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EXPLANATORY NOTES

References to dollars ($) are to United States dollars, unless otherwise
stated.

In tables:
Totals may not add precisely because of rcunding.

Two dots (..) indicate that dats ave not available or are not separtely
listed.

A dash (-) indicates that the amount is nil or negligible.
n.a. = not applicable.

The following abbrevistions are used:

EPB Economic Planning Board (of Repudblic of Korea)

EPZ Export Processing Zone

IBRD Internstional Bank for Reconstruction and Development
ILO Internationsl Labor Office

IF Internatioral Mometary PFund

Jv Joint Venture

KTA Korean Traders' Association

198 Ministry of Trade and Indutry (of the Republic of Korea)
OECD Organization for Economic Cooperation and Development
ROK Republic of Korea

UNIDO United Nations Industrial Development Organization
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Foreword

The role playsd by export-processing zones (lPZs)ZI in promoting
industrialization in developing countries heas long been a controversially
discussed topic. Experience geained in meny countries, in particular in the
East and Southeast Asian region, has shown that these special economic zones
can, on ths one hand, contribute substanticlly to the generation and/or
promotion of manufacturad exports and to the provision of productive
employment opportunities. Or the other hend, they have in the past more often
than not been cheracterized by one-sided sectoral structures of production, by
s relatively high share of footloose and thus wvulnerable investments and by a
lack of backward linkages with the da-nstic econony.

The Republic of Korea was smong the first developing countcies to embark
on this specific institutional apprach to attract foreign expert-oriented
direct investment :-asan EPZ established 1971; Iri EPZ esiablished 1975).

This means that the country's EPZs have already gone through the infancy stage
of their life cyclegl and have resached s certsir saturation point. A
reviewSof their prasent achievements thus may provide valuable information and
insights with o view to designing policy measures both in the Republic of
Korea and in other developing countries that would enhance the longer-term

spin-offs and the catalytic role of EPZs for overall indusirisl development.

In this study an attempt has been made to focus on one particulsr aspect
of the potentisl long-term development impact of EPZs, i.e. on their actual
and potentisl backward linkages with domestic industrial ontcrprisoi. It is
noteworthy that the l.public of Korea's Masan EPZ hss been among the most

Y This foreword draws hesvily on sn outline of the study prepared by
Wilfried Luetkenhorst.

b1 In this study the term RPZs will be used as it is the more genetic
internationally-used terms even though in the Republic of Korea the
sctual term used is "Free Rxport Zones".

3/ On the life-cycie concept of BPZs cf. A. Basile and D. Germidis,
luvesting in Pree Export Processing Zones, OECD, Paris 1984, especially

Chapter VII.




successful in this respect. The study considors the extent to which such
linkages have been esteablished through local preconditions and/or specific
policy measures. Some case studies of companies operating within the EPZs
sttempt to flesh out this issue.

In a final section the study considers the future role and functions of
the BPZ; in the Republic of Korea. Evidence suggests thet inflows of foreign
investment have lost much of their lolentu-.il Partly in response to this
the government has recently permitted 100 per cent local ownership of EPZ
firms. Some options for the policy-makers are considered: one might be the
gradual phasing out of EPZs through their sbsorption into the domestic
economy; another might be their treansformation into "sci.nce parks”.
Depending on which approach is adopted, EPZs in the Republic of Korea could

/
either become "a relic of the past” or "a mechanism of the futurc".i

4/ Some in the Republic of Kores would argue that this necessarily follows
the virtuvsl complete physical occupation of the Zones but, of course,
this is not an socnomic concept and prejudges the whole issue of capitsl
intensification.

S/ L.B. Krause, Introduction to Galenson, W. (Rd.) Forejgn Irade and

Investmeni: Economic Development ip the Wewly Indusirjelizing Asiep
Countries.
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I. ECONOMIC BACKGROUND TO THE ESTABLISHMENT OF EPZs

Through the utilization of its skilled labour resources for the production
of exports the Republic of Korea in the 19608 was able to overcome the
problems of lack of natural resources end s small domestic market. The grass
domestic product expanded by two-and-one-half times in resl terms between 1960
and 1970 and more than doubled agein in the next decade. Over the whole
period 1960 to 1985 real GDP grew by 680 per cent, a growth rate of 8.5 per
cent per annum. In constant per head terms, GDP grew at §.4 per cemt per
annum. (IMF, 1984 pp.376/7 and EFB, 1986 Table 1-la). By 1985 per capits
income had reached $2,032 - a far cry from the less than $80 of 1960. And by
1986 it will probably reach $2,200, putting the Republic of Xorea firmly into
the ranks of the middle-income countries.

During the same period exports experienced such a phenomenal growth that
index number terminology becomes almost incomprehensible. If 1980 is taken as
the base, the index number for the volume of exports in 1963 was 2; for 1985
it was 181. Perhesps more understandable is the fact that exports as a
proportion of GNP rose from 1 per cent in 1960 to 9 per cent in 1970, 24 per
cent in 1975 and to 33 per cent in 1985. The share of menufecturing (and
mining, but this is negligible) irn GDP rose from 9 per cent in 1960 to 22 per
cent in 1970, 27 per cent in 1975 and 30 per cent in 1985. Compared with
other developing countries, again the Republic of Korea stands out; whilst the
average rate of growth of exports from low and middle income countries between
1760 and 1970 was around 5 per cent per annum, the Republic of Korea's growth
rate was 35 per cent (Yuji Kubo et al, p.18).

As Balassa describes this era:

"The period of rapid growth was one of structural change in (the
country), transforming s backward, primary-product-based sconomy into s
newly industrializing developing country. The transformation occured
following the sdoption of an outward-oriented development strategy,
which permitted the exploitation of ..... comparstive adventege in
international trade and contrid ted to rapid increasses in
productivity”. (Balassa, 1985, p.142).

It shovld not be forgotten, however, that the rapid export expension
phase was preceded by s period of import substitution. Only when the benefits
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from this startud to run out did the country adopt the outward-oriented policy
described above and which began about 1964. Moreover, the model which was
adopted for growth has been characterized as "buresucratic-suthoritarian™ (BA)
by G.0'Donnell (see the analysis of this model us applied to the Republic of
Korea in S. Yusuf and R.K. Peters, 1985, pp.10-28 and 45-49). The evidence
strongly suggests that much ingenuity was extended by the government of the
Republic of Korea to ensuring that the right "signels”™ were received by
economic instruments so as to direct the econumy away from import substitution
and towards exports. The Republic of Fores's new outward-looking policy was
predicated on the need to ensure (a) politiccl stebility rnd (b) the
minimization of economic risks for those venturing into the more risky export
field.

A list of 24 types of export incentives offered by the government of the
Republic of Korea has been drewn up by Anne Krueger (1979, Table 24, p.93).
These were in operation at different times from 1950-1975 and, in some cases,
beyond 1975. Sincec it is important from the point of view of our EPZ study to
determine in which ways and to what extent BPZ incentives differed from
general incentives to export in the economy th. list is reproduced below:

1959-75 Tariff exemptions on imports of raw materials and spare parts
1965-75 Tariff and tax exemptions granted to domestic suppliers of
exporting firms
1961-72 Domestic indirect and direct tax exemptions
1966-75 Accelerated depreciation
1965-75 Wastage allowance subsidies
1951-55) Import entitlement linked to exports
1963-65)
1957-75 Registration as an importer conditional on export performance
1967-75 Reduced rates on public utilities
1950-61 Dollar-denominated deposits held in Bank of Korea by private traders
1967-71 Monopoly rights granted in new export markets
1965-75 Korean Trade Promotion Corporation
1955-56) Direct export subsidies
1961-64)
1962-75 Exports targets by industry
Credit subs.dies:

1950-75 Exp.rt credits

1950-1954) FPoreign exchange loans

1971-1973)

1959-7% Production loans for exporters
1950-75 Bank of Korea discount of export bills
1964-75 Import credits for exporters

1964-79% Capital lcens by medium industry benk
1964-75 Offshore procurement loans

1965-75 Credits for overseas marketing sctivities.
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We can note at this stage that the first of these listed incentives, and
possibly the most important - tariff exemptions on imports of raw materials
and spare perts - is the gine qus non of EPZs. This inceative to export
cperated zenerally for the Republic of Korea from 1959 to 1975 in the form of
tariff exemptions ss imports for export production cleared customs. From July
1975 the system was changed to one in which tariffs on these imports are paic
at the time of importation but, through & customs drawback system, are
refunded at the time of export. For about half of exports the drawback amount
is the tariff that has actually been paid. For the other half, the drawback
is calculated on s product by product basis and represents s weighted average
of the levies (i.e. iidirect taxes) paid on domestic inputs and imported
inputs, the weights being proportional to the industry's domestic and imported
use of that input. Thus if an individual producer used relatively more of
domestic input than the industry he would be overcompensated; this is an
effective way of stimmleting the use of domestic inmputs.

Masan EPZ began operations in 1971 and Iri EPZ in 1975; both had the
older, simpler and more direct incentive built into their structure viz.
imports of raw materials and components were completely free of teriffs. But,
as will now be apparent, this concession is only a matter of degree since,
effectively, all manufactures for export are produced without the payment of
import duty on inputs. (One must bear in mind, however, the added complexity,
and therefore cost to the producer and government of the drawback systum. One
of the costs to the producer represents the opportunity cost of the use of

funds tied up for s period, monies which must initially be paid out in duties.)

It must be remembered also that tariff exemptions were (and are) granted
to firms producing for export in bonded factories located within general
industrial eststes or, indeed, anywhere in the Republic of Korea.gl (See

Appendix A for a note on industrisl estates, which were initiated in the early
sixties, and Appendix Table 6 for statistics on bonded exports.)

6/ It may be noted too that customs duties, special excise tax, and value
added tax are not payable in respect of the importation of capital goods
which are brought in by s foreign investor for his initial investment or
which are imported by an enterprise in which s foreign investor invests
through dividends received from foreign investment or through foreign
exchinge provided by the foreign investor. (Ministry of Pinance, 1986,
PP.22-23.)
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In sum, one cannot conclude that the EPZs were established to make use
of a previously unused system of export-incentives or because that system sas
being phesed out generally in the economy and was being transferred to the .
EPZs.

The free trade regime applying to exports prior to the establishment of

the EPZs is summed up by Balassa as follows:

"Exporters had the freedom to choose between domestic and imported
inputs; they were exempted from indirect taxes on their outpnt and
inputs; and they paid no duty on imported inputs. The saxe privileges

were extended to the producers of domestic inputs used in_export

production”™s’ (Author's emphasis). (Balassa, 1985, p.149.)

Given _ae success of the export policy why did the Republic of Korea
turn its attention towards the establishment of EPZs? What did they offer
which had not been previously available generally? The answer seems to be
that it was the necessity to attract private direct investment to sustain the
export momentum which loomed large in the policy-makers minds. For if we look
back to the end of the '€0s we find that there was developing the view that

the early export successes were not going last indefinitely:

"Korean planners, much like their Jupanese counterparts of the 'fifties,
had begun to evince disquiet over the growth potential of light
industries and Korea's future competitiveness in the face of rapidly
rising real wage rates, and an onslaught from countries where labor was
chesper”. (Yusuf and Peters, 1985, p.23.)

For this reason it was decided to switch *he developmentsl effort
towards the next stage viz basic prccess indutries such as steel, chemicals,
shipbuilding, machinery and transport. This shift in emphasis, towards a much
greater capital intensivity process of development, was coupled with s growing
necessity to devote capital resources to the defence industry through reduced
U.S. assistance (After the estsblishment of Masan EFZ in 1971 came the first
oil price iancrease at the end of 1983 which served to reinforce the

capitsl-demanding policy shifts noted above since sn ambitious nuclear power

y 1 c.f. "to increase the foreign esarning rate, the government implemented
the system of listing domesticeclly evailable items, and treated them as
export items if found domestically produceasble through screening. Thus,
the number of such items incressed from 9 to 32." EPB, %¢o Sur

of the 1972 Koresn Economy, p.140.
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programm was then launched. The objective is to provide 40 per cent of
installed power capacity from nuclear sources by 1991 when thirteen nuclesr
power plants will be in operation).

To a large extent it was the private sector that was expected to invest
in the heavy industries now to be developed - only the Pohang steel plant was
in the public sector. To assist the private sector credit was extended by
government-controlled financial institutions. It is true that the domestic
savings rate had b2en increasing from 11.8 per cent in 1966 to 15.7 per cent
in 1970 (EPB, Major Statistics..... p.5) but the demands sabout to be made on
dom~stic (and foreign institutional) savings were now becoming so large as to

warrant the tapping of a new source.

Direct equity financing can be made by foreigners in two ways: by Direct
Foreign Investment (DF1) and by the purchase of stock, i.e. Portfolio Foreign
Investaent (PFI). But in the cese of the Republic of Korea these methods of
capital inflow have never been used extensively. For instance, DFI has rarely
amounted to more than 10 per cent of annual cepital inflow and has, in fact,
been frequently less than 5 per cent. PFI was small until the early 198082/
when foreigners were permitted to purchase Republic of Korea stocks through
muiual funds {the process is being liberalized in 1986). Cne ares which DFI
could be attracted to was export production in the EPZs; inflows here would

alleviate pressures on capital resources.

