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l. Introduction

- Over the past three decades, Korea has made a phenomenal
economic achievement. Since 1962 when the First Five-Yezr Economic
Development Pian was launched, the Korean economy has been
growing at an average annual rate of 9 percent, raising the GNP per
capita from $87 In 1962 to $5,600 In 1990. Korea has indeed
undergone a remarkable transition over a short period of time from a
stagnant agrarian economy to a newly industrialized one leading the
economic dynamism of the Asia/Pacific Reglon.

As late as In 1961, Korea was a typical agricuitural economy
deriving more than 38 percent of Its income from agriculture, forestry
and fisherles, with a manufacturing Industry accounting for only 12
percent of its production. But the Korean economy has gone through
a fremendous shift since then, ard evolved as one of the fastest
growing economies of the worid, and as one of the major producers
and exporters of manufectured goods.

Korea’s achlevement is all the more remarkable because the
success has been made out of virtually nothing. Korea was left with a
distorted soclo-economic base when it obtained independence from
Japanese rule In 1945. The industrial base, mostly in the northern part
which Korea inherited from Japan was to serve Japan's economic and
political purposes, and could not function as s base for Korea to bulld

its own economy. The political vacuum and social disorder after the
independence from Japaness rule, the division of the nation Into South
and North by the cold-war political arrangement, and the Korean war
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that ensued were enough to shatter Korea as a nation and flatten its
economy. General Helmick, who served as Deputy Governor of the US
Military Administration In Korea from 1945 to 1948, diagnosed that
Korea would not be able to transform iIts buli-cart economy Into an
industrial one, and this dlagnosis was shared by virtually all of the
political leaders and economic experts of the time.(Seo, 1993) In a
word, Korea's future then appeared more than bleak.

Korea Is also put in extremely unfavorable environments, both
geo-politically and geo—-economically. Geo-economically, Korea is one o
the most densely populated countries in the world, with a population of
70 million living on a small land of 220 thousand square kilometers, 75
percent of which is non-arable mountains. Korea’s population however
is still short of the critical level required to form a market which Is
large enough to support domestic industrial activities. Geo~politically,
Korea borders with super-powers of the world: In the North with China
and Russia, in the South with Japan, and across the Pacific with the
United States. These four poweis have been the sources of political,
economic changes in the Korean Peninsula, and have been repeating
confrontation and cooperation with each other on the issues of this
small country. Depending on the power relations among those
countries, Korea had been colonized or decolonized, and suffered or
prospered.

The question, we may ask now, Is how Korea has been able to
overcome all those hardships and constraints and accomplish such a
remarkable success. A unanimous diagnosis among economists s that
Korea could succeed mzinly dus to the well-educated, hard-working
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labor force and its efforts for scientific and technological development.
As a matter of fact, Korea, being endowed with virtually no natural
resources, has had no cholce but depending on its human resources
and science and fechnology for Its economic growth. Korea's
development strategy can thus be put in a phrase —"bold introduction
of advanced technologies from foreign sources for assimilation and
improvememt while promoting the development of a domestic capacity
for technological development.,” As many put R, industrialization in
Korea has been a process of learning or industrialization on the basis
of learning rather than of Invention or Innovation. (Amsden, 1989; Kim
1991) Togehter with many other late-comers, Korea, as a leamer
jumped into the mature markets dominated by inventors, and contested
with the advanced economies using its lower wages, higher subsidies,
as well as intense efiorts to improve borrowed production technologles.
in other words, Korea began its industrialization on the basis of simple
technologies at thelr mature stage and built up comparative advantage
in labor-intensive mature Industries by rapidly leaming and acquiring
production know-hows. Of course, the success of this strategy was
possible due to a combination of factors -- well-educated but low-wage
workers, appropriate state policles, entrepreneurical efforts, and
favcrable International economic environments.

