552 &

S

¥~

ettt Sz L 8 T ety L b a ‘2 P <

PROCEDURES REQUIRED FOR EXPORT IN KOREA

December 31, 1964

USOM/KCREA
Office of Export Development and

Private Enterprise



PROCEDURES REQUIRED FOR EXPORT IN KOREA - December 31, 1964

Attached 1s a case study indicating procedural steps,
documentation and processing taime required by a single XKorean
exporter of cotton goods in order to export his goods. The
sequence 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 those involved 1in his own business
negotiations and procedures. Eliminating the 12, the other 25
steps requaire him to f1l1l out 94 dafferent types of forms waith
a total of 148 copies. Not including his own time required to
gather the information necessary or to fill out the forms, 1t
takes him in these types of shipments from 84 to 121 days to
process the documents,

It 1s hoped that this preliminary single analysis, prepared
11lustratively, may be useful to consideration of ways and means
to enhance export trade. Obviously such questions as the general
validity of the tame sequence developed will need to be explored
taking into consideration that a large number of the steps will
be necessary under any circumstances and that time is inevatably
required for the accomplishment of the translation of export
orders into export products actually exported and paid for.

Office of Export Development
Private Enterprise
USOM/Korea



EXPORT PROCEDURE UNDER GOVERNMENT CONTROL




EXPORT PROCEDURE UNDER GOVERNMENT CONTROL
As of December 31, 1964

Types of Forms Total No. of Estimated days Required
Requared Copies Required Minimum Maximum

*1., Offer
*2, Counter-Offer & Acceptance
*¥3, Contract
L, Importer Opens L/C through Bank
5a. Obtain Export Certificate for AA
(Automatic Approval) Items from Bank 2 é 1 - 2
1) Application Form
2) L/C Copy
Alternate
5b. For Other Items, Obtain Export License from MCI 3 9 3 - g
1) Application Form
2) L/C Copy
3) Statement of Reason for Export Permit
Four (4) copies are Required for
MCI, BANK, CUSTOMS, MERCHANT

6. Obtain Certificate of Requirement of
Raw Material (CORORM) from MCI y 6 15 - 20
1) Application Form 3
2) Certificate of Requirement Issued by
Respective Association
(SWAK, CENTRAL INDUSTRIAL RESEARCH CENTER, etec.)
3) L/C Copy
4) Certificate of End-user and Facility

*7. Get Offers From Raw Material Suppliers
*§, Select, Get Confirmation, and make contract

*/ NOTE: These steps are business procedures and are not included in the summaries of required actions.
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10,

11.

12,

13)

Obtain Certification for Import from Bank
1) Application Form 7

2) CORORM 1
3) L/C Copy 2
k) Anticipated use of Raw Material 1
5) Offer 2

6) Control Card 1
7) Value Added Calculation Sheet 1
8) Memorandum 2

en L/C through Bank
1) Application Form 8
2) Offer 2
3) Application for Guarantee to Pay 1
4) Promissory Note 1
5) Import Certification 1
NOBO

Must open L/C within 10 days after obtaining
Import Certification

Apply Tariff Waiver to MCI
15’ Application Form 2
2) CORORM 1
3) Import L/C Copy 1
b) Import Certification 1

Obtain Import Consigmment Certificate from
Internal Revenue Servaice (IRS)

1) Application Form 2

2) Import Consignment Contract 2

3) Import Certification 1

L) Import L/C Copy 1

Agply for Guarantee To Pay Tariffs to Bank
1

Application Form 1
2) Loan Agreement By Board of Directors 1
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Types of Forms Total No. of Estimated days Required

Required Copies Reguired Minimum Maximum
8 16 3 - 5
5 13 1 - 3
4 5 L - 6
L 6 1/8
5 5 1 - 2
® ® ® o



11"0

150

160

*17.
18.

*19.

3) Promissory Note 1
4) TImport Certification 1
5) Import L/C Copy 1

Delaiverance of Shipping Documents (Bank)

1) Receipt of Shipping Documents 1

2) Certificate of Completion of Foreign
Exchange Settlement 1

Confirmation of Physical of Manufacturing Plant (IRS)
1) Confirmation of Place of Manufacturer 2

2) Certificate of Location 1

3) Business License 1

Customs Clearance (Pusan Customs Office)

1) Application for Tariff Waiver 1

2) CORORM 1

3) Import Consignment Certificate 1

L) Certificate of Guarantee to Pay Tariffs 1
5) Tmport Certification 3

6) Shipping Documents

7) Import L/C Copy 1

8) Confirmation of Manufacturing Plant 1

Make Production Contract with Mills

Obtain Prior Permission to use the Imported
Raw Material (Customs Office)

1) Application Form 3

2) CORORM 1

3) Import Certification 1

k) Export L/C Copy 1

Actual Delivery of Goods to Manufacturer
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Types of Forms Total No. of

Requared

Copies Required

13

Estimated days Required

Minimum

1/8

Maximum

10

0



20.

21,

22,

*23,
2k,

250

*26.