In 1970 there were only 11 EPZs in the world; by 1981 there were 96.
Between 1971 (Masan'’s operating date) and 1975 23 zones were established in 11
countries, mainly Asien (9 in Malaysia, 2 in Taiwan Province of China, 2 in
the Republic of Kores and 1 in India). (Blsile and Germidis, OECD, 1984,
PP.21-22.]) It is highly likely, therefore, that the initiation of the system

8/ Over the whole period 1965-1974 direct investment constituted 12.7 per
cent of the total of net borrowing plus direct investment i.e. it would
have been even smaller if the concept of gross borrowing had been used.
(calculated from Krueger, 1979, Table 41, p.147). From this table one
can also observe that the debt service ratio (capital and interest
repayments as a proportion of exports) reached a peak of 31.4 per cent
in 1970 compared with only 5.7 per cent in 1965. Hence the growing
concern sbout the foreign exchange gitustion mentioned in the text and
which, it is msintsined, was partly responsible for the inauguration ot
the Export Processing Zones concept.




of EPZs in & world context stimulated many countries to iniitate their owmn
BP2s for fear of losing out in acquiring a proportion of what was regarded as

s fixed supply of foreign direct investment. Potezciel recipient countries
were then placed in the classical "prisoner's dilemma™ situation: when one
country increases its incentives to attract foreign capital ail will be
obliged to do so and the competitive bidding for capital will result in the
general level of incentives being higher than necessary (with rents being
skimmed off by ircoming capitsl) and with the final destribution of foreign
capitsl among countries being no different from what it would have been with
all-round lower incentives. Clearly, in this scenario, the absence of
incentives will effect international capital's decizion on location: this
conclusion is et variance with the often quoted view that "incentives do not
materially affect the decision to invest™. Yet it is a reasonsble conjecture
that "incresses in incentives are more likely to be mastched by other countries
than sre decreases” (see the discussion of this issue in Guisinger and
Associates, 1985, pp.37-40). If the Republic of Kores had not instituled its
system of EPZs :. 1971 it might well have failed to attract some of the
Japsnese cnd American capital that, in the event, came its way; some part,
instead, might have gone to the Republic of Korea's N.I.C.

{newly-industrislizing-countries) competitors of Taiwan Province of Chine,
Hong Kong and Singapore. But it is in the nature of such counterfactual
propositions that we csn never be sure of the slternative outcome. We can
never be sure of how much of the direct foreign investment which flowed into
the Republic of Korea's EPZs would hrve flowed into the Republic of Kores in
any case - in the absence of the EPZs. What we can be reasonably certain of
is that it is not the incentives alope which induce foreign capital; they will
be scrutinized by a potential foreign investor only after the msjor reasons
for specific location have been determined - snd these ressons will inevitably
include politicsl reasons of stability etc.

To conclude this introduction: by no stretch of the imagination can it
be claimed that the esrtablishment of the EPZs by the Republic of Korea was
essential for the initiation of an export-oriented growth strategy - by the
time Masan EPZ came into being in 1971 the Republic of Kores had experienced a
decade of vigorous growth in GNP and exports. Two reasons for the
establishment of the EPZs thus remain: (i) to help mainteip the rate of growth




-7 -

¥ with their proven stimuvlatory effect on the growth of the
economy in the face of enhanced domestic demands for capital-intensive

of exports

projects which would not increase foreign exchange earnings in the short-ters
and (ii) to ensure that the Republic of Kora would get an appropriaste share of
whatever internationally-mobile private capital was sveilable whick otherwise
would have been s‘tracted to competitor nations themselves engaged in
establishing EPzs.

9/ It might be added that in the late '60s growing unessiness was being
sxperienced about the servicing of external debt - & factor which
enhanced the importance of exports (Krueger, 1979, p.119).




II. YSIS OF RPZ

II.1 Role and objectives of the EPZs jn the Republic of Korea's overall
indugtriel policy approach.

The Economic Planning Board in its Economic Survey for 1970 set out
what it called an “Export Promotion Policy", introduced during 1969. Some
twenty messures were listed of which the following are some:

*First, in order to modernize production facilities and to facilitate

mass production:

~ Three industries (cotton fabrics, woolen fabrics and raw silk) were
excluded from designated export-oriented industries.....

- A total of $6v million was made available through the Korean branches
of foreign bunks to export industries for procurement of
equipments. ...

~ To facilitate the establishmeat of free export zones including Masan,
the Law on the Establishment of Free Export Zone was promulgated on
20 December 1969.

Secondly, in order to strengthen competitive power of export industries
and to incresse foreign exchange earnings;

- Utilization of domestically produced raw materials was given financial
and administrative support.

Thirdly, in order to widen export markets .....

- Efforts to diversify export markets were made, developing new
commodities and strictly inspecting export goods.

Fourthly, in order to strengthen finsencial and administrative support to
export industries:

~ Import of raw materials and equipment for export industries was ‘
exenpted from customs, end their foreign exchange earnings were slso
exenpted from internal taxes. S8Speciasl accelerated deprecistion was
sllowed to promote capital investment of export industries.

~ Export-import link system and export subsidy were adopted by the
government, and administrative procedures were also simplified.

- Despite tight monetary policy and upper reserve base limits, as ngroid
upon with IMF, & maximuz financial support was given to export
financing.
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Pifthly, PForeign exchange credit were extanded to develop designated
sxport-oriented industries and to finance the conversion into export
industries and the import of industrial facilities for export industries.”

The list puts the %esan and Iri EPZs into perspective; they were clearly
designed to be part of s packsge of new measures designed to stimulats
exports. Interestingly enough, the comment on their establishment appesrs not
nader the rubric, "to strengthen competitive power of export industries and to
increase foreign exchange earnings™ dbut under "to modernize production
facilities and to facilitate mass producticn™. Moreover, no specific mention
is made of foreign investment in the Zones in the Foreign Capital Inducement
Act (Law No.2598, promulgated on 12 March 1973)19, - the clear implication
being that investments made within the Zones sre broadly within the scope of
the Act. 1In fact, the langusge of the Act when dealing with the criteria for
granting authorization for foreign investment is quite siamilar to the language
used when outlining EPZ investment creteris:

Act: "Authorizetions or approvals .... shall be as follows;

- Projects which greatly contribute to the improvement of the balance of
payments.

- Priority shall be given to those projects which will greatly
contribute to the improvement of the balance of payments, or to joint
venture projects in case of foreign investment (Act. p.61).

EPZ: - "The Masan Free Export Zone was established in 1970 to encourage
direct foreign investment and exports” (Ministry of Finance, 1986,
(b), p.43).

- "Enterprises (which) are eligible for occupancy in & free export zone
are those ..... engaged in manufacturing, processiog or sssembling
export goods, if (they sre)

- foreign invested enterprises or joint ventures between foreign
and Korean investors”.

10/ A revised PCIA became effective on 1 July 1984 but the main purpose
remains the same. The essential difference is that under the o0ld Act s
Positive List System was operated under which foreign investment was
permitted only in specific listed sectors; under the new, end mors
liberal Act, there exists a Negative List which excludes foreign
investment from fairly limited specific aress of the sconomy, all the
res’. being automstically approved (Ministry of Finance, 1986, pp.1
and 17).
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(or) - enterprises with definite export prospects, high foreign exchange
earnings, outstendiag technical kmow-how, or high labdber
intensity” (Ministry of Finance, 198¢, (a), pp.38-39).

It will be noticed that the criteria are quite broad for investmert in
EBPZs (as indeed they are for investment in the Republic of Korea gemerslly
where cepitai is welcomed which develops "key industries or public utilities™
and whic® “contribute(s) to the development of the national economy and social
welfere” (Act, p.61).

In what way/s, therefore, are EP2s in the Republic of Korea “"special™?
Before answering the guestion directly it must be said at the outset that not
a great deal of attention is ps’d in official government publications or in
tle publications of cosm..c1al institutions to the special nature (if any) and
operation of the EPZs and, often, where mention is made they are lumped in
with "Industrial Estates™ in genergl. MNow, of course, an EPZ is an
*industrial estate™ but it is desirable to maintain the distinction in the
interests of clarity.

As an example of the lack of attraction paid to the specificity of EPZs
we can cite the 167-page very detailed booklet on doing business in the
Republic of Korea of the Korean Traders' Association (1985, pp.68 and 90)

where the only comments in connection with the topic sre:

"The Free Export Zone Establishment Act sets forth special melhods of
administering goods brought with and out of Pree Export Zomes, which
differ from the administering of general commodities™; and

"The Korean Government provides foreign invested enterprises with
additionsl privileges on a preferential basis such as admission into
industrial estates in order to facilitate plent construction and
recurity of utilities including communication facilitias™.

Yot the same booklet, in two extensive sections (pp.79 and 84) provides
extremely useful information on bonded aress and bonded faectories.

Obligea to answer the question posed sbove - asbout the "speciel™ nature
of EPZs - the economist would have to answer thst in the Republic of Kores
context there is very little that is special sbout them. As has slready been
mentioned, their chief underpinning is the facility offered to firms within
them to import inputs duty free in the expectstion that all output will be




exported.

- %1 -

w/ But this possidility is slso open to other factories in the

Republic of Kores if they ere "bonded” ard, in any cess, a customs drawback

system operutes in respsct of imported inputs for exports.

Thus it seems to the writer that a misteken idea of the exceptional

nature of EPZs is given by statements such as the following:

"Free export zones are speciaslly designated industrial areas where
foreign-invested firms can manufacture, asseaole, o process export
prodects using freely imported tax-free rew materials and or
semifinished goods. These areas have the charecteristics of a bond,
where the .pplication of the pertinent laws and regulations are waived
or suspended, amd generous tax incentives are provided for
foreign-invested enterprises.

These :ones were esteblished to encourage direct foreign investment
and promote exports ...." (Korea Exchange Bank, 1984, p.149)

Certainly "generous tax incer:ives are provided for foreign-invested

enterprises” - but they are so provided generslly for foreign investors in the

Republic of Korea (see Appendix C for a summary). There are no extra tax

incentives for firms establishing in the EPZs.

Let us consider the next benefit claimed four opersting in an EPZ:

"All the administrative procedures necessary for operation of the
occupsnt enterprises can be easily processed on the spot™. (Korea
Exchange Bank, 1984, p.151.)

Again, a very useful set of provisions to sttract foreign capital. But

it would seem that similar provisions exist generally in Industrial Estates.

In answer to the question: "What are the sdventages of locating in an
industrial estate?” The Ministry of Finance writes:

"All the enterprises located in industrial estates enjoy preferentisl
advantages. Plant sites can be easily purchased or leased at
considerably lower prices than in otker aiva2as. Purther, various support
facilities and services such as electric power, industrial water,
transportation, telecommunication, stevedoring, eand packing are
provided. 1In addition, these estates offer a full range of
infrastructure and other suxiliary servicses such as s customs office, a
bank, & labor office, & quarantine station, and en immigration
office.”]2/ (Ministry of Finance, 1986 (s), p.38.)

11/

12/

This is not strictly true in practice; this point will de considered
later.

Yor sn exazple of the importence of services etc. in industrial estates
see Box No.l.
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We gatder, then, that services provided in gll estates are siamilar. Mo
doudt in practice there ares variations in the extent of the services ané the
efficiency with wvhick they operate; an extensive ctudy would be needed to

ascerteis this.

and sale prices in the estater.

But at prasent, on the evidence, we can comment only on the rents

The figures below, derived from various issues of

the Ministry of Finance's Investment Guide to Korea, skows lease costs in Masen

and Iri EPZs and sale prices of land in general industriesl estates:

Monthly cost/aZ ($)

Percentage change

1981 1984 1985 1981-1985 1984-1985

Masan 72

Lease of Plant Sites 0.0720 0.0620 0.0570 -20.8 -8.1

Lease of Standard Factory O0.9150 0.8760 0.8000 -12.6 -8.7
Icri BRPZ

Lease of Plant Sites 0.0293 0.0330 0.0306 +4.4 -7.3

Lease of Stendard Factory .. 0.6780 0.6188 . -8.7
Rat:o Masan EPZ : Iri EPZ

Lease of Plant Sites 2.46 1.88 1.86

Lease of Standard Factory 1.29 1.29

Sale prices/m? ($)

Percentage change

1981 1984 1985 1981-1985 1984-1985

Industrisl estaterld

Iri: 4.50 2.14 2.14 -52.4 -
Chang Won Machinery 14.00 24.03 24.03 +71.6 -
Yochon Petro-chemical 13.88 11.76 11.76 -15.3 -

On San 9.04 9.04 5.39 ~40.4 ~-40.4
Panwol 27.80 27.80 28.94 +4.1 +4.1
Republic of Koreas 90.29 90.29 90.29 - -
Kumi 13.00 13.00 13.02 - -

13/ Some basic data on all the Estates is given in Appendix Table 4.

-
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Although we cannot compare directly the corts of land and/or factory
rentals between EPZs and other astetes from the above statistics we cen derive
at least two interesting conclusions on “a) the relative costs of operating in
Masan axd Iri EPZs end (b) the trends in rentals in the EPZs and in sale

prices in the industrial estates over recent years.

As far as (a) is concerned it would appear that both plant sites and
standard factories are relatively more expensive in Masan EPZ then in .ri
EPZ. Masan, in effect, was able to charge more because of its preferred
location (near Pusan and an internationsl sirport) - or because of other
perceived advantages. However, the ratio for plent sites was falling between
1981 and 1985 suggesting that as Iri EPZ was filling uplﬂl it was able to
increase its rates more steeply than Masan EPZ, or decrease them less rapidly.

Looking et (b) the interesting fact emerges thet, except for 1981-85 for
plant sites in Iri, EPZ lesses have moved in & downward direction. One can
only speculste that since 1981 in the case of Masan EPZ, and certainly since
1984 in the case of Iri EPZ, increasing difficulty has been experienced in
attracting firms into the EPZs. Over the four year period wholessle prices
rose by an average of 9.3 per cent per annum - so it is certainly odd to find,
for instance, that in that time Masan EPZ's lease charges for plant sites

declined by 20.8 per cent.

As for the general industriai estates the evidence shows that in three
of them - Iri, Yochon and On San - sale prices (prcsumably of land, although
the point is not made explicitly) declined some 40 or SO per cent between 1981
and 1985. Only in Chang Won Machinery Estate was then a significant rise, of
72 per cent (s rise which is an indication of thal. Estate's growing importance

from a locational point of view; it is near Pusan and an international sirport

14/ The concept of "filling-up”™ iz usually discussed in the Republic of
Korea in teras which are meaningless to the economist. What is referrad
to is some physical rate of occupancy given the order in which firms
happen to have become established. The definition, consequently, avoids
the notion of the economic effectiveness of 'occupancy’ i.e. the
asppropriste labor, capitel or skill intensivity given the Republic of
Korea's factor prices. One could have 100 per cent occupancy of Masan
EPZ with 50,000 employees turning out labor-intensive mousetraps ...!
The issue of "occupancy rates” iz not trivial; it is fundamentsl to s
clesr understanding of what the EPZs should presently be producing aud
where their optimum product-mix in the future lies.
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and a considersvle extenszion of its facilities was annouaced mid-1986). The
statistics suggest that the sale prices were set at unreslistically high
levelx in Iri and On San and that adjustments have had to de made to attcact
occupsunts. In the case of Iri, both the General Industrial Estate and the Zri
Jewelry Processing Zone were hived off from what was origirally intended to be
one Export Processing Zono;l§1 one cannot belp wondering whether the

original decision to locate an EPZ at Iri was justified.lgl

In earlier parts of this chapter it was implied that there were
considerable similarities between EPZs and geaeral industrial estates.
However, it would be incorrect to conclude that thers are no significart
differences. For instance, it is claimed that tba: EPZs are areas where

“the implementeation of laws and reguletions pertinent to foreign
investment, which are normally applied clsewhere, sre waived or
relaxed.” (Ministry of Finance, 1236 (a), p.38)

This could mean much or little; it is never spellad out in more detail.

