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References to dollar• <$> are to United Stat•• dollar•, anl••• otla•rvl•• 
stated. 

ID tablH: 

Totals .. , not add preci1elr because of rounding. 
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l/ 
Foreword 

2/ 
Tb• role plaJad ~ esport-processlng &on•• (BPZs>- lo prGllOtlng 

lndastrlali&atloo la deYeloplng coantri•• bas long been a cootroverslallJ 

dl1cus1ed topic. Kzperleoc• gained lo .... , countries, lo particular in tbe 

East and Soatb~••t Asian region, bas shown that tb••• special econoalc &ones 

can, on tbe one band, contribute sab1tantiallJ to the generation and/or 

prG110tion of .... af actured •sports and to the pr0Yi1loo of productive 

emplo,..nt opportunities. Oil the otber band, tb•J' baY• lo tile past •re often 

thua not been cbaracteri&ed bJ' one-sided sectoral structures of production, bJ 

a relatiYelr bigb share Gf footloose and tba1 Yalnerable inYe1t.ents and bJ a 

lack of bac~ linkage• with th• da981tic ecODOl!IJ'. 

Tb• aepabllc of Korea was 811DDg the first d6Yeloping coant~i•• to ellbart 

on this specific in1titutlonal appracb to attract foreign e1po~t-orieoted 

direct iovestlleot :~~•an EPZ established 1971; lri BPZ ••t~bli1bed 1975). 

Tbi1 .. ans that the coantrr'• BPZ• have alreadJ gone tbroagb the iofancr stage 
3/ 

of lheir life crc1e- and haYe reached a ~ertain 1ataratloo point. A 

reYiew5of their present achiev ... at1 thus aar pr~vide valuable ioforaatioo and 

io1ight1 with a Yiev to designing poller aeasures both lo tbe aepabllc of 

Korea and in other developing countries that VOdld enhance the looger-tera 

1pio-off1 and the catalrtic role of EPZ1 for oYerall industrial develo11119ot. 

ID tbi1 1tudJ an atteapt has been aade to f ocu1 on one particular aspect 

of the potential long-tera develop1ent illpact of 1PZ1, i.e. on their actual 

and potential bacltvard linkages with domestic ioda1lrial enterpriser. It i1 

noteworthJ that the a.public of Korea's ... an IPZ bas been 8110ng tbe 1101t 

l/ 

. Jl 

This foreword draws beavllJ on an outline of the 1tudJ prepared bJ 
Vilftled Luetkenbor1t. 

In this 1tudJ tbe tera IPZ• will ~ a1ed •• it 11 tbe 110re genetic 
lnternatlonallJ-••ed terms even though in the lepabllc of Korea the 
actual teria a1ed 11 "Free l1port Zon•"· 

OD the life-cJcle concept of IPZ1 cf. A. Baille and D. Genafdi1, 
Iuve1tig1 lp Prte l1port rtoce11lpg Zope1. OSCO, Parl1 191•, e1peclallJ 
Chapter YII. 
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•ucce11ful in this r••pect. Tb• 1tud1 con1ld~r1 th• eztent to llllich aucb 

linkages baYe been e1tabliahed through local preconditions and/or epecific 

poller .. a1ure1. soae case 1tudie1 of ca11panie1 operating within tb• IPZ• 

att.-pt to flesh out this i11ue. 

' .. . .. . .. ·~ 

In a final section the 1tudJ considers the fature role and fUDctions of 

the IPZ~ in the Republic of lorea. KYidence 1uggest1 that inflows of foreign ., 
investment haYe lost much of their momeotua.- PartlJ in response to this 
the govern11ent has recentlJ peraitted 100 per cent local ownership of IPZ 

firas. Soae options for the policJ-a&k•r• are considered: one aight be the 

gradaal phasing out of EPZ1 through their absorption into the doaestic 

ecoaOllJ; another aight be their transforaation into "sci~nce parks". 

Depending on vbich approach is adopted, IPZs in the Republic of lorea could 
5/ 

either becoae "a relic of the past" or "a .. chant .. of the future•.-

!/ Some in the Republic of lorea would argue tbat this neces1•rilJ follows 
the vlrtval ca11pl•t• pbJ1lcal occupation of tbe Zones but, of cour11, 
tbh h not an eocnoaic concept and a>rejadgH th vbole iHue of capit.1 
int•n•ification. 

11 L.B. lrau•~. Introduction to Calen1on, v. Cid.) rortlgp trade tml 
Invest.tat: &con911ic pevtlopl!tnt la tbe R!!f11 Ipdu1trlallzlag A1l1p 
'ouptrl ... 
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I. ECOllOllIC BAClGROUllD to tu BSUBt.ISllllDT OF IPZ• 

Through th• utili~ation of it• ~t~lled labour resources for the production 

of exports the Republic of lorea in the 19601 vas able to overcome the 

probl ... of lac\ of natural re1ource1 and a ... 11 doae1tic 11ertet. The gr~•• 

domestic product ez~anded bJ two-and-one-half tl .. s in real teras between 1960 

and 1970 aud more than doubled again in the nezt decade. Over t'e whole 

period 1960 to 1985 real GDP gr&v by 680 per cent, a growth rate of 8.5 per 

cent per annua. In constant per head teras, GDP grew at 6.4 p.!r cent per 

•nnua. (DIF, 1984 pp.376/7 and EPB, 1986 Table 1-la). By 1985 per capita 

incoae bad reached $2,032 - • far err froia the l••• than 180 of 1960. And bJ 

1986 it will probablJ reach 12,200, putting the Republic of lorea firmlJ into 

the ranks of the aiddle-income countries. 

During the same period ezport1 experienced such a phenomenal growth that 

index nUllber tel'llinologr becomes almost lnc011Prehensible. If 1980 i• taken as 

the base, the indez nuaber for the voluae of ezport1 in 1963 va1 2; for 1985 

it vas 181. Perhaps more understandable i1 the fact that exports a1 a 

proportion ~f GIP rose froa 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 aanufacturiag (and 

aiaing, but this is negligible) in GDP ro-e from 9 per cent in 1960 to 22 per 

cent in 19/0, 27 per cent in 1975 and 30 per cent in 1985. Compared vitb 

other developing countries, again the Republic of lorea 1tand1 out; whilst the 

average rate of growth of exports from low and aiddle incOlle countries between 

1~60 and 1970 va1 around 5 per cent per annua, the Republic of lore•'• growth 

rate va1 35 per cent CYuji lubo et al, p.18). 

As Bala11a describes thi1 era: 

"The period of rapid growth was one of structural change la <the 
countrJ), transforaiag a backward, priaarJ-p~oduct-bastd econOllJ into a 
nevlJ industrializing developing countrJ. The transfonaation occured 
following the adoption of an outward-oriented develo1191at strategJ, 
vbicb peraitted tbe ezploitatlon of •••.• coaparative advantage in 
international trade and contrlt>•·ted to rapid lncreaH5 la 
productivitJ"· <Bala11a, 1915, p.1•2>. 

It 1bovld not be forgotten, bowever, tbat tbe rapid ezport ezpansion 

pbase was preceded bJ a period of iaport substitution. OnlJ vb•n tbe benefits 
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froa this 1tart~d t~ run out did tbe couutrJ adopt the outward-oriented poller 

dHcribed aboYe a!ld which began about 196•. lloreoYer, tbe model which •• 

adopted for growth bss bewn characterized a1 "bureaucratic-authoritarian" (IA.) 

bJ G.O'Donnell <see tbe anal11is of tbis model us applied to tbe Republic of 

lorea ins. Yusuf and R.l. Peters, 1985, pp.10-28 and 45-49). The evidence 

stronglJ suggests that aacb ingenuitJ vas extended bJ tbe governaent of tbe 

aepublic of lorea to ensuring tbat tbe rigbt "signal•" were receiYed bJ 

econ011ic instruaents so as to direct tbe ecoDVllJ awar frOl9 iaport substitution 

and towards exports. Tbe Republic of r.ore•'s new outward-looking poller was 

predicated on tbe need to ensure (a) politic~l stabilitJ r.nd (b) tbe 

ainiaization of econoalc risks for tbose venturing into tbe more riskJ ••port 

field. 

A list of 24 tJPes of export incentives offered bJ the government of the 

Republic ~f ~orea bas been drawn up bJ Anne lrueger (1979, Table 24, p.93). 

These were in operation at different tiaes froa 1950-1975 and, in SOiie casesc 

berond 1975. Since it is iaportant froa the pGint of Yiev ~f our IPZ 1tud1 to 

deteraine in wbicb va1s and to what eztent EPZ incentives differed froa 

general incentives to esport in the econoar tbr. list is reproduced below: 

1959-75 
1965-75 

1961-72 
1966-75 
1965-75 
1951-55) 
1963-65) 
1957-75 
1967-75 
1950-61 
1967-n. 
1965-75 
1955-56) 
1961-64) 
1962-75 

1950-75 
1950-1954) 
1971-1975) 
1959-7~ 
1950-l:S 
1964-75 
1964-75 
1964-75 
1965-75 

Tariff exeaptions on iaports of rav aaterials and spare parts 
Tariff and tax exeaption• granted to doaestic suppliers of 
exporting fi au 
Dollestic indirect and direct tax exeaptions 
Accelerated depreciation 
Wastage allowance 1ub1idie1 
Iaport entitl ... nt linked to exports 

Registration as an iaporter conditional on export perfot'8ance 
Reduc..S rates on public utilities 
Dollar-denominated deposits beld in Bant of lorea bJ priYate traders 
llonopolJ rights granted in new esport •rtet1 
Korean Trade Promotion Corporation 
Direct export 1ub1idie1 

&sports targets bJ industrJ 
Credit sab•~diH: 

hJY.,rt credits 
roreiga escbange loan• 

Production loans for esporters 
lant of lorea discount of esport bill• 
Illport credits for esporters 
Capital l~ans bf 8ediaa industrJ bank 
Off sbore procur ... at loans 
Credits for 0Yer1ea1 .. rlteting activities. 
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Ve can note at tbi1 stage that tbe first of th••• listed incenti•••• and 

po1siblJ tbe most important - tariff ezemptlon1 on iaport1 of raw .. terial1 

and •~are P•rt1 - is tbe sine gu~ non of IPZs. Thi• incentive to ezport 

operated 1.enerall1 for lhe Republic of lorea froa 1959 to 1975 in tbe fora of 

tariff ez911Ption1 as iaport1 for ezport production cleared custoas. Froa JulJ 

1975 the 11stea was changed to one in vbic~ tariff• on these imports are paic 

at tbe time of iaportation but. through a cu1toas drawback 111tea. are 

refuuded at the ti .. of ezpo~t. For about half of ezport1 the drawback U1Dunt 

is the tariff that b.a actuallJ been paid. For the other half. the drawback 

ls calculated on a product bJ product ba1i1 and represent• a weighted average 

of the levies <i.e. indirect taze1) paid on d011e1tic inputs and laported 

inputs. the weights being proportional to tbe industr1•1 d011estic and iaported 

use of that input. Thus if an individual producer used relati7elJ more of 

domestic input than the lndustrJ be would be overcOllP!nnted; this is an 

effective var of stianl•ting the use of domestic lnputs. 

llasao IPZ began operations in 1971 and Iri IPZ in 1975; both bad the 

older. simpler and more direct incentive built into their structure viz. 

iaports of raw aaterials and components were coapletelJ free of tariffs. But, 

as will now be apparent, this concession is onlJ a matter of degree since, 

effectively, all .. nufactures for ezport are produced without the payment of 

import duty on inputs. (ODe must bear in mind, however, the adde~ complexity, 

and therefore cost to the producer and governaent of the dravbac~ srstua. one 

of the costs to the producer represents the opportunity cost of the u5e of 

funds tied up for a period, monies which 11Ust initially be paid out in duties.) 

It aust be remembered also that tariff ezemptlons were (and are) granted 

to f inu producing for ezport in bonded factories located within general 
6/ industrial estates or, indeed, anJVhere in tbe 2epublic of lorea.- (See 

Appendix A for a note on industrial estates, which were initiat~d in the early 

sizties, and Appendix Table 6 for statistics on bonded exports.) 

ii It aay be noted too tbat customs duties. special excise tax, and v~lue 
added tu are aot payable in re1pect of tbe iaportation of capital goods 
which are brought in bJ a foreign investor for bis initial investment or 
which are imported by an enterprise in which a foreign investor invests 
tbrougb dividends received from foreign investaent or through foreign 
esch~nge provided by tbe foreign investor. (lliniltry of Finance, 1986, 
pp.22-23.) 
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In 1wa, on• cannot conclude that tbe EPZs were e1tabli1bed to .. te use 

of a prevtouslJ unused 11st .. of export-incentives or because that 111tea -.ra1 

beini phased out generallJ in the econoar and was being transferr~d to the 

&PZ1. 

The free trade regi!'lle appl7ing to exports prior to tbe establi1baent of 

the IPZ• i• 1UJ1aed up bf Bala1sa as follows: 

"Exporters bad tbe freedoa to choose between domestic and iaported 
inputs; tbeJ were exempted fr• indirect lases on their outp11t and 
inputs; and tbef paid no dutJ on iaported inputs. Th• sa:.e privileges 
were extended to ~be producers of dOllestic inputs used in export 
production"!/ (Author's eapbasis). (Balassa, 1985, p.149.) 

Given ~ae success of tbe export policJ whJ did tbe Republic of ~orea 

turn its attention towards tbe establlslma&nt of !PZsT What did ~her offer 

which bad not been previouslJ available geberallJ? The answer seeaa to be 

that it vas tbe nece•sitJ to attract private direct investment to sustain the 

export llOIHntua which loomed large in the policf-11akers ainds. For if we loot 

beet to tbe end of tbe 'EOs we find that there vas developing thP. view that 

lite earlf export successes were not ·going last indefinitely: 

"lorean planners, aucb lite their J•panese counterparts of the 'fifties, 
bad begun to evince disquiet over the growth potential of light 
industries and lorea's future competitiveness in tbe face of rapidlJ 
rising rP.al wage rates, and an onslaught from countries vb~re labor was 
cheaper". (Yusuf and Peters, 1985, p.23.) 

For this reason it vas decided to switch tbe developmental effort 

towards the next stage viz basic prf.cen indutries such as stfllel, cb•icals, 

shipbuilding, .. chiner-1 and transport. 'lbis shift in emphasis, towards a aueb 

greater capital intensivitJ process of development, vas coupled with a growinr 

necessity to devote capital resources to the defence industry through reduced 

U.S. assistance (After the establishment of Kasan EPZ in 1971 c ... the first 

oil price increase at the end of 1983 wbicb served to reinforce th• 

capital-deaanding policy shifts noted above since an aabitious nuclear power 

11 c.t. "to increase the foreign earning rate, the governaent iapl ... nted 
the s11t• of listing d011e1tictllJ available it ... , and treat•d th .. •• 
ezpo~t it ... if found dome1t!callJ produceable through screening. Thus, 
the number of 1ucb iteas incr•a••d from 9 to 32." IPB, 'cop09ic Suryt1 
2f the 1972 lorean lconOllJ, p.140. 
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progr ... va1 then launched. The objective i• to provide 40 per cent of 

in1talled power capacitJ froa nuclear 1ource1 bJ 1991 wben thirteen nuclear 

power plant• will be in operation). 

To a large eztent it was the priYate 1ector that was ezpected to inve1t 

in the heavr indu1tries now to be developed - onlr the Pobang 1teel plant was 

in the public 1ector. To assi1t the private sector credit was eztended bJ 

governaent-controlled financial institutions. It is true that the do.estic 

savings rate bad baen increasing from 11.8 per cent in 1966 to 15.7 per cent 

in 1970 (IPB, llaJor Stati1tic1 ..•.. p.5) but the d811&Dds about to be aade on 

d~stic (and foreign institutional) 1avings were now becoaing 10 large as to 

warrant the tapping of a new source. 

Direct equitJ financing can be aade bJ foreigners in two vars: bJ Direct 

Foreign 7.nvest.ent (DFl) and bf the purcha1e of stock, i.e. Portfolio Foreign 

Investment <PFI). But in the c&se of the Republic of lorea these methods of 

capital inflow have never ~een usAd eztensivelJ. for instance, DPI bas rarelr 

amounted to more than 10 per cent of annual capital inflow and bas, in fact, 
8/ been frequentlJ less than 5 per cent. PPI was 111&11 until the earlf 198os-

when foreigners were permitted to purchase Republic of lorea stocks through 

aulual funds ltbe process is being liberalized in 1986). One area which DFI 

could be attracted to was export production in the ErZs; inflows here would 

alleviate pressures on capital resources. 

In 1970 there were onlJ 11 IPZs in the world; bf 1981 there were 96. 