27o

Application to Delaver the goods without Tax (IRS)
1§ Application Form 1

2) Certificate of Manufacturer 1

3) Usage Certificate

Notice of Delivery to Plant (IRS)

1) Application of Delivery of Raw Material
for Export use 1

2) Confirmation of Ex Post Facto Control of
Goods with Tax Waiver 2

3) Import Certification 1

Application for Tax Waiver (IRS)
1) Application Form 1
2) Export License 1

Production Order to Factory

Obtain Insurance Policy if Exporter 1s Responsible
for Insurance

1) Application Form 1

2) LJC Copy 1

3) Invoice Copy 1

Get Certificate of Origin from MCI
1) Application Form &
2) SWAK Certificate of Origin 1
3) L/C Copy 1

Manufacturer Reports the Completion of
Production

Report the Completion to Customs
1) Report Form 2
2) CORORM

-4 o

Types of Forms Total No. of

Required

3

Coples Required
3

Estimated Days Requiyed

Minimum
4

Masx1mum

6

0
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Types of Forms Total No. of Estaimated Days Required
Requared Copies Required Minimum Maximum

*28. Inspection of Goods by Surveyor

29. Hand an Shaipping Request b 6 4 - 5
1) Request Form 2
2) L/C Copy 1
3) Surveyor Report 1

30. Obtain Permission to Export Praior to Actual
Shipment from MCI (Applies only to U.S.A.) 1 1 2 - 3

*3]1, Order the Mills to Deliver the Goods to Pusan

32. Actval Shipment and Customs Clearance 5 14 2 - 3
1) Commercial Invoice 4
2) LJC Copy 4
3) Packaing last b
4) Inspection Certificate 1
5) Export License Copy 1

33. Rescinding of the Guarantee Money to Pay
the Tariff (Customs Office) 5 9 5 - 7
1) Application Form 1
2) Export License 1
3) Import Certification 1
4) Report of the completion of manufacturing
export commodity 1
%) Certificate of Completion of Shipment 1

34, Send Shipping Document to Buyer through Bank 7 7 1/8

1) Packing List 1

2) Invoice 1

3) L/C Copy 1

i) Certificate of Inspection 1

5) Certificate of Origin 1

é6) B/L

7) Insurance Policy 1
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Types of Forms Total No. of Estamated Days Required

Reguired Copres Required Minimum Maxamum
*35. Send Shippang Document Copies and Samples
Dairectly to Importer
36. Ex Post Faecto Report to Bank, MCI, SWAK 2 2 10 - 15
1) Report the Result of using Imported
Raw Material for Export use
2) Report the Present Status of Replaced Raw Cotton
37. Nepgotiations at Bank 5 6 1 - 2
1) Commercial Invoice 1
2) Packing List 1
3) B/L 1
4) Insurance Policy 1
%) Company Draft for Foreign Exchange 2

1. Steps required: 25

2. Types of Forms Used: 94 or 95

3. Total Number of document copies needed: 148 or 151
L, Estimated Days Required: From 84 days to 121 days.

Prepared by: Lee, Sang Seol
ED/PE, USOM/Korea
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Errsts

P. 7, Par. 4 and P, 1, Par. 1, Appendix A - the weight of fish
landed vis & vis the weighl inspeched and cammed has besn very
diffleult to conflas. The least unrelisble figures are a) landed
250,000 MT/yr, b) inspected ~ 18,000 MI/yr, canned -~ 40O MI/yr.

Note that none of the above figures included "non-fish"
products, n.g. seaweed, laver, ebe.



I  EXPORT INSPECTION SYSTEMS

Introduction

Although 1t appears rather obviocus, 1t 1s nevertheless necessary
to emphasize the fact that an inspection system is only the means
to an end, not the end in itself., Adequate, efficient inspection may
detect but not define the far deeper problems lying beneath in some
omission of guality control.

Knowing the exact dimensions of the total problem, then, may
involve, 1) a study of the results of substandard quality control
mac.e evident through inspection, 2) physical tests, sometimes complex
ana prouracted, to define the causes, 3) an investigation in the
product plant to locate these causes, L) broademing the investigation
to sources of materials and servaces outside the product plant, 1f
required, and 5) troubleshooting the causes according to the technology
1nvolved

It 1s equally obvious that some problems of inspection and qualaty
control are far simpler than others, but serious defects in product
quality rarely have simple solutions. Most often, the first indication
of trouble 1s a customer's complaint. Proper analysis of the complaint
1tself may save much time and effort in tracing the trouble back through
the inspection system and the production process.

One should also be reminded that quality control and inspection
problems are continuous, even in the industrialized nations. New sources
of supply, new or modified product lines, new markets, neu employees
and machines, new maintenance procedures or envirommental changes, etc.,
etc. may all be suspect at one time or another in substandacd products.

Types of Inspection Systems

There are three types of inspection services in Korea.

a) ROK Government agencies inspecting certain products which by
law must be inspected for export.

b) Producers or manufacturer!s associations or cooperatives
which provide their own inspection of exports.

¢) Completely private and mostly foreign compamies with no
government or association or cooperative comnections, living on fees
provided by producers or customers who require their services.
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ROK customs 1s also involved in many inspections and maintains
one a large, well equipped laboratory at Pusan (exclusively for

1mEorts), but their interest 1s limted to grading and classification

for tax purposes,

The present report i1s devoted to those inspection agencies which
are or will be involved directly an the MCI export promotion program.
This 1s generally limited to the ROK Government and the producers!
associations and cooperatives. The private, foreign groups may be
asked to help but they are not involved in the quality control relation-
ships which the others must consider in their inspections.

Problems

What are the problems of these agencies?

1) Lack of modern inspection procedures and eguipment and lack
of staff trained in their application. Of these inspection services
only those in raw silk, in hog bristles and human harr and in mineral
products inspection were thoroughly up to date.

It 1s a curious commentary that both ROK Govermment and
private industry have received many millions of dollars in AID benefits,
including training, but the inspection services seem to have been
completely overlooked.

Of course, they have been busy setting up their own laboratories
and staff when they maght have used existing facilities, e.g. NIRI,
Provincial Labs., et al. This duplication of effort and equipment 1is
described 1n more detail on pp. 4 - 5, sect, 2.

This problem also encompasses the need for current information
on foreign markets and their inspection regulations, product features,
prices, volume, packing, advertising and any other information that
relates to getting an attractively packed product of good guality and
performance at the raght price, in sufficient quantity, in the proper
market at the right tame. This simply means that without this infor-
mation one cannot evaluate i1,e. inspect and grade, the local product
1n terms of the competition 1t must meet.