Another benefit of locating within tue EPZs, and of mcre obvious and
practical importance, is that

"any administrative procedures for spproval of business activities such
as the purchase of land and constructicn arTe settled on the spot.™
{ibid., p.38)

And of aralagous, but of even greater, importance:

"The procedure for authorization of foreign investment is simplified
(means?) and handled at an office in the zome™. (ibid, g.38)

This "one-stop” procedure was frequently commented on with spproval by
7
firm representatives within the BPZs.l-I In practice it means that the

15/ The Jewelry Processing Zone functions as a separate export processing
zone.

16/ Some of the difficulties now being experienced in establishing
industrisl estates in the rural areas, specifically tc improve farm
income, are referred to in Box No.l.

17/ 1In Indonesia, BKPM, the Foreign Investment Coordinating Board, likewise
prides itself on operating & "one-stop” service - for al]l foreign
cepital coming into the country.
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potential investor is freed from the necessity to "make the rounds” of

government suthoriziag departments and agencies in Seoul and of departmants of
local government.

To summarize the role and objectives of the Republic of Korea's BPZs:
Both Xssan BPZ and Iri EPZ were set up to attract foreign capitel for
export-oriented industries. Their net foreign exchange earnings were expected
to be high. Generally speaking it wes labor-intensive industriec which were
attracted so that one of the other objectives of development — employment
creation - could be schieved. To bring in foreign capital various incentives
were offered but it seems that many of these incentives were alsc available to
foreign capital locating elsewhere in the Republic of Korea - and especially
in the general Industrisl Estates which had been in existence sinice the early
*60s. It is a moot point as to how much of the foreign capital attracted to
the EPZs would have entered the Republic of Korea in any case, given the
history of dynamic expansion since the beginning of the '60s and given the low
wage rates, skilled, dedicated and adaptable labour and stable political
environment which characterised the country. It may be that, in effect, part
of the economic rents accruing to the projects undertaken were lost to the
Republic of Korea Govermment through its provision of unnecesssry

. 18/
incentives.™

lH
oC
~

The two studiez which explicity make s cost-benefit snalysis of Masan
EPZ conclude that the rate of return was reasonable. Boum Jong Choe in
"An Economic Study of the Masan Free Trade Zone", 1975, p.248 estimated
the marginal benefit-cost ratio to be betwoen 1.24 and 2.34, depending
on assumptions about the discount rate and the shadow wage rate. Peter
Werr, in "Korea's Masan F:ne Export Zone: Benefits and Costs™ (1984,
p-183) celculated the internal rate of return at 5.9 to 15.0 per cent,
depending on the wage differential between inside and outside the zone -
effectively, again, the shadow wage . ate - and sssumptions on the life
of the zone. Both results, although ressonably heartening to sdvocates
of RPZs, appear to be dependent on a number of sssumptions which might
or might not be correct. Moreover, by their nature, calculations of
this sort do not deal with the countzrfactusl situation: "what if the
capital would Lave come in anyway and gone elsewhere in the economy?”
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I1.2 STATISTICAL APPRAISAL OF THE REPUBLIC OF KOREA'C EPZ STRUCTURE AND
CTIVITIES

2.1 The firms: number and sectors

Tables 1, 2 and 3 provide preliminary data on total investment (foreign
plus domestic) and the number of firms in the two EPZs, Masan and Iri.lgl
Although 1970 is given as the starting date of Masan EPZ, production and
exports did not effectively get under way tvntil 1971. 1Iri EPZ commenced
operations in 1974. It will be seen that in Masan's cese the maximum number
of firms in the zone, 115, was reached early, viz in 1973. Since then there
haz been a decline to 79 in 1985 and 78 in the first half of 198¢. These bare
numbers, unfortunately fail to provide a complete picture of the "ins™ and
"outs™ duriag the period. MNor, unfortunately, is any informstion aveilable

/
concerning the reasons for the withdrawal of fir-s.gg

For Iri, the number of firms continued to grow to 20 in 1985, the
present nuwber but, sgsain, one cannot determine whether there were "ins™ and
“outs”.

It is interesting to note that whilst in current terms the value of
comulative investment in the two zones combined has increased year by year, so
that by 1985 it wes 284 per cent greater than, for instance, in 1974, in real
terms cumulative investment has fallen. If we deflate the current values by
an index of wholesale prices, which rose by 54 per cent between 1974 and 1985
we find that real cumulative capital investment in the two zones declined by
60 per cent.

19/ Heresafter, unless reference is made to the contrary, the names by
themselves refer to the EPZs.

20/ It would, for instance, have been velusble to have ascertained whether
firms which left the zones did so in order to locate elsewher 1ia the
Republic of Korea - and whst induced them to make that move - or whether
they ceased the Republic of Kores operations altogether. An analagous
statistic - again, apparently, on which MII maintained no recordc -
concerns the number, if any, foreign firms which have applied and apply
to come into the zones but which have been turned away from leck of
physical space. One would like to know whether, if such firms exist,
they located or are deciding to locate elsewhere in the Republic of
Korea. (See f.n. 14 for e comment on EPZ "capacity”.)
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Table 1. Cumulstive totnly investwent and number of participating
enterprises in the Masan and IRI EP2Zs (as of December 31).
Number and $'million

Number of Firms

Investment ($ million)

Yesr e bl Total e sl Total
1970 4 - 4 1.8 - 1.8
1971 22 - 22 5.3 - 5.3
1972 70 - 70 36.9 - 36.9
1973 115 - 115 82.8 - 82.8
1974 110 1 111 88.9 2.3 91.2
1975 105 6 111 89.0 3.3 92.3
1976 99 14 113 98.0 5.3 103.3
1977 99 15 114 103.9 6.7 110.6
1978 97 14 111 111.9 6.7 118.6
1979 94 14 108 115.0 6.9 121.9
1980 88 12 100 112.9 7.5 120.4
1981 89 17 106 117.2 11.9 129.1
1982 83 16 99 116.2 11.8 128.0
1983 83 18 101 118.2 15.7 133.9
1984 79 19 98 128.2 16.8 145.0
1985 79 20 99 125.9 14.3 140.2
1986% 78 20 98  132.4 17.5 149.9
&/ As at 30 June for Masan; as at 31 May for Iri.

b/  Foreign plus domestic.

Sources: Jong-Nam Kim, tivities in the Korean Export Processin

Zon’ °, Table 3, Ministry of Trade and Industry, November 7, 1983
(mimeo.), as updated by MTI, August 1986.

Administration Offices of the EPZs.
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Table 2. by products within the Masan and Iri et

Processing Zones, as at 31 Merch 1986
No of firms and $'000

Sector Number of Pirms Investment ($'000)
Mesen Iri Total Masan Iri Total Per cent
BPZ EPZ No. Per cent EPZ EPZ

Electronics and

Electric 23 1 24 24.7 69,974 1,384 71,358 50.7
Metal 16 1 17 17.5 22,480 349 22,829 16.2
Precision :

machinery 9 - 9 9.3 13,840 - 13,840 9.8
Textiles 8 8 16 16.5 5,424 9,184 14,608 10.4
Machinery 4 - 4 4.1 2,039 - 2,039 1.4
Footwear 3 - 3 5.2 6,543 - 6,543 4.7
Non-Metal 5 - S 5.2 1,319 - 1,319 0.9
Leather - S 5 5.2 - 2,270 2,270 1.6
Stone Processing - 3 3 3.1 - 908 908 0.6
Others 8 1 9 9.3 4,688 227 4,915 3.5
Total 78 19 o7 100.9 126,308 14,323 140,630 100.0

Source: Ministry of Trade and Industry.
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Table 3. by products within the Masan and Iri

/
Processing Zones, as at 30 Jupe 1986!

Mo. of firms and $'(

Sector Number of FirmsR/ Investment ($°000)

Masan Iri Total Masan Iri Totsl Per cern

EPZ EP2Z No. Per cent EPZ EPZ
Electronics and
Electric 23 1 24 25.3 76,107 1,384 77,492 51.7
Metal 16 1&/ 17 17.9 22,480 3,501 25,981 17.3
Precision
machinery 8 - 8 8.4 13,840 - 13,840 9.2
Textiles and
garments 8 8 16 16.8 3,424 9,184 14,607 8.7
Machinery L] - 4 4.2 2,039 - 2.039 1.4
Footwear - 5 - 5 5.3 6,543 - 6,543 4.4
Non-Metal 5 a4/ 9 9.5 1,319 - 1,319 0.9
Leather - -&/ - - 2,270 2,270 1.5
Stone Processing - 3 3 3.2 - 908 908 0.6
Others 8 1 9 9.5 4,688 227 4,915 3.3
Total 77 18 95 100.0 féz.aao 17,475 149,915 100.0
8/ The Iri figures refer to the 31 May 1986.
b/ Operating companies.
¢/ In addition, one company is ptreparing to operate.
d/ It addition, one company is preparing to establish.
¢/ At 31 March 1986 Iri EPZ hed five companies in this category with a total

Sources:

investment of $2.3 million of which $1.5 million wes foreign-owned capitel.

Administration offices of Masan and Iri EPZs.
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The average size of firms, in terms of investment, has been and is
small, ranging from $0.24 million in 1971 to $1.5 million in 1984 and 1986.
But sgain, after deflating for price movements, one finds a real decline in

the average size - & decline of 55 per cent.

Tables 2 end 3 gre identical except that Table 2 refers to March 1986
and Teble 3 to June 1986. It was thought that it might be interesting to
observe the changes that can occur in a short interval of three months.
Zssentially, whe: happened was the following:

Msan and Iri both lost & firm, reducing total numbers from 97 to 95

-~ Total cumuletive investment rose from $140.6 million to £:49.9
million, a rise of 6.6 per cent.

- The average investment per firm rose from $1.45 million to $1.58
million, a rise of 8.8 per cent.

- It appears thet the firm Masan lost wes in the “precision machinery”
sector (a drop from 9 firms to 8) - yet that conclusion is not bornme
out by the investment figures which show identical investment in this
sector in the two periods.

- The Iri changes are more confusing. On the statistics, it would
appear that in that 3-months period the EPZ gained 4 companies in the
"non-metal” (also translated as the "non-ferrous-metal”™ sector); it
had none in March.

- Iri appears to have lost gll its 5 firms in the "leather”™ sector over
the 3-months period.2l/

2.2 ]Investment: forejgn and domestijc

Tables &4 to 15 present data referring to investment, foreign and
domestic, by country and sector. Comparisons are made between the EPZs and
the Republic of Korea. Tables 4 and 5 refer to Masan and are identical except
that Table 4 refers to March 1986 and Table 5 to June 1986.

21/ The coxments about odserved changes in suck a short period point to the
necessity of obtaining detailed information on the firms which come into
and lesve the zones.
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Some of the conclusions which emerge from Tables 4 and S are the
following:

- Republic of Korea investment in Masen constitutes 10 to 11 per ceat of
the total.22/

— Joint ventures in Masan constitutes 16.8 psr cent of the total
investaent.

- Japanese investment is predominaatly fully-Japenese owned (87 per
cent) whereas in the US case & minority is fully-US owned (31 per

cent). This clearly reflects different attitudes towards the
desirability or the necessity of having a Republic of Korea partner.
It is noticeable that Japeanese fully-owned investmert incressed by
some $6 million between the first and second quarters of 1986 whilst
there was no change in Japan-Republic of Kores joint ventures. The
whole of the sdditional Japansse iavestment was in the "electronics
and electric” sector.

- Investment in Masan, other than from Japan snd USA, is negligible -
only some 2.5 per cent of the total.

Tebles 6 and 7 refer to Iri and again are identical except that the
former is dated March 1986 and the latter May 1986. Both are included to show
the dramatic surge of ioint ventures investment which occurred in that short
period-a rise from $6.9 million to $10.0 million, or 45.7 per cett. Wholly
foreign-owned investment remsined static over the period. A country breakdown

is not available for Iri.

Tebles 8 end 9 refer to Mecen end are identical except for the fact that
Tabie 8 is dated Merch 1986 and Teble 9, June 1986. They show the proportion
of investment held in various sectors by different contries and have been
derived from Tables 4 eand 5. Most Japanese investment clearly is made in the
"electronics and electric™ industry (63 per cent in March 1986 and going up to
65 per cent in June 1986). On the other hand, US investment is concentreted
in the "footwear” sector (45 per cent of USA's total investment). The
Republic of Korea has no investment in the "electronics and electric” sector,
holding sbout one half of its total investment ia the "metal” szector (of small
importance to Jspan and USA and of zero importance to other coustries).

22/ Omnly from 1980 was & national of the Republic of Kores permitied to own
en occupant enterprise in i‘s entirety (Kim, 1981, p.3).
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Teble 6. Investment jn Iri EPZ by sector as at March 1986
Bumber of firms®/ and $'000

Sector Wholly Foreign Joint Ventures Totasl Per cent
$'000 $°000 $°000
(MNo.)
Textiles 3,834 3.349 9,184 64.1
(8) (42.1)
Leather 1,459 811 2,270 15.8
(s5) (26.3)
Electronics 1,361 24 1,384 9.7
(1) (5.3)
Stone processing 660 248 908 5.3
(3) (15.8)
Metal - 359 349 2.4
(1) (5.3)
Other 114 114 227 1.6
(1) {5.3)
Total 7,428 6,895 14,323 100.0
(19) (100.0)

a/ Only the total number of firms in esch sector is available.
Source: MNinistry of Trade and Industry.