But, tuming into the 1780s, Iinternational techno~economic
environments have been changing In a way unfavorable to the newly
industriallzed economios Including Korea. The Urnited States and
European countries began 10 move towsards protectionistic policles in
both trade and technology transfer, while mounting pressure on the
late-comers to liberalize thelr trade and Industrial policies. At the same




OCT 85 93 17:23 STEPI B2 904 374l P.6

time, with the emergence of the New NIES (Malaysia, Thailand,
indonesia, etc.), Korea, if not all the NICs, has been losing its
comparative advantage in low-wage based, labor-intensive commosity
markets. Furthermore, In the face of increasing pressures on Korea for
strengthened protection of intellectual property rights, Korea can no
longer rely upon imitative reverse engineering of foreign products as a
means of learning and acquiring technologles. To respond to these
changes, and to sustain and strengthen its growth momentum, Korea
needs to make a major shift in its Industrial and technological policies.

This paper will critically review ths industrial development and
technology transfer policies of Korea, analyze how Korean industries
responded to such policies, and discuss how the government is shifting
its policles and strategles in the face of the changing International

environment.
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il. Industrial Development and Technology Transfer Policles of Korea:
1960s-1980s

As has been noted, Industrial development In Korea has been a
process of learning based on borrowed forelgn technologles. Thus the
role of foreign technologles In the Industrialization of Korea has been
critical, and Korea’s economic growth would not have been possible
without foreign technologies. As such, technology transfer palicy In
Korea has been closely linked to industrial development strategy which
has been and still is at the core of the national development plans. The
modes and contents of technology transfer have been directly and
indirectly affected by the Industrial development policy, and the current
industrial structure is also partly attributable to the past technology
transfer policles. It Is therefore quite natural that technology transter
policy of Korea has been adjusted In response to Industrial
development and industrial development strategles.

What follows is a review of the Industrial development policies and
corresponding technology transfer development policles in Korea
during the past three decades.

1. 1960s (1962-1971):

This was the period when Korea succeeded In freeing its people
from wide-spread, chronic poverty and laying a foundation for economic
development. it was In 1962 that Korea launched its First Five-Year
Economic Development Plan. This and subsequent second development
plan Inltiated an outward-looking development »'vategy targeting ot
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bullding up light consumer-goods Industries for import substitution and
expanding exports of Industrial goods to obtain forelgn exchanges
needed for industriaiization. Other important objectives of the plan
were to build basic Industrial Infrastructure such as electricity and
transporiation, and to develop several key material-supplying Industries
including fertilizers, cements, petroleum reflneries and chemical fibres.

To promote exports, the government provided incentives Including
exemption of Import duties for Intermediate goods, parts and
components 1o be used for producing export products, reduction of
corporate tax for exporters, and preferential financing for expon
activities. To expand import-substitution Industries, the government
encouraged foreign loans and foreign direct Investment on the basls of
the Foreign Capital Inducement Law of 1962. But Korea later ran into
serious foreign exchange shortage, and revised the Law ir 1966 In a
much restrictive way.

At the outset of the economic development, Korea, lacking
technologial apabliity, had to rely on foreign technologies. However,
begining in the second five-year development plan period, Korea
adopted a restrictive technology policy, especially in direct foreign
investment and foraign ileansing. Tha government opted for this rather
contradictary polley because Koroa faced serious chortago of forcign
exchanges in the early stage of s Industrialization drive (Korea
Development Bank, 1991), and perhaps mors Importantly, because in the
early stage of the development technology was not a critical binding
element and the mature technologies needed could easily be acquired
through mechanisms other than FDI or FL, say, reverse engineering,
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etc. (Kim, 1991) instead, Korea refied much more on technology
transfer through turmn-key plant procurement In the early years of the
development. Chemical, cement, steel, and paper Industries were
developed Iin the 1960s and early 1970s through Import of turn-key
plants.

