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INTRODUCTION AMD MATE COUCLUSICHS

1. At the request of the Government cof the Pepublic of Korea,
I visited Seoul from April 6 tc 17, 137C to consider what type of
assistance UNIDO might provide to help attract foreion investment.

2. Mr. Moon, Director of the Terhnical Cooperatior Bureau of the Ministry
of Scienes and Technology, indicated that the Federation of Kerean Industries
would arrange my programme of appoirtrients., It was the Federation which had
suggested that the Governmert might seek the asBigtarce of UNITC in reviewing
the investment climate when "TIA's erior Industrial Devclopment Field

Adviser, Mr. 'i.R. Jones, visite. Seoul i Septemter 1)4).

3. Mr. Ip Sam Kim, Director-Gener:l of the ‘ederat ton of Korean Industries,
explained that the Government and the Federation of korear Irdustries had
been ¢onsidering together how to improve the investment olimate in Korea for a
number of years. !'s suggested that the terms of reference for possible
assistance from ULI.X should be to consider.

(a) whether there were any steps that could and should be taken

by the Korean Government to imgrove further the nation's
investment climate;

(v) whether the existing foreigrn investment application, approval,
and operating procedures were the most aprropriate for
attracting potential fcreign investors;

and (o) into how much detail should the Government go when identifying
the fields and projects in which foreign investment is
especially desired,

& Mr. Yang, Direotor of ths Office of Investment Promotion in the
Beonomic Planning Board, agreed with these terms of reference but added
& fourth:

(4) Could the Government use new methods to publicize and

promote the investment climate in Korea and the investment
opportunities which were available®

9 Nr. Yang pointed out that over 90% of the foreign investment induced
up to the end of 1969 had come from Japan end the United States. His office
W8 therefore particularly interested in new methods for bringing Korea's
investaent oclimate to the attention of potential investors in a wider range
of oountries.
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6. My iapression is that the investment climate in Korea is clready an
attractive onc and that the procedurcs for approving foreign investient
applications are reasonadle and efficient, however ainor improvementa can
be wade. The areas and >rojests in which forelgn investaent is desired
have reccntly been clioarly defined. The reatest ccope for attracting more
foreign investient tierclece cppears to lie in more active promotion of the
identificd 1avest.oant ovpe tuaitics  Jome wvideacs fer this impression ig

cuntained in Chiptert 1 and 11 of thig report.

1. It therefore wppesrs tact UNIDO 43 ict wice to the Goverument in
attracting forcizn wnvestocat uizht tukie sne or more of the fallowing forms:
(a) a deteiled uxanination of the Foveign Coapital Inducoment Law tc peo
wiaether it w.iild be vorth enacting 4 reviased and iaproved Law;

(b) a gencral review of the basic industrial policies which form an |
easentinl part of ths snvestuent climats with a view to clrrifying |
certain nolicics a.d awve iding the daveloprient of Trojects whoso l
high costiu of osroduction will cndaager o country's 2xpqrt
capability 1 the 12705 and

(c) the crroageaent of o visit o o group of poteatial foreign investors
whose intcrcst in investing in specific incdustrial projecto in
the depuvlic of Koreca has heen ideatified in advance with tho
assistonce f UNIDO.
The nature ond scope of this recowicnded ~gsistance is outlined in Chapter III

of this report.

&, There was also an ovportunity to discuss a related subjoct’on my visit -
the development or insrovemsnt of wanufacturing processes based on atrengthened
efforts in the arei of research and dovelopment in the lepublic of Xoroa.

Teran of ref-reace for a misnion to invosti;nte how UNTDO might assist in

this fiecld were discussed with ilr. 'lcon in Seoul and suvsequently agreed when
he visited Vienna in ilay 1970.

9. I would like to axpress Ay sincere appreciction to the many busy people

who took time to discuss thisg importoat subjoct with me, in narticular
Assistant IMinister Mr, 0. Wonchol, Mr. Ip 3am Kim, !Mr. Yoonsas Yang, and
Dirertor Young Chul Hoon.

10. It would not have been poaeible to achieve so much on such a short

visit without the guidance and help of my friends at the Pedaration of Korean
Induatrics. lMNr. Bong Shik-Shin, Secretary of the UNIDO-Korca Asgociation,
who arronged my progromme of visits, was particularly holpful. Thank you all
for your friendly wolcome and gencrous hoagpitality.
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CHAPTER I
SOME FIRST IMPRESSIONS OF TIE ONTITMENT CLINATE

11. Ky preliminary inpression is that the investment climate in the
Republic of Xo'ea is sttractive.  The increasing volume of foreign equity
investment which has been attracted jn tae 'ust three years in a wide range

of manufacturing orojects (s20 TaLles I cand 11 overleaf) confirms his view.

12, The most important :itr.ctions nre the meraanent onen which cannot be
changed by Government policy: the giza of tne sorran narket (over 30 m1llion
people with a ragidly rising stardard of livinz) | the sultability of the
country aa a sanufacturing bage to expert to the fost Frowing Japancse market
where living standards arc exyected t9 reach Buropean levels oy 1980 and

the dononstratad trainability of o hapd woriing lobour farce,

13. The other basig for my usseasment ig - prelicinecy revicw of some of
the more importaas factors whichi con be influenced by Geovernment policy.
There is no stendardized cheek-1ist of the factors wiiich foreign investors
congider, but thr following cppear to be anong the nost important factors
goeaerally considered

A. The Government's attitude to foreign investnent;

B. The legal status of foreim investment;

C. Frezdom to repatriate dividonds and capital

D. Taxation and t-x incentives

B. Tariff protection and imnort duty concessions;

P. Infrastructure facilities,

G. Labour and aanagement  tro.aing facilities.

B, Availability end cost of local financing.
The order in which thess factors ara disousged does not necessarily reflect
the relutive importance at tached to each facior by a typical foreign investor.