Teble 7. Investment in Iri EPZ by sector as at 31 May 1986
Number of firms2/ and $'000

Sector Wholly Foreign Joint Ventures Total Per cent
$°'000 $'000 $'000
(No.)
Textiles 3,834 5,349 9,184 52.6
(8) (40.0)
Leather 1,459 811 2,270 13.0
(5) (25.0)
Electronics 1,361 24 1,384 7.9
(1) (5.0)
Stone processing 660 248 908 5.2
(3) (15.0)
Metal - 3,501 3,501 20.0
(2) (10.0)
Other 114 114 227 1.3
(1) (5.0)
Total 7,428 10,046 17,475 100.0
(20) (100.0)

8/ Only the total number of firms in each sector is svailsble.
Source: Administration Office of Iri EPZ.
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Table 8. Proportiom of gnv'!t-.nt!! held in verious gectors
by countries: Masan RPZ, as at March 1986
Per ceant

Sector Japan USA Republic Others
of Korea (per ceat)

Electronics and Electric 62.9 34.8 - 90.6

NHetsl 14.5 9.9 49.3 -

Precision machinery 12.7 3.7 3.6 -

Texciles 1.1 - 28.9 9.4

Machinery 1.8 3.5 - -

Footwear 2.3 44.6 11.8 -

Non-metal 6.2 3.7 6.4 -

Others 4.5 - - -

Total 100.0 100.0 100.0 100.0

8/ Includes wholly foreign-owned and joint ventures.

Sonrce: Table 3.

Table 9. Proportion of inve:t-entsl held in various sectors
by countries: Mssen EPZ, as st 30 June 1986
Per cent
Republic

Sector Japan USA of Korea Others Total
Electronics and Zlectric 64.9 34.7 - $0.6 57.5
Metal 13.7 9.9 49.3 - 17.0
Precision machinery 12.0 3.7 3.6 - 10.5
Textiles 1.0 - 28.9 9.4 4.1
Machinery 1.7 3.5 - - 1.5
Footwear 2.2 44.6 11.8 - 4.9
Non-metal 0.2 3.7 6.4 - 1.0
Others 4.3 - - - 3.5
Total 100.0 100.0 100.0 100.0 100.0

8/ Includes wholly foreign-owned and joint ventures.

$ource: Table 4.
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Tables 10 and 11 sgeain refer to Masan, for March and June 1986
respectively. They show the country-concentration of investment in each
sector. Por instance, some 94 per cent of all the investment in the
"electronics and electric™ sector is Japanese; 74 per cent of investment in
the "textile™ sector is from the Republic of Korea. Of the total investment
made in Masean 83 per cent is Jepanese and & per cent is American.

Teble 12 preseats & wide range of statistics from 1970 to May 1986 on
EPZ and Republic of Kores investment in order to obtain s general picture of
the importance of the EPZs in the Republic of Korea economy. As will be seen,
for both Masen end Iri statistics are presented for domestic and foreign
investment for all the years with the object of ascertaining the growth in the
relative importance of domestic investment in both zones.

Let us start with Masan in 1971. Over the next five years domestic
investment formed 6 or 7 per cent of the total. From 1977 on domestic
investment began to increase proportionately and rose to a peak of 28.7 per
cent in 1982. From here it fell steacily to 22.0 per cent in May 1986 - a
figure somewhere between the 1980/1981 proportions. However, it is remarkabie
that since 1981 about one quarter of the cumulative value of total investment

in Mesan has been owned by Republic of Kores nstionals.

In the case of Iri the reliance upon dcmestic capital from very early
years is even more pronounced. As early as 1975, one year after the
establishment of the zone, 28 per cent of total cumulative investment was
coming from Republic of Korea nationals. After three succeeding years of
reduced domestic proportions an upsurge began in 1979/80 which continued until
st least May 1986 when 57.5 per cent of cumulative investment was sourced in
the Republic of Korea. Clearly the permission granted in 1980 for Republic of
Koresa nationals to fully own an EPZ enterprise (mentioned in f.n. 22) had an
effect; but whether permission was granted becsuse of a shortage cof new
foreign entrants or because of pressure from domestic manufacturers who wished
to aveil themselves of EPZ facilities must, in the absence of further

information, remsin moot.

Considering the two zones together, domestic investment reached 30 per
cent of the totsl investment in the zones in 1983 and fell to 26 per cent in
May 1985.



Teble 10. Proportion of total 1:vnstn.nt£l in sectors held by

various couniries: Massen EPZ, as at March 1986
Per cent

Republic
Sector Japan USA of Korea Otbers Total
Electronics and Electric 93.1 2.7 - 4.1 100.0
Betal €7.0 2.4 30.5 - 100.0
Precision machinery 94.9 1.5 3.6 - 100.0
Textiles 20.4 - 74.0 5.5 100.0
Machinery 90.5 9.5 - - 190.0
Footwear 37.1 37.8 25.0 - 100.0
Non-metal 17.0 15.5 67.5 - 100.0
Others 100.0 - - - 100.0
Total 82.1 4.4 11.0 2.5 100.0

8/ 1Includes wholly foreign-owned and joint ventures.

Source: Table 3.

Table 11. Proportion of total investaent!/ in sectors held by

various countries: Mssan EPZ, ag at 30 June 1986
Per cent

Republic
Sector Japan USA cf Korea Others Total
Electronics snd Electric 93.7 2.5 - 3.8 100.0
Metsl 67.0 2.4 30.5 - 100.0
Precision machinery 94.9 1.5 3.6 - 100.0
Textiles 20.4 - 74.0 5.5 100.0
Machinery 90.5 9.5 - - 100.0
Footwesr 37.1 37.8 25.0 - 100.0
Non-metal 17.0 15.5 67.5 - 100.0
Others 100.0 - - - 100.0
Total 82.9 4.2 10.5 2.4 100.0

¢/ Includes wholly foreign-owned and joint ventures.

Source: Table 4.
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Tadle 12 (coatinued)

Total Republic of Korea Masan and Iri EPZs
Investaent Funded From
Poreign Domestic & foreign PForeign Domestic & foreign
direct direct investmentb/ investment as investmeat ss
investmentd/ plus other net proportion of proportion of
capital inflows totel foreign- total domestic
(= Total domestic direct capitel formation
capital formation) investaent
$ million Per cent
1970 14 2,065 8.6 0.0?7
1971 39 4,011 12.6 0.13
1972 133 6,094 26.2 0.61
1973 289 9,258 27.3 0.89
1974 363 13,181 23.2 0.69
1975 532 18,498 16.5 0.52
1976 605 25,406 16.1 C.42
1977 671 35,385 15.6 0.33
1978 799 50,806 13.1 0.24
1979 906 71,962 11.9 0.17
1980 1,047 89,955 9.4 0.13
1981 1,192 108,811 7.9 0.12
1982 1,380 129,745 6.6 0.10
1983 1,648 153,133 5.7 0.09
1984 2,067 178,266 5.2 0.08
1985 2,599 203,082 4.0 0.07
1986.5 . .o . .-

Statistics in this table are cumulative from 1970.

»
~

Foreign direct investment should represent a net concept i.e. net of
repatristion of foreign capital and exports of capital by Republic of Korea
nationals. However, the figure which is used is that which is titled "Foreign
Investment by Yesr” by the Ministry of Pinance and this appears to be
essoentially a gross concept. Thus the importance of Masan and Iri are
understated in the Table. But irrespective of the definition of
direct-investment, the domestic capital formation column is correct (since the
"other net capitsl inflows™ effectively takes care of the problem) and
therefore the last column in the Table is also correct.

g
~

Sources and notes: Masan and Iri investaent from the Administration Offices of the
EPZs. 7Totsl Repudblic of Korea Domestic Capital Formation from

Bank of Kores, Economic Statistjcs Yearbook, 1985 and Monthly
Statisticel Bulletin (the current won figures were converted to
$ on the basis of the appropriaste-year excheange rates from IMF

, before cumulating). Total
Republic o! Korea investment from foreign sources from Ministry

of Pinence, Investment Guide to Kores, 1986, Appendix 2, p. 97.
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The Table (penultimate columm) also shows the importance of investment
in Massa and Iri in relation to totsl direct investment. From 1970 to 1973
investment in Masan rose from 8.6 per cent of total direct investment in the
Republic of Korea to & 1970-85 peak of 27.3 per cent. Thereafter the relative
importance steadily declined, to 8.9 per cent in 1980 and 3.7 per cent
in 1985. The addition of Iri sdds about one half of one per cent tc the Masan
proportions. Por instance, in 1974 Masan's cumulative investment slorne
constituted 22.6 per cent of cumulative direct investment in the Republic of
Korea; the addition of Iri makes the proportion 23.2 per ceat. In 1980 the
combined proportion was 9.4 per cent; in 1985, 4.0 per cent. This series, of
course, is o vanifestation of the attractiveness of the the Republic of Kores
in general tc foreign capital; it is only to be expected that the EPZs would

decline in relative importance.

The finsl column serves merely to underscore the last comment: taking
the domestic and foreign capital together which has been invested in the zonmes
we find that as a proportion of total domestic capital formation this rose to
a peak of 0.89 per cent in 1973 and fell consistently to 0.07 per cent in 1985.

Dealing in cumulative investment statistics, as is done in Table 12,
does, however, obscure some of the interesting annual movements which took
place. Table 13 is designed to overcome this problem. It shows the net
movements of investment into Masan and Iri, separately and jointly, from 1971
to May 1986. It will be sesn that there were a number of years when there was
s net capital flow out of the zones (1980 to 1982 and 1985 for Masan; 1978 to
1980 and 1985 for Iri). A limitetion of the table should be noted, however;
the foreign direct investment in the Republic of Korea is gross rather then
net. HNence the proportions in the last column understate the relative
importsance of Masan and Iri. With this in mind, we see that in the year 1972,
a year after it began operations, Masan attrected about one third of the total
foreign direct investment coming into the country. By 1975 Masan was "full”
snd new investment was negligible. But Iri was now on the scene, attracting
foreign investment of nesrly $3 million. However, through the dramatic
increase of direct investment into the Republic of Korea in that yeer even
Iri's sddition to Massn feiled to raise the aggregate zones' proportion to
wore than 2 per cent. From 1976 to 1979 it aeppesrs that deepening of cepitsl
was taking place in Masen, probably primsrily due to re-investment of pert of
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Table 13. Poreign investment in Masen and Iri EPFZs in relation to totsl

foreign direct investment in Republic of Koggg;!
$°'000 and Per cent

Foreign Investment in Foreign Masan and Iri
direct EPZs as Proportion

Masan Iri Masan BPZ investment of foreign direct
EPZ EPZ plus Iri in Rep. of investment in Rep.

Year®/ EPZ Korea of Kores
$'000 $'000 $°000 $'000 Ter cent

1971 3,633 n.a. 3,633 25,793 14.1

1972 30,050 n.a. 30,050 93,072 32.3

1973 43,866 n.s. 43,866 156,606 28.0

1974 3,387 n.a. 3,387 74,003 4.6

1975 639 2,788 3,427 169,398 2.0

1976 9,603 957 10,560 72,160 14.6

1977 2,059 5,543 7,602 65,915 11.5

1978 ) 3,894 ~-4,207 -313 128,438 -0.1

1979 4,204 -1,090 3,114 "n7,312 2.9

1980 -8,434 -382 -8,816 240,751 -6.3

1981 -6,996 1,867 -5,12% 145,327 ~3.5

1982 -3,251 855 -2,396 187.791 -1.3

1983 1,923 209 2,132 267,753 0.8

1984 1,285 585 1,870 419,049 .4

1985 -1,228 -1,798 -3,026 531,720 -0.6

19862, 6,888 0 6,888

8/ During the year.
b/ Up to May 1986.
¢/ Por note on foreign direct investment see note (b) to Table 12.

Sources: Masan and Iri EPZ Administration Offices and derived from Ministry
of Finance, Investment Guide to Korea 1986, Appendix 2, p. 97
(Note: Earlier editions of the Guide refer to the statistics as
representing "Foreign Investment Approval”; the 1986 edition,
however, titles the series "Foreign Investment by Year”.)
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the profits. And in 1976 toteal zones' foreign investment reached a new high
of 14.6 per cent of total direct foreign investment in the Repudblic of Kores.
The years 1977/78 seem to mark a turning-point: aggregate zone investment
faltered and became negative or negligible - a situation which continued up to
1985. 1In 1986, up to May, there was & resurgence of interest in Kasan

($7 million of new investment) but Iri attracted no new capital following a
loss of $1.8 million in 1985.

Tablz 14 presents information on the countries of origin of investment
in the Republic of Korees and in Masan and Iri over the years 1962-1985. The
growing importance of Jepan is evident: from s mere 3.0 per cent of foreign
investment in the Republic of Korea in 19$52-66 to 52.4 per cent in 1982-85.
Over the whole period Japan contributed 51.6 per cent of all foreign capital.
However, the average value of Jspanese projects is relatively small -
$1.8 million as opposed to $4.2 million for European projects and $2.2 million
for the average.

As has been indicated previcusly the overwhelming importance of Japanese
investment in Massn and Iri is clear; in mid-1986, 93 per cent in Masan and
81 per cent in Iri. Table 14 also shows that the sverage Japanese investment
in Masan was larger than the average of all Jepanese prcojects in the Republic
of Korea. But in Iri Japsnese projects are smaller than the overall Japanese
average. Finally, it is interesting to note that Masan and Iri together
account for some 9 per cent of total Japanese investment in the Republic of

Korea, but for less than 1 per cent of Americal investment in the country.

Table 5, it will be recalled, set out to depict sectorsl investment in
Masan by country in June 1986. The analysis has been deepened, to the extent
it is possible to find correspondence between Republic of Koresa and Masen
sectors, to examine the Republic of Korea/Masan differences in the sectorsl
investment patterns. Briefly, one finds the following situstion:

— Japan's investment in the electric and electronics sector is
relatively much more importent in Masan (65 ger cent of its total
Masan investment) than in the Republic of Korea (10 per cent of its
total Republic of Kcrea investment). It also sppears that of all
Japanese investment in this sector, sbout 53 per cent is in Masan and
47 per cent in the rest of the Republic of Korea.

- For the USA, however, the relative importance of this sector is nearly
the same inside the EPZ and in the Republic of Korea as a whole.