But Korean finms assimilated imporied technologles rapldly enough
to undertake subsequent expansions and upgrading with minimum
technological help from foreigners. For capital goods required to
expand production base, the government policy preferred forelgn capital
goods to bullding up of domestic capital goods industry as a means to

strengthen international competitiveness of expori-oriented industries.
Sunh a naliay rmassiind in masaluva Imparia ~f fnreign capltal geode,

which became a major source of learning through reverse engineering
by Korean firms. (Kim and Kim, 1985)

As mentioned earller, the govemment relied more on long-term
foreign loans than on FDI for Industrial investment. The government,
as de facto owner of all the commercial banks, allocated large scale
foreign loans 10 selected big firms to secure the economies of scale
in mature industries which were selocted as strategic industries, leading
to the creation of large business conglomerates or Chaebois. The
government gave them large Import-substitution projects for which
those Chabols Imported fechneloglce on tum-key basls with
government- guaranteed long-term loans.

in sum, technology transfer policy of Korea in the early phase of
development was biased In favor of informal technology acquisition
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through imports of tum-key plants and capital goods rather than formal
modes such as FDI and FL which are the dominant means of
technology acquisition in other developlng countries. This Is the
unique feature of technology tranfer policy of Korea which makes Korea
Aifferent from others in the way of obtaining and lcaming Industrial
technologies and know-hows.

But this rather unconventional strategy would not have been
successful without the high-quality human resource Korea had. To
mobilize and utilize s human resources in setting-up Indusirial base
and in assimllating foreign technologies, the government enacted the
“Professional Engineers Act.” As an effort to secure shop-fioor
workers, “the Basic Vocational Training Act” was enacted In 1965 and
sucn Institutions as two-year technical colleges, national vocational
schools, and retraining centers were established and expanded.

2. 1970s (1972-1981)

After succeeding In developing labor-intensive Industries for
import-substitution and export expansion in its Initial decades of
industrialization drive, the Korean government turned its ey2s to more
capital- and technology-intensive heavy machinery and chemica
industries. During the 1970s, the world experienced two oll shocks and
the general prospects of maintaining a stable supply of raw materials
from the International commodity markets deteriorated. This
environmental change worked as a serlous factor for Korea which lacks
natural resources and hinged upon foreign sources for technologles
and raw materials. On the political side, the so-called Nixon Doctrine
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was put into practice In the early 19708 and there was a parilal
withdrawal of the US forces from Korea, increasing Korea's defence
burden. In response, the government decided to develop defence
industry which was In those days mostly heavy machinery-oriented.
These two Important environmental {factors were behind the
government’s decision to develop heavy machineries and chemical
industries in the third and fourth five-year development plan period.

To facliitate the Industrial development, import protection was
reinforced for the strategic Industries, decreasing import liberalization
ratio from 61.7 percent In 1968 to 50.5 percent In 1976. In the case of
the strategic industries ( Industirisl machinery, electronics, automobiles,
ship-building, and metais), the import liberalization ratio declined from
55.9 percent down to 35.4 percent during the same period. In addition
to the protective measures, more incentives were provided to the
strategic industries In the form of preferentlal financing and tax
exemptions. The National Investment Fund was also created In 1974
to expand financlal support to the strategic industries.

The drive for the development of heavy machineries and chemical
industries created enormous demand for technologles which were in no
way avallable from domestic sources. iIn response, the government
eased to a great extent s restrictive legal measures. The government
prepared a "Guideline on Foreign Direct Investment” and the "Principles
on ForelgnOwnership.” The new guideline eased the conditions on FDI
approval and especially encouraged joint ventures with higher
technology transfer effects. In a word, the government streamlined to a
certaln extent the FDI approval procedure on the one hand, but at the
same time tightened s regulations on the operational aspects of FDI
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firms. For this, the Foreign Capital Inducement Law was revised in
1973.

But around the end of the 1970s, when demand for foreign
technologles Increased and foreign exchange situation improved, the
governmnet took a series of measures to gradually liberalize FDI and
technology Imports. As the first step of the series, the government
categorized technology imports In‘o three categories: cases subject to
automatic approval, cases subject to quasi-automatic approval, and
cases subject to inspection prior to approval. The classification was
made on the basis of the nature and price of technology, and other
conditions of contract.