14. Wherever possible, the major difference between the policies of the
Republic of Xorsa and the seven neighbouring countries in the Eagt Asia

region have been noted. The neighbouring countries connidered are:

The Republic of China (Taiwen), Hong kong, Malaysia, The Pnilippines, Singapore,
and Thailand.
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Approvals of foreirn equiiy investuent, 13621969

‘pnroved Approved
Projects Investment
$ aillion
1962 2 2.1
1963 3 5.4
1964 p) 0.8
1965 11 22.3
1966 4 3.9
1967 25 29.)
1968 49 28.5
1969 50 46.9
159 139.2

TADLE  1I

Projects Investment apiroved

. -

% million

Textiles 27 16.4
Fertilizers 5 22.6
Electronics 17 21.9
Chemics.s 18 16.4
Pharmaceuticals 6 2.4
Food nrocesaing 14 1.9
Transport equipnent 9 6.5
Steel-plate 2 9.0
Machinery 21 1.6
Miscellaneous 25 10.1

1% IV R |
Tourism 3} 6.2 =
Elsctric Power 1 5.0 o
0il Refining 5 13.2 s

m . m‘.} Tl e
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A.  Ihe Ogverpment's attitude to foreign investment
15.  Poreign investors assess a oountry's attitude to foreign investment by
examining (s) the Government's attitude to private investment, (b) tho

Government's attitude to foreign investment, and (c) the legzl status of
foreign in'vutmont.

16, Policy etatements of the Coverrment of the Republic of Korea place
heavy reliance on private investment to develop manufacturing industry. These
statements and the rocord to date contribute te the attractive investment
climate. ag regards the takeover of privately-owried entcrprises by the
Governmer.t, the record is also good; there have been no examples of ex—
propriation so far.

17. The Government's attitude to foreign investment is slear and pogitive.
The tax incentives incorporated in the Poreign Capital Inducement Law apply
only to the foreign sharc of oorporate profite. There arc also gpecial tax
concessions for the purchase of forcign technical know~how.

18. Some foreign investors will find that the pelicy of permitting 1000
ownership in selected industries is a further 8ign of the welcoming attitude
to foreign investment. Certainly the lack of restrictions is indicative of
a poaitive approach.

19. The Government's attitude to foreign investment is as welcoming and
liberal as any of the neighbouring countries in the Cast Asia region. Some
neighbouring ocuntries adopt a more restrictive poliocy on foreign ownership.
In the Philippines, for example, the Jovernment has taken powers to regulate
foreign investment; foreign ownersnip in excess of 407 is not normally
permitied: when a 10U% foreign cwnership is accepted initially in selected

priority projects, an assurance that Filipino owmership will rise to 60<° within |
& specified period is required. »
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B. lhe legal status of foreign investment

20. The legal status of foreign investment may be an area in which
improvements or seme clarification could be made. Artiole 16 of the Foreign
Capital Induccmert Law (Law No. 1802, 1966) indicates that foreign investors
and enterprises in which foreign investors have invested shall reosive |
treatment equui to that roceived by wationals. article 14 indicates that
the property of foreian inveeted entos ~riges shall be "guiranteed in
accordance with the laws and decrees", It 15 not clear to the roader what

these laws and decrees are, or @hat exceptions are referred to in Article 16,

21. The Government has si1grned the International Convention on the Settlement
of Investment Disputes. 3ut Lhe Foreign Capital Inducoment Law makes no
reference to artitration procudures in the event of expropriation or
nationalisation. If this is interpreted to mean that such action is not
contemplated, the effect will be good. But it could be seen as an important

mission by some foreign investors.

22,  These existing legal protcction provisions may not completely remove
the fears which some foreign investors have about the security of their

investments. .imericar 1investors can insure their investments against the

risks of "war, revolution ~nd insurrection" ae well as expropriation. The
Republic of Kurea also has an investment guarantce treaty with the Covernment
of the Foderal Republic of Usrmany. But foreign investors from other

countries cannot insure their inveatments againet these risks.

23. The lack of specific investment guaranteeeyhas not deterred Japanese
enterpriges fron investing in Korea, p rhaps because othc: speocial troafy
arrangements exist. But the vpportunivy to insure an investment would
probably improve the investment climate for European investors,

24. In the absence of a multilateral investmeat scheme for insuring
investments in developing oountries (which has been under disoussion for
several years), the only way open to the Government is to negotiate bilateral
agreements. Belgium, Denmark, France, the Nethorlande and Sweden have
negotiated investment treaties with other developing oountries, but most

of them have been with Afrioan countries so far. Thc nature of the

guarantee agreement varies from ocountry to country and does not always
provide the opportunity for a foreign investor in these countries to insure
his investment in the develcping country.

1/ They may exist; they are not mentioned in the Investment Ouide to Korea.
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25. This subject is considered in more detzil in a paper nrejared for the
forthcoming Asian Conference on Industrialization by a Japanese consultant
lle recommends that SCAFT and the Asian Developunit Bank consider establish-—

ing a regional iavestnent :uarantee sciewe.

C.  Freedom to repatriate dividend: and capitnl

26. The Fo.cign Canital Inducenent Law (1965) maranteos the freedom for
unlimited rewnitiance of nrofits and dividends sarne: by a foreim i:vestnent.
To have faith in thie juarentee, tha fo.cign investor needs to e confideat
that the economy uv1ll be manased ia the future in such 2 way that the
Government continues to be 12 a positioa to service equity investaents and
tae long-tcrm debts of soth public and srivate sectors 13 and when they

become due. Therefore estimatec of the country's debt--servicing payments

in the 1970's are likely to be considered Ly noteatial foreign investors befo.'e

making a large financicl investment.

27. In the lepublic of Korea, tia orincipal of an approved investment can
be remiited up to 207} per annum after tuo years fro.y the dnte the eaterprise
began operation. In Taiwan, the pronortion is 15,0 Jut in most of the other
East Asiar countries there is no restriction. KXorea's restriction is hardly
likely to be a major factor influencing the decision of a serious long-temn
investor; it o.: be interpreted positively as a rule wiich will help to ‘eep
withdrawals ithin reagsonable pronorticas.