- 34 -

Table 14. Poreign investment in Republic of Korea and Massn gnd Irj EPZs
$million, per cent end number
Republic of Korea
Japan USA Europe Others Total
$ million
1962-66 0.7 ( 3.0) 21.9 (95.2) 0.2 ( 1.4) 0.1 ( 0.4) 23.0 (100.0)
1967-71 40.8 (56.1) 12.4 (17.1) 9.0 (12.3) 10.5 (14.4) 72.7 (100.0)
1972-76 376.9 (66.7) 67.9 (12.0) 68.5 (12.1) 51.9 ( 9.2) 565.2 (100.0)
1977-81 214.9 (36.6) 208.1 {35.4) 95.0 (16.2) 69.7 (11.9) 587.7 (100.0)
1982-85 737.3 (52.4) 461.2 (32.8) 112.3 ( 8.0) 95.5 ( 6.8) 1,406.3 (100.0)
1962-85 1,370.6 (51.6) 771.5 (29.1) 285.1 (10.7) 227.8 ( 8.6) 2,655.0 (100.0)
Number of Prcjects
1962-85 772 (65.1) 248 (20.9) 68 (5.7) 98 (8.3) 1,186 (100.0)
Average Value of Investment per Project($ million
1962-85 1.8 3.1 4.2 2.3 2.2
3.1
Masan EPZ
Value as at
30 June 1986 109.8 (92.7) 5.6 (4.7) 3.2 (2.7) 118.5 (100.0)
$ mill. (per cent)
Number of projects 56 (84.8) 8 (12.1) 2 (3.0) 66 (100.0)
No. (per cent)
Average value per
project.$ mill. 2.0 0.7 1.6 1.8
iri EPZ
Value as at
31 May 1986 7.8 (81.3) 0.3 (3.1) 1.5 (15.6) 9.6 (100.0)
$ mill.(per cent)
Number of projects 10 (83.3 1 (8.3) 1 (8.3) 12 (100.0)
No. (per cent)
Average value
per project.$ mill. 0.8 0.3 1.5 0.8

continued
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Table 14 (continued) -

Republic of Korea

Japan USA Europe Others Total
$ million

Masan and Iri RPZs

Value as at mid-1986
3 mill. (per cent) 117.6 (91.7) 5.9 (4.6} 4.7 (3.7) 128.2 (100.0)

Number of projects
No. per ceat 66 (84.6) 9 (11.3) 3 (3.8) 78 (100.¢C)

Average value per

project.$ mill. 1.8 0.7 1.6 1.6

Masan and Iri EPZs as percentege of Republic of Korea

Value as at

c. 1985/86 per cent 8.6 0.8 0.9 4.8
No. of projects 8.5 3.6 1.8 6.6
per cent

Average value
of project 100.0 22.6 58.1 72.7

Sources: Administration Offices of EPZg, Ministry of Finance, Investment Guide to
Kores, 198(, Appendix Two, Table IX, p. 99 and EPB. Masjor Statistics of
Korean Economy 1986. Table 10-22, p. 253.



Table 15. Porelgn investment by country and induetcy. Republic of Kores®’ _and Weess grz®/

§ million and per cenmt

Japan {nvestment in USA investment in Other Ilnvestment in Total Lavestment in
Sectors/
ROK Wasan EPZ ROK Wasan RP2Z ROK Hesan RPZ ROK Nasen BRPZ
] Per  § Per 3 Fer T Fer ¥ Por 4 Per | For  § Por
million cent wmillion cent wmillion cent wmillion cent million cent mlillion cent wmillion cent millioa cent
Rlectric snd electronics 133.6 9.7 na 64.9 211.1 27.4 1.9 33.9 4.9 8.1 2.9 90.6 386.2 14,5 76.1 64,2
Nachinery$/ 103.8 1.8 135.0 1.7 137,93 20.4 0.4 1.1 16.2 3.2 - 217.%  10.5 15.4 13.0
Welsls 30.9 32 15.1 11.8 8.0 1,0 0.6 10,7 13,7 2.7 - - 72.6 2.7 15.7 13,2
Textiles and gerwents 63.9 A8 1.1 1.0 0.8 0.1 - - $.9 1.2 0.3 9.4 12.9% 2.7 1.4 1.2
Othecs 1,016.4 14,2 7.3 6.6 3% 51.1 2.7 48,2 43%.5 84,9 - 1,846.2 9.5 10.0 8.8
Total 1,370.¢6 100.0 109.3 100.0 171.93 100.0 3.6 100.0 312.8 100.0 3.2 100.0 2,655.0 100.0 118.6 100.0
Por cent of totel:
Repudblic of Kocea 31.6 29.1 19.3 100.0
Hasan BP2Z 92.6 6,7 2.7 100.0

4/ Cumulative investments, 1962-1985.
b7 As st 30 June 1986 (Statistics aveilable only for Masan RPZ; Iri stetistics are not broken down by both !ndustey gnd couatrey).
¢/ Only the four sectors licted can be compared between "Repudlic of Korea” and "Masan EPZ",

4/  Appears as “"machinery"” in Republic of Korea statistics and hence assumed to include “machinery” and "precision machimery™ listed in Nasen 72
statistice which, consequently, have been combined.

gourcas: Repudlic of Korea: Ministecy of Pinence, Invertment Guide to Kores 1986, Appendix 2, Tadle 1I, p.99.
Nasan RPZ: Administration Office.
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-~ Other countries’ investment in Masan is almost exclusively in this ome
sector (91 per ceat) whilst for the Republic of Kores as a whole ocaly

8 per ceat of other countries' investment is directed to this sector.

-~ As far as total investment in Masan is concerned 64 per ceat of it is
in the electric and electronics sector whilst for all foreign
investment in the Republic of Korea 15 per cent only is made in the
sector.

Thus, in general, it is clear that the electric and electronics sector
is relatively & much more favoured sectcr in Masan than it is in the Repubdblic
of Korea as & whole. (A similar analysis could not be carried out for Iri
because of the lack of a country/sector investment breakdown.)

2.3 rts and net e rt_eatn [

The main dats for em exsmination of eaports snd net export earnings froa
Masen and Iri is to be found in Tables 16-21 and also in Table 31.

Tables 16 and 17 are fundamental to an understanding of the historical
trend of exports from the two zones and for s clecrzal depiction of net
foreign exchange earnings and of factor and mon-factor costg (the last, both
foreign-imported snd domestic). A rigorous setting-out of all the components
enables one to calculate value added and, utlimstely, profitability.

23/ Clarity is stressed because all too often in the literature on EPZs,
including that on Massn and Iri, one comes accross "Snippets” of
information about these varisbles without the whole picture’'s being
presented. The following is the type of comment one frequently reads:
"In the Masan Zone of the Republic of Kores, imports constituted 72 per
cent of exports in 1971. By 1978 this ratio had fallen to 52 per cent.
In the same zone the shrre of domestic raw materials in total foreign
currency earnings increased from 6 per cent in 1971 to 37 per cenmt in
1975". (UMIDO, 1980, p.26 quoting Kelleher, 1976, p.81.) MNow although
the statements may be correct the meaning remasins blurred. Even worse
is when the stetistic is completly misunderstood. In & 1984 OECD Report
one reads: "Between 1971 and 1979, local value added as a percentage of
export value (in Masan EPZ) rose from 28 to 52 per cent ..." (Basile and
Germidis, 1984, r.4R)., But this proportion does pot refer to "value
sdded”; what 15 meant is "net foreiga exchange earnings™ which include
payments to local meterials’ suppliers. When the word "local” is
dropped we have the even worse confusion of: "An exceptional case is the
Masan EPZ ... where the share of value added increased from 27.8 per .
cent in 1971 to 52.2 per cent in 1979" (UNCTAD, 1985, p.21). Massn R¥Z
was only "exceptional” becsuse the statistic was misunderstood! What the
figures in fact depict was, in fac:, mentioned correctly in this UNCTIAD
Roport a few peges further on: "The Massan EPZ ... recorded foreign
exchange earnings of ..... 27.8 per cent of gross exports in 1971"
(URCIAD, 198Z, p.24).
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Looking st Table 16 we note first of all that the "net foreiga exchamge
earnings™ to the Republic of Korea economy are the sum of payments for
domestic materials, wages, rent and services (electricity etc.). As a
proportion of total Masan exports these rose from abcut 22 per cent im 1971 to
51 per cent in 1985. However, there has been hardly any perceptible increase
in the proportion since 1976¢/77. Interesting, “services™ constitutes a high
proportion of met foreign exchange earnings, being almost ss important as
firms®' expenditures on domestic materials.

A second messure of the degree of "linksge™ with the domestic economy is
shown in column 9 wher:> the proportion of domestic raw materials in total raw
material usage is calculated. We see that the proportior was very smell in
the early days of Masan (3 to 6 per ceat) but that it quickly rose to one
quarter snd then to ome-third. But it hes remsined at ome-third since 1976/77.

As can be seen in the table (column 13) it was possible to calculate
value added as s proportion of gross output and whilst there have been
fluctuations there is an unmistakeble downward trend; it sppears that

non-factor inputs have been growing more rapidly then exports.

Table 17 presents similar dats for Iri. In general it appears that net
foreign exchange earnings as ¢ proportion of exports have been rather lower
for Iri thsn for Masan. Even more disturbing is the fact of s decling trend
from 1977 to 1985. Domestic raw materials as s proportion of totsl raw
materials over that period are hardly any higher ther for Masan st the
beginning of its operating period (Masan, 6.0 per cent in 1972; Iri, an '
aversge of 7.5 per cent 1977-85). The Iri proportion is less then one-quarter
of the Massn figuce.

From s yvslue sadded point of view, however, Iri is particulerly strong.
Over the period 1977-85 value added as & proportion of exports averaged
15.2 per cent whilst in Masan over the same period it averaged 11.7 per cent.

An interesting point emerges from comparing the last columns of Table 16
(Masan) and Teble 17 (Iri): the profitability (i.e. from e private point of
view) is considerably higher in Iri than in Mssen. (See Table 24 for further
statistics on Masen’s profitability.)
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Tables 18 and 19 look at exports by category over a period of years for
Basan and Iri respectively. As a preliminary comment we might mote that Masan
and Iri exports together constituted 3.1 per cent of exports of manufactures
from the Republic of Korea in 198S.

Within Masan, and excluding the first msjor year of operation, 1971,
then has been a slight increase in the importance of electric and electronic
manufectures in the zona's totsl exports - from 53 per cent in 1975 to 64 per
cent in 1985. But the item which showed the greatest increase in relative
importance was precision machinery (from 4 per cent of the total in 1975 to
14 per cent in 1985). This category of exports grew by 33 per cent psr annum
(in current value terms) over the period. MNasan's total exports grew rather
more slowly 1975-85 than did exports of manufactures from the Republic of
Kores as 8 whole - 17 per cent per snnum as against 24 per cent per snnum.
Only one item in the Masen export categories could be identified which
corresponded to the Republic of Korea export cutegoriet.zg! This was
'footuenr'.zil It is interesting to note that the relative importance of
footwear exports in Masan's bundle of export goods is approximately the same
as that for the whole of the Republic of Kores - some 4 to 5 per cent.

Iri's exports are obviously dominated by textiles - 74 per cent in 1981,
64 per cent in 1985. But metals and electrical items have tripled their
relative importance over those four years and have shown annual growth rates

of 47 and 44 per cent respectively.

Statistics of exports by country of destination are available only for
Masan. They are given in Table 20. The importance of Japan and USA as
markets is clear; between them these two countries took 85 per cent of Masan’s
exports in 1978. The proportion was still as high in 1985 and the first-half
of 1986. Except for the yeer 1978 (of the years quoted in the table) Japan
took a considerebly higher proportion than USA. This is contrary to the

24/ This is just one example of the desirability of standardizing EP2
statistics along the Republic of Korea and, ultimately, intermational
1lines.

25/ Csalled, confusingly, in Masan's stetistics up to 1981, "chemical”.




Table 18.

$ million and per cent

Sector 1971 1975 1980 1985 Rate of increase
1975 - 19838
$ million Per cent § million Per cent $ million Per cent § million Per cent Per cent per annum
Blectronics and electrical 0.8 86.4 93.4 53.4 3945.8 62.9 521.3 64.4 18.8
Hetal - - 29.3 16.7 51.1 8.1 64.3 7.9 8.2
Noa-ferrour metal - - - - 2.6 0.4 3.0 0.4 -
Machinery - - 7.5 4.3 7.8 1.2 21.8 2.7 11.3
Precision machinery - - 7.0 4.0 79.8 12.7 115.6 14.3 33.0
Textiles and garments 0.01 1.0 8.4 4.8 11.7 1.9 22.4 2.8 10.3
Footwear - - 8.0 4.6 38.3 6.1 36.4 4.5 16.4
Other 0.02 2.6 21.2 12.1 42.0 6.7 24.5 3.0 1.5
Total 0.86 100.0 174.8 100.0 628.1 100.0 809.3 100.0 16.6
Republic of Korea:
rts of footweard’ 37.4 3.2 191.2 4.0 874.5 5.4 1,534.3 5.3 23.5 )

Total exports of manu-

factures 1,162.9 100.0 4,791.2 100.0 16,150.8 100.0 28,879.6 100.0 19.7 z

8> Footwesr is the only category in Republic of Korea export statistics which corresponds to a category in Masan EPZ export
statistics.

Sourcep: Masen EPZ: Ministry of Trade and Industry.
Republic of Korea: EPB, Major statistics of Koresn Ecopomy 1986, Tables 10-4a end 10-7b, pp.225 and 232,



Table 19. 1Ir{ EPZ: Exports by category, selected years 1981-1983
$'000 and per cent
1981 1983 1985 Rate of increase
1981 -~ 1983
$ ‘000 Per cent $ '000 Per cent $ ‘000 Per cent Per cent per annum
Toextiles 39,419 73.8 40,819 63.8 31,193 63.0 6.8
Leather 10,133 19.0 13,972 22.3 17,596 21.9 14.8 )
Hetals N 0.6 852 1.4 1,549 1.9 47.1 &
Blectrical 1,716 3.2 4,239 6.8 7,440 9.2 44,2 !
Stone processing 1,7 3.3 2,138 3.4 2,718 3.4 11.2
Total 53,378 100.0 62,017 100.0 80,493 100.0 10.8

Source: NTI.
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experience of the Repudblic of Korea as a whole where the US market

predominates:
Per cent of totsl exports of the Republic of Korea
consigned to 1978 1980 1982 1984 1985
USA 31.9 26.3 28.6 35.8 35.5
Japan 20.7 17.4 15.5 15.7 15.0

For Masan, too, it appears that the Jspanese market has been growing
much wmore rapidly than that of the United States; whilst -the volume of exports
to Japan grew at 10.5 per cent per annum 1978-86 the U.S. market grew at less
than 1 per cent per annum.