Between 1971 (llasan's operating date) and 1975 23 zones were established in 11 

countries, aainlr Asian (9 in Malaysia, 2 in Taiwan Province of China, 2 in 

the Republic of lorea and 1 in India). [Basile and Germidis, OICD, 1984, 

pp.21-22.J It ls highly likely, therefore, that the initiation of the s1stem 

!I Over the whole period 1965-1974 direct investllent constituted 12.7 per 
cent of the total of net borrowing plus direct investllent i.e. it would 
have been even smaller if the concept of 1[21.!. borrowing bad been used. 
(calculated from lrueger, 1979, Table 41, p.147). From this table one 
can also observe that the debt servi~e tatio (capital and interest 
repayments as a proportion of e1port1) reached a peat of 31.4 per cent 
in 1970 com~ared with only 5.7 per cent in 1965. Hence the growing 
concern about the foreign ezchange rltuation mentioned in the test and 
which, it ls .. tntained, was partlf responsible for the ina~guratioa ot 
the !1port Processing Zones concept. 
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of SPZ• la a world contezt stlaillated aanr coaatrle1 to lalltate their owa 

IPZ• for fear of losing oat in acqalrlng a proportion of wllat was regarded •• 

a flzed 1upplJ of foreign direct lnYe1tllent. Pot•~tlal recipient coaatrl•• 

w.re then placed in the cla11ical "prisoner•• dil .... " situation: when one 

couatrJ iacrea1e1 its incentives to attract foreign capital all will be 

obliged to do so and tbe C011P9titlve bidding for capital will result ln the 

general level of incentives being higher than nece11arr (with rents being 

1killll8d off bJ inc011ing capital) and with the final destribution of foreign 

capital 8110ng countries being no different frOll what it .uuld bave been vltb 

all-round lower incentives. Clearlr. in this 1cenario. the absence of 

incentives will affect international capital•• deciaion on location: this 

conclusion i1 at variance with the often quoted view that "incentives do not 

aateriallJ affect tbe decision to invest". Yet it is a reasonable conj8cture 

that "increa1e1 in incentives are more likelJ to be aatched by other countries 

tban are decrea1e1" <••• the di1cu11ion of this issue in Guisinger and 

A11oeiate1, 1985, pp.37-40). If the Republic of lorea bad not instituted its 

srstea of EPZ• : ~ 1971 it aigbt well bave failed to attract ~ of the 

Japanese end A9erican capital tbat, in lbe event, caae its var; !.!!!!. part. 

instead, algbt bave gone to tbe Republic of lorea'1 •.1.c. 
<newlr-industrializing-countries) coapetitors of Taiwan Province of China, 

Hong long and Singapore. But it is in tbe nature of such counterfactual 

propositions that we can never be sure of tbe alternative outcOlle. We can 

never be sure of bow aucb of tbe direct foreign investaent which flowed into 

the Republic of lorea's IPZs would b~ve flowed into tbe Republic of lore& in 

anr case - in tbe absence of the IPZs. Vbat we .£!! be reasonablJ certain of 

la that it la not the incentives alope which induce foreign capital; th•J will 

be scrutinized bJ a potential foreign investor onlJ after the aaJor reasons 

for specific location have been determined - and tbe•e reasons will inevitablJ 

include political reasons of 1tabllitJ etc. 

To conclude this introduction: bJ no stretch of tbe iaagination can it 

be claimed that the e1tabli1hllent of the BPZ1 bJ tbe Republic of lorea was 

••••ntial for the initiation of an •sport-oriented growth atrategr - bJ tbe 

ti .. 11&1an BPZ caae into being in 1971 the Republic of lorea bad esperienced a 

decade of vigorous growth in GIP and esport1. two reason• for tbe 

establishllent of the IPZ• thus r ... in: (i) to help maintaip tbe rate of Krowtb 
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of •KPOrts
11 

witb tbelr proY•D sti ... latorr •ffeet oa tbe growtb of tbe 

econ~ la t.be fac• of eabaacecl dC111e1tlc dellallds for capltal-latenslwe 

projects wblcb woald not lncr•••• foreign ezcbaage earnings la the sbort-tera 

and (ll> to en1are that tbe aepablic of lora would get an app~opriate share of 

wbatewer iatgrnationallJ-9Dbile private capital va1 available wbich otherwise 

voald have been a~tracted to CQllP8titor nations tb ... elve1 engaged in 

e1tabli1hiag EP~s. 

!I It alsbt be added tb1t la tbe late '601 srowlng •••~•l•••• was being 
ezperlenced about tbe 1ervlclag of ezterual debt - a factor wblcb 
enhanced tbe laportance of ezport1 (lru•ger, 1979, p.119). 



-. - - -·· - =- -· 
_ .... 

cccsa 

-. -
II. GlgllL WI.DIS OF IPZ rprop•llCI 

II.l Role and obiectives of tbe IPZ• in tb• Republic of ~rea'1 overall 

industrial policy an.roach. 

Tb• lconoaic Planning Board in its lcon011ic Survey for 1970 1et out 

wbat it called an "Ezport Proaotion PolicJ"• introduced during 1969. Some 

twentJ aeasures were listed of wbich the following are SOiie: 

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

aa1s production: 

- Three industries (cotton fabrics. woolen fabrics and raw silt) were 
ezcluded £roa designated ezport-oriented industries ••••• 

- A total of $6~ aillion va1 .. de available thrnugh the ~orean branches 
of foreig~ b~ts to ezport industries for procur ... nt of 
equipments •.•. 

- To facilitate the establisbae~t of free ezport zones including llasan, 
the Lav on the lstablislulent of Free lzport Zone vas pr011Ulgated on 
20 Decellber 1969. 

Secondlr, in order to strengthen coapetitive power of esport industries 

and to increase foreign escbange earniags; 

- Utilization of domesticallJ produced raw aaterial1 was given financial 
and adainistrative support. 

Thirdly, in order to widen esport aartet1 

- lffort1 to diver1ifJ ezport aartet1 were aade, developing new 
comllOdities and 1trictl1 in1pecting esport goods. 

Fourtblt, in order to 1trengtben financial and adaini1trative 1upport to 

ezport industries: 

- Iaport of rav aat•rial1 and equipment for e&port indu1trie1 va1 
eseapted froa cu1t0111, and their foreign ezcbange earnings were also 
ezeapted froa internal taze1. Special accelerated depreciation vas , 
allowed to promote capital inve1taent of ezport indu1trie1. 

- lzport-iaport lint 111tea and esport 1ub1idJ were adopted bJ tbe 
governaent, and adaini1trative procedure• were al10 1iaplified. 

' 

- De1pit• tight 110netar1 poller and upper re1erve b••• liaits, a1 agre~d 
upon vitb IJIF, a aasiau& financial 1upport va1 given to esport 
financing. 
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Plfthlr, rorelgn ezchang• credit were eat•nd.0 to d•Yelop d••lgnated 

•apart-oriented indu•lri•• and to finance the conwer•ioD into eaport 

indu1trle1 and tbe import of industrial facilltle1 for ezport lndu1trle1.• 

Tbe list pats the ~•an and lri BPZ1 into per1pectiYe; th•J were clearlr 

designed to be part of a package of new measures designed to stiaalata 

esport1. Intere1tlnglJ enough, the comment on their establi1bment appear• not 

nnder tbe rubric, "to strengthen coapetltive power of export indu1trie1 and to 

increase foreign exchange earnings" but under •to 90dernize production 

facilities and to facilitate .... productir.n•. lloreover, no •pecific .antion 

i1 .. de of foreign investment in the Zones in the Foreign Capital lnduceaent 
10/ 

.I.ct (Law •o.2598, proaulgated on 12 llarcb 1973)~ - tbe clear i11plicatl~n 

being that investments .. de within the Zones are broadly within the scope of 

the Act. ID fact, the language of the Act when dealing vith the criteria for 

granting authorization for foreign investment i1 quite siailar to the language 

used when outlining BPZ investment creteria: 

Act: "Authorizations or approvals ..•• shall be as follows; 

- Projects which greatlJ contribute to the improvement of the balance of 
pafllents. 

- PrioritJ shall be given to those projects which vill greatlJ 
contribute to the iaprove1Dent of the balance of payments, or to joint 
venture projects ln case of foreign lnvestaent (Act. p.61). 

IPZ: - "The Kasan Free lsport Zone wa1 e•tabli•hed in 1970 to encourage 
direct foreign investment and esport1• (Kini1tr1 of Finance, 1986, 
(b), p.43). 

- "lnterrri1es (which> are eligible for occupancr in a fr•• esport zone 
are those •••.• engaged in .. nufacturing, processing or assellbling 
esport goods, if (theJ are) 

foreign invested enterpri1e1 or joint venture• between foreign 
and ~orean lnve1tor1". 

~I A revised rcIA bee ... effective on 1 Julr 1984 but the .. in purpose 
r ... in1 the ..... Th• e11ential difference i1 tbat under tbe old Act a 
Positive List S11t .. was operated under vbicb foreign invest.eat ••• 
peraltted oalJ la specific listed 1ector1; under tbe new, and 11are 
liberal Act, tbere esi1t1 a ••&•live List wbicb excludes foreign 
investment frOll fatrlr liaited specific areas ot the •conoar. all tbe 
rest being automaticallJ approved (Bini1trr of Finance, 1986, pp.l 
and 17). 
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<or> - eaterpri••• vltla defiait• ezpot-t pr.lspects, bi&ft foreiga excbaage 
earaiac•. oatst&lldiag tecbaical bow-laow. or- bigla l•~r 
lateasitr• <•l•i•trr of Piaaace, 191E. <•>, pp.11-391. 

It vlll be noticed tbat tbe 'rlteria are tulte b~o&d for lnYe1taert la 

1P21 <•• indeed tbef are for invest.eat in tbe Republic of lorea geaerallJ 

where capital ls welcOlled which develops •ter industries or public utilities• 

and ville~ •contribate(s) to tbe development of the national econOll.J aad ~ocial 

welfare" <~t. p.61). 

lo what V&Jls, therefore, are IPZs in the Republic of lorea •special•t 

Before anr41erlag tbe tuestioa directlJ it ... st be said at the outset tbat aot 

a great deal of attention is pa~d in official government publications or la 

t~e publications of c~;;;- ~~1•1 in1titution1 to the special nature (if aar> and 

operation of the IPZ1 and, often. vbere .. atioa is made tbeJ are lamped la 

with •Industrial Estates" la general. •ow, of course, an EPZ is an 

"industrial estate" but lt ls desirable to maintain the distinction ln the 

interests of claritJ . 

.ls aa esaple of the lack of attraction paid to the specificitr of 1PZ1 

ve can cite the 167-page verr detailed booklet on doing business in the 

Republic of lorea of the lorean Traders' .U1ociatioa (1985, pp.68 and 90) 

where the onlr c0111ment1 in connection with the topic are: 

"The Free !sport Zone l1tablisbaent Act 1et1 forth special .. ~bods of 
adaini1tering goods brought with and out of Free !sport Zones, vbicb 
differ froa tbe adaini1teriag of general cOllM>ditie1"; and 

"The lorean GoverJU11ent provides foreign invested enterprises vltb 
additional privileges on a preferential basis such as adaission into 
industrial e1t~te1 in order to facilitate plant construction and 
•~curitJ of utilities including comaunication facilitia1". 

Yet tbe , ... booklet, in two estensive sections Cpp.79 and 84) provides 

eztr ... lJ useful inforaation ~• bonded areas and bonded factories. 

Obligea to answer tbe tuestion posed above - about tbe "special" nature 

ot IPZ• - the econoaist would bave to aolVer that la tilt Republic of gorea 

copt11t there is verJ little that is special about th... Al bas alreadf been 

.. ntioned, their chief underpinning ls tb• tacilltr offered to flras within 

th .. to laport inputs dutr free in the ezpectation that all output will be 
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ezported.ll./ Bat tbla poasl•llltr la also opea to otber factories la tile 

.. ,.bllc of lorea lf tber are •bonded• aact. ia aar ca••· a casta.a drawbact 

•r•t .. oper•t•• la res,.ct of imported lapats for ezports. 

?la•• it ..... to the writer that a aistaken idea of tb• exceptloaal 

aatare of KPZs ls glYea bJ state.eats sacb as tile followiag~ 

lef're• ezport &0ae1 are apeclallJ deslgaated industrial areas where 
forelaa-lnw•sted firllS caa aanufacture. as1....,le, or process ezport 
~rochacts u~i:ig fr .. 11 iaported taz-free raw aaterial1 aad or 
seaiflniabe~ goods. ?la••• areas bawe tbe characteristics of a bond. 
where the ~pplication of tbe pertlaeat lava aad regulatioas are vaiYed 
or .. apeaded .... geaeroa• taz iaceatiwes are proYided for 
foreiga-iavested enterprises. 

?la••• &ones were esteblisbed to encourage direct foreign iaYest.ent 
aad prOllfJle exports •••• • (lorea Ezcbaage lank. 1984. p.1•9> 

CertainlJ •generoaa taz incer.:iYe1 are proYided for foreiga-inYested 

enterprises• - bat theJ are 10 proYided generall1 for foreign inweator- la the 

Republic of lorea <see Appendix C for a SUllll&rf). there are no eztra tax 

incentiwea for firaa establishing la the EPZa. 

Let us consider the next benefit claiaed f~r operating in an EPZ: 

"All the administrative procedures necesaarr for operation of tbe 
occupant enterprises can be easilJ processed on the spot•. (~orea 
lxcbange •~~t. 1984 0 p.151.) 

&gala. a verJ useful 1et of provisions to attract foreign capital. But 

it would aeea that siailar provisions exist generally in Industrial Estates. 

In answer to the question: "Wbat are the adYantages of locating in an 

industrial estate?" The BinistrJ of Finance writes: 

"&11 the enterprises located in industrial estates enjoJ preferential 
advantages. Plant sites can be ea1ll1 purchased or leased at 
con1iderablJ lOtMr prices than in other a~~a1. Further, various support 
facilities and 1erYlce1 such as electric P0W9r. indu•trial water. 
transportation, telec0111Uaication, 1teYedoriag, and packing are 
proYided. ID addition, these estates offer a full range of 
iafra1tructure and other aaxiliarr serYic•• sach as a casta111 office, a 
bant. a labor office, a quarantine station, and an i .. irratloa 
office."ll/ CKini1tr1 of Finance, 1986 Ca), p.38.) 

111 this ls not 1trictlJ true in practice; tbi1 point will be con~idered 
later. 

}11 ror an exazple of tbe i11POrtance of services etc. in industrial e1tate1 
see 801 •0.1. 
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Ve gather. tbea, tbat HnlcH prodded la .Ill Htates are liallar. llo 

doabt la practice tbere are Yarlatlons la tile ezteat of tile senlces and tbe 

efflclencJ vltJl ville~ th•J operate; an eztenslYe ctudJ t10ald be aeeded to 

asc•rtaia tbi1. Bal at pr•sent. oa tbe eYldence, .,. can COlllleDt onlJ on tbe rents 

and sal• prices ia tbe e1tatet. The flgare1 below. derlYed frClll yarloaa l1sae1 of 

the Bial1trr of Pi~ance'1 Iayesteent Guide to lorea, shOWI lease costs la Basan 

and Iri IPZ• aad sale prices of land la geaeral industrial estates: 

llontblJ co1t1a2 <•> Percentage change 

1981 1914 1915 1911-1985 1914-1915 

Basaa I...~ 

Lease of Plaat Slte1 0.0720 0.0620 0.0570 -20.8 -8.1 
Lease of Staadard ractorJ 0.9150 0.1760 0.8000 -12.6 -8.7 

Iri l!Z 

Lease of Plaat Sites 0.0293 0.0330 0.0306 +4.4 -7.3 
Lease of Stan~ard Factorr 0.6780 0.6181 -1. 7 

Rat!o llasan !PZ : Iri IPZ 

Lease of Plant Sites 2.46 l.H 1.86 
Lease of Standard Factorr 1.29 1.29 

Sale prlces/a2 ($) Percentage cbaage 

1981 1914 1985 1981-1985 1914-1985 

Industrial e1tatecl3 

Irl; 4.~o 2.14 2.14 -52.4 
Cbang Von Bacbin•rJ 14.00 24.03 24.03 +71.6 
Yocbon Petro-cbeaical 13.88 11.76 11.76 -15.3 
OD Saa 9.04 9.04 5.39 -40.4 -40.4 
PaatlOl 27.80 27.80 21.94 +4.1 +4.1 
Republic of lorea 90.29 90.29 90.29 
laal 13.00 13.00 13.02 

J1.I SOiie basic data oa all tbe lstates ls glY•G in Appeadiz table 4. 
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Although .,. cannot ca11pare directly th• cort• of land arad/or f actorr 

rentals bet.,.en IP%1 and other ••tat•• fraa the aboYe 1tatl1tlc1 .,. can derive 

at least two lntere1tiDg conclusions oa ~a) the relative costs of operating lfi 

lla1an Uad Iri EPZs and (b) the trends in rentals in the IPZs and in sale 

prices in the industrial estates over recent rears. 

As far as (a) ls concerned it would appear tbat both plant sites and 

standard factoti•• are relatiY•lJ more ezpen1ive in lla1an EPZ than in ~rl 

EPZ. lla1an, iD effect, was able to ch•rge more because of its preferred 

locatiou <near Pasan and an international airport) - or because of otlaer 

perceivecf advantages. However. the ratio for plant sit•• va• falling between 
14/ 

1981 and 1985 suggesting that as Iri IPZ va1 filling up~ it was able to 

increase its rate• more 1teeplJ than llasan EPZ. or decrease th .. less rapidlJ. 

Looting at (b) the interesting fact ... rges that, eKcept for 1981-85 for 

plant sites in Iri, IPZ leases bave moved in a downward direction. One can 

onlr speculate that since 1981 in tbe case of llasan IPZ. and certalnlJ since 

1984 in the case of Iri IPZ, increasing dlfficultJ bas been ezperienced in 

attracting flras into the EPZs. OYer the foar rear period vboles~l• prices 

rose bJ an average of 9.3 per cent per annua - so it ls certainlr odd to find, 

for instance, that in that tiae lla1an IP7.'1 lease charges for plant sites 

declined by 20.8 per cent. 