28. The exchange rate at which profits can be emitted in tlhe future is
another concarn of foreign iavestors. For industries supylying the domestic
market higher nrices ceu often mean hizher profits, but for export-oriented

industries changes in the exchange rate can affect the for:ign exchange nroceeds

of profit remiitances. Cianges in the exchange rate also =ifect the dollar
value of foreign investments as viewed by the management of the foreign

A 8 Rt B Mitis & w4 -

2/ Ses pages 59-62 a.nd 70-73 of “Review of Laws and Practices governing
foreign investnent in developing countries of the region and measures
" %o improve the investment climate in them* A paper praparcd for the
Asian Conference on Industrialization, 3econd Gession, 8-21 Sept. 1970
Wy Mr. Masao Sakurai, E/CN.11/I and IR/Ind.Conf. 2/L.18, dated
24 July 1970.
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parent company. The pace of domestic price increases and changes in the
exchange rate over the last 5-10 years are therefore inportant indicatora

considered by nany poteantial foreign investors.

29. 'Te investaent clinate of wome néigh‘murmg: countries in the late 1960s
f2y appear clightly iore attrictive Shas tue Zeaublic of Korea's when Judged
from these points of view, 1a forea, the schedule of de t-gervicing pay.enta
is quitc substaxtial and orices havo risen 50, over the last five years and

the free exchange rate has dropped from 265 to 305 won to the U3 dollar.

D. Taxation aad tax incentives

30. Tax incentives have come to be regerded by sowe foreign investors one
forn of confirnation of the Government's willingneas to promote foreign private
investnent. fThe Fo-cign Capital Inducement Law appears to reflect this
thinking. The legiclative authority for tax incentivea is included in the law
itoelf rather than in other legislation; the tax cxempuion ig applicable to
only that proportion of the nrofits attributable to foreign-owned equity
shares., In other develoning countries, both the Aonestic and foreign investor
usually benz{it from the tax incentives ol fered for aew iavestment in manu -

facturing industry.

31. However, doubts aave beon raised about the offectiveness f tax incentives
offered by developing countries.” Tax incentives are iwoat valuable to an
investor (a) when the enterprise is expected to make profita in the initial
years covered vy the tax holiday, (b) whes the normal tex liability would

3/ Por example, Partners in Development (the Pearson Report) on page 108
talking about tax concessions says ‘only in a fow cases do they seem to
draw an investment opportunity to the attention of a2 foreign company and
they are genorally reported to be of very modest importance in the final
investnent decision.” Foreign Investment in Developing Countries, '
UN Sales No. E.68.1IID.2, 1968, paragraph 82 reads ag follows: “The precise
effect of tax incentives in attracting investments which otherwise would
not have heon forthconing - and, convorsely, the revenue loss suffored
where concoseions were not needed - are og yet inadequately known. Such
empirical onquiries as have been made to alucidato tho actual inducoment
effoct and over-all operation of various schomes confirm the expectation
that, while prohibitive end discriminatory taxes nay offectively impede
othervise worthwhile investmonts, temporary cxemptions from normal tax
burdens are unlikely by themselves to oonstitute a determining factor in
many inveatment decisions. ‘




absorb a substantiel part of profits, snd (c) when the system for taxing
intorest, dividends and foreign technizal collzboritisn f.ocs and royaltica |
remitted from the depublic of Korea pirmits ihe forcign parent company to

venefit Irom tho tax counsessicng granted by the Kor: . Soveracat.

32. In ths abs:nce of tax conc:saions corperation tox would bsorb quitc
a high proportion of profits 1o Wore.: o1 inco e over S aillion wsn, 455 for
& cloasod curperation aad 355 £ar an ooen cornoration.  Tals comnares wit,
maxyawn ratae of twx of 4%, in Malavasic and singadore, 255 in Mhailand sad
the Ropublic of China (Taiwan), wd 150 1 'isng Kong (Mhore “heie is 4y tax

holiday ).

33, However, Korei's tax incentives for furcign 1nv.stors appear to oo une 1
of tli: mor: genorous in 3ast Asia: 1004 exemption for 5 years and 50,5 for |
a furthor 3 yoars. The tax lolidiy period is oasically € years in China

(Tniunn)_ Malaysia, Singap oo, sod Tacaland  but iy can be oxtended for

spccial reusons in Malaysin and Siagapere; in ule Phalipoines  thse tox holiday

period can extcnd to 1981 but on a proportisn of profits wiich reducca from

1006 up to 1572 tu 105 after 179,

34. 1In addition a corporztiun Joing nxoort businecss is allowed a 50,5
reduction in corporation tux vresunably indefinitely. Corporation tax
reductions are alao allswed “in the case of i.vestmcat in atrategic industries |
80 dosignated Yy the Governient and on income derived from Yo.cign axchangs

oarnings’ (see Investment Guide, page 20).

35. Tho logislative authority for tuacse additicnal coacassiona ncods to be
explained and their pemnanance established if they arc to become an
attractive foaturo of tho foroign investment climatc. However, as they
affect cnly the proportion of profits paid as tax from the ninth year
onwards Ly the foraign investur, tuoy are really of wmore intercst tu his
domestic partner.

3. The ultimate value of tax incontivos dopends on low income dorived
from operations in the Republic of Korsa which is remitted as intercst,
dividends, and royalty peyuente is taxed when it is received as income by
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the foreign investor in his home country. The Covernment has megotiated
a double-taxstion agreoment with Japan and is nogotiating one with the
United 3tatos

37. This i3 1 vory complex subject bociuse the scope, nature and effective~
nose of doule taxction agresments ragotiated with {nduastrially-edvenced
countrics varies beth from case to cngse and from country to country. It is
really a scparcte subjzct by itself and one on waich the Govermment aight
wish to seek advice from the Economic and Social Affairs Brench of the
Unitad Natione Sceratariat in liew York which hae boen examining the mubdject

: . 4
in deteil for a number of yoears.-

38. The tax incontivas offored by the Governmont to investors in the
Republic of Kcrna have boeen introduced cne by ome ovor the last fiwe to ten
yoars. It ni;ht now be worth reviowing the prusent set of incentives ¢o
soo that they are well dosigned to achieve the objoctivos of the next phase
of industrialization in the 1970s, as recommendod in Chapter II1I.