Further measures of liberalization followed this. In 1979, the cases
subject o sutomatic approval were expanded to inciude all the cases
previously in the category of quasi-automatic approval and some of the
case subject to inspection. And the conditions for autometic approval
were much eased. One year after this, the policy was revised again
such that all the cases of technology import ba granted automatic
approval only if the contract period does not exceed 10 years and the
royalty is within 10 percent of sales. FDI was also rapidly liberalized,
and many new Industries were opened to forelgn Investors and
approval procedure was also much simplified. But these liberalization
measures falled In significantly inducing forelgn investments and
technologies because of the general economic slowdown both in Korea
and around the world, and also parlly because of the bad publicity
about the investment climate in Korea. (Koo, 1986)

10
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3. 1980s (1982-1990)

Unfortunately or perhaps Inevitably, the government’s protection of
and assistance to the strategic industries resulted In Imbalances and
distortions in the economy toward the end of 1970s. The promotion of
caplital-intensive heavy machineriecs and chemical Industries through
government-led credit allocation worked to Increasing money supply In
the economy, which In turn caused inflation and wage hikes. The
excessive government envolvement also brought about a concentration
of credit In heavy and chemical industries and also in several large
firms which again led to high concentration of market shares in a small
number of large firms. And the massive Investment in heavy and
chemical Industries left many of the planis with severe problem of

overcapacity.

Because of all these, the Korean economy faced severe structural
difficuities in the beginning of the 1980s. Making things worse, the
political changes and turmolis following the death of President Park
created consliderable socio-economic unrests, To overcome the
extremely adverse internal and external environments, the Korean
government reexamined its role In economic development. And a
series of Institutional reforms were undertaker to promote the role of
market and reduce government Intervention. The reforms included
liberalization of trade and FDI to promote competitive environment and
to ensure more efficlent aliocation of resources, and the strategic
industry-targeting policy was much devaluated. Consequently, the
import liberalization ratio was raised to 84.8 percent In 1984 from 50.5
percent in 1978.

1n
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in the field of FDI, the government subsiantially lossened Iits
regulations to improve foreign Investment environment in Korea. The
Foreign Capital Iinducement Law was revised in this vein in 1983. In
1984 a new “Guidelines for Direct Foreign Investment in Korea” was
announced. The new law contained two Important changes. One was
the introduction of a negative list system. Under the old positive list
system, forelgn direct nvestment was allowed only In those industries
listed on the posithse list. The new negative list system was a
reflection of government’s Intention to eventually open all the domestic
industries to foreign Investment. In 1984, the negative list Inciuded 297

of 957 five digit KSIC (Korea Standard Industrial Classification)
MUUSUIES. 1N UWe CAse U1 MAamiaciunng, onyy /1 out 52V haustries

were listed negative. The liberallzation continued on and by the end of
1980s the foreign investment llberalization ratio rose to 92.5 percent,
with 483 out of 522 manufacturing industries open to foreign investors.

Along with FDI, foreign licensing was also liberalized to a great
extent during this decade. In 1982, the government simplified the
approval procedure by delegating the authority of approval to individual
ministries to which the applications were made. The procedure was
further simplified In 1984 by changing the approval system into a
notification system, under which government approval is not requlred.
in 1986, the government allowed the Imports of trade-marks, while
reducing tax deductions on royalty payments. Thus, in a formal sense,
Korea completely liberalized technology Imports through the series of
measures taken during the 1980s.

12
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iil. Technology Transfer In Korea: Structure and Trends

I. Korean Firms’' Behavior In Technology Transfer

The outward-iooking development strategy Korea adopled and
pursued from the Initial stage of Its industrialization worked to
increasing demand for technology on the side of private firms. To
survive and win the international competition, Korean firms had to make
enormous efforts to gain technological capability. They did this, In the
early stage of development by learning by doing and reverse
engineering. (Kim, 1981)

But as noted earfler, since technology transfer policy of Korea
was restrictive, especlally In formal modes of technology transfer,
Korean firms acquired foreign technologies more through Informal
channels, such as tum-key plant Imporiation financed through
government guaranteed foreign loans, importation of capital goods, and
forelgn OEM production arrangements.