As for the general industrial estates the evidence 1b:-v1 that in three · 

of th .. - Iri, Yocbon and OD San - sale prices (pr~suaablJ of land. although 

the point is not aade eKplicitlJ) declined 1aae 40 or 50 per cent between 1981 

and 1985. ODlJ in Chang Von llachinerr Estate was then a significant ris,, of 

72 per cent (a rise which ls an indication of th•t~ l1t~te's growing importance 

froa a locational point of view; it is near Pusan and an international airport 

l!I The concept of "filling-up" ls usuallJ discussed in the Republic of 
lorea in teras which are .. anlngl••• to the econaaist. Vbat is referred 
to ls SOiie phJ•lcal rate of occupancr given the order ln wbicb fir111 
happen to baYe become established. The daflnltlon, consequentlr. avoid• 
tbe notion of the econoalc effectiveness of •occupancr' i.e. the 
appropriate labor. capital or still intensivitJ given the Republic of 
lore•'• factor prices. One could have 100 per cent occupancJ of llasan 
IPZ with 50.000 eaplor••• turning out labor-intensive mousetraps ••• I 
The i11ue of "occupancr rates" is not trivial; it ls fund ... ntal to a 
clear understanding of what the IPZs should presentlJ be producing •~d 
where tbetr opti11Ua product-ala in the future lies. 
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and a consld•raule eztenaion of its faciliti•• was annoaAced aid-1916). Tb• 

statistics saggest that tbe sale pric•• .,.re set at anrealistic•llJ bi&b 

l•Y•l• in Iri and On Sao and tbat adja•tllents baYe bad to be aade to attract 

occap&ots. In the ca•• of Iri, both the General Industrial Estate and the !ri 

J..,.l~ Processing Zone 119re biYed off froa what was origi~allJ intendec! to be 
151 

one Ezport Processing Zone;~ one cannot belp wondering tlbether th• 
16/ 

original deci•lon to locate an IPZ at Iri was justified.~ 

In earlier parts of this chapter it vas implied that there were 

considerable slailarities bel119eD IPZs and ge~eral indu~trial estates. 

IOIMYer. it would be incorrect to conclade that ther~ are !!!. significant 

differences. For instance. it ia claimed that tba IPZs are areas where 

•the iaplementation of laVi and regul .. tions pertinent to foreign 
inY~stllent. which are noraallJ applted elsewhere, are vaiyed or 
relazed." (Binist~ of Finance, 1'16 <a>, p.38) 

This could aean aucb or little; it i• never •pell3d out in 110re detail. 

Another benefit of locating within t~e IPZ1, aod of acre obvious and 

practical importance, is that 

"•nr adainistrative procedures for approv•l of business activities such 
as the purchase of land and constructicn are settled on the spot.• 
(ibid., p.38) 

And of aealagous, but of even gr•ater, iaportanco: 

"The procedure for authorization of foreign investment is siaplified 
(aeansf) and handled at an office in the zone". (lbi~. p.38) 

This "one-stop" procedure was fre~uentlJ comaented on vitb appr~val bJ 
17/ 

fira representatives ~ithln the IPZs.~ In practice it aeans that the 

}11 Tbe Jevelrr Processing Zone functions as a separate export processing 
~De. 

,lll SOiie of the difficulties now being ezperlenced in e1tabll1hlag 
ladQttrlal estates la the rural area•, 1peclflcallJ tc iaprove fara 
income, are referred to la Bos •o.1. 

ill Ia IadoaHia, BlPll, the roreign IavHtaent Coordinating Board, lltevlH 
pride• itself on operatlng a "one-stop" service - for !ll foreign 
capital COiiing into tbe couatrJ. 
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poteatlal law.1tor l1 freed froa tbe aeee11!tJ to -..eke tbe roall41• of 

aower11111at aatborl&lag department• aad ageaci•• la Seoal aad of department• of 

local goYerr.-.at. 

To 1111111arl&e tbe role and objectiY•• of th• Republic of lorea•1 BPZ1: 

Botb Ks1an BPZ and Irl BPZ were 1et up to attract foreign capital for 

ezport-oriented inda1tries. Tbeir net foreign escbange earnings were expected 

to be hlgb. Generally speaking it was labor-inten•iYe industries wblcb were 

attracted 10 that one of tbe other objectiYe1 of dewelopaent - eaplOJ118Dt 

creation - could be achieYed. To bring in foreign capital various lncentiYes 

were offered but it 1eeas that aanJ of these incentives were also aYailable to 

foreign capital locating el1ewbere in tbe Republic of lorea - and e1peclallJ 

lo the general Industrial Estates which bad baen in e•istence 1in1.e the early 

•601. It is a 800t point as to hew aucb of the foreign capital attracted to 

the IPZs vould baYe entered the Republic of K~rea in &DJ ca1e. given the 

bi1tor1 of dJDaaic expansion since the beginning of the "60s and given the low 

vage rates. skilled. dedicated and adaptable labour and stable political 

enviro1111ent wbich characterised the country. It aaJ be that. in •ffect. part 

of the econ011ic rents accruing to the projects undertaken were lost to the 

Republic of lorea Government through its provision of unnecessarJ 
. i 18/ 1ncent ves.--

18/ Th• two studio: which espllcitJ aate a co1t-benefit anal1sis of llasan 
BPZ conclude that the rate of return was reasonable. Boua Jong Choe l!l 
"AD Econoaic StudJ of the llasan Pr•• Trad~ Zone", 1975, p.2•1 e1ti .. ted 
the aarginal benefit-co1t ratio to be betwoen 1.24 and 2.34, depending 
on a11uaptlon1 about the di1count rate and t.~• 1hadow was• rate. Peter 
Varr, la. "lore•'• 11&1an p~,,• lsport Zone: Benefit• and Co1t1• (1914, 
p.113) calculated the internal rate of r•turn at 5.9 to 15.0 per ceat, 
depending on the wage differential betw.ea lnslcle aad out1lde the &0ae -
effectivelr, again, the 1hadov wage ;·ate - and as1umptlon1 oo the life 
of the zone. Both re1ult1, altbougb rea1onablJ beartealn& to adYocat•• 
of 1PZ1, appear to b9 dependent Oil a aallber of a11amptloa1 wblcb algbt 
or al1bt aot be correct. lloreover, br tbeir aat•r•. calculatloa1 of 
thl1 1ort do not deal with the count•rfactual 1ituatlon: -wtaat if the 
capital woald ha•• COiie la ••JW&J aad 1one e11ewhere la tbe ecoaoart" 



- 17 -

11.2 STATISTICAL APPRAISAL or THE UPUBLIC or IOW't 12Z STIUCTUU AIR> 

ACTIVITIES 

2.1 the finas: nuaber and sectors 

Table• 1, 2 and 3 provide preliainarJ data on total investment (foreign 

plus d011estic) and the nuaber of firaa in the two IPZs, llasan and lri. 191 

Alth01agh 1970 is given as the starting date of llasan IPZ, production and 

ezports did not effectively get under way cntil 1971. lri IPZ c~nced 

operation• in 197•. It will be seen that in Ka1an'1 case the aaziaaa nUllber 

of finas in the zone, 115, was reached early, viz in 1973. Since then there 

bac been a decline to 79 7n 1985 and 78 in che first half of 1986. These bare 

nUllber1, unfortunately fail to provide a c911plete picture of the "ins" and 

"outs" duri3g the period. •or, unfortunately, is any information available 
20/ concerning the reasons for the withdrawal of firas.~ 

For Iri, the nuaber of finas continued to grow to 20 in 1985, the 

present nUlllber but, again, one cannot deteraine whether there were "ins" and 

"outs". 

It is interesting to note that whilst \n current tel'lllS the value of 

c011Ulative investment in the two zones combined has increased year by fear, so 

that bJ 1985 it was 284 per cent greater than, for instance, in 1974, in real 

teras cuaulative investment bas fallen. If we deflate the current val~es bJ 

an indez of wholesale prices, which rose by 54 per cent between 1974 and 1985 

we find that £.•al cuaulative capital investment in the two zones declined by 
60 per cent. 

l!I Hereafter, unless refereace ls aade to the contrary, the a ... s by 
theaselves refer to the EPZs. 

~I It would, for instance, have been valuable to have ascertained whether 
f iras which left the zones did so in order to locate elsewber in the 
Republic of lore& - and what induced th .. to aake ~ 80Ve - or whether 
they ceased the Republic of. lorea operation• altogetber. AD analagous 
statistic - again, apparently, on which 111'1 aalntalned no recordc -
concerns the nuaber, lf any, foreign flras which bave applied and apply 
to ca.. into the zones but wblcb have been turned away frOll lact of 
pb11ical space. One would lit• to know whether, lf sucb firas ezlst, 
tb•J located or are deciding to locate elsewhere la tbe Republic of 
lorea. (lee f .n. 14 for a COllllent on IPZ "capacltJ".) 
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Table 1. 
bl 

CuaalatiYe total- inYe1bMnt and nUllber of 2artici2atln1 
enter2rile1 in the llasan and IRI EPZ• <as of Del!aber 31) • 

Ruaber and S•aillion 

Ruaber of Finu Investment <S aillion> 
Tear llasan Iri 11&1an Irl 

IPZ BPZ Total 
KPZ IPZ Total 

1970 4 4 1.8 1.8 

1971 22 22 5.3 5.3 

1972 70 70 36.9 36.9 

U73 115 115 82.6 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 lS 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 H0.2 

198611 
78 20 98 132.4 17.5 149.9 

11 As at 30 June for llasan; as at 31 llaJ for Iri. 

~I Foreign plus doaestic. 

Source.1: Joag-Naa lia, Busin••• .Activities lp the loreaa lsport Proc•••ing 
Zon',. :. Table 3, BlnhtrJ of Trade and Indu1trJ, •oveab!r 7, 1983 
(alaeo.), as updated bJ llTI, August 1986. 

Adalnl1tration Offices of the IPZ1. 
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Table 2. fir1111 b1 2rocluct1 within the ila1an and Iri BzDort 

Proce11ing Zone1 1 a1 at 31 Karch 1986 

Mo of fir1111 and s•ooo 

Sector IUllber of Fir1111 IDYHt:MDt ($'000) 

Kann Iri Total llasan Iri Total Per cent 
IPZ IPZ Mo. Per cent BPZ IPZ 

Electronics and 
Electric 23 1 24 24.7 69,974 1,384 71,358 50.7 

Metal 16 1 17 17.5 22,1;80 349 22,829 16.2 

Precision 
aachinerJ 9 9 9.3 13,840 13,840 9.8 

Tutlles 8 8 16 16.5 5,424 9,184 14,608 10.4 

llachinery 4 4 4.1 2,039 2,039 1.4 

Footwear 5 5 5.2 6,543 6,543 4.7 

lon-lletal 5 5 5.2 1,319 1,319 0.9 

Leather 5 5 5.2 2,270 2,270 1.6 

Stone Prozessing 3 3 3.1 908 908 0.6 

Others 8 1 9 9.3 4,6ft8 227 4,915 3.5 

'total 78 19 07 100.0 126,308 14,323 140,630 100.0 

Source: Ministry of Trade and Industry. 
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Table 3. firm bf 1rodacts vltbln tbe Basu ud Irl anon 
Proces1l91 Zone1 1 as at 30 Jan• 

., 
1916-

•o. of fir111 and I'< 

Sector llullber of Firas~1 lDYeltaent (1'000) 

llasan Iri Total Ba1an Iri Total Per ce11 
IPZ IPZ h. Per cent IPZ IPZ 

Electronics and 
Electric 23 1 24 25.3 76,107 1,384 77,492 51.7 

lletal 16 l~/ 17 17.9 22,480 3.501 25.911 17.3 

Precision 
.. cbinery 8 8 8.4 13,840 13.840 9.2 

Teztile1 and 
garments 8 8 16 16.8 5,U4 9,184 14,607 9.7 

Bacbinerr 4 4 4.2 2.039 2,039 1.4 

Footwear 5 5 5.3 6,543 6,543 4.4 

•on-lletal 5 4!1/ 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 95 100.0 132,440 17,475 149,915 100.0 

I/ The Iri f igure1 refer to the 31 .. ,. 1986. 

kl Operating coapsnie1. 

£/ In addition, one companJ' i• preparing to operate. 

!I_/ le addition, one companJ' is preparing to establish. 

!/ At 31 llarch 1986 Irl IPZ had five c011panie1 la tbi1 categorr with a total 
investment of $2.3 aillion of wbicb $1.5 alllion was foreign-owned capital. 

12!!£tt•: Adalnl1tration offices of .. 1an and Iri 1PZ1. 

'-----------------------
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Tb• •••rage •i&e of fir111. in tet'9s of in.eat.eat. h•• been and i• 

... 11. rangi11g frail S0.24 aillion in 1971 to 11.5 aillion in 1914 and 1986. 

But again. after deflating for price aoYe98nt1. one find• a real decline la 

tbe aYerage size - a decline of 55 per cent. 

Tables 2 and 3 are identical ezcept tbat Table 2 refer• to llarcb 1986 

and Table 3 to Jane 1986. It was tb@aght tbat it aight be interesting to 

observe tbe change• that can occur in a abort interval of tbree aonths. 

IHentiallJ. wb5.c bappened was the following: 

- llsan and Iri both lost a fit'9. r41tducing total n119ber• f roa 97 to 95 

- Total cU111UlatiYe inYest.ent ro•e fr<111 1140.6 aillion to ~~49.9 
aillion. a ri•e of 6.6 per cent. 

- Tbe aYerage inYestsent per fit'9 ro•e froa 11.45 aillion to 11.58 
aillion. a rise of 8.8 per cent. 

- It appears tbat tbe f it'9 llasan lost was in the "precision aacblnerr" 
sector <• drop froa 9 firas to 8) - r•t tbat conclusion ls not borne 
oat bJ tbe inYest:lleat figures wblcb sbow identical invest:llent in this 
sector in the two periods. 

- The Irl changes are aore confusing. 
appear that in that 3-110nths period 
"non-metal" (also translated as the 
bad none in Karch. 

On the statistics, it would 
the IPZ gained 4 CQllPanles in tbe 
"non-ferrous--aetal" sector); it 

Iri appears to have lost all its 5 firas in the "leather" sector over 
the 3-11e>nth1 period.21/ 

2.2 Ipyestaeat: foreign apd d9'1!1tic 

Tables 4 to 15 present data referring to investlleat, foreign and 

domestic, bJ couat~J and sector. Collparisons are aade betw.ea tbe SPZs and 

the Republic of lorea. Tables 4 and 5 refer to llasaa and are identical escept 

tbat table 4 refers to llarcb 1986 and Table 5 to June 1986. 

lll Tbe c.1era1ent1 about observed changes la sucb a •hort period point to tbe 
aecestity of obtaining detailed inforaatioa on the fil'lll wbich COiie into 
aad leave cbe zones. 

-------------
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Some of tlae coacla1loa1 wblcb ... rs• fraa Table• 4 aad S are tile 

followiag: 

- .. pabll~ of lorea laYestmeat la .. , .. coa1tltate1 10 to 11 per ceat of 
tile total.Zl/ 

- Jolat Yeatares ia Basaa coa1tltate1 16.1 e-r cent of tlae total 
lDYeStMDt. 

- Japuese iaYe1tmeat ii predaalautlJ full1-3apaae1e CMIDed <17 per 
ceat) wlaereas la tile US cue a alaoritJ ii fallJ-US owaed (31 per 
ceat). tills elearlJ reflects dlffereat attltade1 towarda tile 
de1irabilltJ or t2ae aece11ltJ of •••lag a lepabllc of lorea .-rtaer. 
It ii aotlceable tlaat Japuese fall1-owaed iaYestmeat lacreued bJ 
some 16 aillloa betweea tile f lrst aad secoad ••arter1 of 1986 wlall1t 
there was ao clauge la Japaa-.. pabllc of lore~ joiat Yeatares. tile 
wbole of tile addltioaal Japaas1e iaYe1tMat was la tlae •e1ectroalc1 
aad electric• sector. 

- InYe1t.eat iD ...... otber tlaaa froa Japu and vu. ii aegllgibl• -
onlJ some 2.5 per cent of tbe total. 

Tables 6 and 7 refer to Iri and again are identical ezcept tbat tbe 

former is dated .. rcb 1916 and tbe latter BaJ 1916. Botb ar• included to 1bov 

the dr ... tic surge of joint Yentares inYest.ent wbicb occurred in tbat 1bort 

period-a rise frOll $6.9 alllion to SlO.O aillion. or 45. 7 per c•t·.t. VhollJ 

foreign-owned inYesblent r ... ined static over the period. A countrJ braakdowa 

is not available for Iri. 

Tables 8 and 9 refer to Kauaa aad are identical ezcepl for tbe fact tbat 

Table 8 is dated Barch 1986 and Table 9. Jane 1916. Tb•J 1bow tbe proportion 

of invest.eat held in Yarlous sectors bJ dif fereat contri•• and baY• been 

derived frOll Tables 4 and 5. llost Japan••• inYestllent clearlJ i1 aade in tbe 

•electronics and electric• inda1trJ (63 per cent in Barcb 1986 and goiag ap to 

65 per cent in Jane 1986). On the otber band. US iaYestllent i• concentrated 

in tbe •footwear• sector (45 per cent of USA'• total iaYest.ent). Tb• 

Republic of lorea bas ao inve1tllent la tbe •electronic• and electric• 1ect~r. 

boldlng about one balf of it1 total investment in tbe .... tal• sector (of ... 11 
importance to Japan aad USA aod of zero importance to other coaatrle1). 