E. Teriff protection and import duty concossions

39. The lovel of tariff »rotection, physical import controls and the
availability of import duty concecasions arc key factors in determining the
level of profite which can »: earnod by a new industrizl project. This is
an area in which some clarification of Government policy would appear
desirable. A careful review is recommended in Chapter III. :

40. Ths Investment Guide to Korea cesoribes the proosdures used for import
and export transactions (a docidedly nogative aspect of the investment olimats),
but does not provids clear guidance on the policy adopted on (a) tariff
protection, (b) protection through import controls znd (c) import duty
conooassions.

41. Trom other sources, 1 gathored that Govermment policy aims at modest
levals of tariff protection. However, oxamplos of quite high levels of
sffective protection on the manufacturing procces undertaken in Xorea (well

4/ Ses Joreign Invostment in Devoloping Countriep, 1968, pages 21-23.
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over S08) wre quotad to . musjssting that this policy is not rigidly
anplied. It wuld thorafore apnoar worthwhil: (a) explaining tue uain
fentures »f tho tariff structur: in ta: Inv stmeat Cuide and (b announcing

the sveilability of copies of an Saglish triuslation of th: tarilf scuedule.

42. in undaclared policy of tu:z “sv rmaent aopears o b obae bannda of
imports of ur~‘ucta, parts wad raw aateqrials once locil sredliction can nest
locw) aceds. This is a stronsor forn of orotection thaa tari.f crotoction.
The Inveatacat Taide should laclude o ool or ~t ot 3at of foveoraneat olicy,
this shonld twicate woothor tae 2 vornent aaes Ly {3r2s of srice control
wian the domestic mariat i complitely protected from txturnal competition or

wWwanther it rolice on competition among 1-cal sroducers

43. Import duty concoicions on rad seterials ete. are grantad at prosent,

to naw foreigneinvestad enterdrises {or a priod of uiXx mountus and for axport
preduction. Tauy are also ranted feor aacilacry and cquimae.at imported by a
foroirm~=invoatzd antorsrise. f[hose ave valuable inceatives and they deservs

a more promin:at »nlac: an the Investaont Suide

P. Infrastructure fuciliticse

..........

44. TPorei; investors lock for a reliauvle source of power, somc invostors
alao look fur a cheap source »f power. Poroi'n invastors also look for an
adequate transporiation sytom {or iatornal diastribution and, if an inland
location is chosen, an officiont and r:liadble movewent of raw motericls and
finisuod products to and from ports. .Jhilst muca hos beon doac to improve
tho oost position of >xvortinz ent rpriscs, this factor needs to receive
continuing attontion.

45. The ireo manuifacturing zonc at Lasan should help to attr. ot the specific
types of export-orionted industry waich can benefit from this type of facilitice
and the laok of 'red tape’ in relation to inport and export transactions.

But it should not divert attention from tho urpgent nocod to improve tho powor,
transport and commicationaraystam on which most of industry in the country
relias,
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G. lsbour and managemont treining faoilitie

[t i e

46. Korcan labour will reccin attractive so long labour diaputes are
minimized. The naw Law to control strikes in foreirn--invested enterprises
will help improve the invostment climate if offectively applied.

47. The PFederation of Korcin Industrics waa making a comparative study of
labour costs including for2ign benefits in neighbourin; countries in Bast Asis.
No attempt ie made to supplement tuis study hero. Quality is more diffiouls
1o Judge. I was told that there is room (a) to strongthen and iaprove
vocational and technical trainin; in Korca, and (b) to make more use of
management consultants and profiscional managenent triining oourscs.

48. Tho Government adopts a liberal approach to the omployment of foreign
managers and tachnicians, whilst omphasizing tho nced to train local
managerial and tochnical stuff. tecent changes which oxempted foreign per-
sonnel staying ovar six months from the liability to local income tax and
streamlined procedurcs for obtaining and renewing immigration permite have
helped to improve the investment climato.

H.  Availability and cost of local financing

49. The Investment Guide (page 21) reoognises that the cost of bask losns

in Koroa is high compared with other countrivs; it suggests that this can de
partially offset Ly the availadbility of financing on more favourable toerms

for some borrowers. Reportedly, some foreign invistors have found it dtffioult
in tha past o obtain local financing on a oufficient scale. Hhether the
availability or cost of local financiag has baon a dotorring faotor or mot

for foreign invcators is more diffioult to judge.

50. The Investmont Ouide might define morec cloarly tho Government's policy
on (a) tha proportion of financing which the foreign invostor is oxpected to
contribute; and (b) the availability of loocal long-term financing on more
favourable tems from Government-sponsored industrial financing institutions.




onclusio

P e . v e

51. Theso proliminary imoros.ions of the invostaont climato sug;; 28t that
now, at thc beginning of thae 1970s, it nmight bo useful to nate ar overall

roviow of the Foreiyn Capital Inducomont Law and relatad policies affacting
industrial dovelonmont.

52. The scope of such a rovi w wd the form wiich UNIDO's assistanca night
take arc considered in Chaptar III.
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CHAPTER I1I

SOME PRELIMINARY DMPIE3SIONS OF TE PROCEDUNES USED POR
ATTRACTING FOILIIGH INVUSTYENT

53. As the investuent climcte in Joroa is rloeady an ttractive one, 4t
appoars that success i attrieting mece focciza iavestacnt in the future is
likely to depend as much on the procedurcs used to abttract foreign invest.-

neat as on furt'wr iaorovenant of the invootmont climata.

54. Iy wmpreccion is thot major steps have buen taken to strramline the
procadur.s used for the aporov.l of applicitions for foroign investwcat, thet
some attontion has ho aaid t¢ the irvcitation which forcign iavestora
expuricace ith the orocedur:s iavolved in opuriting a business enterprane

in the Qepudblic of Kocea, hut that 3o far tus little attontion hag been paid
17 the orocedurcs n2oded 4o briwg o widor raage of potantial invcotors to
the poiat whore they first b.coae intorosted ia srinciple in inveoting in a

specific industri .l preject in the 2o uablic of ‘orca.