Another way to say this 1s that most Korean producers are not
up to date on the specifications that are essential in world markets.
The work done by the Bureau of Standards (MCI) in adopting, translating
and adapting international standards according to local conditions is

-* more extensive than most Korean producers know. In fact, that is
1ae crux of the situation. These standards have not been properly

|0
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communicated to many producers who need them and additional contacts
with industry are required to determine priorities in local standards
development and for better understanding in their application,

2) Compartmentation. A typical "bureaucratic! phenomenon,
compartmented responsibilities are a major problem in two of the biggest
inspection agencies, in fish and in fruat and vegetables. For example,
in the case of camned products, both disclaim any responsibilaity for
the quality of the cans and for the products after canning.

As a matter of fact, these responsabilities have not been
assigned and the Bureau of Standards has not worked on Korean standard
marks (kS) for several of the more important types of cans, because
they disclaim the responsibility for "food products" (altnough thais
15 a metallurgical and plastic liner specification) and the law
prescribes their scope of operation as "industraiazi". It i1s true that
1n Japan they have one set of industrial standards (JIS) and another
for agriculture including food (JAG). Korea has no KAS. This means
that the food canners have not ordered (in fact, can claim not to
know what to order) according to exact specafications for cans. The
cost of importang preformed cans (required by law for certain food
products including fish) 1s so high that the law has frequently been
1gnored and locally made cans are used.

Similar "uncontrolled" areas exast in these and other inspec-
tion systems, e.g. the "cottage industry gap" in handicrafts (p. 3,
App. A). On the other hand, inspection of raw silk 1s integrated
all the way from cottage to export dockside (p. 2, app. A) and
1llustrates what can be done, Whether such "enforced" control is
desirable or epplicable to other systems i1s something that must be
carefully investagated.

3) Unassigned 1tems. In #2 (above) the gaps in a given product
lane have been discussed. In addaition to this, whole categories of
products, e.g. machinery, chemicals, rubber, glass, plastics, metal
products, electrical equapment, wood (other than handicrafts), paper
proaucts and most other manufactured items are not yet assizned to
any inspection system or agency.

Recommendations

Most of the inspection agencies are aware of the problems set
out in the foregoing. Wath time, money and expert help they are
willing and able to better define and solve the problems within
their present areas of inspection.

I
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1) Volume of work. MCI must work closely waith the agencies in
designating new or modified prolucts for export for which they will
be responsible., Budget and time must be sufficient to get the job
done, in the agencies!opinion as well as MCI!s.,

The preoccupation wath elegant equippment and top heavy
admmnistrative staff, so common in developing countries, must be care-
fully considered in any attempt to help "update" these inspection
systems, but their present shorbages are gquite realistic and must be
made up 1f they are to make any addational contraibution to the export
promotion program, Certainly there are some needs so great, they
should be supplied as quickly as possible, e.g. a bacteriological
inspection and testing facility for both the fash and the fruit and
vesetable inspection agencies.

At the other extreme, there 1s also the necessibty to avoad
allocations of substantial sums of money for export proustion wathout
enough time or staff to spend 1t efficiently.

Korean exports (1952 ~ $50 million) have risen 72% in 1963
($87 million) and 27% (est.) in 1964 ($109 million). Anything like
the attainment of the 150 new plants or products every 6 months that
the export promotion program has as 1ts goal for the 18 moaths following
July 1, 1964 wall lakely swarmp the present facilities of scre of the
existing inspection agencies and multiply the unassigned 1tems faster
than anspection systems can be created or expanded.

2) Laboratory network., L4 recommendation was made 1n an IMD-I
report of Aug. 1964 (Korea Export Program) which should be reviewed
here, Because of the overall shortage of inspection type testing
facilities, the reporrt pointed out that, "There are 12 ROKG laboraturies
in Korea (excluuing the ROK Army facility and several special andustry
labs. e.g. Korean railroads, miming,and control labs, abt fertilizer,
cement aad glass plants, etc.), Out of these 12 ROKG labs. the National
Industrial Research Institute (NIRI) is by far the Lesl equipped and
staffed, has the only adequate technical library, international standards
and specifaications literature and the larsest yearly operatins budget
K32,000,000 ($128,000)., A staff of 90 engineers and scientists are
equippel to perform tests according to most international standards
electrical, electronic, chemical, mechanical and other physical standards
except biological and pharmaceutical standards.
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"Also, among these 12 labs. there 1s one specializaing in
biological and public health tests, another in cival engineerang tests
and a third which i1s the ROKG Geological Survey test facility an Seoul
with a branch in Taejon. The so-called !provincial! laboratormes,
mostly poorly equipped and staffed (an exception at Taegu) and a
very adequate ROK Customs lab. in Pusan make up the rest.

"These labs. could be reerganized into a network to provide
convenient quality control testing and trouble shooting in almost
every major industrial center in Korea.

