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The Role of Japanese Foreign Direct Investment and Technology 
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Patrick Köllner

The present study aims at highlighting some aspects of the inter-relationship 

between South Korea’s economic development strategies and ensuing govern­

ment policies vis-ä-vis foreign direct investment (FDI) and technology transfer 

(TT) on the one hand and the inflow of Japanese direct investment on the other 

hand. One of the salient features of the Japanese-Korean economic relationship 

is the fact that Japan has been the biggest provider of FDI and TT since the 

normalisation of relations in 1965. Over the same period policy-makers in Korea 

tried to control and guide the inflow of capital and technology so that it would 

not only facilitate industrial development in the direction desired by the govern­

ment but also help to nurture domestic entrepreneurs. Changing government 

perceptions of FDI and TT and policies and regulations in this field have thus to 

be seen against the background of changes in the prevailing development strate­

gies in the past three decades.

It seems appropriate to start off our paper by looking at some explanatory 

approaches regarding FDI and TT. First, we are concerned with the question of 

what kind of factors determine foreign direct investment. Drawing on Caporaso 

(1981), Chan and Mason have summarised and categorised in a recent study1 

what they regard as the main incentives for FDI. They suggest that both ’push’ 

and ’pull’ factors are of relevance in this context. Push factors encouraging cor­

porations to invest in overseas operations include

- the natural obsolescence of production technology, meaning that corporations 

"are inclined to invest in production lines abroad in order to prolong their 

diminishing technological lead and to extend their market share as a product 

and its technology become more common";2

- the intensity of inter-company competition, i.e. in case of intense competition 

other companies will follow suit if one company invests in a given country;

- the nature of industrial transformation, i.e. increasingly strict social and envi­

ronmental regulations in the home country lead companies or whole industrial 

sectors to move facilities abroad where regulations are less strict; and

- particular aspects of a country’s position in the international political economy, 

e.g. the threat of protectionism can lead to trade-replacing or supplementing 

investments.

While push-factors explain why companies want to invest abroad the choice of 

the host nation is determined by pull factors which represent the attractiveness of 

a given nation. Pull factors include:

- a pliable, inexpensive, and educated workforce;

- government policies with regard to profit repatriation, tax treatment, export 

quotas, ownwership regulations, production subsidies, local-content require­

ments;
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- business climate, political stability, economic vitality and business cycles;

- a big or expanding domestic market; and

- geographic or strategic location of a host nation.3

With regard to technology transfer it has been noted that companies in devel­

oped countries like Japan benefit from transferring technology because it allows 

them

(1) to prolong the life cycle of products that are becoming obsolete in the home 

market;

(2) to find new, growing markets; and

(3) to ensure (their) own survival by relocating production segments to (less 

developed countries) where labor costs are lower.4

However, in some cases TT might not take place because the potential technolo­

gy supplying companies are for example afraid that recipients could use these 

technologies to increase their market shares to the detriment of the technology 

transferring companies or industries: the so-called ‘boomerang effect’. On the 

other hand, developing countries can be wary about TT because it might lead to 

economic and technological dependence from the supplier nations. Table 1 gives 

an overview of the different possible modes of TT, taking into account three 

variables - the mediation of the market, the role of foreign suppliers, and the role 

of recipients. In this study we will focus only on formal mechanisms of technology 

transfer, i.e. FDI and licensing because of the only fragmentary quantitative 

evidence on non-market mediated technology transfer (cells 3 and 4 of table 1) 

and the difficulty of measuring the value of technology embodied in imported 

machinery.5

An analysis of the interplay between government policies and the overseas 

activities of Japanese companies thus requires both an understanding of policy 

aims/bureaucratic mechanisms in the host nation and strategies/perceptions of 

the investing and/or technology transferring companies. In other words, what is 

needed is a multi-disciplinary approach transcending the usual narrow para­

digms of political scientists and international business specialists. While the first 

group tends to concentrate on the role of governments in the international politi­

cal economy or the political economy of a given country the other actors, i.e. the 

companies, remain a ’black box’ for them. Vice versa the same holds true for 

students of international business and economists.6 Studies successfully integra­

ting both points of view are still an exception to the rule.7

In this paper we will show how (a) Japanese corporations perceived invest­

ments in Korea, (b) the Korean government perceived FDI in the period under 

review, and (c) both the Korean government and the private sector perceived TT 

from Japan. The main focus of this study will be on the period from 1980 to 1991, 

the last year for which comprehensive statistical material was available. The 

paper will be concluded by a short assessment of future FDI and technology 

flows from Japan to Korea and suggestions what the Korean government and 

private sector can do to promote these inflows.