55. Thiu chopter covirs thos. subj-cts in this order. The possiblo noed to
identify in more dut.il the arcas and arojects in which foreign investment
end tecinical collaboration ic desired is considered as pert of the last

subject. .

A.  The approval of apslications for foscipn investuent

.....................

56. The proceduras for suunitting ai ~n-lication are cloarly outlined in
the Investment Guids to Koraa, Chaptor V, (pages 17 and 18). This indicatos

R A I

that the details arc stipulatod in the Foreign Capital Inducement Law. '“Whon
one turne to the law itsclf ono finds 22 anaexes which dotzil the kind of
informetion required for varicus authorizationsg. The forcign investor may
thereforo be given the imnrassion that the G.verament's approval is unduly
burcaucratic. The law threatens fines or imprisonment for non-compliance.

57. In practics, the obvious intention of the Office of Investmont Prouotion
is quite the contrary. Dverything possiblc has boon done to 3troaalino
application procodurcs. A high sroportion of the anioxes -re not relatod

to approval of the initial application for foreign invesntment and technical
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collaboration. It would thoroforc appear cdvisable to include a copy of
the designated formot for thoese two foma of 2n3lication rather than 22
annoxes in futuro issucs of the Iavestment Cuidc.

58. The Govarnmeat's procedures for anaeaviagz on onplication are alss
doscribed in the Invostment Guide. I was told thet cn initial answer is
usually given within a puriod of »ac uonth. Taiis 18 reascneble and efficiont
It might adl to the attractivencs: of the iavestacnt climate if thig waa
stated in the Inv.stament Guids,

59. The Govarnment his roconnized that for21m 1nvestors prefer to .2jotiate
with ono Gevernment Offico and reach quici d2cizions, ratier thaa have to
approach gov:ral diffcrent ‘‘iniciries for differeut docisions cad approvals
The “ono-stop scrvice office ' whar: reprageatatives of various Ministrics

are authorisad to take routi.ue decisicas ou »:half of their regaective
Ministry had just bcon cstablishod whon 1 visited the Office of Investmant
Promotion. If it works .o intonded, it will mark a uonsiderabls step
forward in stroamlining proccdures for foroign inv:stors both before and
after their project is astabliahod.

B.  Procedures affocting tho operation of a forcign-invostod enterprise

.....

G2, hs:a are many procedurcs affecting the oseration of an anterarise once
it is ostablished. Perhaps the nost burdonsome at prasent are those governing
axport and import transactions and taxcti.n. Immigration and tax procedures
affecting the zmploymont of foreign personncl had been modified shortly

prior to my visit.

61. A genoral imprcssion gained from talking to foreign busincasmen was

that certain procedures (particula.rly those involving loss senior Govornment
officials) continued to be an irritating factor for oxisting foreig-invostad
enterpriscs. A furthor reviow of thoso procedures may thereforc he worthwhile.
A survoy of existing invastors' roactions to curront procedures was wing

made at the time of my visit. It will be worth doing cverytaing possille to
avoid a gituation wherc oxisting foreign--invegted enterprises inform potential
investors who consult them that such dilficuiiios are exprianced by entor-
prisos alrcady operating in the Republic of Ko.ca.
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C. Ieciniquos for aitracting new potontial invostors

62. My improssion is tict the Govornmeat hes not so far slayed as important

a role in the sromotisn of investacnt in apocific industrial projocts .3 it
has (rrith such suce ;88) in the ficld of :xport oronoiion.  The Offico of
Invzastnceat >onotion apacars to be dovoting more attantion to procesaing
foreign invostacnt eprliacticas taan to the rool orowdtion function === that
is agrraessively locling for and attracting fircisn investors' intercet in
gpecific now aroject-.

C3. This situation aprars t- reflcot tun wiry positive ..spccta of the
Koraan businecss ac.na: rirst; the cxirccrdinary busincss ~ouira of the
Korcan i1adustrinlists o ..re cipabley of finding foreisn partnors for most
projects on their own laitantive, and accond, tha fact that the Ropublic of
Korea has roached the stage wiere the investment climate is so atirucctive

that certain types of otontial foreion investor visit Korec on their own
initiative.

64. These foctsrs appear te accrunt for the developnmants outlined 4in
Tobles III znd IV whsre two countrics hove been the main source of foraign
cequity investment cad technical ccllaboration so far. They may also help
accourt for thic vere high rcliance which the depudblic of Korea placeu in the
1960s 5n foreign commercial loans rathor than forcign :quity iavestment to
fiacnce new industrisl nlants,

Bl 111

S Bkt & "y

The main sourcos of foroign oquity Anvostment up to h 21, 1969

3 =illion
United Statos 59 65.5
Fodoral Republic of Germany k) 0.8
Other countrics 12 1.0

Total
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PABLE IV

P e R

The oain sources of foreign tocunical collaboration ogrc:ments, 1962-69

B R ol JL e v ot A PPy -~ Wiauiiat gr-thainy/atiantu

Japan 107
United Statas X
Foderal Repudlis of Cornany 6
Othor countrirs 8
Total rﬁ

]

65. Heny of tho now industrial orojects ostablishad in the 13708 will be
tachnologically moro complex. To a greator oxteat than in the 19608, therc--
fore, foreign technical collaboration is likcly to taks the form of joint-
vontures with forasign partancers iavolvine a substantial cquity invostmeat. 1If
the Government is to cnsure that the most suitoble and advainced typa of
tochnical know-how i obtained un the most favour~bic terms, tiire vill he
many occasions on which the Goverament will wish to attract sevoral
alternative offcrs of foreign invustaent for the same droject.  For sowe
2rojocta puitadble altornative offors mey be forthcoming as ~ result of the
initiative of Xorcan and forcign investors, but for other osrojocts, the
Government may nead to aggroessively seek out potenticl foreign partners it-
self through the Officc of Investment Prumotion.