Zll OnlJ frOll 1910 wa1 a national of tbe Republic of lorea pel'Slltted to own 
an occvpant eaterpri1e in i~• entiretJ (Kia, 1911, p.3). 
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Table 6. lnwestlleat la Iri EPZ b1 f•ctor a• at llarc~ 1986 

llumber of firmd' ud 8'000 

Sector 

Tertiles 

Leathr 

Electronics 

Stone processing 

Betal 

otber 

Total 

WbollJ' Foreign 
s•ooo 

3,83• 

1,459 

l,361 

660 

114 

7,428 

Joint Yentures 
s·ooo 

5,349 

Ill 

24 

248 

3~9 

114 

6,195 

~I OnlJ the total auaber of f iras in each sector ii 

s2urce: BinistrJ of Trade and IndustrJ. 

Total 
s•ooo 
Ulo. > 

9,184 
(8) 

2.210 
(5) 

1,3114 
(1) 

908 
(3) 

349 
(1) 

227 
(1) 

14,323 
(19) 

aYailable. 

Per cent 

64.1 
(42.l) 
15.8 

(26.3) 
9.7 

(5.3) 
i.3 

(15.1) 
2.4 

(5.3) 
1.6 

(5.3) 

100.0 
(100.0) 

Table 7. lnve19!1!gt in lri EPZ b1 sector as at 31 11&1 1986 

llaaber of firas~1 and 8'000 

Sector WbollJ Foreign Joint Yentures total Per cent 
s·ooo •·ooo •·ooo 

<•o. > 

Te:itlles 3,834 5,349 9,184 52.6 
(8) (40.0) 

Leather 1,459 811 2,270 13.0 
(S) (25.0) 

Electronics 1,361 24 1,384 7.9 
(1) (5.0) 

Stone proce11log 660 248 908 5.2 
(3) (lS.0) 

.. tal 3,501 3,501 20.0 
(2) (10.0) 

otber 114 114 227 1.3 
(1) (5.0) 

Total 7,428 10,046 17,475 100.0 
(20) (100.0) 

1/ OolJ tbe total ouaber of f lras lo eacb Hctor ll anllable. 

IRJl[H: Adalnistrattoo Off ice of lrl IPZ. 
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Table I. Proportioa of iantme•ta/ lleld ia Y&rln• 1tctor• 

b1 coantrie1: Basan SPZ. •• at Bare~ 1916 

Per ceat 

Sector Japu USA Repeblic otlatr• 
of ~orea (per ceat) 

Electronics aad Electric 62.9 34.1 90.6 
lletal i•.5 9.9 49.3 
Precision .. cbinery 12.7 3.7 3.6 
Te1:dles 1.1 21.9 9.4 
llilcbinery 1.1 3.5 
Footwear 2.3 44.6 11.1 
llon--tal 0.2 3.7 6.4 
Others 4.5 

Total 100.0 100.0 100.(' 100.0 

~I Includes wllollJ foreign-owned &lld joint Yentures. 

Soar~•: Table 3. 

table 9. Proportion of investment~' held in various sectors 

by countries: llasan EPZ. as at 30 June 1986 

Per cent 

Republic 
Sector Japan USA of lorea Otbers Total 

Electronics and Electric 64.9 34.7 90.6 57.5 
lletal 13.7 9.9 0.3 17.0 
Precision aacbinerJ 12.0 3.7 3.6 10.5 
Te1:tiles 1.0 21.9 9.4 4.1 
Bacblner1 1.7 3.5 1.5 
Pootwar 2.2 ••• 6 11.8 4.9 
llon--tal 0.2 3.7 6.4 l.O 
Otbers 4.3 3.5 

Total 100.0 100.0 100.0 100.0 100.0 

•' Iaclade1 whollJ foreign-owned and Joint veatare1. 

loprce: Table 4. 
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Tables 10 and 11 again refer to llaaan, for llarch and Jane 1916 

re1pectiYelJ. Th•J 1how the coantr,-concentratlon of lnYe1t.ent in each 

sector. For instance, acme 94 per cent of all th• inYe1t.ent ln the 

•electronics and electric• sector i1 Japanese; 74 per cent of inYest.ent in 

the •teztile• sector is from the Republic of ~rea. Of the total inwe1t.ent 

llade in llasan 13 per cent is Japanese and 4 per cent is Allerican. 

Table 12 presents a wide range of ~tati1tic1 froa 1970 to llaJ 1986 on 

EPZ and aepablic of Korea inYest.ent in order to obtain a general picture of 

the importance of tbe IPZs in the Republic of ~rea econOllJ. Al vlll be seen, 

for both Jlasua and lri 1tati1tic1 are presented for domestic and foreign 

inYest.ent fc•r all t~e rears with tbe object of ascertaining the growth in the 

relatiYe impo~tance of domestic inYest.ent in both zones. 

Let as start vitb llasua in 1971. OYer the nezt five J•ars domestic 

inYestllent fotlled 6 or 1 per cent of the total. Froa 1977 on d011e1tic 

inYest.ent began to increase proportionatelJ and rose to a pealt of 28.7 per 

cent in lt82. Froa here it fell steaoilJ to 22.0 per cent in llaJ 1986 - a 

figure somewb~re between the 198011981 ~roportions. Bovever. it is reaartable 

that sin:e 1981 about one quarter of the cuaulative value of total inwestaent 

in lbsan bas been owned bJ Republic of ~rea nationals. 

In the case of lri the reliance upon dcaestic capital froa verr earlJ 

rears is even 9'lre pronounced. Al earlJ as 1975, one rear after tbe 

establisbllent of the zone, 28 per cent of total cuaulative invest.e~t was 

coaing frOll Republic of lorea nationals. After three succeeding J••r• of 

reduced doaestic proportions an upsurge began in 1979180 wbicb continued until 

at least llaJ 1986 vben 57.5 per cent of cuaulative investment was sourced in 

the Republic of lorea. ClearlJ tbe perai11ion granted in 1980 for Republic of 

Korea nationals to f!!lx own an EPZ enterprise c .. ntioned inf .n. 22) bad an 

effect; but vbetber penai11ion was granted because of a shortage of new 

foreign entrants .2I. because of pressure froa doaestic .. nuf acturers vbo wished 

to avail tb..,elve1 of EPZ facilities 1111st, in the absence of further 

inforaation, r ... in moot. 

Considering tbe two zones together, doaestic investlwat reached 30 per 

cent of the total investment ia tbe zones in l.983 and fell to 26 per cent ia 

llaJ 1915. 
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Table 10. f[o15!r~ioa of total lnYe1t.eat•' in 1•ctor1 beld b1 
Yarioa1 countries: llasan IPZ 1 •• at Barcb 1916 

Per cent 

Republic 
Sector Japan USA of ~orea Others Total 

llectronic1 and Electric 93.1 2.7 4.1 100.0 
lletal 67.0 2.4 30.5 100.0 
Precision aachiner1 94.9 l.S 3.6 100.0 
Teztiles 20.4 74.0 5.S 100.0 
BachinerJ 90.5 9.5 100.0 
Footwear 37.1 37.8 25.0 100.0 
•on ... tal 17.0 15.5 67.5 100.0 
otbers 100.0 100.0 

Total 82.1 4.4 11.0 2.5 100.0 

~I Includes vbollJ foreign-owned and joint Yentures. 

Source: Table 3. 

Table 11. Pro22rtion of total 
. a/ 1nvestaent- in sectors held by 

various countries: llasan EPZ 1 as at 30 June 1986 

Per cent 

Republic 
Sec tow: Japan USA c;f ~orea Others Total 

Electronics and Electric 93.7 2.5 3.8 100.0 
lletal 67.0 2.4 30.5 100.0 
Precision aachinery 94.9 1.5 3.6 100.0 
Textiles 20.4 74.0 5.5 100.0 
llacbinerJ 90.5 9.5 100.0 
Footwear 37.1 37.8 25.0 100.0 
•on--aetal 17.0 15.5 67.5 100.0 
Others 100.0 100.0 

Total 82.9 4.2 10.5 2.4 100.0 

11 Includes wbollJ foreign-owned and joint ventures. 

Source: Table 4. 
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Table 12 (coatla•ed> 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986.5 

Total Repabllc of Korea 
Iawesteeat Faaded Proa 

Foreign 
direct 
invest.eat~/ 

l>Ollestic ft foreign 
direct iawest.eat~/ 
plus otber net 
capital inflows 
<• Total dClllestic 
capital for11ation) 

I aillioa 

14 2,065 
39 4,011 

133 6,094 
289 9,258 
363 13,181 
532 18,498 
605 25,406 
671 35,385 
799 50,806 
906 71,962 

l,OU 89,9So 
1,192 108,811 
1,380 129,745 
1,648 153,133 
2,067 178,266 
2,599 203,082 

Basu aad Irl SPZs 

Foreign 
lnnst.ent as 
proportion of 
total foreiga
direct 
iDYHt..Dt 

Domestic ft foreign 
lnn1t.nt u 
proportloa of 
total -..1tlc 
capital for11ation 

P e r C e D t 

8.6 0.01 
12.6 0.13 
26.2 0.61 
27.3 0.89 
23.2 0.69 
16.5 0.52 
16.1 0.42 
15.6 0.33 
13.1 0.24 
11.9 0.17 
9.4 0.13 
7.9 0.12 
6.6 0.10 
5.7 0.09 
5.2 0.08 
4.0 0.07 

._, Statistics in this table ar• cU11Ulative from 1970. 

~I Foreign direct investlleat should represent a net concept i.e. net of 
repatriation of.foreign capital and ezport1 of capital bJ Republic of lorea 
nationals. B0vever, the figure which is used is that which is titled "Foreign 
Investment b7 Ye~r" b7 the BinistrJ of Finance and this appears to be 
e1sentiall7 a gro11 concept. Thus the iaportaace of Ma1an and Irl are 
understated in the Table. But irrespective of the definition of 
dlrect-iave1t.ent, the d011e1tic capital foraatlon coluan ls correct (since the 
"other net capital inflow•" effectlvel7 takes care of the problea> and 
therefore the last colUllD la the Table is also correct. 

Sources apd pote1: Ma1an and Iri invest.eat froa the Adlllalstratloa Offices of tbe 
IPZ1. Total Republic of lorea Dollestlc Capital ror11atloa froa 
Bank of lorea, lcoaO!llc 8tatl1tlc1 Jtarbo9t, 1985 and Joptbl1 
Statistical Bullttia (the current won fi1are1 w.re converted to 
I on tbe ba1i1 of tbe appropriate-rear eschaage rates froa IllF 
lateraatlopal finapclal ltatl1tic1, before ca1111latiag). total 
Republic o! lorea lave1bleat froa for8llD 1oarce1 froa Biai1trr 
of Piaaace, lpytitetat Gplde to gorea, 1986, Appeadlz 2, p. 97. 

---------------------------------------------- -
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tile table (peDultl .. te col .... ) also shows the importance of laYesblent 

la ... ail .. d Irl la relation to total direct lnYestlleat. Proa 1970 to 1973 

inYest.ent la Basaa rose froa 1.6 per ceat of total direct la.-stment la the 

Republic of Korea to a 197()-15 peat of 27.3 per ceat. Tbereafter the relative 

importaace stea:lilJ declined, to 1.9 per ceat in 1910 e.ad 3.7 per cent 

ia 1915. tbe addition of Iri add1 about one half of one per cent to the lla1an 

proportions. For instance, ia 1974 llasan'1 c111111latiYe inve~tment alone 

canstituted 22.6 per cent of c111111latiYe ~irect inYesbr.ent in the Republic of 

Korea; the addition of Iri mates the proportion 23.2 per cent. In 1910 the 

cClllbined proportion was 9.4 per cent; in 1985, 4.0 per cent. tbi1 series, of 

course, ls a ~anife1tation of the attractiYenes1 of the the Republic of ~orea 

in general tG foreign capital; it i1 onlJ to be expected that the BPZ• ..uuld 

decline in relatiYe i11t>Ortance. 

the final col1111D 1erYe1 .. relr to underscore the last c01111ent: taking 

the d01111tic &nd foreign capital together which bas been invested in the zones 

we find that a1 a proportion of total d011e1tic capital formation this rose to 

a peat of 0.89 per cent in 1973 aad fell consistently to 0.07 per cent in 1985. 

Dealing in cuaulative investment 1tati1tics, a1 is done in table 12, 

does, however, obscure some of the interesting annual aoveaents which took 

place. table 13 is designed to overcome this problem. It sbovs the oet 

movements of investment into llasan and Iri, separately and jointly, frOll 1971 

to llaJ 1986. It will be seen that there were a number of fears when there was 

a net capital flow out of the zones (1910 to 1982 and 1915 for Kasan; 1971 to 

1980 and 1985 for lri). A liaitation of the table should be noted, howeveri 

the foreign dire~t investaent in the Republic of lorea is gross rather than 

net. lence the proportions ia the last coluan understate tbe relative 

iaportance of lla1an and lri. Witb tbi1 in aind, we see that in the year 1972, 

a rear after it began operations, Ba1an attracted about one third of the total 

foreign direct investment coaing lato the countrJ. BJ 1975 lla1an wa1 "full" 

•nd new investllent was negligible. But Iri was now on the scene, attracting 

foreiga iavestmeat of nearlJ •3 alllioa. However, through tbe draaatlc 

iacrease of direct iavestlleat lato the Republic of lorea in that rear even 

Irl'• addition to .. san failed to ral•• the aggregate zone•' proportion to 

l'.Ore tbaa 2 per cent. rroa 1976 to 1979 it appear• that deepening of capital 

va1 tatia& place in llasao, probablJ prlaarilJ due to re-inve1taent ot part of 
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Table 13. Poreign inve1taent in llasan and Iri BP;s lg rel1tlon to total 

(2reign direct invest.lent in Re2ablic of l.or••S.' 

s•ooo and Per cent 

Foreign Investaent in Foreign llasan and Iri 
direct 8PZs •• Proportion 

llasan lri llasan BPZ investaent of foreign direct 
BPZ EPZ plus lri in Rep. of investllent in Rep. 

Year•' gpz I.or•• of ~r•• 
$'000 s·ooo s•ooo s•ooo rer cent 

1971 3,633 n.a. 3,633 25,793 U.l 

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

1973 43,866 n.a. 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 - "7 ,312 2.9 

1980 -8,434 -382 -8,816 ..... 0,751 -6.3 

1981 -6,996 1,867 -5,12Ci 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 
b/ 

1986- 6,888 0 6,888 

~I During the year. 

~I Up to Kay 1986. 

£/ For note on foreign direct investment see note (b) to Tabl• 12. 

Source~: Ka1an and Iri IPZ Adainistration Offices and derived frOll Ministry 
of Finance, Jnvestaept Guide to lore• 198t. Appendis 2, p. 97 
<Note: Earlier editions of tbe Guide refer to tbe 1tatistlc1 as 
representing "Foreign Investment Approval"; the 1986 edition, 
however, titles the series "Foreign Investaent bJ Year".) 
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the profits. And in 1976 total zone•' foreign inve1tllent reached a new bigb 
of 14.6 pe~ cent of total direct foreign iavest.ent in the Republic of Korea. 

the rears 1977/78 se .. to .. rt a turning-point: aggregate zone iavestllent 

faltered and becaae negative or negligible - a situation which continued up to 

1985. In 1986. up to llaJ, there was a resurgence of interest in lla1aa 

($7 aillion of new investment) but Iri attracted no new capital following a 

loss of $1.8 aillion in 1985. 

Tabl~ 14 presents infot'll&tion on the countries of origin of tavestaent 

in the Republic of lore• aad in Xasan and Iri over the 1ears 1962-1985. the 

growing iaportance of Japan is evident: frOll a aere 3.0 per cent of foreign 

inve1taent in the Republic of lore& in 19ij2-66 to 52.4 per cent in 1982-85. 

OYer the whole period Japan contributed ~1.6 per cent of all foreign capital. 

However. the average value of Japanese projects i1 relativelJ ... 11 -

$1.8 aillion as opposed to $4.2 aillion for European projects and $2.2 aillion 

for the average. 

As bas been indicated previously the overwbelaing importance of Japanese 

inve.staent in llasan and Iri is clear; in aid-1986. 93 per cent in llasan and 

81 per cent in lri. table 14 also shows that the average Japanese investment 

in llasan was larger than the average of all Japanese projects in the Republic 

of lorea. But in Iri Japanese projects are smaller than the overall Japanese 

average. Finally, it is interesting to note that Kasan 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 .Aaerical investment in the country. 

Table 5, it will be recalled, set out to depict sectoral investment in 

Masan by country in June 1986. the analysis has been deepened, to the estent 

it is ~o~sible to find correspondence between Republic of lorea and llasan 

sectors, to examine tbe Republic of lorea/llasan differences lo the sectoral 

investment patterns. Briefly. one finds the following situation: 

- Japan's invest.aent in the electric and electronics sector i• 
relativelJ auch aore important in llasan (65 per cent of lts total 
lla1an invest.eat) than in tbe Republic of lore• ClO per cent of lts 
total Republic of lore& investment). It also appears that of all 
Japanese investment in this sector, about 53 per cent is ln •asan and 
47 per cent in tbe re1t of the Republic of lor••· 

- ror the USA, however, the relative importance of tbi• sector ls Dearl1 
tbe s ... inside the EPZ and in the Republic of lore• •• a whole. 
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Table 14. foreign inYeat..nt in Republic of Jorea and lla•U pd Irl IPZ• 

.. illion, per ctnt •ad n\Dlber 

Republic of lorea 

.Japan USA lurope Other• Total 
$ aillion 

1962-66 o. 7 ( 3.0) 21.9 (95.2) o.~ < 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 (10().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.l (10.7) 227.8 ( 8.6) 2,655.0 (100.0) 

•Ullber of Prciects 

1962-85 772 (65 .1) 248 (20.9) 68 (5. 7) 98 (8.3) 

Average Value of Invest.eat per Project($ aillion) 

1962-85 

Value as at 
30 June 1986 

1.8 

• mill. (per cent) 

8uaber of projects 
80. (per cent) 

Average value per 
project. S mill. 