Japanese-Korean Economic Relationship

Korea’s Economic Development Policy since Chun Doo-whan

9

Development strategies, i.e. policies that are pursued to "shape a country’s rela­

tionship to the global economy and that affect the domestic allocation of resour­

ces among industries and major social groups",8 consist in an idealtypical way of 

coherent, consistent and concise policies that are closely matched to achieve the 

synergy necessary to arrive at the desired results. In reality, however, develop­

ment strategies are seldom of the "grand design" type but are rather the result of 

various improvised decisions or ad hoc policy changes. Even though development 

blueprints such as 5-year plans may exist, development strategies are devised in a 

pragmatic and incremental way. Only in retrospect policy-makers and scholars 

are able to systemise former error and trial policies into a concise development 

strategy. Furthermore, the initiative for changes in development strategies arise 

seldom out of conscious long-term policy choices but is more often induced by 

outside stimuli, i.e. changes in the economic environment and the like.

Korea’s development pattern can be described as follows. From 1953 to 1960 

the prevailing economic development strategy aimed at primary import substitu­

tion industrialisation (ISI), i.e. local production of basic consumer goods re­

placing imports. This primary ISI phase was in a way the inevitable consequence 

of decolonisation and postwar economic control. In the late 1950’s and early 

1960’s, ISI reached its exhaustion point, not in the least because of the limited 

domestic market in Korea. After experimenting in 1961 to 1963 with secondary 

ISI, the new military regime under General Park Chung-hee finally opted for an 

export-oriented industrialisation approach with the aim of fostering efficient 

production and competitive exports. Foreign capital was required for investment 

in export and other basic industries and in social infrastructure. However, instead 

of luring as much as possible FDI to Korea, the government emphasised loans as 

the primary source of foreign capital in order to protect domestic enterprises and 

to remain in control of the allocation of foreign capital.

Having the political and institutional capacity to do so, the Korean state 

devised a number of regulations, incentives and bureaucratic mechanisms, inter 

alia the 1960 Foreign Capital Inducement Law (FCIL) and its subsequent 

amendments, for mediating, screening, and regulating FDI and TT and shaping 

these inflows into a sectoral and ownership pattern congruent with existing eco­

nomic development strategies. To promote exports, entirely export-oriented 

investments were allowed with very little restrictions. Secondly, to upgrade the 

level of domestic technologies and to facilitate import substitution, technology­

intensive investments were strongly encouraged and sometimes directly promo­

ted through various incentives and subsidies.

Being faced in the early 1970’s with mounting competition from other devel­

oping countries in some low-wage manufacturing export industries, increasing 

protectionism in major markets and balance of payments deficits due to the high 

import content of exports, Korea answered these challenges with a move towards 

heavy and chemical industrialisation (HCI) whose main aim it was to develop 

national production capability in these sectors and to lay the groundwork for 

more diversified exports. In 1973, the FCIL was changed in order to limit foreign 

majority ownership and the repurchase of equity held by foreign firms was 

subsequently actively supported by the government. The years 1972 and 1973 saw 

also the first real boom of Japanese FDI in Korea as many small and medium- 
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sised enterprises (SMEs) with labour-intensive production but also bigger com­

panies were pushed out of Japan because of rising wages, labour shortage and 

increasingly strict environmental regulations and pulled to Korea where free 

export zones offering preferential treatment were set up in Masan (1971) and Iri 

(1974). The above mentioned tightening of government regulations concerning 

FDI and TT, however, led to a conspicious decline of Japanese FDI in 1974 and 

thereafter.9

Korea entered the 1980’s experiencing two important changes. The first 

change was the end of the military regime of General Park Chung-hee which, in 

terms of economic policy, was characterised by a heavy hand of the government 

in the management of the economy, especially in the 1970’s. His successor 

General Chun Doo-hwan, however, emphasised the government’s intention to 

gradually liberalisze and internationalisze the economy. The second change was the 

inevitable end of Korea’s comparative advantage based on cheap labour. A 

change requiring hastened efforts in the direction of industrial adjustment and 

upgrading with a view to moving towards a more technology and knowledge- 

intensive industrial structure with industries producing high-value added goods 

and services.10

In addition, Korea’s economy was faced with a variety of problems at the end 

of the 1970’s, either emanating from the international environment or home­

made, which also asked for a change in existing policies. The externally induced 

problems were rising interest rates, the second oil crisis, growing protectionism 

in developed countries and mounting competition from Southeast Asia and even 

China. On the other hand, the Korean government began to realisze that capital- 

intensive industries might not be the forte of Korea. In any case, parts of the HCI 

programme had run into severe problems such as inflation caused partly by rapid 

investment in 1977-79, and access problems to necessary technology from abroad.