66. At tho presont tino, the ty»ical foreisn invastor living abroad vho is
interostod in invosting in the Nopudlic of Xorea czn obtain a genaral idea
of the investment climote from a rrusher of useful publications. The

Invostment Cuide to Jorea publisihiod by the Zconomic Planaing Doard is com-—
prohwnsive and attractave. Tho Dusinecssoman’s Guide to Xorea published by

tho Korsa 3Ixchanjo lJank is an oxtramely attractive cad very useful supploment.

67. Background inforiation on tie dovolopment of the cconuay nd industry
is cvailable in such forms ~8 the M:jor lconomic Indicators publishod by the
Economic Pleaning Boerd and Industry in Xorsa, 1970 published by the Korean
Development 3ank.

- -
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68. The sorious investor will also look for English traaslationa of the moa
important 1~ws governing tic cst:blishnent and oncration of a foreion-
invested antirorize. Iare the situction is not 2o holpful. The Torsig
Capitnl Inducen:nt Law 15 publisaed ia Za:lish  ut for <nglish translctions
of thu virrous tax laws, th: iav.gt r novds t Jarcaise L cony froa the
Amarican Chaaber of Zomacrce. 't the tins of ny visit an Epglish trange
lotion of important rocent logislation coaccerning tho pursonal taxation of

frreisn san2sers nd teehnicicas was oot cvailable.

69. The forcien iavoctor  lue louks for moac dutailed informatica on the
future direction of iacustrisl develosacnt. ‘hilst she ncw Dovelopent Plan
is being proocred  he coa oaly obtoin inforactisa ca the gunecral direction

by poraoncl discussions with Covernaent of ficials.

10 Tas arcas ~nd orcjocts in which the Sovernaont is intoscsted in
attracting forei,n investacat are cloarly osutlined in the Investmont Cuide
12 Korsa, Chadter IV (mages 15 and 16). “Dwever, oeme of the catogories are
roather general onis.  This io aperooriate for cxnort industricea. But for
imocrt -substitute adu.trica. the ideatificuation -f apecific products is
desircble.

T1. In “pril 197C the Ministry of Comacree .nd Induistry published a

"List of .lecommeaded Industry for Foreign Investment and Recomnended
Tochnology to be Induced intc Korca'. It lists 103 projects where foreign
capital is dosired, 116 cxport industry opportunitios, and 247 opportunities
for for:ign *cchnical collaboration. This is a most ureful guide and should
be kapt up to date in the future.

72. Onco their intorcst in a project is estabdlishod, many potential foreign
inveators lika to see a project data shoet which dctails the present and
futuro size of th. orcan market, the prosent suppliors, the availability
and cost of raw materials and otier information ossential for taking a
decision in orincinle as tu whether or not to bo intorcated in the pr 1Ject.
Presumebly this information is availabie in the Ministry and the Oftice of
Invostment Promotion.

73. These oxisting publications are most useful when the Covormment has
activo and aggressive roprescontation abroad. The vversoas office of XOTRA
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and Diplomatic Missions provido such representation, but ny underatanding
ws that the major part of their asaigmncpt woeg to prouote export sales
rather thon invostnent in new industries. If this is tie case, then more
attoention need to bo pmid to the investnont promotion function in the
future,

T74. The other technique used to pronote foreirm investment in the Jepublic

of Korca at present ig the organization of visits to Korea Uy representatives
of potential anvesting firmms. The recant brlateral rnis3ion of representatives
of the Federal Republic of Germzay ia one exnmpl:. The Mederation »f Xorcan
Induatries through the Xorcan Americon mein. ss Coanittec in conjunction with
the Stanford Research Iastitute has or anized meetings to stiract “nerican
invogtors, this ycar Curopean invistors will 2l3o e invited

75. Somo of the Invostaent Promotion Officcs in neighlLouring countries have
establishod ovcrscas ropresentation either as independent officen (ec.g.
Singapore) or as an investmeat proaction officer within thair trade promction
office (e.g. llong Kung). The Republic of Xorea needs sinilar representation
in order to contact potential invostors zt the top-policy making lewvel wnare
they are most accessible in tho conpany 's icad office in the United States
and major capital cities of Jestern Zurope.

Conclusion

76. The Republic of Xorea is well placed to attract potential investors
from the United Statos and lestern Purope who seck a favourable location
and investment climate i which to manufacture their products for Asian
markets, including Japan.

T7. Exieting investuent promotion publications describe the investment
climate in the Republic of Kores in an attractive and comprehensive way. The
pr.cedures for tho aporoval of investment aprlications have been stroamlined
and are etficicnt. some of the procedures with which cstablished foreign-
invosted enterpriscs still aave to contend .ro irritating and a further
improveament ie desirable.

78. Incoming missions of visiting tusinessmen have helped to bring the
attraotive investmont climate to the attention of a wider range of poteatial

T
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inveato.s. But stronger overscas representation in ilestern Durope and the

United States is nceded if the wide range of investmoent opportunitios are
to be brought tu the attention of o fur greater number of potontial invest

firms in a nuch wider range of industrially-advanced countries.
L

79. Uhilst strongoer ovorseas reprecintition is being :stablished and in
order to start building up contacts with netuntial investors in Hestorn Ku
the Government might consider requesting TIIDO's ascistance in identifying
the intercost of Hotunticl investors from selocted indvastriclized countries
in a number ¢f sclected priority projects (perhaps 30) for which markot am
other assertisl information has been propared by the Government. The
Covernment cad WIIDO would then arrane for the iatersated firme to wvisit
Korea ns a group for aa Investmeant Promction ook lesting 35 deys to disc

their interzst in these projects. Thoe scon: and form of tals assistance,

which misht be startod in 1971 and repeatod in subscquent years is outlin
in Chapter III.
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CHAPER 1II

™E SCOPE AND PORM OF POSGIBLE UNIDO ASSISTANCE

80. ™o intcerroiaztod foras of ~gsictance are rocom cndod:

(1) a roview of the nulici.g, measures aad lugialation which will
detormine the climate for now inductrial investiaont in the carly
19708 ; and

(D) assistance in pronoting sclected industriol projects in which
the Government wishoc to cttroct forcign invcatnent and/or
tochnical collabsration,

A.  Roviow of policius «.ffect ing tho invostoont climate

3l. iy Laprossion is that it would b uscful t. review the Foraign Capital
Inducoment Law and gome of the incentives ~ssscictnd uith it which wers
fomldted in their original form at the besinning of the 19608 ~nd recnactod
in their present form in 1966. MNou, at the oezinning of the 19708, it is
worthwhilo onsuring that they are well cdapted to the differeat circumstances
which the country faces to—day und the new sot of abjectives which hava baen

establiched {>r the »lanned srozramme of industrislization in the carly 1970s.

