Accepted Considered by on Action TOTAL
Marketing (Cont.)

10. Invite a consultant for  KOTRA & MCI requested X MCI, USOM

one year to assist and advise USOM

KOTRA overseas offices. i —

Marketing TOTAL 10 0 0 10

- 01¢ -



Appendix E ANALYSIS OF EXPORT PROMOTION POLICY PROGRAM ACTIONS - 1965

a. b. c. d.
Propesals, Instructions Proposals Proposals Being Under Action No Report
or Recommendations Action Taken Accepted Congidered by on _Action TOTAL
Steering Committee
1. Simplify trade procedures. MCI will request a X MCI
USO{ Consultant.
2. Improveo transporiotion Special freight cars X MoT, I
system, custom clearance. ste- have been assigned;
vedoring, communications, etc., other measur3ss being
related to trade. considered.
3. Continue to study the Export Insurance Law X MCI
export insurance system. has beon drafted; MCI .
reyquesting a researcn
organization, Ef
[
L, Strengthen the control Presidential Deerce X MOF, MCI 1
over ¢ffering firms. 2623 to revise trade
law enforcement rule
vhereby offoring firms
are required to register.
5. Oynthesize aird adjust trade MCI X
lavs.,
6. Permit the import of raw MCI Notice 2498, X MCT
materials for export on 180 days
D/A basis and shipper's usance.
7. Create a prior warehouse MCI Notice 2498, X . MCI
stock supply system.
8. Encourage increased use of Adopted margin system., X MCI

domestic raw materials. Restricted items - 30%
Unspecifiod items - 209



Steering Committee

9. Induce joint venture invest-

ments for export industries.

10. Enforce a reporting system
of manufacturers producing raw
materials for export.

11. Enforce the trade arbiira-
tion system.

12. Prevent excessive competi-
tion.

Steering Committee TOTAL

Tinance and Taxation

1. Strengthen the functioning
of market research and credit
information services in BJK.

2. Restrain excessive pro-
tective trade.

3. AdJjust Customs tariffs.

4. Diversify means of finan-
cial sottlemonts

5. @Enforce a system requiring
the foreign exchange certifi-
cate.as an attachment.

MCI Notice 2498

Korean Chamber of
Commerce doinyg research
and developing plans.

Foreign Trade Informa-
tion Section was
established.

Import items are gradu=-
ally being liberalized.

Under review on the
assumption that GATT
admission will be given.

MOF Notice 361,
MCI Notice 3715.

Conflicts with DT
regulation.

10

MCI, KOTRA

MCI

KC of C

- ¢lg -

BOK

MOF

e jected



Finanece & Taxation (Cont.,

6. Expand tho BWT gystem.

7. Enforce D/A imports
allocation by period and
region.

8. Effsetively utilize local
ecredit usystem.

. FProvide credit for modern-
ising export indusiry through
5

Y

snipper's usance.

10. Secure 1000 million Won
of KRB faeility lean funds fer
specialised expert industries.

OO0

11. Reactivate the enterprise
reaerso fund system fer the
expansien of export inmdustrial
facilities.

12. Exempt buaineass tax fer
manufacturers produeing rav
materials for export and export
g@@dgv

19. Enfo.ce the commodity tax
exemptior. en raw materials
imported for export to replace
raw materials imported for
demestic consumption.

Export - Warehouse

under construction

in Vietnam. Import -
Tor other areas than
Vietnam, MCI Notice 2499.

ROK repulation was
changed on May 31, 1966,

MCI Netice 2490,

Secured and executed
589 million Won by the
end of June, 1966.

Prosidential Decree 2557.

Commedity tax law was
amended on March 8, 1966.

MCI

BOK

MCI

MOF

HOF

- 812 -



Finanes & Taxation (Cont.)

14, Establish a more realistic Special depreciation X HOF
rate of depreciatinn, system has been implee

mented for designated

export indusiries.