Thus, foreign direct Investment and foreign licensing playad not so
important roles in technology transfer In Korea as in other developing
countries,

The modes of technology transfer Individual Korean firms chose In
the 1960s and 1970s varled across firms depending on the nature of
the Industries they belong to. In the case of ship-buliding and
machineries industries which produce differentiated products, they relled
more on formal transfer of technology, mostly In the form of foreign
licensing and oonsuitancy. Thus these Industries accounted for a
major share of foreign licensing through the 1970s. But small firms
had to resort to imitative reverse engineering of foreign products and
processes. (Kim and Lee, 1989)

13
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in contrast, chemical, cement, paper, and steel indi’stries which
employ highly capital-intensive continuous processes for production,
acquired technologies through technical training and assistances
provided by suppliers of tum-key piants. In this case, informal mode
of technology transfer was much more important than formal ones.

inbetween these two contrasting groups of industries are
electronics and automoblie Industries which use assembly system for
mass production of standardized products. Firms in these industries
acquired technologles through a mixture of formal and Informal
channels. They depended on foreign licensing for technology
acquisition, but to a lesser extent than the first group of industries, and
at the same time they obtained technologies through technical
assistance agreements with foreign suppllers of "packaged” technology
which Included assembly processes, product specification, production
know-how, component parts, etc. (Iim, Lee and Lee, 1987)

Tuming into the 1980s, the government reduced its envolvement In
industrial development, promoting the role of market and competitive
environment for more efficlent allocation of resources. A major part of
the measures faken In this vein was liberalization of economic
activitles. Also, ss Industrialization proceeded, technology required
became more complex and sophisticated, and thus they could no
longer rely on reverse engineering of foreign products. Though the
domestic regulations were removed, technology Inflow did not Increase
significantly, and with the changes in the International environment, the
technologles Korea needed could no longer be obtained from foreign
sources as easily as before. This motivated Korean firms to seek to
globalize their production and R&D activities and to tie up with foreign
firms,

14
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2. Trends and structure of Technology Transfer: 1962-1990

A. Foreign Licensing

During the period of 1962-1990, Korea imported 6,944 cases o
technologles from foreign sources, but technology Imports Iin the first
two decades accounted for only 28 percent of the total (or 1977 cases),
reflecting the effect of restrictive policy on technology imports. In
1978, when the first of the series of liberalization measures was taken,
technology Iimport incressed by 26.8% and since then technology
imports Iincreased at an annual rate of about 20 percent for some
years.

Of the total technology Imports, heavy and chemical Industries
accounted for more than 86 percent and light industries 4 percent. By
individual Industry, machinery Industry !mported 1790 cases of
technology during the period of 1962-90 or 25.8 percent of the toal and
second to It was electronics and electric Iindustry which imported 1733
cases of technologies. In the 1970s when heavy machineries and
chemical Industries were promoted, machinery Industry accounted for
31.2 percent of the total technology Imports, while chemical industry's
share remained at 18.4 percent, because it depended more on the
import of turmn-key plants. This Is consistent with the discussion in the
previous section on Korean firms’ behavior In technology acquisition,

Korea pald a ftotal of 4,925.5 milion US dollars for the
technoiogles Imported during the period of 1962-90. Of the total
payments, 83.1 percent were for the technologies purchased during the
latter half of the 1980s (1984~1990), refiecting Increased quantity o
technology imports due to liberalization and also Increased price of
technology due to the shift of the demand towards higher-quality
technologles.,

15
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As discussed earller, technology Imports of Korea during the past
three decades werse
concentrated in a few industries: machineries (25.8 percent), electronics
and electric equipments (23.6 percent), and chemicals (17.2 percent)
accounted for more than 66 percent of the total cases of technology
imported, and also In %erms of royaity payment, the above three
industries share exceeded 70 percent.