1This network should be coordinated with the standard mark
system (KS) of the Bureau of Standards. As the latter i1s not equipped
and staffed to inspect and follow-up on plants authorized the use of
standard marks, the testing network and inspection agencies could also
handle Bureau of Standards inspection and testing work at the same
time wath small addaitional cost.

as a matter of fact, NIRI has been officially designated as
the testing facility for the Bureau of Standards, but the Bureau, even
in the recent past, has considered provading i1ts own testing, a complete
duplication of existing laboratories., Coordination of the work of the
Bureau, Korea Productivaty Center (KPC) and exasting labs, would
facilitate getting on top of the entire problem of quality and produc-
tion control. The KS mark, now applied only to products which are up
to local and modified standards, could be extended to an "export! grade
KS mark which inspectors could use to establash a durable reputation for
Korean exports in world markets",

NIRI as the only facailaity in Korea that has expericace in
testing many of the unassigned (p. 3, Sect. 3) products an’ the only
official® 1nspection available for these same prcducts is that offered
by the various pravately owned foreign groups such as Inteco, et al,
(p. 5, App. A). Their backup testing 1s done in foreisn labs, or at

NIRI has been allocated funds and 1s already out in the field
offering 1ts services to a number of small plants designated by MCIL as
havang export potential. Response 1s poor, as should have been expected,
because a) almost all are not realy (nor could they be in the near
future) to consider export grade production, b) they are afraid of
government penalties and ainterference. NIRI was granted ¥ 5 million
($20,000) for this service in November. It must be spent Uy Dec. 31,
1964. The allocation for all of 1965 1s also ¥ 5 million’
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It 1s not clear what the Bureau of Standards i1s doing to meet
the increased need for standards and specifications.

3) Inspection by manufacturer!s associations and cooperatives.,
The kind of inspection and testing required in many of the unassigned
product categories (e.g. machinery) is hizhly specialized. MCI has pro-
posed to put this responsibility on the backs of the various manu-
facturers'! associations. It 1s conceivable that some, e.g. the rubber
tire manufacturers group,mght do a rather creditable job in view of
existing in-plant inspection and testing, but most have only fragmented
inspection systems in their plants, few have facalities that could be
called testing labs. and most of the associations! experirence has been
in procurement, finance and politics rather than in technology.

This 13 not to say that such a plan 1s impossible to implement,
Its success in Japan 1s a matter of record, but the difficulties must
be faced squarely. It wall take a long time.

With a laboratory network, however, field inspectors of
existing inspection agencies could take necessary samples to conveniently
located laboratories, e.g. the Survey Lab, at Taejon, Provincial Lab,
at Taegu, Customs Lab., at Pusan, NIRI in Seoul. Hanguk Machine Co,
(ROK owned) at Inchon has a complete gage lab. already offering gaging
and recalibration of gages for a moderate fee, Rehabalitation of the
other Provaincial Labs. would also help to fill in the holes in the
testang system as a foundation for effective inspection.

L) Intragovernment competition. This must be carefully avoided.
Dissension and confusion within ROK government agencies concerned with
export promotion (as indicated by the following article from one of the
commercial bulletins) completely disrupts an inspection system

"The ROK Government believes that the export of leaf tobacco
15 so important that i1t is regrettable that the Offaice of ionopoly and
the Mimistry of Agriculture & Forestry compete over jurisdiction and
s1x private trade firms compete for the product itself,

"On May 19, Japan decided to import leaf tobacco from Korea,
but the export has not yet been realized, thanks to competition among
Government agencies and private firms., On September 18 Japan advised
the Korean Government as follows

"a) The export agencies should be unified. b) Hicotine content
should be kept below 2 per cent. c¢) Quality of exported leaf tobacco
should be uniform,

M
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"Had 1t not been for the competition among Government agencies
and private firms, export would already have been realized and Japan
would not have felt 1t necessary to set 1ts own specifacations.

"As of the end of October, total export performance for this
year was $91,098,000, 76 per cent of the annual goal of $120 mllion.
Leaf tobacco export performance was only $117,000 or a bare 9% of the
annual target of $1.3 million."

5) Certain major inspection problems must be attacked, one by one.
This should be done as they are identafied in a given preduct laine and
in context wath their causes, e.g. canned fish spoilage.

Canned fish spoilage — A model test case

This problem has been selected for an investigation which could
serve as a model in similar high priority product lines. Fishing and
fish products are targets for a major development program in Korea
because of the very high export increase potential. Moreover, out Of
more than 2§ m1MT/yr. of fish landed in Korea, no more than 4,000 tons
are canned, Downgrading and waste with big catches 1s a ®mmon obser-
vation and the resultant fluctuation in price is a headache to every-
one involved

The present inspection system as badly compartmented, large
areas in the product line are unassigned and the results are spoiled
canned fish in the export customers! warehouses, The anspection
system does not indicate where the trouble lies, Even the complaints
are not specific enough to be analyzed as to type of fisn, type and
size of can and chemical and/or bateriological causes of spoilage.

The situation 1s also a mouel of the necessity for determinming
where quality control is lacking -~ imported maternals fer cans, can
manufacturing vs, imported cans, cannery processes, sealing, packing,
shipping, overall materials handling, etc., etec.

It 1s certain that two gaps must be closed, a) fish must be
inspected 1n the can and on the shelf (so called shelf life tests)
and, b) bacteriological analyses must be made at a several points in
the product line,

No answer may be had for an adequate inspection system until the
complaints are analyzed and the product line scanned, possibly all
the way from imported black sheet to export dockside.
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The problem 1s further complicated by a government regulation
requiring that preformed cans made according to specifications be used
for all canned fish products, a regulation that i1s agpparently vaiolated
more often than 1t 1s kept.

If this proposal is approved, the USOM/K ~ IMD-I and RDD would
work with the National Industrial Research Institute (NIRI) in analyz—
1ng complaints and runmng down the cause or, more likely, causes.
Recommendations may then be made for a thoroughly effective inspection
system based on an adequate quality control system,

IT. EXPORT INSPECTION POLICING VIOLATION AND PENALTIES

Organization Chart

The inspection services for a) policing export quality, b)
reporting violations and c¢) imposing penalties which are associated
wth the ROKG are represented on Chart I (p. 8a).