Value as at 
31 llay 1986 
• aill.(per cent> 

•Wilber of projects 
•o. (per cent> 

.Average value 
per project.I mill. 

3.1 

109. 8 ( 92. 7) 

56 (84.8) 

2.0 

7.8 (11.3) 

10 (83.3 

0.8 

4.2 2.3 
3.1 

5.6 (4.7) 3.2 (2.7) 

8 (12 .1) 2 (3.0) 

o. 7 1.6 

1rt m 

0.3 (3.1) 1.5 (15.6) 

l (1.3) 1 (8.l) 

0.3 1.5 

1,186 (100.0) 

2.2 

118.5 (100.0) 

66 (100.0) 

1.1 

9.6 <100.0) 

12 (100.0) 

0.8 

~~--~----~----------------------------------------------~.------
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.Japan 

Yalae as at aid-1986 
$ aill.(per cent) 

lhalber of projects 
lo. per cent 

Average value per 
project.$ aill. 
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Republic of lorea 

USA Europe others 
S aillion 

Basua and Iri IPZ• 

117 .6 (91. 7) •.1 (3.7) 

9 (11.5) 3 (3.8) 

1.8 0.7 1.6 

llasan and Iri BPZ• as eercentage of heubllc of ~rea 

Value as at 
c. 1985186 per cent 

lo. of projects 
per cent 

Average value 
of project 

8.6 

8.5 

100.0 

0.8 0.9 

3.6 1.8 

22.6 51.1 

Total 

128.2 (100.0) 

78 (100.0) 

1.6 

4.1 

6.6 

72. 7 

Sources: Administration Offices of IPZ1, Kinistry of Finance, Inv~stllent Guide to 
lorea, 198~. Appendix Two, Table II, p. 99 and EPB. Kajor Statistics of 
lorean leonomx 1986. Table 10-22, p. 253. 
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Tabla 15. Pprelgn lnye1t.,nt b1 cpvntry apd lpdy1.l.&:J. lapvblle o'-11.El.111 ..lllt..ll.ll!l....lflll 
e allllon and ,., seat 

Japan ln~••t••nt In VIA lnve1t .. nt In Other lnve1t.,nt In Total la•e1tlllat la 
Sectors I 

IOlt "H•n IPZ IOlt Ruan nz IOlt Ruan IPZ IOlt ..... IPZ 
--r--,.r 
alll\on cent 

I Per I Per I Per I Per I Per I Per I •'ir" 
•llllon cent allllon cent allllon cant allllon cent allllon cant •llllon cent allllon cent 

llectrlc and elactronlc1 133.6 9.1 11.3 641.9 211.1 21.• 
Nachl111r1!l' 103.1 1.6 u.o u.1 U1,5 20.• 
"•\.ah 50.9 3.7 15.l u.e e.o l.O 
te1tlle1 and &•l'Wlent1 U.9 ••• l. l l.l'I o.e 0.1 
Otberw 1,016.• 7'.2 1. 3 6.6 39'.l 51. l 

total l,370.6 100.0 109.11 100.0 /71.5 100.0 

i1E s11i 2f io~1i: 
lepvbllc of ltore• 51.6 29.l 
..... IPZ 92.6 

ti Cv81al1tlv• lnve1t .. nt1, 1962-1915. 

1.9 33,9 41.5 1.1 
o.• 7.1 16.2 3.2 
0.6 lO. 1 13.7 2.7 - - 5.9 1.2 
2.7 0.2 05.5 .... 
5.6 100.0 512.1 100.0 

\9.3 
-.1 

2.9 90.6 316.2 
l11. 5 

72.6 
0.3 9.• 12. 5 

1,8'6.2 

U.5 
10.5 

2.7 
2.7 

69.5 

76.1 U.2 
u.• u.o 
U.7 U.2 
1.• 1.2 

10.0 ••• 

,,2 100.0 2,655.0 100.0 111.6 100.0 

100.0 
2.1 100.0 

bl A1 at 30 Jvne 1916 llt1tl1tlc1 1v1llabl• or.lr for R•••n IPZ1 lrl 1tatl1tlc1 ire not brotan down bf botb ~ndv•trr tit covntrrJ. 

51 OnlJ th• fovr 1ector1 llcted can b• c011p1red between "lepvbllc of ltor••" and "11111n IPZ" . 

fl Appe1r1 11 "a1chlnar1" ln lepvbllc of ltor•• 1t1tl1tlc1 ind hence 1111111ed to include "lllehlnerf" and "precl1lon .. ablnerf" 111ted la .. ,,. IPI 
1t1tl1tlc1 wtllch, con1,.uentlJ, hive been c1111blned. 

~: lepvbllc of 1tora1: Rlnl1tr1 of Plnance, 
"••an IPZ: A-.lnl1tr1tlon Offlca . 
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- otlaer co.atrlH' lanai.at la Ba•aa h almD•t ezcladnlr la tlah oee 
•ector (91 per ceat> wllll•t for tile hpabllc of Eorea as a lllaol• •lr 
I per ceat of otlaer eoantrl••' iaweat.ent l• directed to till• •ectOr. 

- As far u total iawe1t.ent ia Basu ii concerned 64 per cent of lt ii 
ia tile electric aad electronics sector wlail•t for all foreign 
i••••tMnt in tile Republic of Korea 15 per cent onlJ i1 .. d• la tile 
sector. 

Tb••· in general, it i1 clear that the electric and electroaic1 •ector 

ii relatinlJ a mch •re fawured '"cttr ia llaaaa tllaa it ii in tit• bpabllc 

of Korea •• a wlaole. <A •iailar analr•l• could not be carried oat for Irl 

because of the lack of a coaatrrl•ector lan•t8ent breakdown.) 

2.3 lzport1 aad net egport earning• 

Tbe .. in data for aa ea:miaation of eaport1 nd aet ezport ••nlag• froa 

llasan ud Iri ii to be found la Table• 16-21 and also la Table 31. 

Tables 16 nd 17 are fuadaaental to aa understanding of the historical 
23/ • 

trend of ezport1 fra11 the two zones and for a clear-- depiction of net 

foreign ezchange earnings and of factor and non-factor co1t1 <the last, botb 

foreign-iaported and domestic). A rigorous setting-out of all tbe components 

enables one to calculate value added and, utliaatelJ, profltabllitJ. 

23/ ClaritJ i1 stressed because all too often in the literature oa EPZ1, 
including that on lla1an and Iri, one ca.es accross "Snippets" of 
inforaatiGn about tbe1e variable• without tbe wlaole picture'• being 
presented. The following i• the trpe of com11ent one frequentlJ reads: 
"In tbe llasan Zone of the Republic of lorea, laports constituted 72 per 
cent of ezports ln 1971. BJ 1978 this ratio bad fallen to 52 ..-r cent. 
In the s ... zone the sh~re of d011e1tic raw 11&terial1 in total foreign 
curreDCJ earnings increased froa 6 per cent in 1971 to 37 per cent in 
1975". (UllIDO, 1910, p.26 quoting lelleber, 1976, p.81.) llow although 
the 1tat ... nts aaf be correct the .,anlng r ... ins blurred. &Yen worse 
is wben tbe statistic is cOllpletlJ al1under1tood. In a 1984 OICD Report 
one reads: "Between 1971 and 1979, local value added as a percentage of 
ezport Yalu• <la •i~a SPZ) ro1e froa 21 to 52 per ceat ••• • (Baille and 
Get11ldis, 1914, ~.~->. But tbls proportion does 121 refer to •value 
added~; wlaat 11 .. uat i1 •aet forelga ezcbaage eanlag1• wblcb iDclade 
pa,..Dt• to local •teriall' 1uppller1. Vbea tbe wrct .. local" ii 
dropped we have tbe evea worse coDfusioD of: .. .&D esceptional case i1 tbe 
lla1an IPZ ••• wbere tbe 1bar1 of value added iDcrea1ed froa 27 .I per 
cent lD 1971 to 52.2 per cent in 1979" (UllCTAJ>, 1915, p.21). ..•aa la'Z 
was oDlJ "esceptloaal" becau1e tbe 1tatl1tlc wai ai1uader1toodl Vbat tbe 
figPr•• in fact depict was, lD tact, aentloaed correctlr ln tbl1 UllCtAD 
&tport a f.., pas•• further on: "The lla1an SPZ ••• recorded foreign 
••change eanlas• of ••••• 27.8 ,.r ceat of sro11 esport1 lD 1971• 
(UICtAJ>, 191~. p.24). 
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Lookiag at Table 16 we aote first of all tlaat tile •aet f orelsa escbuas• 

eanlqs• to tlae bpgblic of hna ec3Dcmf are Uie na of pa,_ats for 

damestic .. terials. wages. reat aad seryices <electricltJ etc.>. As a 

proportion of total llasaa esport• these rose froa abc•t 22 per cent la 1971 t.o 

51 per cent in 1985. BoweYer. there bas been hardlJ aa1 perceptible iacrease 

in the proportioa since 1976/77. Iateresliag. •serTices• constitutes a blgla 

proportion of aet fbreip eschaage eanaiags, being almost •• important as 

firllS' ezpeadit~re• on d011estic .. terial1. 

A second measure of tlae degree of •1iakage• with the domestic ecoaomw is 

sllown i• col- 9 wber~ the proportioa of dc.estic raw -terials in total raw 

.. terial usage is cal~•lated. Ve see that the proportion was ftrJ ma.11 la 

the earlJ daJ• of llasan (3 to 6 per ceat) bat tllat it 41uickl1 roH to oae 

quarter aad then to one-tllircl. Bat it Ila• r ... laed at oae-tllird •lace 1976177. 

As caa be seeu la the table (col1m111 13) it was possible to calculate 

Yalae added as a proportion of gross output and whilst there baYe been 

fluctuations there is au unaistak&ble dOWDW&rcl tread; it appears that 

Don-factor inputs baYe been growiag 110re rapidlJ tbaa ezports. 

Table 17 presents siailar data for Iri. In general it appears that net 

foreign ezchange earnings as a proportion of ezports bave been rather lower 

for Iri than for llasan. Even aore disturbing is the fact of a decling trend 

froa 1977 to 1985. Dollestic raw .. terials •• a proportion of total raw 

aaterial1 over that period are bardlJ aaJ bigber tb&D for lla1an at tbe 

beginning of its operating period (Kasan. 6.0 per cent in 1972; Iri. an 

average of 7.5 per cent 1977-85). Tbe Iri proportion is less than one-41uarter 

of tbe lla1an figure. 

FrOll a yaloe !ddtd point of view, bovever, Iri is P•rticul&rlJ strong. 

over tbe period 1977-15 value added as a proportion of ezport1 averaged 

15.2 per cent wbilst in lla1an over tbe , .... period it avaraged 11.7 per cent. 

An interesting point ... rge1 froa coapariog the last colU11D1 of Table 16 

( .. 1an) and Table 17 (lri): the profitabilitr (i.e. froa a Rriyate point of 

view> i• con1lderablJ blsber in Irl than la .. tan. (See Table 24 for farther 

1tati1tic1 on lla1aa•1 profitabilitJ.) 

-------------------------------------------- - -
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Tables 11 aad 19 look at •sports bf categorr o.er a period of rear• for 

Ba1aa aad Iri re1pectl.elf. Al a prellaiaarr c~nt w alght aote tbat Basu 

aad Iri exports togetber constitated 3.1 per cent of •sports of maaafactures 

froa the Repablic of lorea in 1985. 

Vitbin llasua, and ezcluding the first aajor rear of operatloa, 1971, 

than bas been a slight increase in the i11pOrtance of electric and electronic 

..aatactares in the son•'• total eaport1 - froa 53 per cent in 1975 to 64 per 

cent in 1915. lat the itea llbicb showed the greatest increase la relative 

illportance wa1 precision aacbinerr (froa 4 per cent of tbe total in 1975 to 

1( per cent in 1915). Tlai1 categorr of exports grew bf 33 per cent per annua 

Un current Yalae tenu) onr the period. Ba1an'1 total exports grew rather 

aore 1lowl1 1975-15 than did ezport1 of ... uf actures f roa the Repablic of 

Korea as • whole - 17 per cent per aanaa as against 24 per cent per aanua. 

OnlJ one itea in the Basaa esport categories could be iientified which 
• '141 

corresponded to the Republic of Korea ezport categor1ea.~ This was 
~I • • •footwear". It i1 interesting to note that the relat1Ye importance of 

footwear esports in llasan's bundle of ezport goods is approsiaatelf the s111e 

as that for the wbole of tbe Republic of Korea - 1oae 4 to 5 per cent. 

Iri'1 ezport1 are obYiou1lJ doainated bJ teztiles - 74 per cent in 1981, 

64 per cent in 1985. But aetals and electrical iteas have tripled their 

relative iaportance over tho19 four years and have shown annual growth rates 

of 47 and 44 per cent re1pectiYelJ. 

Statistics of •sports bJ countrJ of destination are available onlJ for 

Basan. Tb•J are given ln Table 20. ?be i11pOrtance of Japan and USA •• 

aarkets ls clear; between tbea these two countries took 85 per cent of lla1an•s 

esports in 1978. ?be proportion was still •• high ln 1985 and the first-half 

of 1986. lscept for tbe re1.r 1978 (of the rears ~uoted in tbe table) Japan 

toot a con1iderablJ higber proportion than USA. ?bl• ls contrarr to the 

i!_/ Tbl• is just oae esaaple of the de1lrabllitJ of standardizing IPZ 
statistics along tbe Republic ~f Korea and, ultlaatelf, laternatlonal 
lines. 

2}/ Called, confu1iaglJ, la lla1an'1 •tatl1tic1 up to 1981, •ch .. lcal". 



Table 11. IUD VZ; 11152Etl ~I ~ltlliEl1 lld lllY~11~ gf liElli lll!SIEtl Rf 81DYflS~!E!!1 l!l!S~!~ 111~1. l!Zl-l!I~ 
• alllloa and per cent 

-
Sector 1971 1975 1910 1915 late of lncre••• 

1975 - 1915 * allllon Per cent * alllion Per cent * aUllon Per cent • allllon P•r cent Per cent per aanua 

&l•ctronlc1 and electrical 0.8 96.4 93.4 53.4 394.I 62.9 521.3 64.4 11.1 
.. tal - - 29.3 16.7 51.1 8.1 64.3 7.9 1.2 
lloa-ferrou1 .. tal - - - - 2.6 0.4 3.0 0.4 
llacblaer1 - - 7.5 4.3 7.8 1.2 21.1 2.7 11.3 
Preclaloa .. chlaerJ - - 7 .o 4.0 79.8 12.7 115.6 14.3 33.0 
restll•• and gar-.at• 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.l u.o 6.7 24.5 3.0 1.5 

rot al 0.16 100.0 174.8 100.0 628.1 100.0 809.3 100.0 16.6 
l•R!b~is gf lorea; 
l:f:rta of f ootwearl.1 37.4 3.2 191.2 4.0 874.5 5.4 1,534.3 5.3 23.5 
r 1 espol"'t• of .. au-

t facture1 1,162.9 100.0 4,791.2 100.0 16,150.8 100.0 28,879.6 100.0 19. 7 

I.> Footwear la the onlr categorr ln Republic of lorea ezport 1tatl1tlc1 whlcb corre1pond1 to a categorJ ln Ka1an IPZ esport 
at.athtlca. 

lo9ECt1: llaaan IPZ; Klalat.rJ of Trade and Indu1tr1. 
Republlc of lorea: IPB, laior atati1ttc1 gf goreaa lconOllJ 1986, Table• 10-4a ~nd 10-7b, pp.225 and 232. 



Table 19. Irt BPZ: lzport1 b1 categor1. 1elected r1ar1 1911-1915 

••ooo and per cent 

1911 1913 1915 late of lncrea1e 
1911 - 1915 

• '000 Per cent • '000 Per cent • '000 Per ceat Per cent per anaa11 

tezttlet 39,•19 73.8 •0,819 65.8 51,193 63.6 6.8 

Leather 10,135 19.0 13 ,972 22 .5 17,596 21.9 U.I I 

.,tall 331 0.6 852 l.• 1,5•9 1.9 U.l • w 
llectrlcal l, 716 3.2 •,239 6.1 1,••o 9.2 ••• 3 

Stoa• procetalag 1, 177 3.3 2,135 3.• 2, 715 3.4 11.2 

Total 53,371 100.0 62 ,017 100.0 10,493 100.0 10.1 

Source: llTI. 
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ezperleace of tb• llePQbllc of ~orea a1 a whole where the US aartet 
HI precloainates: 

Per cent of total exports of the Republic of ~orea 

consigned to 

USA 

Japan 

1978 

31.9 

20.7 

1980 

26.3 

17.4 

1982 

28.6 

15.5 

35.8 

15.7 

1985 

35.5 

15.0 

For llasan, too, it appears that the Japanese aart•t ha1 been growing 

auch more rapidlJ than that of the United States; whil1t·tbe vol1111e of exports 

to Japan grew at 10.5 per cent per annaa 1978-86 the U.S. market grew at less 

tban 1 per cent per ann\111. 

One other point froa the table is vorthf of note: despite the 

preponderance of the Japanese and U.S ... rtets, Kasan exports to betvaen 

50 and 60 countries altogether. 

Table 21 is inserted to round out the export picture of llasan and Iri 

with some recent statistics on planned and actual exports, sector by sector. 