A very similar structure is also observed In the origins of
technology imports. Of the total cases of technology imported during
the period of 1962-1990, 3536 cases or 59.9 percent came from Japan
and 1826 cases or 26.3 percent from the United States. This shows
how heavily Korea depends on Japan and the United States for
technology. The concentration of Korea’s technology imports Iin Japan
and the United States appears more acute if we look at the royaity
payment records. During the period of 1962-1980, Korea paid 2,291.3
million US dollars or 46.5 percent of the total to the United States and
1,538.6 million US doliars to Japan or 31.2 percent of the total. These
two countries’ share In Korea’s royalty payment was more than 76
percent.

This exceedingly high dependence of Korea on Japan and the
United States seems to be a natural consequence of Korea's trade and
technological relations with those countries. The United States and
Japan have been the largest markets for Korean exports by Importing
over 50 percent of the total exports of Korea, Korean industries have
also been the major base for United States and Japanese firms’ OEM
production. In addition, the two countries have been the main sources
of foreign direct Investment In Korea. From these relations, we can
easily see that it would have been Impossible for Korean firms to grow

16
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Foreign Technology Imports by Industry
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Royalty Payment by Industry
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without meeting the f%wchnical standards and the tastes of the
consumers of the two countries. But perhaps more fundamental reason
for the concentration can be expialned by the fact that—many of the
leading scientists, ergineers, economists, political leaders and business
leaders in Korea recelved thelr advanced education in the United States,
and thus are accoustomed more io American ways and technologies.
in the case of Japan, due to geographical and cultural proximity,
Koreans feel more comfortabls with Japanese way of production,
management, and technologles. And, of course, the most important
reason has been that the two countires are the richest sources of
technologies.

But Korea's exceedingly heavy dependence on these countries for
both trade and technology has made s economy vuinsrable to the
extent that even minor changes In these countries affect the
performance of Korean industrics. This has been pointed out as a
serious structural weakness of the Korean economy, and In the late
1970s, the government began to encourage export market
diversification. And consequently, technology Iimports from the EC
began to rise gradually. In 1990, Japanese share was reduced to 45.1
percent while that of the EC couniries rose to over 15 percent.

B. Forelgn Direct Investment

Foreign direct investment has not been active in Korea because of
government restrictions. Especially during the 19708, the government's
reinforcement of FDI regulation stagnated the iInflow of FDI, even
though the economy grew very rapidly during the perlod. Ir contrast,
foreign loans grew significantly. The total outstanding foreign debt
grew from 20.3 miilion US dollars in 1970 to 37.1 million US doliars In
1982. This Is because of the Korean government's distinctive foreign
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investment policy that preferred {oans to direct investment. During the
period of 1962-1986, the cumulative total of long-term foreign capita
reached 49 blillon US doilars, of which commerclal loans accounted for
64.5 percent, and bcrrowings from development agencles 13.3 percent,
but FOi only 3.9 peicent. The share of FDi in the total forelgn capital
in Korea was much lower than the average share In the 1970s In all
the developing countries, which was estimated at 10-20 percent. (Ahn
1991) FDi stock as a percentage of GDP of Korea was aiso
significantly lower than those of other NIEs. For the years of
1984-1986, FD! stock as a percentage of GDP In Korea stood at 2.8
percent, which s far lower than those of Talwan (8.1 percent), Hong
Kong (20-26 percent), Singapore (58.2 percent),and Brazil (13.6 percent).

With the liberalization of FDI in the 1980s, FDI Inflow into Korea
increased rapidly, but Its contribution to technology transfer still
remained Insignificant relative to foreign licensing and capital goods
importation. This Is largely because Korea, being poor In natural
resources, and costly in production (high wages, labor disputes, etc.)
did not offer attractive climates for FDI.