Export Inspection Law

The Export Inspection Law #116/ of L October 1962 (amended June
and Jan. 1963) spells out the responsibility for export inspection
(artaicles 14 - 25, pp. 6 ~ 10) and defines 1n some detail the investi-
gation and reporting of violations, suspension of export privileges,
appeals from such suspension, etec (articles 29 - 32, pp. 11 ~ 13)
and pins the responsibility squarely on MCI with some sharing of final
decisions with other mimistries who might be involved via the inspection
agency, the product, or the individuals involved, e.g. fisheries
inspection under the MAF (Mimistry of Agrculture and Forestry).

The Law then proceeds (articles 35 -~ 38, pp. 14 — 15) to detail
penalties applicable to indivadual violators.

What are the Penalties and How Applied?

Under the older law for public servants bribery, collusien, mis-
representation, in fact, any act against the public trust or commonweal
are punishable as crimes with penalties ranging from fines and impri-
sorment to death  Thas law still applies to all ROKG inspection agency
persommel and 1s enforced by the ROKG court system.
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v .Under the new law of 4 Oct. 1962 any inspector or official of any
inspection agency who (which) 1s officially designated to inspect
exports 1s subject to the same penal laws as ROKG public servants,

MCI 1s further empowered to dismiss such indivaduals, to recommend
(through the courts?) specific fines up to ¥ 500,000 and/or imprison-

ment up to 2 years (for individuals) and to cancel all export privileges

(for individuals or companies) for infractions (ancluding inadequate
or careless reports on export activities) of the new Export Inspection
Law,

Later Developments - The Export Management Section of MCI

When MCI got around to distributing some of these responsibilities
on paper in early 1964, the Trade Promotion Section which reports to
the Bureau of Commerce was designated as being responsible for a)
working 'through ... inspection agencies to maintain product quality,
reporting below standard cases to the Bureau who, in turn, recommends
corrections (including refunds) to industrial associations, et al."
(Korea Export Program., IMD-I report of Aug., 1964 p. 5 #3)

This same section was to "recommend legislation to update inspec-
tion laws" (abid.).

However, by late October the Export Management Section of MCI,
also reporting through the Bureau of Commerce, had inherated.and
assigned the responsibality for Minspection' to 1ts subsection chief,
Mr, Euh.

Presumably, the subsection would be responsible for exactly the
same inspection functions as had previously been assigned the Trade
Promotion Section., The subsection has a staff of two men.

NIRI and Bureau of Standards - What Do They Do?

The chart indicates that NIRI (for inspection testing assistance)
and the Bureau {for inspection standards and specifications) should
communmicate continuously on their export inspection assistance with
the Bureau of Commerce or through the Bureau to the subsection of
Export Management.

Customs - How They Inspect

Although the Customs Bureau of the MOF (Ministry of Finance) 1is
generally thought of in connection wath imports, the customs officers
are responsible for checking the certificate of inspection, sealing and
seals for certain designated export i1tems., In this activity they are
also responsible for reporting violations.
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Small and Medium Industry Section of MCI - Inspection®

A poant of confusion 1s the responsibility earlier assigned to
this section which reports through the First Industry Bureau of MCI,
This was defined as "supervision and inspection of selected establash-
ments™ (export manufacturers) shall be made by this section wath the
help of the Small Industry Cooperatives and the Provincial Governments,

Such M"inspection'" would apparently involve products inspection.

Methods of Inspection

With the exception of raw silk and handicrafts, all inspections
are made on a standard sampling basis. The raw silk inspection is
made on the basis of inspecting every skein that 1s exported, at the
inspection and testing facility =% located in Seoul. On the other
hand, sixteen inspectors from the handicraft cooperatives inspection
agency, trying to cover a great number of cottage scale operations,
admittedly are unable to prevent exports of cumpletely unminspected
shipments. Moreover, lack of equipment prevents thorough inspection
of 1tems made by those producers they can reach.

Minerals and ores, bristle and hair, laver, agar agar; fresh,

frozen, drred and/or salted fish, fresh and dried fruits and vegetables,

grains and pulses, beer, ginseng products except wine, feathers,
hides,and animal and poultry exports can be said to be properly
1nspected according to standard sampling processes. All other export
products range from no inspection at all (unassigned, e.g. machinery,
chemicals, metal products, etec.) to incomplete inspections, e.g.

only export cotton fabrics are inspected and only then under condi-
tions severely limted by equiprent and short staff., Convenient,
adequate testing facilities are clearly lacking.

A Major Biception

Note that some completely unassigned items, e.g., tires and tubes,
rubber shoes, plywood, flat glass, etec. are inspected by the nanu-~
facturer according to standards acceptable in the world market. Some
others, agar agar, laver, electrolytic copper, some canned foods
(using imported cans), some part of th@ G.I. sheet, cast iron pipe,
some synthetic fabries, wool yarn, etc. are similarly inspected for
export either by the producer or by foreign inspection agencies based
in Korea who are retained by their foreign customers,

» (1bad. p. 8, #5)
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What Happens to Rejects ~ a Buili-In Penalty?

Food and many other product rejects are sold locally at lower
prices, Many, e.g. rubber shoes, are put back into the product
line and reworked to acceptable condition. Shipments rejected at
dockside may cost the producer a fortune to upgrade or otherwise
dispose of, A reputable electric motor manufacturer who makes a
substandard motor must rebuild the product, which 1s a costly mstake,
Shippers of defectave G.I. sheet to Vietnam were required to refund
almosttthe entire purchase price. However, legal penalties under the
old or new law are not properly enforced and those built into rejec-
tions are not broad or strong enough to prevent the export of many
low quality products,

Recommendations

1. The apparent (where else?) assignment of the responsibility
for quality of anspections, investigations (policing) and reporting
of violations to the subsection of MCI's Export Management Section
1S unreasonable in terms of the staffing (2) of that subsection.