A nuaber of interesting observations can be aade: 

- In total, onlf 42 per cent of the fear 1986's target bad been achieved 
bJ llasan and Iri cOllbined bf the end of June 1986 (it 11 aot known 
whether this ls tJPical and whether second-half-of-fear growth rates 
are usuallf greater tban tbe first so as to achieve the target). 

- COllpared with the same period in 1985 exports are highe~ bf 9 per cent 
in Masao, 26 per cent in lri and 10 per cent overall. 

- Kasan shows a draaatic iacrease of 49 per cent in value of exports of 
aachinerf, comparing the two half-fear periods. Iri'1 beet perforaing 
sector (apart froa "others") is the "lletals" categorf, with a 59 per 
cent export laprov81nent in the first half of 1986 over the .... period 
1985. 

2,l/ Statistlcs froa IPB, 1986, 
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2.4 Yalu• added an~ profitability 

table 16, which included data on val~• added and profitabilitJ for 

llasan, bas alreadJ been discussed. However, tables 22-24 return to th4 topics 

in 110re detail and relate Kasan to the Re~ublic of lorea. 

First of all, value added: Table 22 calculates value added per emploree 

in Kasan and the Republic of lorea for 1980 and 1982. It appears that whilst 

Kasan eaplors just over 1 per cent of the total 911plo1ees in a&nufacturlng in 

the Republic of lorea theJ produce less than half of one per cant of total 

Republic of lorea•s value added in aanufacturing. ConsequentlJ, the Yalue 

added per eaplo1ee in lla1an was onlJ 25 per cent of the countr1's average in 

1980 and 29 per cent of the 1982 countrJ average. This .. asure, of course, 

mar also be ~onslrued as a .. asure of relative productivities. In the absence 

of evidence regarding lover still etc. of the llasan labor force than that of 

the nation as a whole (and there probablJ is no .. jor difference) the 

conclusion ls unassailable: llasan has an industr1-miz which is 11e>re oriented 

towards low value-added industries than the Republic of lorea as a whole. 

Table 23, dealing with the Republic of lorea, bas been calculated so 
27/ 

that its figures on profitabilitJ~ of foreign investment can be fed into 

Table 24. The objective ls to compare the profitabilitJ of capita1
281 

in 

Hasan with the profitability of foreisn capital in the Republic of lorea. 

Thus, turning to Table 24, we find that Kasan's profit rate (i.e. 

profits in relation to total investment) varied from -6.7 per cent in 1978 to 

~3.2 per cent in 1985. 

Some credence is given to the poor 1978 performance figure by the 

following statement ~f the Director-General, Industrial Poller Bureau of the 

Kinistrr of Trade and Industrr: 

'll_I "P~ofitabilltr" in Tables 23 and 24 relates to capital ipvest.ent. 8ote 
that in Table 16 (for Kasan) and Table 17 (for lri) "profitabilitJ" was 
related to tzports. 

l!I Of courae, to be consistent this should .. asure foreign capital onlJ; 
however it proved neeessarr to use statistics on total invest.eLt ln 
Kasan, i.e. foreign plus domestic. 



Table 22. llH!D lfl: Value addt~ per per1on 111plor1d, COllP~ 

•Ith l12ubli~ of ~or••'• !l!llflstuEiDl1 l!IZ 

Ratan IPZ Republic of lore• Ra1an SPZ a1 proportloa 
of lepabllc of lorea 

(per cent> 
1980 1982 1980 1912 1980 1912 

laplOJMDt (-ber) 21,532 26,012 2,0U, 751 2,091,717 1.• 1.2 

Yalu• added ct allllon> u.o 8•.1 17,967 23,111 o.• o.• 
Yalu• added/911plore1 <t> 2,20 3,233 1,911 11,012 25.2 29.4 

191re11: Ka1aa IPZ: Adalnl1tratloa office and table 16. 
lopabllc of lorea: 1912 Ranufacturlng SurY•J 11 lank of lorea, lco1911lc1 
ltatl1tlc1 I•1rb9ok 1916, table 85, p.153. 
1980 llanufacturlng SurY!J in Bar·k ot Korea, lbld. 1983, Table 104, p.171. 

c 
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T•bl• 23. ..publlc of lorea: 11tlaatlop of profltablllt1 of forelgg dlrect lpye1t .. nt. 1971-1914 

• •llllon and per cent 

CU.latln CU.Ulatlve a ... tning Gron direct l1tluted Total pa,.entl Prof lt 
Arrlvall wl thdrawall balance lnve1tment roralltl11 abroad on f orelgn ratlo 

(1) - (2) income P•J- pa1able direct inve1t.,nt 
able abroad abroad (4) + (5) (6)/(3) 

(1) (2) (3) (4) ( 5) (6) ( 7) 

$ •llllon per cent 

1918 855.l 46.3 109.0 58.5 29.4 87.9 10.9 
1979 962.6 133.l 829.5 48.8 24.6 73.4 '·' 1910 1,103.3 229.8 873.5 62.7 31.5 94.2 10.8 
1911 1,248.7 239.7 1,009.0 76.6 38.5 115.1 10.1 
1912 1,436.4 239. 7A/ 1,196.7 66.0 33.2 99.2 8.3 
1913 1,704.2 239. 71/ 1,464.5 94.5 47.6 142.1 9.7 
1914 2,123.2 239.7AI 1,883.5 85.3 42.9 128.2 6.8 

•' A11U11t1 CU9Ulatlve flgure r ... in1 con1tant at 1981 level i.e. there are no further capital 
withdrawal•: no rea1onabl1 baaed trend could be established. To the eztent that thle 
ae11a11ptlou uader1tat•• wltbdraval1, th• proflt1 ratlo1 1bown ln coluan (7) for 1912-1914 
wlll be 11!!1.£ than the actual. 

§91rce1 and 91tbo4: Arrlyal1: Klnl1tr1 of rlnance, Inveet .. nt Gulde to gore1 1916, Appendlz 2, 
Table l, p.97. The•• 1tatl1tice are rather different from tho•• quoted bJ 
Bohn Young loo, "Direct rorelgn lnva1t.,nt ln ~or••" Cln Galenaon v. (Id.) 
rorelgp Trade and lnveetwtnt .•... ), preeumablJ because of offlclal revl1lon1. 

Withdrawals: Baaed on Bohn Young loo, op.cit., Yable 4.8, p.192, llOdlfled to 
tate account of dlfference1 in Arrivel1 figure1. 

Groat dlrect lnv••tl!tat lpc911! para~le abroad: IKr Balagce of r11111pt1 
Statl1tic1 Y••rb9ot 1915, vol. 36, part 1., p.346. Tb• 1tati1tic1 are 
generallJ '°"' 25 per cent greater than tbo•• quoted bJ Bobn Young loo for 
"Profit Remittance". SDR1 converted to us • on th• ba1l1 of soa1• rate ln 
IKl, International Financial Statl1tic1. 

Rorlltl11: The ratio of "loyaltlet" to "Profit Remittance" H derlved from 
Bohn Young loo wa1 used to e1timate thi1 1tatl1tlc. 

s 
I 



1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 

1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
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Table 24. 1tlatloa1hlp b!l!!t!• profltablllt1 la lla1aa SPZ uacl all 

Repabli: of gorea fonlsn lpn1t:Mnt. 1971-1914 

kaan EPZ 

Total 
inYe1tmentA/ Profit• }!/ 

I aillion 

5.3 0 
36.9 0.4 
12.e 7.1 
88.9 13.7 
89.0 9.0 
98.0 5.1 

103.9 9.6 
111.9 -7.7 

115.0 6.6 
112.9 5.4 
117.2 U.6 
116.2 21.0 
118.2 15.3 
128.2 2.1 
125.9 29.2 

I ailllon aad per cent 

Ratio of profit• to Ratio of lkaan 
SPl profits 
rate to hp. Total 

illYHt:Mnt 
ksau EPZ 

1.1 
8.6 

15.4 
10.1 
5.2 
7.2 

-6.7 

5.7 
4.8 

12.5 
18.1 
12.9 
1.6 

23.2 

Total dinct 
foreign 
inYe1taent 
Rep. of hrea ~/ 

per cent 

12.2 
7 .6 
9.1 
8.6 
7.1 
8.8 

11.5 
9.2 

10.9 
8.8 

10.8 
10.1 

8.3 
9.7 
6.8 

of Etna 
profits rate 

14.5 
94.5 

179.l 
142.3 
59.l 
80.0 

64.8 
44.9 

123.8 
218.l 
133.0 

23.5 

Al Includes foreign and domestic. 

~I IaplicitJ includes ro1altie1. 

~I ExplicitJ includes ro1altie1 in definition of profits. 

sources: Kasan EPZ: Tables 12 and 16. 
Republic of lorea 1971-1978: Bohn Young loo, "Tbe role of direct 
foreign inve1tment in lore•'• Recent lcoooaic Crovtb", Table 4.8, 
p.192, in G&lenaon, w. (Ed.) foreign Trade and Invest.ant: l<onoaic 
Develop!l!pt in tbe 18'*11 Jpdustrializing Asian eountrle1, University 
of Wisconsin Pre11, lladi100, 1985. 

Republic of lorea 1978-1984: Calculated lo Table 23. Mote tbe 
break in tbe 1erie1 in 1978. 
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"tile la·t• 19701 ban vitaH•H tile eeoncalc coadltloa to "• IEPZ 
enterpri••• aot oalr wor•ea d1le to ezplratioa of srace perlod9 llet al•o 
because of tll• Second Oil Sboct. b a nHlt, MDJ foreiga BPZ fh• 
fcand tb ... elns 10 deep in debt that tber bad difficulties eYen to 9DYe 
out. To cope vltb the lltaatlon, tla• ~orean Gonnment initiated tlae 
legalization of tbe full lorean OWD•rsblp of BPZ enterprises t~ 
facilitate efficient localization." <tia, Jong .... 1983, p.2•>. 

It 1e ... on the whole, b011eYer, that profitabilitJ, apart from a f .. bad 

Je&rl, bas lbOWD a aoderatelf apward trend. 

PinallJ, it ls interesting to ca.pare the 11&1an profitabllltJ rate vitb 

that of tlae Rspubllc of lorea. The last coluan of Table 2• indicate• that lf 

we ignore 1972, when Ba•an was •err nevl7-establilbed, the Zone bas 

ezperieaced fiw-e rears when it1 profit perforaance outshone the lapablic of 

lorea and 1ew-en rears when lt1 perforunce was worse than the Republic of 

lorea. Rough inspection of the data does not 1eea to reveal &DJ regular 

pattern of interrelation1blp1. 

2.5 IPplOl!l!nt and wages 

Tables 24-27 loot in some depth at eaplo,..nt in Kasan and Iri coapared 

with the Republic of lorea. Some of the conclusions vbicb a&J be drawn are as 

follows: 

- llasan •nd Iri together have never absorbed aore than about one quarter 
of one per cent of total eaploJllent in all industries (Wbicb 
definition includes agriculture, fore1trJ and fishing>. A peat va1 
reached in 1977 since when the trend bas been downwards. 

- Al a proportion of aanufaeturing eaploJ119nt onlJ. the Zones reached a 
peat of 1.2 per cent in 1973 (when, in fact, onlJ ll&san was operating> 
since vben there bas been a aore-or-le11 steadJ decline to tbe 
0.94 per cent of 1985. 

- 11&1an's eaploJ119nt i1 rather aore beavilJ weighted in favour of f ... le 
eaploJ119nt <about 78 per cent of the total in recent rear•> than i1 
Iri's (about 75 per cent). But it i• interesting to note tbat there 
bas been a considerable decline in tbe proportion of vu.en ..,101ed in 
11&1an since its inception. In 1971 tbe proportion was 90 per cent; in 
1985 it va1 77 per cent. fbe corollarr, that aale emplo,..nt bas 
increased frOll 10 to 23 per cent, l1 an indication of growing capital 
and •kill lnten1ivitJ la the Zone. 



Table 25. Nu•b•r of .. plox•••: Ka11n agd trl IPZ1 and lepubllc of gor11 

-
Republic of Korea Ka1an + lrl IPZ1 •• proportl 

lepubllc of Korea 

Kasan KPZ lrl IPZ Ka11n IPZ + lrl IPZ All lndu1trle1 Manufacturing All lndu1trlH Kaa"facturl 

Kale r ... i. Total Male P•al• Total Male r ... i. Total Total Total P•r cent 

1971 0.1 1.1 1.2 n.a. n.a. n.a. 0.1 1.1 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 6.1 7.1 10,559 1,U5 0.01 0.49 
1973 4.0 17.3 21.2 n.a. n.a. n.a. 4.0 17.3 21.2 11,139 1, 774 0.19 1.20 
1974 5.6 15.2 20.a n.a. n.a. n.a. 5.6 15.2 20.8 11,516 2,012 0.18 1.03 
1975 5.6 17.0 22.6 .. . . 0.3 5.6 17.0)!/ 22.9 11,830 2,205 0.19 1.04 
1976 7.2 22.8 30.0 .. . . 1.2 7.2 22.8.tl/ 31.2 12,556 2,678 0.25 1.17 
1977 7.8 22.9 30.9 .. . . 2.3 7.8 22.9)!/ 33.0 12,929 2,798 0.26 1.11 
1978 1.1 23.3 31.0 .. . . 3.0 1.1 23.3)!/ 34.0 13,490 3,016 0.25 1.13 
1979 7 .9 23.3 31.2 .. . . 2.8 7.9 23.3)!/ 34.0 13,664 3,126 0.25 1.09 
1910 6.3 22.2 28.5 0.7 2.0 2.7 7 .o 24.2 31.2 l'J. 706 2,972 0.23 1.05 
1981 6.2 21.8 28.0 0.9 2.6 3.5 7.1 24.4 31.5 U,OU 2,872 0.22 1.10 
1982 6.0 20.0 26.0 1.0 2.6 3.6 7.0 22.6 29.6 14,04 3,047 0.21 0.97 
1983 f.5 24.5 31.0 1.0 2.7 3.7 7.5 27.2 34.7 U,515 3,275 0.24 1.06 
1914 7.2 26.7 33.9 1.0 2.9 4.0 8.i 29.6 37.9 U,417 3,350 0.26 1.13 
1985 6.6 22.3 29.0 0.9 2.9 3.8 7.5 25.2 32.8 U,935 3,500 0.22 0.94 
1986~/ 7.0 24.7 31.7 1.0 3.4 4.4 a.o 28.l 36.1 

!/ Ka1an IPZ, 30 June 1986; lrl IPZ, 30 April 1986. (Th• total for 30 June 1986 i1 4,288.) 

)!/ llaHn IPZ onlJ. 

source1: Ka1an and Iri IPZ1: Adaini1tration offlce1 and MTI. 
Republic of lore•: lank of lorea, lcon09ic Stati1tlc1 Jearbo9k1 1983, Table• 144 and 145 and 1!11, Tabl•• 121 end 122, and 
llonthlY Stathtlcal Bullet!.!!. 
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Table 26. St• diltribtltloa of W!lopeat: Ba•aa aad Irl SP%a aacl 

leeabllc of lore•· 1975-1915 

Basu gpz Iri En Repabllc of ~rea 

Bale 

10.3 19.7 
U.I 15.2 
11.7 11.3 
27.0 73.0 
24.6 75.4 
23.9 76.l 
25.4 74.6 
24.7 75.3 
25.3 74.7 
22.3 11.1 
22.2 77.8 
23.0 11.0 
21.0 79.0 
21.2 78.8 
22.9 77.1 

a.le r ... 1e 
per ceat 

n.a. n.a. 
D.a. n.a. 
n.a. n.a. 
n.a. n.a. 

25.• 74.6 
25.5 74.5 
26.I 73.2 
26.9 73.1 
25.7 74.3 
23.6 76.4 

Bal• 

63.3 36.7 
61.6 31.• 
62.9 37.l 
61.9 38.l 
61.S 38.5 
61.7 38.3 
61.8 31.2 
60.9 39.l 
60.7 39.3 
61.5 38.5 
61.0 39.0 

Sources: l!a1an and Iri IPZs: Administration Offices. 
Republic of lorea: Bank of lorea, Sconoalc Statistics Yearbook 
1985, Table 122, p.238 and llontbl1 Statistical Bulletin. (The 
statistics ref•r to total e91ploJ119nti distribution bJ sez for 
aanufacturing industrJ alone is not available.) 



, ·. 

j 

_... 

' 
.r 

" 

"' .. 
.~ ~~ 

~-~ 
~ ·I 

/. _.. 

--,.-'? .•. 