One other point from the table is worthy of note: despite the
preponderance of the Japanese and U.S. markets, Masan exports to between

50 and 60 countries sltogether.

Table 21 is inserted to round out the export picture of Masan and Iri
with some recent ststistics on planned and actuasl exports, sector by sector.

A number of interesting observations can be made:

- In total, only 42 per cent of the year 1986's target had been achieved
by Masan and Iri combined by the end of June 1986 (it is not known
whether this is typical and whether second-half-of-year growth rates
are usually greater than the first so as to achieve the target).

- Compared with the same period in 1985 exports are higher by 9 per cent
in Massn, 26 per cent in Iri and 10 per cent overall.

~ Masan shows a dramatic increase of 49 per cent in velue of exports of
machinery, comparing the two half-year periods. Iri's best performing
sector (apart from "others”) is the "metals™ category, with s 59 per
cent export improvement in the first half of 1986 over the same period
1985.

26/ Statistics from EPB, 1986, - = 10-12, p.243.
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2.4 Yalue added and profitebjility

Teble 16, which included data on value added and profitability for
Masan, has already been discussed. Eowever, Tables 22-24 return to the topics
in more deteil and relate Masan to the Republic of Korea.

First of all, value added: Table 22 calculates value added per employee
in Mesan and the Republic of Korea for 1980 and 1982. It appears that whilst
Masan employs just over 1 per cent of the total employees in menufacturing in
the Republic of Korea they produce less than half of one per cent of total
Republic of Korea's velue added in manufacturing. Consequently, the value
added per emplogee in Masan was only 25 per cent of the country's average in
1980 and 29 per cent of the 1982 country average. This measure, of course,
may also be construed as a measure of relative productivities. In the absence
of evidence regarding lower skill etc. of the Massn labor force than that of
the nation as a whole (and there probably is no major difference) the
conclusion is unassailable: Mssan has an industry-mix which is more oriented

towards low value-added industries than the Republic of Korea as s whole.

Table 23, desaling with the Republic of Korea, has been calculated so
that its figures on profitabilitygl/ of foreign investment can be fed into
Table 24. The objective is to compare the profitability of capitalzgl in
Masan with the profitability of foreign capital in the Republic of Korea.

Thus, turning to Table 24, we find that Masan's profit rate (i.e.
profits in relation to totel investment) varied from -6.7 per cent in 1978 to
23.2 per cent in 1985.

Some credence is given to the poor 1978 performance figure by the
following statement of the Director-General, Industrial Policy Bureau of the
Ministry of Irade and Industry:

21/ "Profitability” in Tables 23 and 24 relates to capitel investment. MNote
that in Table 16 (for Masan) and Teble 17 (for Iri) "profitability” was
related to exports.

28/ Of course, to be consistent this should messure foreign capital only;
however it proved necessary to use statistics on tots] investment in
Masan, i.e. foreign plus domestic.
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Table 22. Messn EPZ: Value added per person employed, compscred

with Republic of Korea's manufactuping, 1982
Masan BPZ Republic of Rores Masan EPZ as proportion
of Republic of Kores
{per cent)
1980 1982 1980 1982 1980 1982
Zaployment (Number) 28,532 26,012 2,014,751 2,098,787 1.4 1.2
Value added (§ million) 64.0 84.1 17,967 23,111 0.4 0.4 |
Velue added/employee ($) 2,243 3,233 8,918 11,012 25.2 29.4 &

Nasan 2P2: Administration office and table 16.

Repudblic of Korea: 1982 Menufacturing Survey in Bank of Korea, Economics
8 Ye » Table 85, p.133.

1980 Manufaecturing Survey in Bark of Korea, 1ibid. 1983, Table 104, p.171.

E




Table 23. Republic of Korea: Estimation of profitebility of foreizn direct investment, 1978-1984

$ million and per cent

Cumnlative Cumulative Remaining Gross direct Estimated Total payments Profit
Acrrivals withdrawals balence investment royalities abroad on foreign ratlo
(1) - (2) income pay- payable direct investment
sble abroad abroad (4) + (S) (6)/(3)
(1) (2) () (4) (3) (6) (7)
$ million : per cent
1978 853.3 46.3 809.0 38.3 29.4 87.9 10.9
1979 962.6 133.1 829.5 48.8 24.6 73.4 8.8
1980 1,103.3 229.8 873.5 62.7 31.% 94,2 10.8
1981 1,248.7 239.7 1,009.0 76.6 38.5 115.1 10.1
1982 1,436.4 239.7¢/ 1,196.7 66.0 33.2 99.2 8.3
1983 1,704.2 239.7¢9/ 1,464.5 94.5 47.6 142.1 9.7
1984 2,123.2 239.7¢/ 1,883.5 85.3 42.9 128.2 6.8
a/ Assumes cumulative figure remains constant at 1981 level i.e. there are no further capital

withdrawals; no reasonably based trend could be established. To the eztent that this
assumption urderstatss withdrawals, the profits ratios shown in column (7) for 1982-1984
will be lower than the actual.

s _eand : Arrivals: Ministry of Fineance, Invest Guide ea 1986, Appendix 2,
Table 1, p.97. These statistics are rather different from those quoted by
Bohn !oung Koo, "Direct rorei;n Investment in Korea™ (in Galenson W. (Bd.)

.), presumably because of official revisions.

Withdeswals: Based on Bohn Young Koo, op.cjt., Table 4.8, p.192, modified to
take account of differences in Arrivels figures.

Gross dicect investment jncome pavable sbrosd: IMF Balance of Payments
Statistics Yearbook 1985, vol. 36, part 1., p.346. The statistics are
generilly some 25 per cent greater than those quoted by Bohn Young Koo for
"Profit Remittance™. SDRs converted to US § on the basis of SDR/$ rate in

INF, International Financiasl Statistics.

Royalties: The retio of "Royalties" to "Profit Remittance” as derived from
Bohn Young Koo was used to estimate :his statistic.
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Table 24. atjonsh ) fitability in Masan EPZ [
epublic rea £ n_jnvestment, 1971-
$ million and per cent
Masan EPZ Ratio of profits to Ratio of Masen
EPZ profits
Total Total Total direct rate to Rep.
investments/ Profits b/ investment foreign of Korea
Masan EP2 investment profits rate
Rep. of Korees ¢/
$ million per cent
1971 5.3 0 - 12.2 -
1972 36.9 0.4 1.1 7.6 14.5
1973 82.8 7.1 8.6 9.1 94.5
1974 88.9 13.7 15.4 8.6 179.1
1978 89.0 9.0 10.1 7.1 142.3
1976 98.0 5.1 5.2 8.8 59.1
1977 103.9 9.6 2.2 11.5 80.0
1978 111.9 -7.17 -6.17 9.2 -
1978 10.9 -
1979 115.0 6.6 5.7 8.8 64.8
1980 112.9 5.4 4.8 10.8 44.9
1981 117.2 14.6 12.5 10.1 123.8
1982 116.2 21.0 18.1 8.3 218.1
1983 118.2 15.3 12.9 9.7 133.0
1984 128.2 2.1 1.6 6.8 23.5
1985 125.9 29.2 23.2 . .o

8/ Includes foreign and domestic.

b/ Implicity includes royalties.

¢/ Expliicity includes royalties in definition of profits.

sources:

Mesan EPZ: ZTables 12 and 16.
Republic of Korea 1971-1978: Bohn Young Koo, "The role of direct
foreign investment in Korea's Recent Economic Growth™, Table 4.8,

p-192, in Gelenson, W. (Ed.) Poreign Trade and Investment: Economic

Development in the Wewly Industrislizing Asisn Countries, University
of Wisconsin Press, Madison, 1985.

Republic of Korea 1978-1984:
break in the series in 1978.

Calculated in Table 23. AMNote the
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“The late 19708 have witnessed the econwmic condition to the EPZ
enterprises not only worsen due to expiratioa of grace periods but also
because of the Second Oil Shock. As a result, many foreign EPZ firms
fcund themselves so deep in debt that they had difficulties even to move
out. To cope with the situation, the Korean Government initiated the
legalization of the full Korean ownership of EPZ enterprises to
facilitate efficient localization.™ (Kim, Jong Nam, 1983, p.24).

It seems on the whole, however, that profitebility, spert from a few bad
years, has shown & moderately upward tremnd.

Pinally, it is interesting to compare the Masan profitability rate with
that of the Rspublic of Korea. The last column of Table 24 indicates tkhat if
we ignore 1972, when Mesan wes very newly-established, the Zone has
experienced five years when its profit performance outshone the Republic of
Korea and seven years when its performance was worse than the Republic of
Korea. Rough imspection of the data does not seem to reveal any regular

pattern of interrelationships.

2.5 Employment and wages

Tables 24-27 look in some depth at employment in Masan end Iri compared
with the Republic of Korea. Some of the conclusions which may be drawn are as
follows:

~ Masan and Iri together have never absorbed more then about one quarter
of one per cent of total employment in all industries (which
definition includes agriculture, forestry and tishing). A peak was
reached in 1977 since when the trend has been downwards.

- As s proportion of manufacturing employment only, the Zones reached a
peak of 1.2 per cent in 1973 (when, in fact, only Masan was opersting)
since when there has been & more-or-less steady decline to the
0.94 per cent of 1985.

- Masan's employment is rather more heavily weighted in favour of female
employment (about 78 per cent of the total in recent years) than is
Iri's (about 75 per cent). But it is interesting to note that there
has been & considersble decline in the proportion of women smployed in
Masen since its inception. 1In 1971 the proportion was 90 per cent; in
1985 it was 77 per cent. The corollary, that male exmployment har
increased from 10 to 23 per cent, is an indication of growing cepiial
and skill intensivity in the Zone.




Table 25.

Republic of Kores Masan + Iri EPZs as proport|
Republic of Korea

Hasan EPZ Masan EPZ + Irl BPZ All industries Manufacturing All industries Manuwfactur!
Female Total Female Total Female Total Total Total Per cent

1971 0.1 1.1 1.2 n.a. n.a. n.s. 0.1 1.2 10,066 1,336 0.01 0.09
1972 1.1 6.1 7.1 n.a. n.a n.a. 1.1 7.1 10,539 1,449 0.07 0.49
1973 4.0 17.3 21.2 n.a. n.a. n.a. 4.0 21.2 11,139 1,774 0.19 1.20
1974 5.6 15.2 20.8 n.a. n.a. n.a. 5.6 20.8 11,586 2,012 0.18 1.03
1975 5.6 17.0 22.6 . . 0.3 5.6 22.9 11,830 2,209 0.19 1.04
1976 1.2 22.8 30.0 . . 1.2 7.2 31.2 12,556 2,678 0.2% 1.17
1977 7.8 22.9 30.9 . 2.3 7.8 33.0 12,929 2,798 0.26 1.18
1978 1.7 23.3 131.0 .e . 3.0 1.7 34.0 13,490 3,016 0.25 1.13
1979 1.9 23.3 3.2 e .o 2.8 7.9 34.0 13,664 3,126 0.25 1.09
1980 6.3 22.2 28.5 0.7 2.0 2.7 7.0 31.2 13,706 2,972 0.23 1.03
1981 6.2 21.8 28.0 0.9 2.6 3.5 7.1 N.s 14,048 2,872 0.22 1.10
1982 6.0 20.0 26.0 1.0 2.6 3.6 7.0 29.6 14,424 3,047 0.21 0.97
1983 €.5 24.5 31.0 1.0 2.7 3.7 7.5 34.7 14,5195 3,278 0.24 1,06
1984 1.2 26.7 33.9 1.0 2.9 4.0 8.2 37.9 14,417 3,350 0.26 1.1
1985 6.6 22.3 29.0 0.9 2.9 3.8 7.5 32.8 14,9238 3,500 0.22 0.94
19862/ 1.0 24.7 .7 1.0 3.4 4.4 8.0 3.1 ‘e - . oo
o/ BPZ, 30 June 1986; Iri BPZ, 30 April 1986. (The total for 30 June 1986 is 4,288.)
b/ Masan EPZ only.
Sources: Masan and Iri EP2s: Administration offices and MTI.

Republic of Korea: Bank of Korea, Bconomic Statistics Yearbooks 1983, Tables 144 and 145 and 1985, Tables 121 and 122, and
Nonthly Statisticel Bulletin.
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Table 26. Sex distribeution of employment: MNasan eaad Iri EP2Zs and

[ 975-1985
Masan EP2 Iri EP2 Republic of Xorea
Male Female Hsle Female Hale Fetaale
per cent

1971 10.3 89.7 n.s. n.a.

1972 14.8 85.2 n.s. n.a.

1973 18.7 81.3 n.e. n.a.