It 1s understandable that nothing had been done,as late as
the time of USOM/K (IMD-I) vasits to inspection agen01es Nov. 9 - 18,
to increase staff anywhere in the existing inspection system or to
improve or supply its many deficiencies.

It should again be emphasized that the present inspection
systen inadequately covers less than half of the items (oy number)
being exported at present. In volume and value the pictire 1s better,
but large categories remain untouched and this is to say iothing of
new export products planned,

In nany cases, the quantity of product volurme contracted
for has been an inspection and/or quality control probler where
producing enough of the product at a given specification was not
planned according to the additional control and inspection needed.

2, Confusion in policing and reporting violations nust be
clarified, The Bureau of Commerce has the responsibility of "recome
mending corrections" for violations to the Minister (MCI) who will,
in consultation with other involved mimistries, apply such penalties
as revocation of export license for various periocds or request the

application of stronger penalties such as fines and/or iaprisonment,
but the section and subsection staff reporting to the Bureau is not
organized to perform the job of supervising and filling the holes in
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the present inspection system and collecting vaolation reports to
be processed throush the Bureau, much less to consider expanding the
system to include many products not now inspected.

Also, what part should Customs play in reporting such viola-
tionst Does MCI have any responsibility for acting on violations of
what amount to laws as defaned in the Oct. 1962 Export Inspection Law?
This law defines penalties for violations by '"persons" but makes no
reference to responsibility for reporting or applying the penaltaes,

IIT. SOME GUIDE LINES FOR USOM/K

One must first break the problem areas down into two major
categories, 1} problems within the existing inspection system and
2) problems in expanding the system,

1. The Exasting Inspection System

The orgamization (see Chart I - p. 8a) is a good organization
on paper, but presently is not working. The anspection groups
(agencies) continue the inspections as 1f they were not in a compre-~
hensive organization responsible to MCI. The budgets, numler and
competence of persomnel, equipment, testing facilaties, training
programs, enforcement of penalties, etc. remain the same, alequate or
inadequate, as in the past,

a) The MCI problem MCI has been brought squarely into the
position of complete responsibility for export product inspection,
quality, coverage, policing, penalties and enforcement an' *his
responsibilaty 1s spelled out in the law (see p. 8).

1) Two man task force: MCI has not been able to pack
up this responsibilaty. Two men, neither one with any lechnical
traimng whatever, make up the subsection of the (MCI Bureau of Commence)
Export Management Section which is specifically responsible for this
tremendous task or, 1f this i1s not true no one in MCI has been able
to indaicate how or where responsibilities have been otherwise distri-
buted.

2) Results+ The result is, of course, that budget,
personnel, equipment and technical assistance according to the varying
needs of various agencies, all go unheeded. These shortages must, of
course, be analyzel, agency by agency, by some thoroughly competent
technical person or perscns and then budgeted and supplied on both a
short and long term basis.
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Some other results, or lack thereuf arc: the formation of
an Export Inspection Comm tfee reporting to the State Council but
1t has not been possible to discover how, or 1f, 1t 1s really doing
anythaing, the granting of special funds to NIRI for back up testing
of export product inspection, {see p. 5, Par. 6) but no apparent
activaty at the Bureau of Standards (wath a staff of 607} an back-
stopping by adopting, adapting and interpreting standards and specifi—
cations for a number of products already in trouble in export markets.

The Minister of MCI has certain powers (see p. 9 Par. 1)
for enforcing penalties defined in the new law, but neirther reports
of violations nor enforcement of penalties are being routinely ample-
mented through the structure (Chart I) set up for this purpose., Some
penalties, e.g, revocation of import license, have been applied after
some major violation has come to light in the export market, e.g.
GsI. sheet at Sargon, but this 1s, obviously, the wrong way to approad
the problem,

Amendments to the new law of June and Dec. 1963 define
inspector qualifications and training at some length but there is
no evidence that anything 1s beaing done to train additional anspectors
accordaing to these qualifications,.

Finally, the testing laboratory network (p. 4, Sect. 2) of
exasting laboratories has not been implemented to f£i1l many cratical
needs in the field for back up testing of samples., This need waill
grow as presently unassigned products are approved for export.#*

b) Unassigned Areas and defects in the present system:

These responsibilaties shoulc fall under the agencies
designated by MCI to inspect certain products, e.g. Fisheries
Inspection, and should be approached through additional tudret for 1)
anspectors trained in these areas with 2) the proper field equipment
and back up testing of field samples {see p. 4, Sect. 2).

# There are still some reports in the commercial bulletins (Dongwha,
et al,) from MCI sources to the effect that 1t mght be best to
help the smaller and less capable manufacturing plants first!?

The Nov. Dec. 1964 MCI grant to NIRI for testing assistance for
potentaial exporters was largely lamted (Ly MCI) to such plants.

1
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2. Ixpanding the Systenm-

Completely unassigned oroducts: It has been pointed out
(p. 6, Sect, 3) thal the MCI plan to make producers! assocrations
responsible for these inspections i1s not practical (with some few
exceptions), unless, a) they are helped (may be the proper phrase
1s Vecompelled and helped®)} to recruat and train inspectors and b)
provaded, at least in the beginning, wath proper back up testang
facilities, MCI would still Le regquared to maintain some kind of
monitoring system for violation reports and enforcement of penalties.,

In certain product lines where public health or welfare is
wvolved, ROKG must institube or expand its own inspection and testing
system,

3« Recommendations for Asgistance

a) Organization assisbtance. Looking now at Chart I, it is
clear that an expert qualified in inspection systems orgamization
and admimistration i1s needed at the Bureau of Commerce level in MCI.
He should be a member of the Export Inspection Commitiee, an advisor
1o the Bureau Chief and its Export Management Section as well as to
the Small and Medium Industry Section, through the First industry
Bureau Chief. He should report dairectly to the Mimister of Industry
and, with the Vice Mimster, constaitute a three man subcommittee
reporting to the Export Inspection Committee.