~, ·'.~}~:~ ... 
··;'.\\. .... .. . ' 

; 

·---· .......... 
Table 11. 11''' ••4 Jrl IPI• ,,.., ,, 1.,,.1

, '' r•l•'''' • ,, ,,,,, ~ ........ llLIUll 

,. '000 ......... , 

lhllt 1'7• 1t7S 1'7' 1'17 1971 
~~------------------------------------------------------~-----------~--------~-------------------------------

1. -l•J•Ht la llaHI IPZ 
2. lllpl•,..•t l• rorel11-owne~ flnu or joint Y1ntur11 ln lla••n IP&I/ 
3. lllplo,..at ln lrl IPZ 
•· lllplo,..at la ronl1•··0W11M flnu or joint nnturu la lrl IPzl' 
5. ...10,..at la ••••• aid lrl IPZ• l• ror1l1n-own1d or l'f flnu C2••> 
6. Total ..,10,...1t bf foret11 ftnu ln l•publlc of lor1a 
1. ...ao + Irl IPZ foret11 fllWI and 3'I ... io,..nt •• proportlo1 

of foret11 fllWll' ..,10,..1t ln IOl (~16) 
I. Total ... 10,..at bJ ror•l11 flnu ln lapubllc of loraa .. nuf1cturl11 

lldUltEJ 
t. ..,,, • lrl IPZ forel11 fllWll ••d 3'I ..,10,..nt 11 proportlo1 

or ror1t11 rl1W11' ... 10,..1t ta IOl ••nur1cturl11 lnd11trJ CS/I) 
10. Total lapbulle or lor•• ..,10,..at 
11. l•flbltc or lor•• .... r1cturla1 .... o,..nt 
12. v.t1bt or ror•te• rt1W11: 

12.1 ••flbllc or lor11 
12.1.1 I• total ... 10,..at 16110> 
12.1.2 I• .. nuf1ct1rl11 ..,10,..at 16/lli 
12·2 ll11a1 + lrl IPZ1 
&2.2.1 la total ..,10,..nt 151101 
12.2.2 la .. auf1cturl11 ..,10,..nt C51lll 

'000 
'000 
'000 
'000 
'000 
'000 

I 

·~ 

I 
'000 
'000 

I 
I 

I 
I 

20,122 
lt.711 

lt. 711 
U9 

12.6 

153 

U.1 
U,SH 
2,012 

1.• 
7.6 

0.17 
O.H 

II.SH 
n.01 
0.333 
0.167 

21.62• 
110 

u.2 
17• 

U.6 
u,no 
2,HS 

1.s 
7 .9 

0.11 
0.91 

21.tn 
u.•ss 
1.n1 
0.619 

2t.li1 
22) 

U.9 

:n1 

U.3 
U,SS6 
2,611 

1.1 
1.1 

o.n 
1.0t 

30.719 
2t.1U 
2.:n• 
1.110 

'°·"' Hf 

11. 7 

20 

u.:r 
12,tH 

2,791 

2.0 
I.I 

o.n 
1.:10 

•' A11 .. l11 that ts per ceat or total wer1 10 ..,1011d, wtilab l• th• 1ppro1l .. t• l1Y11t1111t own1r1blp proportion, 

~I A11 .. t11 tb1t 50 per oaat of total we~• 10 ..,1orad, wlll•b t1 tb• appre1l .. t• ln•••tlllnt own•r•blp proportlo1. 

~: .. ,., 111d trt IPZ 1dlllal1tr1tio1 offlc••· 

llot•: 

11p1bllc of lor11: loba To•na 100, "Dl~•"' Por1l11 l1•11t1111t l1 lora•" 11 01111101, v. C141.>, ftr1l11 trl!I• 11• 
I•!••tllt~ T1bl1 •.12 11d IPI 111Ji.r...!t1tl1tle1 of lor••• le91gwr 1tl6, T•bl1 2-le, p.I• • 

Xt did aot pro•• f•••t'l• to 0011truet thl1 table wltb aoa1l1t11t nllllltert of d•ol .. 1 pl••••• 1t•. 

30.tto 
lt.U~ 

i .... 
1.•11 

JO.It• 
3U 

9,1 

211 

\0.1 
U,•to 
3,016 

i.3 
9.S 

o.n 
1.02 

~ 

.. · i I 
~Ni 

( . ~ 
.,, ' ~ .. ,, 
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- Bat tbe 901t dr ... tic illa•tration of tbe nature of tb• econoalc 
activities conducted iB tbe Zones compared vitb tbe ReP!blic of Korea 
and bence tbe relativelJ lt>V productivitJ in tbe Zones~/ - l1 
prcvided bJ comparing the f ... le 191plo,.ent rate in tbe nation vitb 
tbat of tbe Zones. hen allowing for the sligbt increase in tbe 
proportion of the worl-force occupied bJ wo.en in the Republic of 
lorea (fro11 37 P*r cent in 1975 to 39 per cent in 1985) tbat 
proportion is onlJ half what it is in Basu and Irl. 

- If we look more closelJ at emplo,.ent in foreign fi~ la the Zones 
lllld in the Republic of lorea (Table 27) we ccae to the interesting 
conclusion that tbe EPZ1 loaa 911Cb larger than is suggested bJ the 
previous figures. If we include joint-ventures as "foreign fil'lll" in 
llasan and Iri we find that theJ cmploJed 13.1 per cent of workers in 
Republic of lorea aanufacturing industr, in 1974. Even bJ 1978 it was 
still 10.8 per cent. 

30/ 
The wages~ picture is looked at in Tables 28-30 and again the basic 

thrust is to CCJllP&re the EPZs with the Republic of ~orea as a whole. Tbe aaio 

points will be dealt with in •JDoptic fashion: 

- The easiest aacro-econoaic approach to adopt is to calculate the 
average wage per person eaploJed <strictlJ, the "average wage cost"> 
in the Zones and to CCJllPare it with the siailar statistic for tbe 
Republic of lorea. This bas been done onlJ for Basan, in Table 28. 
Kasan's average wage per person eaploJed rose from $869 per annua in 
1974 to $2,746 per annum in 1985. During the same period, Republic of 
lorea average wages in aanufacturing increased froa $749 per annua 
(14 per cent lower than Kssan's) to $3,635 per annum (32 per cent 
highe~ than Basan's). However, 1974 seeas to have been an 
exceptionallJ favourable J•ar for Kssan eaplo1ees; frOll 1975 to 1985 
the llasan: Republic of lorea ratio ranged froa 64 to 97 per cent -
with a downward relative tendencJ over the whole period. 

- However, in the last tvo or three 1ear1 tbe statistics in Table 28 
show a rise in tbe Kasan/Republic of lorea ratio. This is confit'lled 
bJ Tables 29 and 30 whicb, besides ce111pari~g wages on a sectoral basis 
between Kasaa and Republic of lorea, gives estiaate4 total wage 
ratios. Thus llasaa's wage, oa the average. appears to have increased 
froa 67 per cent of the Republic of lorea average in aaaufacturiag ia 
1984 to 82 per cent in 1986. (This se ... to be consistent with the 
trend revealed la Table 28, although it ls not possible to include a 
Republic of lorea figure in that Table for 198~.) 

- The low llasan/Republlc of lorea ratio• of wages la various sectors la 
1984 is surprislag. And even two fears later oalJ "lletals", 
"Footwear" and "Others" showed higher wages in ••••a tban in the 
Republic of lorea equivalent sectors. This result ls la ~onfllct wltb 
the generallJ accepted view tbat "wages are 10 per cent higher la 
Kasaa than out1ide" or that, as 1poke1 .. a of aaaf Basan firas 
aa\attln, "wages are about the 1aae in lias~a •• in th• Republic of 

ll/ See 2.4. 

lQI The tera "vagas" esseatiallJ .. ans "earnings" in the Republic of lorea. 
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Table 21. ~~1 
lp la••P IPZ 1971 to 1986 (June> apd in Republic of lore&'• Kapufacturlna. 1971-1911 

-
B&HD IPZ Korea aanufacturlng Kasan IPZ annual 

was• aa proportion 
TO)tal Total Average was• per per1~n eaplor•d of lepubllc ot. 

emplo,..nt V&I• COit - Korea manufact-
Per annua Per 110ntb (A) Per month (I) Per annua Per month urlng annual wage 

<• '000) <•> <•> <•> <•> <•> (per cent> 
(1) (2) ( :l) (4) (5) (6) (7) (3)/(6) 

1971 1,248 157 (126>s/ (10)£1 .. 560 47 
1972 7,106 1,395 (196)£/ (16).s_/ .. 569 47 
1973 21,240 1,420 <396>s.I (3l)S/ .. 674 56 
1974 20,122 11,090 8H n. 59 70 62 116.0 
1975 22,516 20. 772 920 77 82 952 79 96.6 
1976 29,953 30,035 1,003 84 99 1,281 107 71.3 
1917 30,719 40,013 1,305 109 127 1,715 lU 76.l 
1971 30,960 49,851 1,610 134 151 2,303 192 69.9 
1979 31,153 65,521 ?.,103 175 182 2,963 247 71.0 
1910 28,532 56,732 1,988 166 .. 2,667 222 74.5 
1911 21,016 58 ,377 2,084 174 .. 3,018 252 69.1 
1912 26,012 60,991 2,345 195 .. 3,239 270 72.4 
1913 30,989 67,847 2,189 182 .. 3,421 28S 64-0 
1984 33,858 80,049 2,364 197 .. 3,557 296 66.5 
1915 28,913 79,582 2,U6 229 .. 3,635 303 75.5 
1916 June 31,666 94,124 )t/ 2,972 248 

•' "va&••" 1bould b• interpreted a1 "larnln11" - but onlr lo th• Bank of lorea, 19nthlx St1tl1tlcal Bylletlp 
l1 tb• correct tera ezpllcltlr used. 

~I on annual ba1l1, froa June 1916 1tatl1tlc. 

£I Tb• flgure1 ln bracket• ar• 1u1pect. They appear to be far too low. Tb• defective 1tatl1tlc l• probably 
due to tb• fact tbat •• tb• .. p10,..nt f lgure l1 building up over th• year• th• "total wage co1t" do•• 1121 
represent wag•• for a whole J•ar par person eaplored. 

Source1: Ka1an eal.01J9ent and total wage co1t: Admlni1tratlon Office, M11an IPZ. 

- ........ 

Average wage per 110ntb (8): A. Batlle and o. Geraldi1, Inye1tlng lo Fret 11port Proc111lpg Zon11, OICD 
O.velop11ent Centre Studie1, Parla, 1984, Table 6, p.34. 
Republic of ~orea aanufacturing: IPB laior 1t1tl1tlc• of Korea tconomv 1986, Table 11-12a, p.277 (Won 
flgur•• converted to$ on ba1i1 of ezcbani• rate• lo IPB i..1U5!, Table 12-l3a, p.307. (Tht 1971 wage 
WH e1tlaated.) "°'"" ,..., .. ...... i, .... ,,. -+••lf'I•~ .... ~" -••• '•"• ......... •n"r ,,.,.., .. ,,. ....... t"., .a.&!n .11.1: .f:nl1AMC .. Tu ••rl.aii w•• -······-... -·~. --



<t per aonth) 

·--
197• 1975 1976 1977 1971 1979 1980 1981 1982 

KalH 71 99 117 151 195 236 287 331 350 
P ... lH 32 ., 56 70 79 98 120 U4 1'13 
&veraae •2 59 70 91) 107 133 157 184 191 

Source: Kaaan IPZ, Pacts and figures on HAFIZ (1982), table r, p.19. 

,, 



Table 29. lt••P IPZ 119pthly wta••' cowpared with 90gtblx wag••' in lteublic of gorta 
wapufacturipg (4), 1984 

Ka1an IPZ Rtpublic of Korta lltHD IPZ 11 
proportion of ltp • 

..... IPZ de1l1aatloa ISIC of loreo 
cla11ifi-
cation ~/ Kalt , ... 1. Total Kalt r ... 1t Total Kalt r ... 1t Total • (Ptr CtDt) 

-
lltctronic & electrical 383 427 156 195 402 194 293 
.. cblaerr 382 233 167 210· 384 200 361 
Precltloa .. cbin•rr 385 294 162 199 329 190 260 
Tt:tll•• and handicraft• 321) 295 U3 173 356 172 236 

322) 296 169 200 
Footwear 324 261 150 181 271 175 211 
Otbtre 390 316 163 225 277 169 220 

Total~/ 341 156 197 . . . . 296 

1/ "V&&•" i1 to be interpreted 11 "earning•"· 

~I lSIC 11 given in ILO Jt•rb9ot of L1bor St1ti1tic1 1985, p.905, 11 follow1: 
321 .. nufacturt of ttztil•• 
322 .. nufacture of wearing appartl, ezcept footwtar. 

106.2 
60.7 
19.4 
82.9 

96.3 
114.1 

.. 

324 Kanufactur~ of f~otwear, ezcept vulc1ni1ed or aouldtd rubber or pla1tic footwoar. 
312 .. nufacturt of aacblntrJ tzctpt tltctrlcal. 
383 .. nufacturt of electrical aachlnerr app1ratu1, 1ppllance1 and 1uppli11. 
385 Kanufacturt of profe11ional and 1cientific and 1Dta1uring and controlling equlpmtnt 

and of photographic and optical good1. 
390 Other aanufacturlng indu1trit1. 

10.4 66.6 
83.5 58.2 
8$,3 76.5 
13.1 73.3 

15.7 15.8 
96.4 102.3 

. . (66.6) 

n.e.c., 

£I Total of lndu1trit1 litttd, plu• .. tal• and non-ferrou• for Ka1an IPZ; total of manufacturing for 
Korea (hence tbt bracket• aroung the total of 66.6 ptr cent>. 

soyrce1: Ka1an IPZ: Th• figure for June 1986, from lla11n IPZ Admini1tration office, w11 u11d 11 tht 
baat. The 1984 figure wa• e1tlaated from tbi1. 
Republic of Korea: ILO Y,arbook of Labor Statistic• 1985, Table 17, pp.672-673. (Not all 
th• categori•• quoted for Illian IPZ art 1p1cifitd ln the ILO St1ti1tic1.) (For "total 
aanufacturing" 1ourc1 wa1: "Kontbly larnlng1 and aan-day1 of rtgular employ••• by i~du1try", 
Table 34, from IPB, lontbl1 Stati1tic1 of .l2£!.t., 5, 1986.) 

~: All tbe original figure• in won have beta convtrted to $ on tb• ba1i1 of tbt 1984 1zcb1n1• 

""' ..., 
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~I Total of indu1trie1 li1ted. plus .. tali and non-ferrous for Matan IPZ; total of aanufacturlna for 
Corea (bence tbe bracket• aroung tbe total of 66.6 per cent). 

§ours••: ... an IPZ: Tb• figur• for June 1986, froa Ka1an IPZ Admlni1tratlon offlc•, wa1 used •• th• 
ba1e. Tb• 1984 figure wa1 e1tlaated from tbl1. 
Republic of lorea: ILO Jtarbook of Labor Statl1tlc1 1285, Table 17, pp.672-67l. (lot all 
tbe categorl•• quoted for ... an IPZ are 1peclfled in the ILO Statl1tlc1.> Cror "total 
aanufaeturing" source wa1: "llontblr larnlng1 and aan-day1 of regular eaplor••• by lndu1try", 
tabl• 3•, from IPB, 19ntbl1 Stati1tlc1 of gorea, 5, 1986.) 

~: All tb• original figures in won bave been converted to S on tb• ba1l1 of tbe 1984 •zcb1n1• 
rat• of W827.4. 

...... 

.... ~ ......... 
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Table 30. 
a/ Ka1an IPZ KonthlY wage- compared with monthly wage lg 

Republic of 1torea'1 manufacturing (8), June 19)6 

Ka1an BPZ de1ignation Republic of ltorea de1ignation Ma1an IPZ Republic of Katan IPZ at pro-
Korea portion of Rep. 

of ICorea 
($) • (per cent> 

llectronic and electrical Electrical and electronic 246 292 14.2 
aachinery 

Ke tall 328 309 106.1 

Non-aetal aineral products Non-aetallic aineral products 297 313 89.1 

llachlner• ttachinerJ eKcept electrical 264 360 73.3 

Preci1lon aacbiner7 Scientific aea1uring and 250 300 83.3 
controlling &quipment 

Teztil•• and handicraft~ TeztilH 218 260 83.8 

Footwear Footwear 221 221 103.2 

Other• Other• 283 238 111.9 

Total~/ 248 302 (82 .1) 

t/ . ..,,. ... ii to be interpreted as "larning1". 

ti tr.c ~~•an IPZ "total" refers to the 1ector1 listed; for Republic of ltorea, "total" refers to 
total of aanufacturing, (hence tbe bracket• around the total of 12.1 per cent>. 

Source1: Katan IPZ: Adalni1tratlon Office. 
Repubiic of ltorea: June 1916 estimated on the ba1l1 of the trend PebruarJ 1985 to 
PebruarJ 1986 ln IPB Monthly Stati1tlc1 of Korea, 5, 1986, Table 34, ''llonthly larnlngs 
a~d aan ~aJ• o! regular eaployee! bJ industry". 

~ 
I 
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lor•• generallJ". Wevertbele11, such 1tat ... nt1 as those quoted are 
never backed up with evidence; the objective in constructing 
Tables 28-30 was to do preci1el1 that. 

2.6 Material inputs: i!IJ)Orted and d911!stic 

"Despite the fact that the government took aeasures to trJ to induce 
exporters to increase their utilization of doaesticallJ produced inputs, 
there seems t~ be little doubt that imports for export rose even 90re 
rapidlJ than exports, at least until 1970". (lrueger, 1979, p.137) 

It would seea that that tbe government 1absequentlJ bad rather more 

success in Kasan and Iri with regard to 1tiaulating domestic input usage than 

it bad bad with tbe econ~ as a whole. Tables 31-34 provide some of the data 

on which this conclusion is ba1ed. 

rrom Table 31 we see that, in the case of Ka1an, exports ro1e bJ 

16.6 per cent per anr..:1l whilst iaports of aaterials rose by 14.8 per cent per 

annum. In Iri 1 1 ca1i the result was not 10 favourable - approxi .. telf equal 

growth rates of exports and aaterial iaports (20.5 per cent per annua and 

21.0 l:r r.ent per annum, re1pectivelf). 