1974 27.0 73.0 n.e. n.a.
1975 24.6 15.4 .o 63.3 36.7
1976 23.9 76.1 .o . 61.6 38.4
1977 25.4 74.6 . .o 62.9 37.1
1978 24.7 15.3 .. - 61.9 38.1
1979 25.3 74.7 .- .o 61.3 38.5
1980 22.3 17.7 25.4 74.6 61.7 38.3
1981 22.2 77.8 25.5 74.5 61.8 38.2
1982 23.0 77.0 26.3 73.2 60.9 39.1
1983 21.0 719.0 26.9 73.1 60.7 3%.3
1984 21.2 78.8 25.7 74.3 61.5 38.5
1985 22.9 77.1 23.6 76.4 61.0 39.0

Sources: MNasan and Iri EPZs: Administration Offices.
Republic of Korea: Bank of Korea, Economic Statistics Yearbook
1985, Table 122, p.238 and Monthly Statisticsl Bulletin. (The
statistics refer to tota) employment; distribution by sex for
manufacturing industry slone is not available.)
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Table 22. WMMMWMML
Republic of Kotes emplorment ahd emplovment it foreixs fiems ia Republic of Kores

in '000 and percent

Unit 1974 1973 1976 1977 1978

1. Empleoyment in Wasen BP2 1000 20.022 22.98¢ 9.99) 30.719 30.9¢0
2. mploymest in foreign-owned firms or joint ventuces in Nesen EP2R/ 1000 19,78 21.4%97 28,4%3 29.18) 29.4)2
3. Tmploymeat in Iri EPZ ‘000 - 0.33 1,238 2.3 2.964
4. ©Employment in Covelgn-owned firms or joint ventures in Iri RPZR/ 1000 - 0.147 0.619 1.170 1.482
S. Tmploywent in Rasan and Irl ZPZs in toreign-owned or JV Cirms (244) 1000 19,781 21.624 29.6) 30,333 30,89
6. Tolel employwent by foreiga firms in Republic of Rorss 1000 159 100 23 % 318
?. Nassa ¢+ Irl RPX foreiga firm and JV employment as proportion

of foreign ficme' employment in ROK (5/6) % 12.¢6 12.2 12.9 11,7 .8
9. Totel employment by foreiga firms in Repudlic of Kores manufacturing

induatey '000 133 174 18 8 208
9. Nasen ¢+ Irl RPZ foreign firms and JV employment as proportion

of foreign Cirme’' employment ia ROK menufactucing industry (3/8) % 13.1 12.¢ 1.3 12,2 10.8
10. Totsl Repbulic of Kores employment '000 11,906 11,8% 12,5%¢ 12,929 13,490
11. Repudlic of Kores manvfacturing emp.oyment ' 000 2,012 2,208 2,078 2,79 3,016
12. Velight of forelign flrms:

12.1 Republic of Kores

12.1.1 In totel employment (6/10) % 1.4 1.3 1.8 2.0 2.3

12.1.2 1In menufacturing ewmployment (6/11) 7.6 1.9 8.1 8.8 9.9

12-2 Nasan + Ivl RPZe

12.2.1 1In totel enployment (3/10) % 0.1? 0.18 0.23 0.2 0.23

12.2.2 1Ia manufacturing employment (3/11) ] 0.9 0.98 1.09 1,20 1.02
4/ Asswalag that 935 per cent of total were so employed, which Je the approximate investment ownership proportion,
b/  Asswming that 30 per cemt of totsl weus so employed, which is the approximate lnvestment owmership proportion.

gources: MNasen and Iri EPZ edministration offices.

Wote:

Repudlic of Korvea: Bohn Young Koo, "Divent Poreign Investmsat ia Rores" in Galenson, ¥, (8d.), Pereiss Irade asd
Atutistice of Eoresn Reonomy 1986, Tadle 2-8a, p.24,

Iavestment .. . Table 4.12 end BPD Major

Xt dia not prove feasible to construct this table with comsietent numbers of decimal places, ete.

b ]

e TN
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- But the most dramatic illustration of the nature of the economic
activities conducted ia the Zones compared with the Republic of Korea
and hence the relatively low productivity in the Zones 9/ _ is
previded by comparing the female employment rate in the nation with
that of the Zones. Even allowing for the slight incresase in the
proportion of the work-force cccupied by women in the Republic of
Korea (from 37 per cent in 1975 to 39 per cent in 1985) that
proportion is only half what it is in Masan and Iri.

- If we look more closely at employment in foreign firms in the 2ones
and in the Republic of Korea (Table 27) we come to the interssting
conclusion that the EPZs loom much larger than is suggested by the
previous figures. If we include joint-ventures as “foreign firms" in
Masan end Iri we find that they omployed 13.1 per cent of workers in
Republic of Korea manufacturing industry in 1974. REver by 1978 it was
still 10.8 per cent.

The ulgeszgl picture is looked at in Tables 23-30 and agein the basic
thrust is to compare the EPZs with the Republic of Xorea as a whole. The main
points will be deelt with in synoptic feshion:

— The easiest macro-economic approsch to adopt is to calculate the
average wage per person employed (strictly, the "average wage cost™)
in the Zones and to compare it with the similar statistic for the
Republic of Korea. This has been doce only for Masan, in Table 28.
Masan's average wage per person employed rose from $869 per annum in
1974 to $2,746 per annum in 1985. During the same period, Repudlic of
Korea average wages in manufecturing increased from $749 per annum
(14 per cent lower than Masan's) to $3,635 per annum (32 per cent
higher than Masan's). However, 1974 seems to have been an
exceptionally fevourable year for Masan employees; from 1975 to 1985
the Masan: Republic of Korea ratio ranged from 64 to 97 per cent -
with a downward relative tendency over the whole period.

- However, in the lest two or three yesrs the statistics in Table 28
show a rise in the Masan/Republic of Korea ratio. This is confirmed
by Tables 29 and 30 which, besides comparing wages on & sectoral basis
between Mszan and Republic of Korea, gives estimated tots]l wage
ratios. Thus Masan's wage, on the average, appears to have increased
from 67 per cent of the Republic of Korea sversge in msnufacturing in
1984 to 82 per cent in 1986. (This seems to be coasistent with the
trend revealed in Teble 28, although it is mot possible to include a
Republic of Korea figure in that Table for 1985.)

- The low Masan/Republic of Korea ratios of wages in various sectors in
1984 is surprising. And even two years later only "Metals”,
"Pootwear” and "Others™ showed higher wages in Masan than in the
Republic of Kores equivalent sectors. This result is in conflict with
the generally accepted view that "wages are 10 per cent higher in
Masan than outside” or that, as spokesmen of many Masan firms
maintain, "wages are about the same in Kasan as in the Republic of

29/ 8ee 2.4.
30/ The term "wages” essentially means "earnings” in the Republic of Korea.
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Table 28. wWages®’ in Masan KPZ 1971 to 1986 (June) and in Republic of Kores's Manufscturing, 1971-1985
Masan EPZ Korea manufacturing Masan BRPZ annual

Total

employment wage cost

Total

Average wage per person employed

wage a3 proportion
of Republic of

Korea manufact-

Per annum Per month (A) Per month (B) Per annum Per month uring annual wage
($ °000) s € }) (s € }) (8) (per cent)
(1) (2) 3) (4) (S5) (6) (7) (3)/7(6)

1971 1,248 157 (126)g/ (10)¢/ . 560 47 v

1972 7,106 1,395 (196)¢c/ (16)c/ . 569 47 .o

1973 21,240 8,420 (396)¢/ (3d)e/ o 674 56 .o

1974 20,822 18,090 869 72 59 749 62 116.0

1975 22,586 20,772 920 77 82 952 79 96.6

1976 29,953 30,035 1,003 84 99 1,281 107 78.3

1977 30,719 40,083 1,305 109 127 1,715 143 76.1

1978 30,960 49,851 1,610 134 151 2,303 192 69.9

1979 31,153 65,521 2.103 175 182 2,963 24) 71.0

1980 28,532 56,732 1,988 166 . 2,667 222 74.5

1981 28,016 58,377 2,084 174 .o 3,018 52 69.1

1982 26,012 60,991 2,345 195 . 3,239 270 72.4

1983 30,989 67,847 2,189 182 . 3,421 285 64.0

1984 33,858 80,049 2,364 197 o 3,557 296 656.5

1985 28,983 79,582 2,746 229 . 3,635 303 75.5

1986 June 31,666 94,124 b/ 2,972 248 .o . . .o

8/ “wages"™ should be interpreted as "Earnings" - but only in the Bank of Korea, Mopthly Stetisticel Bulletin

is the correct term explicitly used.
b/ On ennual bagis, from June 1986 statistic.
¢/ The figures in brackets are suspect. They appear to be far too low. The defective statistic is probably

Sources: Masan emlopment and total wage cost: Administration Office, Masan EP2.

- Watan-.

due to the fact that as the employment figure is bullding up over the ycars the "total wage cost" does got

cepresent wages for s whole year per person employed.

Average wage per month (B): A. Basile and D. Germidis, Investing in Free Export Processing Zones, OEBCD
Development Centre Studies, Paris, 1984, Table 6, p.34.

EPB Major statistics of Kcres economy 1986, Tsable 11-12a, p.277 (Won

Repudblic of Korea manufacturing:
figures converted to $ on basis of exchange rates in EPB ibid, Table 12-13a, p.307.

was estimated.)

- Tea Anlw avallahla statintine an umenna Funm Maran PN7 bdAminictentinng arn o2 €nllame..

(The 1971 wage

Tha rarian weas

et M mgmys



{($ per month)

1974 1975 1976 1977 1978 1979 1980 1981 1982

Males n 99 117 151 195 23¢ 287 33 350
Females 32 46 56 70 79 98 120 144 143
Average 42 59 70 99 107 133 157 184 191
Source: Masan EPZ, Facts and figures on MAFEZ (1982), Table F, p.19.



Table 29. nmm_msu:_nn" smmm_msux_mg” in_Republic of Korea

manufectyring (A), 1984
Masan EPZ Republic of Korea Masan EPZ as
proportion of Rep.
Masan EPZ desigmation I8IC of Korea
classifi-
cation b/ Male PFemale Total Male Female Total Male Female Total
$ (Per cent)
Blectronic & electrical 383 427 156 195 402 194 293 106.2 80.4 64.6
Machinery 382 233 167 210 384 200 361 60.7 83.5 §58.2
Precision machinery 385 294 162 199 329 190 260 89.4 83.3 76.5%
Teztiles and handicrafts 321) 295 143 173 356 172 236 82.9 83.1 73.3
322) 296 169 200
Pootwear 324 261 150 181 271 175 211 96.3 85.7 85.8
Others 390 316 163 225 217 169 220 114.1 96.4 102.3
Totalt’ 341 156 197 .. .. 296 ‘e .. {(66.6) '
w
&/ "Wage™ is to be interpreted as "earnings”. ~
'
b/ ISIC as given in ILO Yearbook of Labor Statistics 1985, p.905, as follows:
321 Manufacture of textiles
322 Manufacture of wearing apparel, except footwear.
324 Manufacture of fcotwear, except vulcanised or moulded rubber or plastic footwear.
382 Manufacture Oof machinery except electrical.
383 Manufacture of slectrical machinery apparatus, appliances snd supplies.
385 Manufacturs of professional and scientific and measuring snd controlling equipment n.e.c.,
and of photographic and optical goods.
390 Other manufacturing industries.
¢/ Totel of industries listed, plus metals and non-ferrous for Hasan EPZ; total of manufacturing for

Korea (hence the brackets aroung the total of 66.6 per cent).

Sources: Masan EPZ: The figure for June 1986, from Mssan EPZ Administration office, was used as the

base. The 1984 figure was estimated from this.

Republic of Korea: ILO Yearbook of Labor Statistics 1985, Table 17, pp.672-673. (Not all
the categories quoted for Masan EPZ are specified in the ILO Statistics.) (For "total

manufacturing™ source was: "Monthly Earnings and man-days of regular employees by industry”,

Table 34, from EPB, Monthly Statistics of Kores, 5, 1986.)

All the original figures in won have been converted to $ on the basis of the 1984 exchange



s/

Total of industries listed, plus metsls and non-ferrous for Masan BPZ; total of manufacturing for
Korea (hence tke brackets aroung the total of 66.6 per cent).

Soucces: Masan BPZ: The figure for June 1986, from Masan EPZ Administration office, was used as the

base. The 1984 figure was estimated from this.

Republic of Korea: ILO Yearbook of Labor Statistics 1985, Table 17, pp.672-673. (Mot all
the categories quoted for Masan EPZ are specified in the ILO Statistics.) (For "total
manufacturing™ source was: "Monthly Earnings and man-days of regular employees by industry”,
Tabls 34, from EPB, Monthly Statistice of Kores, 5, 1986.)

All the original figures in won have been converted to $ on the basis of the 1984 exchange
rate of W827.4.
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Table 30.

Masan EPZ Monthly '.‘.2/ compared with thly wage

Republic of Korea's menufacturing (B), June 1986

Masan EPZ designation

Republic of Korea designation Masan EPZ Repudblic of

Masan RPZ as pro-

Kores portion of Rep.
of Korea
8 $ (per cent)
Electronic and electrical Electrical and electronic 246 292 84.2
machinery
Metals 328 309 106.1
Non-metal mineral products Non-metallic mineral products 297 313 89.1
Machinerv Machinery except alectrical 264 360 73.3
Precision machinery Scientific measuring and 250 300 83.3
controlling e¢quipment
Textiles and handicraft:- Textiles 218 260 83.8
Footwear Footwear 228 221 103.2
Others Others 283 238 118.9
Totald/ 248 302 (82.1)

&/ ™ ™ ig to bDe interpreted as "Earnings".

r/ Fr: c.san EPZ "total” refers to the sectors listed; for Republic of Korea, "total” refers to
total of manufacturing, (hence the brackets around the total of 82.1 per cent).

Sources: Masan EPZ: Administration Office.
June 1986 estimated on the basis of the trend PFebruary 1985 to

February 1986 in EPB Monthly Statistics of Korea, 5, 1986, Table 34, "Monthly Earnings
end man days of regular employeez by industry”.

Repubiic of Korea:
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Korea generally”. Nevertheless, such statements as those quoted are
never backed up with evidence; the objective in coastructing
Tables 28-30 was to do precisely that.

2.6 Materisl inputs: imported snd domestic

"Despite the fact that the government took measures to try to induce
exporters to increase their utilization of domestically produced inmputs,
there seems tn be little doubt that imports for export rose even more
rapidly than cxports, at lesast until 1970". (Krueger, 1979, p.137)

It would seem that that the government subsequently had rather more
success in Masan and Iri with regard to stimulating domestic input usage than
it had had with the economy as s whole. Tables 31-34 provide some of the data

on which this conclusion is based.

Trom Table 31 we gsee that, in the case of Masan, exports rose by
16.6 per cent per anr-m whilst imports of materials rose by 14.8 per cent per
ancum. In Iri's ca:s. the result was not so favourable - approximately equal
growth rates of exports and material imports (20.5 per cent per annum and
21.0 } :r cent per annum, respectively).