Such a man might be recruited from some bLroal purpose
orgamzation like the U.S, Bureau of Standards and shoul. -=ve a
number of years of experience in organizing and administrating
inspecti.n systems, Someone who, for example, has been responsible
for the development of new inspection systems for a number of years,
Industry men with similar experience in both quality control and
inspection systems would also qualafy., Candidates of the caliber of
Norbert Enrick (Industrial Press, N.Y., N.Y.) mght be considered or
someone recommended by the American Management hAssociration, since the
latter have been very actaive in quality control and inspection education.
The Bratish Productavaty Council had a Specialast Team on Inspection
Methods several years ago which, af still operating, mizht be contacted
for advice,
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Fmphasis herc 1s, of course, on inspection systems, but it
18 not likely thet any candidate would have the experience required
in inspectaion wathout a good background an quality control. Addational
details or a job descriptivn ace avarlable when needed. The expert
should be in Korea not less than two years and he should be willing
to travel widely in the country in order to get acquainted, first
hand, wath the present inspection organizataon,

He would then be faced wath the task of upgrading the exasting
system and expanding i1t to include many product lines which have no
official inspection whatever.

b) Specialists. Although there are a number of competent
inspection specialists in the exasting agency system, additional
experts must be brought in as problem areas are hetter defined. In
fact, 1t would not be anticipating the orgamzation expert to
suggest that a bacteriological - toxaeological inspection and testing
facality must be seb up for the food industries, i.e. a food andustry
brochemist 15 needed now and his job description could be written now
in consrderable Jletail.

It should alsc be noted that inspection and/or quality eontrol
problems are concurrently being approached through other channels, e.g.
USOM/K - RDD has a grain sturaze specialist in Seoul on a 3 months TDY.
This man will undoubtedly get into some of the grain anspection problems.
UN Special Fund is providing a foundry - machine shop expert and an
electrical saop inspection expert to NIRI beginning about June 1, 1965.
Also, there 1s a French Government expert on shrimp in Xorec who,
undoubtedly, wall look into anspection methods.

It 1s acain suggested that IMD-I undertake, as so.n as possible,
a sampling (pp. 7 — 8) of the actual conditions that exast in the fish
canminy industry to deterrmne the problem areas, Information gained
frum such a study would be useful to any foreign expert 1. comng to
grips wath problems an other product lines,



APPELDIX A

Inspection Agencies

Fisheries Inspecticn

The ROK Central Fisheries Inspection Station at Seoul has 6
branches and 8 substations at major fishing centers in Korea with a
staff of 80 people. There are staill amportant fishing centers, e.g.

Cheju, Sokcho, Mukho et al. without any analytical facilities whatever.
Consaderang that some 2% mllion tons of fish products are inspected

every year, the station!s complaint that staff 1s inadequate seems
Justafied.

Continucus inspection is maintained only at the larpest camneries
and at the freezang plants.

Somethins lake 20 traveling iuspectors cperate in the field (on
a per diem of W2000/mo. 1.e. less than 50¢/day). The rest of the
staff 1s made up of laboratory technicrans, inresidence Lranch inspec-
tors and office staff, They neel equipment for bacterrolojpncal tests.
Putrefactrion 1s currently checked visually or by straight chemical
analysis. Also, they do not have staff or equipment to test cans or
can liners nor has this critical responsibilaty been assigned to any
other organization. This 1s left entirely to the can manulacturer.
Neither 1s anyone responsible for systematic testing of the shelf life
of canned fish nor are these tests made anywhere in Korea so far as
could be ascertained,

In fact, 1t does not appear that testing of fish after being pro-
cessed into cans at the camnery is performed at all, No attempb s
made to supervise the packing and sealing of the cans into cartons or
boxes fir export shipping.

Items such as dried fish (draed cuttle fish 1s a maj r export) are
produced by such a welter of small operators under such a /oriety of
conditions that any kand of control is dafficult. Whatever producer
cooperation exists i1s completely compartmented, e.g. the can manufac~
turers anl the canneries each have an association, but mostly out of
touch with each other. The canners seem to act as a kind of cooperative
force armong the fisherman, completely in their own interest, >f course,

Only one man in the central Laboratory in Seoul, the assistant
chief, has been trained abroad.



Agraculbural Product Inspection

The government controlled Natiocnal Agracultural Products Inspection
Office 1n Seoul 1s the largest of the agencies visited. With 6 branches
and over 1000 employees they still face problems very simlar to the
fisheries group, 1.e. poorly paid inspectors, especially in the faeld,
spread too thin to properly cover the more than 40 1tems for which
they are responsible, including such major export categories as
towacco, fruit, grains, peppermint oil & menthol. They claim to
nsed another 250 — 300 people to cover the field and additional lab,
space and equipment, Iake fisheries, they also have no bacteriological
analysis facilaities, no inspectaion in the can after canning and no
shelf li1fe tests., Only one man here has been trained abruad.

In sprve of all thas, the Inspection Office insists that thear
anspection of fresh and dried fruits and fruits for canming (all for
export) 1s so good that Taiwan and Japan accept them without further
inspection, The canming problem, however, is exactly the same as in
fish products, including disorganized producers and completely self
centered (in fact, the same) associabtions for making cans and canning.

Bristles, Hair and Fur Inspection

The Korean Bristle Processor%s Cooperative 1s a privately owned
and operated inspection facility of Z5 producers exporting $3 ~ 4
million in hogz brastles and human hair each year. Value of product
depends mostly on #L competitor, Red China, and the volume she dumps on
the market each year., U.S. purchases (about 50% of Korea's output, 50%
to Burope) are a stabilizang factor in that U.S. does not buy from China.