15. LExempt taxes on oxpend=- X
able oupplies as applied to raw
materials for export.

i

16, Maintain the prosent rate Being maintained. X MOF
of the export credit interest.
17. Increase the credit ceil- lst and 2nd ruarter, X MOF
ing. 6500 willien., 3rd

gquarter, 9500 million Won.
18. Enforce the co-signature The system is being X BOK !
system by traders and producers encocurapgsd when giving ]
in export financing. eredits. ~
1%. Otrengthen the sanction Rate of interost lu madoe X ROK '

system against exporters having subject to ordinary rxtoe.
overdue export loans and transfer

tho overdue loans to the genoral

credit roiling.

20, @nforce the system of Lump sum loan - 60 days X BOK
alternate borrowing patterns in Installment loan - 120 days
exgort financing.

2l. Incrcaso operating funds 200 million Won now X MCI
for oxport industries. availabie.

22, Relecase fund for rollect- Given priority by NACF X MOAF
ing primary products on non=- and TPighories Cooperative

L/C vasis. Loans. -

Financo & Taxation TOTAL 17 1 1 (rejection) 3 22



Quality TImprovement (Cont.)

6. Dstoblish a .unction in EBgtablished Commodity A KOTRA
KOTRA fully responsible for Planning Section
improvement of packaging and
design.
Quality Improvement TOTAL 5 1
Marketing
1. OStrengthen public rela- KOTRA reguested funds X MCI, KOTRA®
tions activities for export for P.R. firm in 1967
promotion. budget.
2. Gnhance trade ethics Trarde ethics committec X KTA
among the traders. was established in KTA.
3. Conclude trade agreements Proliminary negotiation X MCI, MOFA
with Canada, Mexico and U.\R. with Canada and provisional
agreement with Mexico.
L, Hold trade conferunce with X MCI, MOFA
Taiwin, Philippines, Malaysia,
Vietnam, Japan, Viest Germany
and Italy.
5. Jircct KOTRA activities MCI, KOTRA X
to fielcds direclly related to
export development such as
guidance of business connection,
propaganda, market research, etc.
t. Increase trade centers. Chicago, Milano Centers X KOTR*
opened.
7. Devote KOTRA publications KOTRA X

to aales promotion and intro-
duction of Korean products.

- s1¢ -



Industry

1. Decvelop export specialized
industries.

2. Transform small-medium
industrial plants into export
industries.

3. Establish export industry
siles.

Incustry TOTAL

Quality Improvement

1. Strengthen export inspect..

ion system.

2. Hold exhibitions for
quality improvment.

3. Txpand KS marking system.

L, 3trengthen technical train-
ing prograr for export
industries.

5. Egtablish a department in
MCI to work on design and
implement the reglstration
system.

13 categories of X
industry were selected

and individual selection

is under way.

350 in 1965 and 179 in X
1966 transformed.
Continually being X
created.

3

74 cormoditis required X
to be inspected in 64,
149 in 1965, 162 in 1966.

X
NIRI gives continual guid- X

GRCo.

Tstablished subwsoction X
in MCI to implemont the
dosign rogistration.

MCI

MCI

MCI

MCI

MCT
MCT

MCI

- 91¢ -



Marketing (Cont.)

8. Tstablish a handicraft
ceater

9. ©ILstablish an export publi-
cations library.

10. Strengthen the operation
of the export school.

1l. istablish a military goods
gupply display center.

12, Expand XOTRA communica-
tion facillties and publish
menthly overseoas information
bulletin,

15. Encourage the establish

ment. of overseas branches by
oxport agsoeciationg,KTA, and
leading trade firms.

1/, Cantinue to dispatch trade
minsiana.

15. Partleipate in sample
market and trade fairs.

16. Invite foreign reporters in
the economic fimid,

Established in Arts
College of Seoul
National University.

Being operated by KOTRA.

Tnstalled telex facili-
ty ia MNew York, Saa
Francisco, leng Kong,
Slagapore and Tekyo.
Bulletins are published.

Revised X management
rapulation vo allow the
inevaeaged uso of FX for
foraipgn travel and
eparation of branches
OVarseas.