However, growth rates do not tell the whole story. If we look at
imports .f materials as a proportion of exports we find a decided difference
between Musan and Iri. In the case of the former, this proportion declined
merkedly from 67.8 per cent o' the opening of the Zome to 46.1 per cent in
1985. But for Iri, the proportion rose from 45.3 per cent in 1976 to 59.6 per



Table 31. Masan end Iri EPZs: Relationshjp between imports of raw materisls and exports

$ million and per cent

Masan EP2

Totel use of Use of Imports of Use of domestic
Exports Total use Use of Imrorts raw materials domestic raw materials raw materials
of raw domestic of raw as rew materials as es proportion of
materials raw materials as total use of raw
materials materials
Proportion of exports (11)/¢10)
(2)7Q1) (3)/7(1) (4)/(1)
$ million Per cent

(1) {2) (3) (4) (5) {6) (7 (8)
1971 0.9 0.6 0.02 0.58 66.7 2.2 67.8s/ 3.3
1972 9.7 6.7 0.4 6.3 69.1 4.1 64.9 6.0
1973 70.4 48.6 11.2 37.4 69.0 15.9 $3.1 23.0
1974 181.5 125.2 27.6 97.6 69.0 15.2 53.8 22,0
1975 174.8 124.1 30.3 93.8 71.0 17.3 $3.7 24 .4
1976 303.0 212.9% 63.7 148.8 70.1 21.0 49,1 30.0
1977 367.9 266.2 88.9 177.3 72.3 24.2 48.2 33.4
1978 484 .8 350.1 108.8 241.3 72.2 22.4 49.8 3.1
1979 600.6 427.3 144.3 283.0 71.1 24.0 47.1 33.8
1980 628.1 432.9% 142.9 289.6 68.9 22.8 46.1 33.0
1981 696.3 461.0 150.9 310.1 66.2 21.7 44.5% 32.7
1982 601.3 398.4 142.7 255.7 66.3 23.7 42.5 a5.8
1983 706.5 473.0 155.6 317.5 66.9 22.0 44.9 32.9
1984 878.6 623.9 196.1 427.8 71.0 22.3 48.7 1.4
1985 809.3 $50.7 177.9 372.8 68.0 22.0 46.1 32.3
1986 .e 322.? 108.2 214.4 .o . .o 3.5
(first half)
Growth rate
1975-1985b/ 16.6 16.1 19.4 14.8
per cent
per annum

Notes and Soyrces:

Below continuation of Table on following page.



Teble 31 (continued). Magan and Iri BPZs: Relationship between imports of raw materials and exports

$ million and per cent

Iri EBPZ
Total use of Use of Imports of Use of domestic
Exports Total use Yse of Imports raw materiuls domestic raw materials raw materials
of raw domestic of raw as raw materials as as proportion of
materials raw materials oS total use of raw
materials materials
Proportion of exports (11)/(10)
(11)+(12) (10)/(9) (11)/7(9) (12)7(9)
$ million (Per cent)
(9) (10) {11) (12) (13) (14) (15) (16)
1971 n.a. n.e. n.e. n.sa. n.a. n.s. n.s. n.a.
1972 n.a. n.a. n.e. n.a. n.a. n.a. n.a. n.a.
1973 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
1974 n.a. n.s. n.s. n.a. n.s. n.a. n.a. n.s.
1975 n.s. n.a. n.a n.a. n.a. n.a. n.a. n.a.
1976 5.3 - . 2.4 . .o 45.3 .o
1977 18.6 18.3 8.6 9.7 98.4 46.2 52.2 47.0
1978 33.7 . .o 15.2 . 45.1 ‘e
1979 42.5 33.9 9.7 24.2 79.8 22.8 56.9 28.6
198C 46 .1 . . 25.8 .o .o 56.0 .o
1981 $3.4 40.8 11.5 29.3 76.4 21.5 54.9 28.2
1982 57.2 43.3 10.6 32.7 75.7 18.5 $7.2 24.5
1983 62.0 $5.7 19.4 36.3 89.8 31.3 $8.5 34.8
1984 74.8 63.1 22.4 40.7 84.4 29.9 S4.4 3s5.5
1985 80.5 67.4 22.9 44.5 83.7 28.4 55.3 34.0
1986 50.2 . . 29.9 . . 59.6 e
(first half)
Growth rate
1975-1985b/ 20.5 17.7 13.0 21.0
per cetit
per annum

&/ Using unrounded figures.

p/ Por Iri, 1977-198S5.

Sources: MNMasan EPZ: Table 16.
Iri BP2: Administration offics.




1986

(Eirst hali)

Growth rate

1975-1985»/ 20.5 17.7 13.0 21.0
per cent

per annum

g/ Usiag unrounded figures.

»/

Por Iri, 1977-1985.

Sources: Masarn EPZ: Table 16.

Mote:

Dy it

Iri EBPZ: Administration office.

The resson for the discrepsncy between the
of Table 32 has not yet been ascertained.

1985-1986 export/import statistics in this table and those

Se.



- 62 -

cent in the first half of 1986 (55.3 per cemt in 1985).!1! Thus not oaly is
the directjon of change adverse to the domestic industry sector im Iri but as
e proportjon of exports the Iri import figure is higher than Masan's.

That still presents only a part of the picture; when we come to examine
tots]l input usage in each Zone compered with exports we are left with some
disquieting feelings about Iri. For in this Zone's case total material inputs
as a proprotion of exports have been consistently higher, by a comsiderable

31/ The figures for import content in the text and in Table 31 may be
compared with those for the totsl exports of the Republic of Zorea.
Prank, Kim and Westphal provide the following statistics for 1967/73:

1967 1968 1969 1970 1971 1972 1973

All exports: 40.0% 43.7% 43.9% 44.3% 46.3% 36.3% 42.3%
Manufactured exports: .. .. 53.8% .o .o .o

The figures are for direct import content; they cite a 1969 study which
suggests that for 1968 direct plus indirect import content of exports
amounted to 44.4 per cent. The comment is made that the Republic of
Korea's "exports are import intensive largely because of the particular
products in question rather than because of the processes used to
produce them™. Not only are msnufactured products more import intensive
than primary products but manufactured exports are more import intensive
than manufacturing production in general. These points, of course, are
also pertinent to a discussion of the reasons for the high import
content of Masan and Iri's exports. We can only compare Masan with the
import content statistics given in this note, and then only for 1971-73:
Table 31 shows the following proportions:

1971 1972 1973
67.8% 64.9% 53.1%

The conclusion may be drawn, therefore, that at least for these years
the import content of Masan’s exports was considerably higher than the
import content of gl]l Republic of Xorea exports. However, the disparity
is considerably lessened if we estimate the 1971-73 proportions for
manufectured exports for Republic of Korea. Basing ourselves on the
1969 Republic of Kores all exports/manufactured exports ratio we might
roughly calcuate the Republic of Korea manufactured exports
import/export proportions as follows:

1971 1972 1973
56.8 45.1 51.9

This procedure brings Masan closer to but still higher than the Republic
of Kores import content ratio. (FPrank, Xim and Westphal, 1975, p.82).
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margin, than Masan's and, indeed. were 80 per cent or more for seversl years.
This, of course means that value added has been relatively greater in Masan
than in Iri.

Looking directly at the domestic/imported material inputs situation over
the years in the two 2ones we find a marked tendency in Masan to increase
domestic content from negligible proportions on the insuguration of the Zone
to some one third of totsl material usage in 1977. However this increasing
proportion trend ceased in that yesr; in subsequent years the proportion has
remsined about the seme. A trend is harden to discern in the Iri statistics;
whilst for 1979, 1981 and 1982 the proportions were actually lower than in

Masan, in more recent years the proportion has been similar (just over one
third).

It has been possible to calcuiate the import export ratios for a number
of different sectors in Masan and Iri. The results sre shown in Table 32.
The picture is clear: non-ferrous metal, precision machinery and
electronic/electrical are the sectors with the highest ratios of imports to
exports - 55 to 77 per cent. Footwear is a small user of imports (10 per cent
of axports). 1In Iri, an even higher import ratio is shown for the
electronic/electrical sector, 70 per cent. An interesting point emerges about
the textiles/handicrefts sector: in Masan both are produced and the import
ratio is 38 per cent; in Iri, where only teatiles are produced, the import
ratio is 7C per cent. 7he conclusion to hLe drewn, therefore, is that the

/
handicrafts sector in Msasan probably has a negligible import content.gz

In Teble 33 we give & detailed look at domestic raw msaterisl (which
includes components) usage, sector by sector, from 1976 to 1985 for Masan.
Unfortunately, no such sectoral breakdown is available for Iri. However, care
must be exercised in interpreting the table. The percentages, sector by
sector, refer pot to the proportion of domestic materials in total material
usage by the sector but merely to the distribution of total domestic inputs
among the sectors. Note also that there is a bresk in the series in 1981,

which is an overlapping yesr.

32/ However, some confusion is caused by the Masan's sector being titled in
English variously "Textiles and Germents” end "Textiles and Handicrafts”.




Table 32. Hasen end Iri EPZs: Relatio '
of materjals, commodity by commodity, 1985/86
$ million and per cent

Masan EPZ 1985 Iri EPZ 1986 (Jan - May)
Sector Exports Imports Import ratio Exports Imports Import ratio
: (2)/(1) (3)/7(4)
$ million Per cent $ million Per cent
(1) (2) (3) (4) (5) (6)
Rlectronic/electrical g/ $21.3 260.0 49.9 4.5 3.1 69.6
Hetals 64.3 13.2 20.5 0.9 0 -
Noa-ferrous metal 3.0 2.3 76.7 n.s. n.a. n.s.
Machinery 21.8 10.9 50.0 n.e. n.s. n.a.
Precision machinery 115.6 69.3 59.9 n.ae. n.e. n.sa.
Textiles and handicrafts L/ 22.4 8.5 37.9 27.2 19.1 70.3
Footwear 36.4 3.6 9.9 n.s n.&. n.a.
Leather n.a. n.e. n.s. 5.7 2.5 44.3
Stone processing n.a. n.s n.a. 1.1 0.2 16.2
Others 24.5 8.9 36.3 0.4 0 -
Total 809.3 372.8 46.1 39.7 24.9 62.8

Y, In Iri RPZ, Electrical only.
b/ In Irl EP2, Textiles only.

Sources: Masan EPZ end Iri EPZ Administration offices and MTI.
Masan imports calculated from Table 34.
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From Table 33 we conclude, for instance, that

- domestic rav material usage in the elecironic end electrical sector
has increased by 178 per cent between 1976 and 1985 in current value
terms. However, if deflsted by an index of wholesale prices the
increese, in constant 1980 prices, works out at only 7.9 per cent - &
real rate of increase of only 0.9 per cent per annum.

—- for domestic materisl input as & whole the increase, in current value
terms, is 179 per cent. However, after deflating, this comes down to
8.5 per cent in real terms over the period - an increase of about
1 per cent per annum.

— the electronic snd electrical sector ia 1976 sbsorbed 58 per cent of
total domestic materiel usage in Masen; by 19t5 it was still ebsorbing

the highest proportion - 60 per cent.

- the metals sector expanded its ussge of domestic materials relatively
rapidly. 1Im 1976 it used only 8 per cent of Masan's total domestic
materials usage; by 1985 the proportion was 17 per cent, the next
highest to the electronic and electrical sector.

- the precisicn machinery sector is particularly interesting to examine
since it indicates the extent to which this high-skill sector is able
to count upon locsl inputs. From 1976 to 1980 the sector did not even
sppear as a separate category; it was included in "machinery”.
Presumably its growing importance was one of the reasoms for
re-classifiying industries in 1981. The first year for which we find
statistics for precision machinery (1981) its domestic material imput
already represented 7 per cent of Masan's total domestic materisl
inputs. The whole machirery zector five years previously had only
absorbed 3 per cernt of total domestic materials. But since 1981 the
sector has not greatly incressed its relstive position, although it
did increase its usage of domestic materials by 35 per cent (27 per
cent in real terms) 1981 to 1985.

Domestic raw material usage for Mesan, sector by sector for 1980 and for
1983-1985 is presented in Teble 34. The figures are not entirely clear for
1980 (partly due to the classification of sectors in 1981) but we may note
immediately that relative to all material usage in the electronic and
electrical sector domestic material usage by that sector hes declined (from
33 per cent to 29 per cent).

Precision machinery is again worthy of comment: between 198031'/ and
1985 this sector incressed its local materisls from 9 per cent of its totsl
material ioput to 16 per cent.

33/ Warr (1984, p.175) was able to give the percentage domestic saterial
figure for that ysar - presumably privately supplied.




Table 34. Nasen BPZ: Domestic raw matecrials usase in Celation to tota) cew matecials usase by sector 1900 and 1983-190%

1980 1983 1984 1985

Raw material ussge

Total Domestic Domestic as Total Domestic Domestic as Total Domestic Domedstic as Total Domestic Domesstic as

proportion proportion proportion proportion
Sector of total of totasl of total of totsl
$ alllioa Per cent $ million Per cent $ million Per cent $ million Per cent
Blectroaic and
electrical 218.2 9.8 33.0 300.0 87.0 29.0 404.35 117.3 29.0 366.2 106.2 29.0
Netals 42.9 27.9 65.0 52.1 31.8 61.0 42.6 29.4 9.0
.0 13.2 40.0
lca-ferrous mstals 1.5 0.3 19.0 1.7 0.3 18.0 2.% 0.2 8.0
Machinery . 9.1 3.9 43.0 12.6 4.4 35.0 16.9% 5.6 34.0
46.7 (4.2)
Precisioa machinery 9.0 7.3 8.3 11.0 81.9 14.7 1.0 2.3 13.2 16.0
Textiles end garments 8.2 2.7 3.0 17.4 3.4 1.0 20.0 3.8 1%.0 13.% $.0 ar.o
Footuear 28.6 20.0 710.0 22.9 17.2 15.0 21.2 17.2 81.0 15.8 12,2 7.0
Other 37.¢ 10.9 29.0 17.4 S.4 31.0 15.7 6.6 42.0 15.1 6,2 41.0
Total 432.5 g/ 142.9 33.0 47 0 g/ 155.6 32.9 623.9 g/ 196.1 3.4 $50.7 o/ 177.9 32.3

(Y4 The proportions of domestic to total material usege have been rounded so drastically by the Masan administration that the calculation
of accurate sectoral total aaterisl usage is impossible; hence the discrepency in the totals which have been taken from Table 31.
sources: 1980: Varr, 1984, p.123.
1983-1983: Domestic and domestic ae proporticn of totel: Table 33.
Total material veage in each gector: Derived from other two columas.
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