32. The reviaw should recognige thot there ar: certuin advantages in
ostablishing the permanonca of a foroign investment low -~ that is leaving
it unchangod.-s It should alao recognize tie rclated difficulty of leaving
tha present law unchanged which may ariac if a need orices to change the tax
incentive provisions for foroign irveetmeat.

83. ‘hen roviowing tha Foroign Capital Inducoment Law, it would be worthwhile
reviowing at tho same time the presont aysten of taxation and tax incentives
to consider

(a) tho cost to the budzet in terms of revenus forgone;

SO O A i M Bl BB S B Mt S s o

5/ Pertners in Devolopment (tho Poarson Report) on jage 106 statos “As an
absolute minimun we recomaend that developing countrics proservo the
groatest possiblo stebility in their laws and regulations affocting

foreign invootment.”
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(b) their offcctivenuss conpared with cost-reducin: incentives
guch as subsidized loans for financing;

(¢) the advartages ond Aiscdvantages of confining tiw incontives
offored in the future to priority projocts s2lactad by the
Governnoent

(d) the n2cd to vary tha genorssity of incuntive: offorod in order
to onhance tha profitability »f cat.blishins industries to
produce intormcdizte and capital goods,

(o) whather furthor mo-surcs arc noxded to proacte the reianvestment
| of profits in Korea by foreign investors (the Law nermits

' this; tho lack of doublo taxation a rcoments my indirocetly

| cacournge it);

i (£) the possibilaty of introducing more stringent ccoaditions for
i granting inccontivos un such matters of netional intorcst ag
training labsur, assisting local sup-liors to produce parts
i and componcntz cte,

t (g) the poz.itle Jviite es A8 no ootiitine tretie. rith other
iauotrislized cout'ries to e tiur 1ncentives ore effective;

(R) the unequal tax tre.tment of domestic and foreign i.wustous/
whe havo inveasted in the sune furcign-inveasted onturprise.

84. As part of the roview of incentives and othor policies affocting
industrial development; it would also be worthwhile oxamining the affect
waich the tariff structurc; import controls and import duty concossions are
having on the size, afficicncy, ~nd cost compotitivencss of now manufacturing
units cstablished in the country and their use of locally producod raw
matoricls, parts and components, machinery and cequipment.

; 85. Industrios producing iatermediiuto guids, parts and components must be
able to produce quality guods at intsrnationally competitive prices if the
industries which they scrve cre to be competitive in world export markets.
fi There will be no room for high cust pruducers in tho 13970s. If this goel
= is not achioved, some furoign invostors will have an unploascnt surprise
whon they arc forced to use local sourcas of supply for the first timo.

s et B Bk et ad i s b m A s ms wew

§/ Many of these points wore first r.ised in ‘'Incentives for Industrisl
Dovelopment in the Republic of Korea', a papor proparcd by Xr.Choi,Dong Ky
of the Economic Planning Board for the Inter-regional Serninar on this
subject organised hy UNIDO in March 1969.

W
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This would % dotrimontal to an investment climate which sccks to attract
oxport-oriontod jndustrics.

86. Tho roview might ~1ls> considor the cuaflict whaich arises betueen the
granting ~f import duty concossions and the sbjactive of grester relinnce
in the futurc on domeetic raw a~terials, parts, components, aachinery «ad
oquipmont. g the industrial structuse brocdens in the 19708, this conflict
will bocume more apparant more frugquently. New policies uill tharef re bo
roquiroed.

87. It is thorofore suggest.d thot UMIDO's nsasi.tance mizht be roquestod in
the following forus:
(a) an advisor for uno usnth to consider the advontages and

disadvantagos of modifying the Forcign Capital Inducoment
Law (1966):

(b) an adviser on industrial p.licios for six munthe to asucist
the Governnent to make a revicew of tax incentives and protection
policies which affecet the climanto £or new industrial
investmont.

Jobd dosoriptions for thomc two posts ro atiached a3 Annczzes A and B.

B. Asaistance in promoting sslocted industril projocts

88. My improssion is that it would bo us2ful for the Covernment to consider
using tho assistance of UNIDO to promoto the intorest of fureign investors
in selocted spccific indurtricl projects. If ane of the Governmont's
objoctives is to bring iavestment poortunitics to the attuntion of potential
investors in a wid» range of indusirially advanced countrios. the nctwork of
contacts which UN'ID) has davoloped may be uscful. In porticulear, UNIDO's
assistanoc might bo helpful in initiating contacts with potontial investors
in some of the amcller industrially-advanced couatries which have so far

not investod in tho RNopublic of Xorea.

89. It is thorofore suggested that the Government sclocts 30 specific

projects from the list propored 'y the Ministry of Commorce and Industry in
April 1970 for which ticy would liaoe UNIDO to assist in idontifying potential
suppliors of foroign invostacnt and/or tuchnical collaboration. Brief Informetion
Sheots should ve proparod for occh project which would give sufficiont
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information for tho potcntial invostor to tako a decision in prineiplo oca
whathar hs was intarastod in invosting in tihs projoot prior to visiting the
Rapublic o>f Xorea.