Some (for example, Kim, 1992) argue that Korea's approach had
been effective in terms of cost of technology acquisition and enabled
Korea to remsain economically independent. Politically also, the
government was sort of forced to adopt this policy because of the
general public’s sentiment against foreigr; investment that was prevalent
in those days. On the other side of this, Korean firms could not be
able to maintain a continuous access to foreign technologles which FDI
firms might have provided.
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FDI by Industry

Unit: $ Million(case)

P.24

62-76 77-81 82-86 87-90 Total %
Agriculture,
Livestock & ::o? (‘i:) fé‘; l(‘:i)6 ?:of (g':)
Fisheries )
. 4.5 1.7 43 .8 15.3 0.2
Mining (23) (3) (10) (8) (44) (1.3)
. 907.6 482.2 930.9 2,796.2 5.139.2 65.3
Manufacturing | 1070y | (191) (450) (92s) | (2635 | (77.8)
232 | 221 | 869 | 1a92 | 2683 | 31
Services (87) (39) (99) (401) (e27) | s.5)
Total L1s4 | 706 | 17677 | a.2u8 | 78727 100
a240) | (24) (s6s) | (1357) | (33se) | (100)
. 4.6 9.2 2.5 53.8 100, 0 ,
(36.6) | (1.2) | a6.n | (39.5) | (100.0)
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Trends of Foreign Direct Investaent and Isports Capital Goods

I Capital Goods Imports
Cases $ Million (¢ Million)
1962 - 66 » 4.4 N6
1967 -Nn w9 218.6 2,541
1972 - % 81 89.4 8,841
-8 21 720.6 21,978
1982 - 86 Y] 1,766.5 4,75
1987 - 90 1,380 4,29.0 81,406
Saxces: EPB, 1991: MOST, 1991; WF, 1991
FOI by Cowmtry of Origin
Japan | U0.8.| Germany| France| Others | Total
1962 - 7% 958 188 20 S 68 1,266
1977 - 132 67 10 4 38 1
1962 - 27 168 | 6 108 LY, )
1987 - 90 -y, n 61 K -] <] 1,380
Total 2,067 80| 112 €0 a7 3,476
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IV. Technology Trunsfer Pollcy Toward a “New Economy”™:
Korea’s Plan for the 1890s

in July, 1993, the new administration of Korea unvelled its
Five-Year Plan for a "New Economy,” as basic framework of economic
policy during its term which ends in 1998, The international economic
policy contained In the plan pursues greater market opening, and
further Internationalization of Korea's economic Institutions and
practices. Under this plan, therefore, trade barriers and other
regulatory systems will be removed, as a measure to cope with
changing international and domestic economic environments. The plan
recognizes that Korea no longer has the advantage of low-cost labor to
either attract foreign Investments or lend price compelitiveness to its
industries, that Koraa must compete in the world market on the basis
of quallty, anc that govermment protection, assistance, and regulation
can no longer be effective In upgrading its economy. Under this
understanding, the plan suggests concrete measures for a greater
liberalization and to0 strengthen the protection of Intellectual property
rights.

According to the Five-Year Foreign Direct Investment Liberalization
Plan announced last June as a part of the government's 100-day
Program for a New Economy, 132 out of the 224 currently on the
negative list will be open within 1993; 113 of these industries will be
completely opened and 19 will be partially opened. As a result, 1,065
industries out of 1,148 currently listed under the KSIC will be open to
FDI, ralsing the overall liberaiization ratio to 83 percent within this year,
and up to 93.4 percent by 1997. The government will also lift the joint
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venture requirement for 43 out the 50 industries which the requirement
is applied to. To streamline the FDI procedure, the government plans
to remove by 1994 its referral process, In which opinions of concerned
ministries are solicited.

Throgh the liberalization the government plans to raise the FDI
liberalization ratios to as follows:

Industry liberalization ratio by year(x)
93 94 95 96 97
Manufacturing 98.1 98.1 98.1 98.5 99.3
Services 72.7 76.0 82.0 84.0 86.9
Agirculture 63.2 70.6 72,1 76.5 89.7
Average 85,1 86.9 89.6 90.9 93.4

Along with the FDI [liberalization, the new government will
strengthen the protection of intellectual property rights, recognizing that
effective protection of IPR Is critical for technological development
within and attracting high-tech transfers from abroad. For this, the
government plans to revise the existing laws on IPR, and upgrade legal
ard institutional system for IPR protection. Most of the improvements
and enforcement will focus on smoothing disparities between domestic
and the Intemnational standards, such as UR/TRIP's text.