A misscions gent to Houth-

cast Asia and Hiddlec East.

X

X

Took part in Osaka Sample X

SNU

MCI

KOTRA

MCI

MCI, MOFA, KOTRA

MCI, KOTRA

KOTRA

- L1g -



Marketing (Cont.)

17. Do public relations work X wOTRA
and publicity in foreign trade

Journals and newspapers to

promote trade and encourage

tourism.

18. Invite foreign buyers. Buyers groups have X MCI, ROTRA
como in past; more are
planned.

19. Strengihen utilization MCI X
of international organizations.

20, [Dxpand the fund ceiling Noto item 13 above. X MCI
for oversaas travel.

21, Assigr ™1l-timo service X
staffs for oversoa department
store trade devolopmont.

- 81¢ -

Markoting TOTAL pL 0 7 21

October 1965



Appendix F

(A)
Commociity (Listed in
Decreaging Ordor of
% of Target Ach'eved;
D Column

«+ Zinc Concentrates

Comnents - (C) Good preduction and
lew domastic demand allow large amoujte
to be oxported; primary market, Japun,
is quite strong; a positive MCI poliecy
has “elped increase oxportis.

2. Lead Conaentrates

Comments - (C) See zine concontrates
above.
3. Hilma

Commants - (A) During the firet six
months of 1966, human hair was 97 of
the total. (C) A ROKG embarge on raw
human hair exporta, effective July 1,

1966, will drastically decrease hair exports.

i = Commentg by WCI
B - Commenta by KOTRA
C - Commonta by USOM

(B)
66 Tarput (c)
as Adjusted 66 Actral
in July Exports
(01d Target)® dan. = Auge
(0)
1,290 1,452
(0)
1,600 1,693
3,000 2,827
* Figures
in ()
are ROKG targets
originally

established at
beginning of 1966

(D) (=)
4 of Tarpet 65 Actual
Achieved Exports
Jan. = Aug.** Jan. - Deg.

——

EXPORT COM/ODITIES EXCEHDING TARGET REQUIREMENTS _ january - August 1966

s Chanpes of

gaf. = Aug,

113 765
106 1.322
o 3,736

** As against
new target,

( ) figures
against
original ‘1966
targets

+921
4
A17 =
[
]
+24



(A) (n)
Commodity (Listed in 66 Target
Deereasing Order of as Adusted

¢ of Tarpet Achieved: in July

D_Golumn) (01d Target)

, 6,300)

L, Tuarsten 7,500
Comments = (A & B) International

priee inerease.

5. Migs 7,000

Comments = (A) Impori prohibitien
by U.§. on long Kong - made wigs beciuse
of human hair purchased from Red China;
facility expansion. (B) Inereased demand;
quality improvemeni and low priee. (C)
ROKG embargo on human hair exports has
fereed manufaecturers te use all Teeal
hair available for wig produetion. A
rnumber of private U.5. teechnicians and joint
ventures have improved gqualily acceptability.

6. TNubher Shoes 3,500
Comments - (C) Export quality exeellent;

Figh production capacity; low, competitive

priee.

(1,L00;

7. Molybdenum 1,600
Comments = (A & B) Favorable trend

in internatiomal price. (C) Shortage

ef world supply has caused inereased

demaad.,

fi. Rayon Fahries . 2,500
Gor=onts - (&) Low orce

9. ‘“ebaeea 5,400

Comments = (A) Multiplication of
overscas markots; lower price than gome
competitors.’

(€)

1"6 hAetual
Xports
dan, = Aug.

7,041

3461

2,970

2,076

4,212

(") {3 {7}
% of Targe: Aetual 7 Change »f
Achieved ports Exports 55/6:
_Jan. = Aur, san, = Due. Jan. = Aug,
(112)
94 6,642 +b
92 1,618 +602
as 3¢ 374 +45
(98)
85 1,535 +23
83 1,737 +7
78 2,31 41,01

- 02¢ -



10, [Fishirpg Net Fabric _ 1,500
Comments - (C) Incroased availability
of raw materials.