90. Tho sugrosted aporonch is that UNIDO Heocdquortors would publicise the

X aolected investnont opportunitios in the following ny. PFirst, UNIDO
would circulatc the coaplate list of investoent opportuanities to a wide range
of business ~n?d brnkings contrcts in industri.lizod countries. 3ocond, on the
bosis of interest Joriving from this initial cireulation and UNIDO's knowledgn
of the intercust of cortain fims in investing in dewveloping countrios, UNIDO
would contnct individual firms on beu:lf of ths Goveraasnt and provide thom wi
Informstisn 3hoets for the srojocts in which thoy areo likzly ¢ e
intorcsted.

91. ‘hen ackinz these prelinintry c.atacta . UHIDO would indicate that there
would be an opportunity for o group of iatorosted partics to visit the
Republic of Koreax at a snccific time conveniont for tho G vornmunt. This
tiae siould v identifi:d in ~dvoanco s~ that it is !'mown whon thono contaots
are mada. The woek aight Do reforred to as an Investiont Procotion ook,
UNIDO cnd the Govornaent would arran_c¢ for potonti~l invostors to visit the
Ropublic of Krren 28 o group to discuss their intercst in tho spooific
projocts i1 uhich thoy hove oxpressed intoreat on thoao datas. It is zssumod
that the potoaiticl investors woeld bear the cust Lf their trovel zand other

QXpenaan,

92. The advanti o8 for tho Guveramaat of this cpproac: are (a) it would
provide an oppostunity to bring apoecific projects to the attontion of potontia
invostors in a wide range of countries, .nd (b) the notontial interost of
sovaral investors in the same project would holp both to encourcgs the
project's carly implemontation ond onsure that the boast terms -nd conditions
woro nogotintad.

93. UNIDO's assistance would take the following form:-

(a) the visit of a staff member to assist in tho sclection of
. 30 projects suitable for promution, the preparation of the
information sheeta on those projocts ~nd discussiqa of

administrative arrangonents for the Investment Promotion Ueek
whon potential invostors would wvisit Xorea.
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(») T™e promotion of tho intorost of potantial invoators in
supplying foroign investmont and/or technical collabortion
for these 30 specific projocts by a direct approach from
UNIDO folluwsd up if nceasanry by dirct congultations.

(6) The 2scistznco of two st: ff membora during the Inveostment
Promotion ...sk and subsequent follow-up work.

94. If the Government wishus t. ue: UNIDO's sasistanco in this form, an
official roquest should b made d.scribiag the assiatance requestad aloag
roughly the above lin. s

95. The Investment Pronotion leck mi it be repeated in later years as

part of the oxponded programmo of activities to attract foreign investment
recommendod in this report.




o
NIy e 3 e

Request from the CGovernment of the Repudlic of Kores

FOST TITLE
DURATION
DATE REQJIRED

TUTY STATION

DUTIES

QIALIFICATIONS

LANGUAGE

BACKGROUND
INFORMATION

for Special Industrial Sorvices
JOB DRSCRIPTION

KOR~131-A

Advisor on Industrial Policies (Foreign Investment !ﬂ!)
One month

As soon a3 possible

Seoul

The expert will assist the Economic Planning Board and in
particular the Office of Investment Promotion;

(a) to consider the advantagos wnd disadvantages of
modifying the Furcign Capital Inducement Law (1966);

(v) to outline any changes in the Law waich would help
improve the climate for foroign investment;

(c¢) suggest detailed drafts of modifications to the articles
of the Law nccessa-ry to implement the recommonded
changes.

Busincssman with axperience of advising aa international
corporation on the investment climate in dcvcloping countries.
Candidates with logal training and oxperience will be preferred;
Lyt the main qualificaticn is relevant practiocal oxparienoe.

English

The Government wishes to review the nolicies, measurcs and
legiplation which detcrmins the climete for foreign investment
in the Ropublic of Korca with a viow to considering whethor
there are ways to mako it more attractive. The task of the
Adviser is to halp the Government carry out this part of this
reviev.



- Boguest from the Government of the Ropublic of Korea

FOO? TITIS
DURATION

DATE REQUIRED
IUTY STATION

-?2] - Annox B

for Special Industrial Services

JOB DESCRIPTION

KOR~131--B

Adviser on Industrial Policies
81z moathe |
As soon as possible

Seocul

The oxport will assist the Ministry of Commerce and Industry
and Ninistry of Maance to roview tho suitability of
sslectod policy measurcs to achieve the targets and objectives
established for thc noxt phcse of the industrial development
prograame. In particular ho will:

(a) exanine on a project—by-project basis the affect which
tho tariff structure, other protection policics, and
import duty concznsions have hed on tho cost structure
of sclacted brenches of inlustry and the extont to which
they usc imported rather than domestic rosourcos;

(b) examino the level of offoctive protection creatod by the
prasent toriff structure,

(o) suggost guidelines for future policy on tariff and other
forms of orotoction ~ud describo the machinery noeded
to implomont it;

(4) examino tho prosent system of taxation, tax incontives
and bilateral tax trestios;

(e) roc.mmend guidelinos for future policy oa tax and other
forms of incentives which affeot both foroign and domsstic
invostors, and describe tho sachinery nooded to implemeat
it;




QUALIFICATIONS

LANGUAGE

BACKGROUND
INFORMATION
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Senioar ~fficinl with expericnco of advising on the formulation
of tariff protcction policy.

Bnglish

The Coverament wishes to roview ihe molicies and mensures which
nroncte, guide an? coatrol the type of new iladustrial projocta
waich will e catiblishod ia the corly 19703, It 18 recogniged
that cxisting »>.licy ¢ protection noy result in some branches
of industry dovel.pins : cest structure whiich will be
detriment-1 t- - D ther opi? axpension of xports of
neonutoctursd goods produced vith naiimum roliance on damestice
regsurcos. it ol oo 1o cocormizod that the non-scloctivoe
procramse o tox Liacentives iatroduced i the :1id--1960s

right ned 4o boe aadified t. schileve tho acre specific
investneoat bjoctives ra3toblished for the sarly 1970s.