However, growth rates do not tell th~ whole storJ. If we look at 

imports ~f materials as a proportion of exports we find a dP,cided difference 

between M~san and Iri. In the case of the foraer, this proportion declined 

markedly frnm 67 .8 per cent 0•1 the opening of the Zone to 46.1 per cent in 

1985. But for Iri, the proportion rose froa 45.3 per cent in 1976 to 59.6 per 



Table 31. l11an and Irl IPZ1; Rel1tlon1hlp between lmport1 of raw material• and ezport1 
$ •illion and per cent 

Ma1an IPZ 

Total un of UH of Iaport1 of UH of doae1tlc 
lzport1 Total UH UH of Iar,orh raw materials doae1tlc raw materiall raw material• 

of raw domestic of raw .. '"aw aaterlal1 •• •• proportion of 
•aterlah raw aaterlall •• total u1e of raw 

materiall materhh 
Proportion of ezport1 (11) /(10) 

(2)/(1) (3)/(1) <•>1(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 67.8!/ 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 53.1 23.0 g 
1974 181.S 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 53.7 24.4 
1976 303.0 212.5 63.7 142.8 70.1 21.0 0.1 30.0 
1977 367.9 266.2 88.9 177.3 72.3 2•.2 48.2 33.4 
1971 484.8 350.l 108.8 2U.3 72.2 22.4 49.8 31.1 
1979 600.6 427.3 lU.3 283.0 71.l 24.0 47.1 33.8 
1980 628.l 432.5 142.9 289.6 68.9 22.8 46.1 33.0 
1981 696.3 461.0 150.9 310.l 66.2 21. 7 44.5 32.7 
1982 601.3 398.4 142. 7 255.7 66.3 23.7 42.5 35.8 
1983 706.5 473.0 155.6 317 .5 66.9 22.0 44.9 32.9 
1984 878.6 623.9 196.l 427.8 71.0 22.3 48.7 31.4 
1985 809.3 550.7 177.9 372.8 68.0 22.0 46.1 32.3 
1986 .. 322.7 108.2 214.4 . . . . . . 33.5 
(flr1t half) 

GrHtb rate 
1975-1985)?/ 16.6 16.1 19.4 14.8 
per cent 
per annum 

llote1 and Source1; Below continuation of Table on following page. 



Table 31 (coatlaued). la•aa apd lrl IPZ1: l1l1tloq1blp b1tw11n laport1 of raw aat1rlal1 and 11port1 
$ r.llllon and per cent 

lrl IPZ 

Total UH of UH of Iaportl of UH of d01111tlc 
Kzport1 Total UH UH of laportl raw aat1rlal1 dom1tic raw aattrlah raw aattrlal1 

Of l'aW d01111tlc of raw .. raw uttrlalt .. a1 proportion ~f 
ut1rlal1 raw aaterlalt .. total u1e of raw 

aaterlall - aaterlall 
Proportion of 1zport1 (11)/(10) 

(11)+(12) (10)/(9) (11)/(9) (l2)/(9) 
$ aillion (Per c1nt) 

(9) (10) (11) (12) (13> (U) (15) (16) 

1911 n. a. n. •· n. a. n.a. n.a. n.a. n.a. n.1. 
1972 n.a. n.a. n.a. • ••• n.a. n.a. n.a. n.a. 
1973 n.a. n.a. •••• n.a. n.a. n.a . n.1. n.a. 
1974 n.a. •••• n.a. • ••• n.a. n.a. n.a. n.a • 
1975 n.a. n.a. • ••• n.a. n.a. n.a. n.a. n.a. 
1976 5.3 .. . . 2.4 . . . . 45.3 
1971 18.6 18.3 8.6 9.7 98.4 46.2 52.2 47 .o 
1978 33.7 .. . . 15.2 . . 45.1 . . 

°' 1979 42.5 33.9 9.7 24.2 79.8 22.8 56.9 28.6 ... 
1980 46.l .. . . 25.8 . . . . 56.0 
1911 53.4 40.8 11.5 29.3 76.4 21.5 54.9 21.2 
1912 57.2 43.3 10.6 32.7 75.7 18.5 57.2 24.5 
1983 62.0 55.7 19.4 36.3 89.8 31.3 58.S 34.8 
1984 74.8 63.1 22.4 40.7 84.4 29.9 54.4 35.5 
1985 80.5 67.4 22.9 44.5 83.7 28.4 55.3 34.0 
1916 50.2 .. . . 29.9 . . . . 59.6 
(firat half> 

Crowtb rat• 
1975-1985~/ 20.5 17. 7 13.0 21.0 
per Cllit 
per unua 

!.I U1lag unroundtd flgur11. 

)t/ Por lrl. 1977-1985. 

Source1: llaltD IPZ: Table 16. 
Irl IPZ: Adlllnl,~tratlon off let. 
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Growtla rate 
1975-1915~/ 20.5 
per ceat 
per ua• 

11.1 

t.1 U•laa aaroaaded fl1are1. 

~I ror Irl. 1977-1915. 

13.0 

lnrc••= k•an SPZ: Table 16. 
Irl SPZ: Adaini,tration office. 

21.0 

llote: Tb• rea1on for tb• di1crepanc1 between the 1915-1986 exportliaport 1tati1tic1 in thi1 table and tbo•• 
of Table 32 ba1 not yet been a1certain•d. 
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cent in tbe first half of 1916 (55.3 psr cent ln 1915).ll/ %la•• not oalr ls 

tile dinetion of chug• adnrH to ll• dwstlc lltda1tQ Hctor la Iri bat H 

a proportion of e1p9rt1 the Iri illport figure i1 higher tblll lla1an'•· 

That still present• onlr a part of tbe picture; wben w. COiie to ez .. ine 

t2lll. input asage in eacb Zone compared witb ezport1 we are left wltb SOiie 

disquieting feeling• about Iri. For in tbi1 Zone'• case total .. terial inputs 

a1 a proprotion of ezport1 haY• been con1i1tentlr bigber, bJ a considerable 

31/ Tbe figures for illport content in tb• tezt and in Table 31 .. , be 
CClllparecl wltb tho1e for tbe total ezport1 of tbe Republic of Eorea. 
Frank, Ila and Westphal proYide the following 1tati1tic1 for 1967/73: 

All ezportl: 
ll&Dufactarecl ezport1: 

1967 1961 1969 1970 1971 1972 1973 

40. as "3 • n. 43. n 44. n 46."' 36. n 42. ~ 
53.lrt 

Tbe figures are for direct iaport content; tbeJ cite a 1969 1tud1 wbicb 
1ugge1t1 that for 1968 direct plus indirect iaport content of ezport1 
lmDunted to 44.4 per cent. Tb• c~nt ii .. de tbat tbe Republic of 
~rea•1 •ezport1 are i11p9rt intensive largelr because of the particular 
products in question rather tban because of the proce11e1 used to 
produce tbea•. •ot onlf are .. nufactared products more i11p9rt intensive 
tban priaarr products bat aanafactured ezport1 are more iaport intensive 
than aanufacturing production in general. These points, of course, are 
also pertinent to a di1cu11ion of the reasons for tbe high iaport 
content of Kasan and lri's ezports. We can onlJ compare llasan with the 
iaport content 1tatistic1 given in tbi1 note, and then onlJ for 1971-73: 
Table 31 shows the following proportions: 

1971 
67.n. 

1972 
64. 91. 

1973 
53.1~ 

Tbe conclusion .. , be drawn, therefore, that at least for tbe1e rears 
the iaport content of llasan's ezport1 was considerablJ higher than the 
iaport content of All Republic of lorea exports. However, the disparitr 
i1 considerablJ lessened if we e1tlaate the 1971-73 proportions for 
.. pufactured ezports for Republic of lorea. Basing ourselves on the 
1969 Republic of Korea all ezport1/aanuf actured ezport• ratio we algbt 
rougblJ calcuate tbe Republic of lorea .. nuf actured ezports 
iaport/ezport proportion• •• follows: 

1971 
56.8 

1972 
45.1 

1973 
51.9 

Tbi1 procedure brings lla1an closer to but still bigber than tbe Republic 
of lorea i11p9rt content ratio. <Frank, lia and We1tpbal, 1975, p.12). 
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•rgiD, than Ka1an 1 1 aad, indeed, wre 10 per cent or •re for 1enral r••r1. 

Thll, of courH •aa• tbat nlae added ha1 been nlatlnlr greater lD Basu 

than ia Iri. 

Looking directlJ at the domestic/imported •terial inputs 1itaation oyer 

the rears in the two Zones w find a •rted tendencr in llasan to increa1e 

domestic content froa negligible proportions on the inauguration of the Zone 

to some 009 third of total •terial usage la 1977. Bowe•er this increasing 

proportion trend ceased la that rear; in 1ab1eqaeat rears tbe proportion ba1 

r ... ioed about the 1ame. A trend i1 harden to discern in the Irl •tati1tlc1; 

whilst for 1979, 1911 and 1982 tbe proportions were actaallJ lower than in 

lla1an, lo 11Dre recent r•ar• the proportion has been 1lallar (ja1t oYer one 

third). 

It ha1 been po11lble to calcalate the laport export ratios for a aaaber 

of different 1ector1 in 8.a1an and lri. The re1ult1 are 1hovn in Table 32. 

The picture l• clear: non-ferrous metal, precision aachinerJ and 

electronic/electrical are the 1ector1 with the highest ratios of iaport1 to 

exports - 55 to 71 per cent. Footwear is a saall user of iaports no per cent 

of ~sports). lo lri, an even higher iaport ratio is shown for the 

electronic/electrical sector. 70 per cent. An interesting point eaerges about 

the textiles/handicrafts sector: in Masan both are produced and the import 

ratio i1 38 per cent; in Iri, where onlJ te~tiles are produced, the iaport 

ratio is 70 per cent. 7he conclusion to ,,. dr1'WD, therefore, is that the 
lll handicrafts sector in 11&1an probablJ bas a negligible iaport content. 

lo Table 33 we give a detailed loot at doae1tic raw aaterial (which 

includes c011pOnents) usage, sector bJ sector, fros 1976 to 1985 for Ba1an. 

UnfortunatelJ, no such sectoral breakdown is available for lrl. However, care 

aust be exercised la interpreting the table. The percentages, sector bJ 

sector, refer 121 to the proportion of domestic aaterlals lo total aate~ial 

usage br the sector but •relJ to the distribution of total doaestlc inputs 

U10og the sectors. Iott also tbat there ls a break lo tbe series in 1981, 

which is an overlapping rear. 

12/ However, soae confusion is caused bJ the Hasan's sector being titled in 
Inglish varlouslJ "Textiles and Car11ent1" and "Textiles aad Handicrafts". 



t &Dd lanrt1 Z1· lfl1tlpp1blp bttwt•n tzpor ' 
Tablt 32. la••n apd Ifl11P co. pjltr br cp 'dltx. 1985186 * allllon and per ctnt of Mttr • •· 

l111an IPZ 1985 Iri IPZ 1986 (Jan - May) 

Sector lzporta laport• laport ratlo Bxport• laport• laport ratlo 
(2)/(1) (5)/(4) * alllion Ptr ctnt S million Ptr cent 

(1) (2) (3) (4) (5) (6) 

alectroalc/tltctrlcal Al 521.3 260.0 49.9 4.5 3.1 69.6 
.. t.11 64.3 13.2 20.5 0.9 0 -
lloa-f 1rrou1 .. tal 3.0 . 2 .3 76.7 n.a. n.a. a.a. 
11&cbla1rr 21.8 10.9 50.0 n.a. n.a. n.a. 
Preci•lon aacblnerr 115.6 69.3 59.9 n.a. n.1. n.1. 
Ttztiltt and bandlcraft1 ~/ 22.4 8.5 37.9 27.2 19.l 70.3 
Pootwar 36.4 3.6 9.9 n.a. n.~. n.a. 
Leatlatr n.a. n.a. n.a. 5.7 2.5 44.3 
Stoat proceaalng n. • • n.a n.a. 1.1 0.2 16.2 
otlltra 24.5 8.9 36.3 0.4 0 

'lot al 809.3 372.8 46.1 39.7 24.~ 62.8 

t/ Ia Irl IPZ, lltctrlcal onlr. 

~I In Irl IPZ, Ttstll•• onlr. 

Sourcea: ...... SPZ and lrl IPZ Adalnlatratlon offlc•• and KTI. 
Kaaan l11POrt1 calculattd froa Tablt 34. 

i 
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rrcm Table 33 .. coaclade, for lastuce. tlaat 

- dome1tic rav .. terial ••as• ia the elec~roalc aad electrical sector 
ha• increa1ed bJ 171 per ceat bet ... a 1976 ud 1915 la carreat Yalue 
!!IB!· BoweYer. if deflated bJ u lades of wholesale pric•• the 
iacrea1e. in constut 1910 prices. t10rts oat at onlJ 7.9 per ceat - a 
real rate of iacrea1e of oalJ 0.9 per ceat per &DDaa. 

- for dome1tic .. terial input •• a whole tile iacrease. la curreat Yalue 
tenu. ii 179 per ceat. llOW9nr. after deflating. tills ccm.1 dCND to 
8.5 per ceat in real ter11S oYer tile period - u iacreas• of about 
1 per cent per ...... 

- the electronic ud electrical sector ia 1976 absorbed 51 per cent of 
total domestic .. terial ••as• in Bain; bJ 19l5 it was still absorbing 
th• higheat proportioa - 60 per ceat. 

- the .. tals 1ector ez;puaded it• ••as• of dcme1tlc .. terlal• relatiyelJ 
~apidlJ. In 1976 it a1ed onlJ I per cent of Ba1aa•1 total domestic 
aaterlal1 ••as•; bJ 1915 tile proportion was 17 per cent. the nest 
hlghe1t to the electronic uad electrical sector. 

- the precision aachinerr sector 11 particularlJ interesting to ez .. ine 
since it indicates the eztent to vbicb this high-still sector i1 able 
to count upon local inputs. FrOll 1976 to 1910 the sector did not eYen 
appear as a separate categorr; tt va1 included in "aachinerr"· 
Pres1111&blJ it1 growing illportance was one of tne reasons for 
re-cla1sifiJiag industries in 1981. The first rear for which we find 
statistics for precision aachinerJ (1981) its domestic .. terial input 
alreadJ represented 7 per cent of Kasan's total domestic .. terial 
inputs. The whole .. cbir~rr sector five rears previouslJ bad onlr 
absorbed 3 per cect of total domestic .. terials. But since 1981 the 
sector bas not greatlJ increased its relative position, although it 
did increase its usage of de>11e1tic aaterials bJ 35 per cent (27 per 
cent in real teras) 1981 to 1985. 

Dollestic raw .. terial usage for Kasan, 1ector bJ sector for 1980 and for 

1983-1985 is presented in Table 34. The figures are not entirelJ clear for 

1980 (partlJ due to the classification of sectors in 1981) but ve .. , note 

i1111ediatelJ that relative to all aaterial usage in the electronic and 

electrical sector doaestic aaterial usage bJ that sector bas declin•d (froa 

33 per cent to 29 per cent). 

33 I 
Precision aachinerr is again vortbJ of c01111ent: between 1980 -- and 

1985 this sector increased its local aaterial~ frOll 9 per cent of its total 

.. terial input to 16 per cent. 

21,I Warr (1984, p.175) was able to give tbe percentage ~o..1tic aaterial 
figure for that rear - pre1uaablJ privately supplied. 



fable 34. 11•1' lfl; PC!Wl1tls raw 91t•tl1l1 »11a• ln [tl1tlgn tg tgt11 ti'! ••t•rl1l1 u••&• bx 11sla£. 1910 1nd 1913-191) 

1910 1913 1914 nu 

law .. terlal u1a1a 

total .,_,uc .,_,Uc aa total .,_,uc 0-1tlc aa total DoM1tic Oo•utlc aa total 0-1tlc Oo11utlc H 
proportloa proportlo11 proportlo11 proportloa 

S.CtOI' Of total ot total of total of total 
8 •Ulloa hr ceat 8 alllloa Per CHt 8 •llllon Per CHt I allllon Per cant 

llectroalc ud 
electrical 211.2 91.I 33.0 300.0 11.0 29.0 401.5 117.3 29.0 366.2 106.2 29.0 

.. t•b U.9 21.9 65.0 52.1 31.1 61.0 42.6 29.1 69.0 
33.0 13.2 40.0 

~-ferro•• .. tal• 1.5 0.3 19.0 1.7 O.J 11.0 2.5 0.2 1.0 

.. cllla•rJ .. 9.1 3.9 0.0 U.6 I.I 35.0 u.s S.6 31.0 
46.1 (1.21 

Preclaloa .. clllaerJ 9.0 77.3 1.s u.o 91.9 U.7 16.0 u.s 13.2 16.0 

r.&tll•• ... 1ar.aat• 1.2 2.1 33.0 17.4 :1.4 31.0 20.0 3.1 19.0 13.5 5.0 37.0 

rootwar 21.6 20.0 10.0 22.9 11.2 75.0 21.2 17.2 11.0 U.& U.2 11 .o 

otller 31.6 10.9 29.0 11.1 5.4 31.0 15.7 6.6 u.o 15.l 6.2 u.o 

total 02.5 •' 142.9 33.0 4~~ 0 •' 155.6 32.9 623.9 •' 196.1 31.4 550. 7 ,, 177.9 32,3 

•' Tiie proportloaa of domeatlc to total .. terlal v1a1• baY• b••D rouDd•d 10 dra1tlcally by tb• K•••D admianl1tr1tloD tbat tb• calculatloo 
ol accarate 1ectoral total aaterlal u1a1• 11 l11PO••lble; b•Dce tba dl1crep1ncy ID tb• total• whlcb have baeD takea frllll Table 31. 

IHESl.l: lHO: Warr, 1914, p.175. 

1913-1915: Dama1~ls ··~ illmll~ls II RERl!SIE~lRB Rf ~1~1i: Table 33. 
total .. terlal u1aae ID eacb 1ector: OerlY•d fr1111 other two col1111111. 
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