Export of Kolinsky skans ($250,000/yr,) 1s the cnly i1tem in furs
that seens wurth noting. They are not dressed here and apparently
recerve little attention as far as inspection is concernec.

The coop. claims to have few problems other than tryin;, to antai-
cipate what China wall do each year and resisting new prolucers in an
area they claim i1s saturated by the present 25 members Their grading
and inspection system appears to be efficient and adequate to the need.

Raw Silk Inspection

The National Silk Conditioming House, Seoul 1s a completely govern—
ment controlled facility which inspects all the raw silk yarn produced
in Korea for export. In 1963 this was $4.7 mllion and in 1964 will
probably reach $5 mllion.
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The laboratory is completely equaipped and staffed to inspect
raw s1lk accordin: tc the 6 grales recogmized on the world market.
Note that not just samples, but rather all the raw silk that is
exported goes thru this inspection to be packed and sealed for ship-
ment at the lab,

The producers are organized into a private cooperative which
provades help all the way through from the village level with ROK
Government assistance, in qualaty control, training programs, etc.

Textiles Inspection

Korea Textaile Inspection and Testing Institute in Seoul inspects
the cotton yarn and cotton piece goods exported from Korea. This
differs from the raw silk inspection in several ways. Insiection,
testaing, zrading, packing and sealing 18 done at the textile plant by
Instatute inspectors with samples sent back to the Seoul Lal. Some
other textiles e.g. carded (not worsted) woolens are inspected at the
producers request.

This facility began as a privately owned and operated producers
cooperative, but now claims to be entarely supported Ly inspection
and testing fees and therefore "independent" in its decisiuns., They
complain of short staff and facilaties, A recently acquired tensiie
strength tester permits them to make a widely required test for the
first time, In contrast, the director poxnted out that.Japan has
10 privately operated and several government labs, in the same testing
area., Here, only 6 lab. techmicians check thousands of samples through
an intricate pattery of tests for an industry which still dnes not
make preshrunk items at all _.ad finds even color fastness - recurring
problemn,

None of the staff of 19 has been trained overseas, Many textale
plant personnel have had AID participant training but the inspection
group seems to have been completely overlooked,

Handicrafts Inspection

The Federation of Korean Handicraft Cooperative Associations as
another privately owned and operated inspection and testain; facility.
The need 1s surprisangly complex and, the facilaty unfortunately inade-
quate. They have no real testing laboratory as such. Chemcal tests,
e.g. for alkalis content of glass beads (a factor in paint retentlon),
are run at NIRI, Hardness and finish (in lacquerwares), moisture con-—
tent (wood products), alloying strength (metal wares), etc., are performed
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in the field wath portable instruments probally never recalibrated
for accuracy., The "cottage industry quality control proclem! is
probably greatest here and each item.must be checked, packel and
sealed for shipment. An obviously interested and conscientious
staff just does not have the tools or men to do the job.

Minerals Inspection

The Maming Association of Korea in Seoul 18 a praivate Mine owners!
cooperative testin, and assay laboratory which seems to serve admrrably
the purpose for which 1t was set up. Export minerals, ores and concen~
trates are checked according to accepted techmiques.

Other Insvection Agencies

The National Federation of Forestry Associgtions (drzed fungus),
Brewinz Experiment Station (beer, rice wine and spirits, ginseng wine),
the National Institute of Health (zinseng products other than wine)
and the National Animal Quarantine (biological, biochemical tests and
quarantine and disease tests for cattle, hogs, hoz bristle, human hair,
hides, animal bones, chicken feathers and pets) are other less important
inspection and/or test facilities, 1.e. less important as to the export
potential of the product or as to the inspection system as a clue to
export quality volume and value. Two large breweries make qualaty beer
that is widely sold locally to troops and mght be considered for export
1f the price 1s right., The Quarantines' vacteriological testing repre~
sents a service that must be provided for other foud products.

Pravately Owned Inspection Agencies

These agencies are not comnected wath government or with private
{producers) associlations or cooperatives. A total of ten are operating
in Korea. Amony these, mine are foreign inspectibn.companies with
branches in Korea, and only one 1s a Korean firm.

All but two do inspection of commodities for export, but none has
testins facilitaies in Korea, They either sends samples to Tokyo (whach
takes abuat 15 days) or utilize ROK government testin; labs such as
NIRI. They are

GESCO (General Superintendence Co., Geneva, Switz.)

Handles export inspection of various commodaitres. Reristered with
Ministry of Transportation for inspection of commodities for export
shipping. Utailize local government laboratories,
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UNITEST (Universal Testing and Superintendence Co,, U.S.)
Handles expurt inspection of minerals and other commodities,
Do not maintain lab in Korea, but their Tokyo facility has
testing lab. Also ubilize loecal laboratories.,

INTECO (International Inspection and Testaing Corp. Tokyo & U.S.)
Robert W. Hunt Inc. Chicago.
Both handle export inspecticns., Use Tokyo laboratory exclusively..

P & B (Penmiman & Browne, Baltimore, Mdy
Do nct handle export inspection, but plan to start in January 1965.

B. V. (Bureau Veritas, France)
Do not handle export inspection.

0.M.I.C. (Overseas Merchandise Imspectiun Co. Tokyo)
Handle export inspection. Utailize Tokyo laboratory fcr testing

samples,

U S.C. (Umited States Consultants, U.S.)
Handle export inspection of various commodities. Utilize NIRL
for testing samples,

Korea Inspections Association, Seoul Korea
Korean inspection firm, handles export inspection. Utilize NIRL
for testing samples.

SHILSTONE (Shilstone Laboratory Testing Co. Texas)
No information available,

2%