(2,500)
11. let/Lace Fabiies 3,000
Comments - (A) Facil.ty expansion and
inereased fareign markets.
(2,500)
12. Agar Apgar 3,000
Comnents = (A) Increased deman? in
Japanj international price rise. (B)
Inereasing recognition of quality of
Korean agar agar. (C) Despite increased
exportg, eritiecisms have beea made by
foreign buyers that Korean agar afar is
badly graded.
(8,000)
13. Suwenters 14,000

Comments - (A) Liberalization of
kaitting machine import; training of techaieians;
establishment of work centere in refugee villages.
() Quality refinements by bhuyers have made
erean gwoaters intornationally dosirable.

(3,000)
14, Synthetie Textile Fabries 3, 500
Comments = (C) Diversification of
products and markots.
(1,500)
15, Arrovwrool Wallpaper 2,000

Comments = (B) Prohibition of raw
material export to Japan: demand increase
and diversification; quality improvemont
and low price.

1,127

2,180

2,178

10,123

2,518

1,407

75

(87)
73

(87)
73

(127)
72

(8
72

(98)
7

1,137

1,544

5,825

2,231

1,496

+133

+16n

+180

+172

+60

- 1%¢ -



TLLOST_GCWMIONTTIES BIELGY TARGRT REQUIREMELTS

= Janusry = Aupguat [0A6

Appendix G

2.2 850 67

&
&

1. Steel Bar 1,000
Comments = (A) Cessatinn of
AID="inanecad purchases.

¢ lLover 6,060 588 .0 3,772 +242
Commnents = ‘A) Apreement

reachied at Korea-Japan trade

discussions to export 3.7 million

wundles at 32,70 each, (C)

Seasonal preduct; in October,

Japan apened L/C's to import

approximately %7 million worth.

\\g
Y,
£
]
#
3%
¥

Fe  Sewins Texiile DProduets 1,600
Comients = (A) Import
restriction by U.5.

L, ‘Mrewn 011k 1,000 357 35 658 -15
Comments - (A) Japanese

producta mwic of "ed-Chinese raw

silk have invaded Thal market.

Be Uira T 1,200 L0 38 1,05) =27

Gommants = (A) Cesgation of
ATN=inancad purehasges.

6. Deipnco 1,000 L09 A1 43 +§ 817
Commonta - (A) Shortage of
raw material.

{17,000) (32)

7. Cotton Tabrics 13,000 5445k b2
Comments = (A) Facility shortage.

(R) Lack of interested by busincssmen in

oxport beecause of Jow profits) omphasis

placed en more prefitable military supply

and domootic markeb.

9,483 =25

~ 8¢¢C -



8. Shirls 16,000
Conmments =« lione

9. Fresh Fisgh 7,000
Comments = (A) Shortage of vessels

for fresh fish transport; price rise in

domestic market and decline in Japan.

(B) Declining imports by Japan; delay

in import price determination by Japan;

irresular tidal currents.

10. Canned Tish 2,500
Comments ~ (A) Kise in price of fish;

lack of seasoning technology. (C) High

price of imported cans; small volume of

production; poor sanitation in canneries.

11. Woolen Fabries 4,000
Comments - CTT Seasonal demand; U.S.

is only market. (C) Eurspean market

should Le developed; redueing great gap

between low export prices and hipgh domestic

prices could help dovelop a ready made

domestic market: mass production methods

would greatly assist export market.

(1.8,000)
12, Steel Plate and GI Sheet 12,000
Commonts = (A) Cessation of AID-

financed purchases.

(1,100)

13. Chinesc Medicine 1.300
Comments - None

(2,570)

14, Other Clothing 1,400
Commonts - (C) This industry has great
polential growth possibilities; requires

incentives and encouragement; implementation
of Korean Technical Team and '!dell report
*ecomnendations are necessary.

7,437

3,262

1,174

1,880

6,313

733

799

L7

47

47

L7

146,867

6,393

1,037

2,708

11,042

878

2,490

-2

~116

+8

- £¢¢ -
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