The main contents of the legal improvement to be completed by
1994 are:
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(1) Copyright Law

- extension of the term of copyright protection

- Introduction of rental rights for sound recordings

~ increase penalty from US$3750 to US$37,500

- classification of the possession of infringing goods for the
purpose of selling them as a violation

- introduction of a dual penalty provision which will allow an
infringer to be both fined and prisoned

2) Computer Program Protection Law
- Introduction of rental rights
- penalty Increase from US$3,750 to US$37,500
- introduction of dual penaity
- classification of a knowing use of illegal coples as a violation

(3) Customs Law
- Empower the Customs Administration to monitor and eize
IPR-infringing goods

(4) Semi-conductor Maskworks Law
-~ tightening of the requirements for nonvoluntary licensing to
cover only the cases In which domestic demand exists
- expansion of the right to compensation to cover patent
holders and licensees

(5) Trademark Law
= Introduction of a trademark system based on the color of
trademark

F.28
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(6) Patent Law
-exunslonofﬂu&mofmtecﬂonﬁomﬁmmyears

(7) Industrial Design Law
- exiension of the term of protection from 8 to 10 years

Thoabovcllbemllnﬂonmumwmeomplomopenmrean }
industries to foreign investment and the planned strengthening of IPR ‘
protection will help make technology transfer into Korea more active.

Most important, these changes on the part of Korea will qualify Korean
firms as international actors not only In trade but in technological and
production cooperation. But liberalization will not necessarily lead to
increased FDI unless other cost-raising phycical and social factors are

removed from Korea. They are labor unrests, Inadequate
infrastructures, to name a few.
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V. Conclusion

Korea rellod almost completely on foreign technologles for its
industrialization. But the way they obtained forelgn technologies was
quite unique in that they resorted to informal modes instead of formal
modes of technology transfer. Thus unillke In other developing
countries, FD! and FL played relatlvely less important role In the
industrialization process of Korea, especially In the early stage of
development. Rather, the satrong export-orientation of the Korean
industries facliitated rapid acquisition of technological capablility by
exposing the producers to international competition, and by giving them
opportunitics to work with foreign firms with advanced technologies,
such as OEM production arrangeinent, import of tum-key plants, etc,
Of course, the government-ied credit-allocation system in the 1960s and
1970s motivated private firms to reinforce their technological efforts In
response to the signal of the govemment. (Lee, 1993) But this unique
strategy could succeed because Korea had abundant pool of
well~educated but low-waged workers who were very fast in learning
new technologies and also because the mature technologles that Korea
needed could easlly be tranferred through learning based on reverse
engineering of imported capital goods.

Turning into the 1980s, however, Korea could no longer pursue the
strategy, because the strategy was not effective in acquiring the
technologies required to further upgrade the economy, and aiso the
new international economic environment did not allow the strategy any
more. Korea In response, fook a serles of liberalization measures to
expand technology transfer through formal modes. But despite the
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fiberalization, Korea has been ranked low In forelgn investment climates
duetosoclalmmdlsadnnuguwchulaborum.
govemnment reguiations, high wages, and inadequate Infrastructure, etc.
in this sense, the government was not so successful in technology
transfer policy in the 1980s.

Overall, however, technology acquisition policy of Korea deserves
a high grade, If not perfect. The performance of the Korean economy
Justifies this. Bmunllnpatorowu\bemalnulnedthfounhthe
1990s? it all depends upon how Korea internationalizes its economic
Institutions and practices, and more Importantly how private industries
respond t{o the changing worid. is Korea's strategy appiicable to
other developing countries? Perhaps, yes, but Korea's physical and
mwmmmummworemysuch
attempt can be made. At least, R may serve as a useful lesson to
other late-comers.
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