As a result of overlapping and excessive investments, many large facilities 

were underutilised for years after completion while others eventually had to be 

shut down. Preferential access of HCI projects to subsidised loans also led to the 

crowding out of other industries. Eventually, all these problems caused slow 

growth and increasing inflation. Combined with the political instability after the 

assassination of General Park these factors led to a deep economic crisis in 1980.

The new government of Chun Doo-hwan, as a response to all these pressures, 

set new priorities in Korea’s development strategy. First, new emphasis was put 

on upgrading sectors in which Korea already had a comparative advantage. 

Secondly, steps were taken towards liberalisation and privatisation of the econo­

my plus a more neutral role of the government in the managing of the economy. 

According to Choi and Lee, the corresponding government policies launched in 

1980 or shortly thereafter consisted foremostly of:

- macroeconomic policy aimed at stabilisation;

- structural readjustment of the heavy and petrochemical industries; - revocation 

of the large incentives given to the heavy and chemical industries in the 1970’s;

- promotion of market competition and the elimination of various factors inhi- 

bitting a competitive environment; and

- emphasis on the growth of small and medium-sised enterprises.11
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Korea’s economic development strategy reorientation can be characterised as 

export-oriented but more technology-intensive,12 i.e. it represented an attempt to 

upgrade the entire industrial structure by climbing up the ladder of comparative 

advantage, entering more technology and skill-oriented industrial niches with the 

overall aim of arriving at an appropriate mix of "high-quality labor-intensive 

traditional industries and skill-intensive heavy and chemical industries".13 Among 

other hberahsation measures14 Korea reviewed its FDI policy in order to gain 

better access to the technology necessary for upgrading the industrial structure 

and to alleviate the burden of foreign debt. Entering the 1980’s, foreign invest­

ment was allowed in many new areas, majority-owned or wholly-owned foreign 

firms were permitted in a large number of cases, and the required minimum 

amount of investment was reduced to US$ 100,000. In the case of of small-scale 

and technology-intensive projects, the minimum amount was even lowered to 

US$ 50,000.13 In 1984 the major revision of the FCIL was a milestone on the 

road towards liberalisation of government regulations vis-ä-vis FDI. The main 

changes can be summarised as follows:

First, the negative (list) system on FDI was adopted, allowing for free invest­

ment in principle. Second, there was a considerable reduction of prohibited 

and restricted sectors for foreign investment. Third, an automatic approval 

system was introduced for investment under a certain amount and with less 

than 50% equity owned by the foreign investor. Fourth, the distribution of 

equity holdings was left to investors themselves. Fifth, free remittance of 

principles and dividends was guaranteed.16

Since then regulations concerning market access for FDI have been continously 

liberalised. The liberalisation ratio, i.e. the number of sectors open to FDI as a 

percentage of all sectors on the standard industrial classification system, increas­

ed from 61.1% to about 66% in 1984 alone and to 79.4% in 1991 (97.7% for the 

manufacturing sector). The negative list of January 1992 includes 51 prohibited 

and 155 restricted sectors out of the total 1,148 sectors eligible for FDI.47

These figures signal a more pragmatic approach to FDI in the 1980’s as far as 

official policy was concerned. This basic policy change, however, did not mean 

that not other, more subtle bureaucratic means continued to exist to control or 

influence investment decisions of foreign companies as we will see later. More­

over, FDI restrictions in other laws, and restrictions contradicting the principle of 

national treatment, remained a source of trouble and confusion for foreign inves­

tors.

Patterns of Japanese FDI in the 1980’s

Japanese overseas investment in the 1980’s differed in some respects from FDI in 

earlier periods. We will therefore begin this section by briefly highlighting some 

of these changes. Our main focus will be on the developments in the post-1985 

period, i.e. the time after the Plaza Accord and the subsequent rapid rise of the 

yen which put a high amount of pressure on Japanese companies to readjust their 

corporate strategies in order to remain competitive. Finally, we will have a closer 

look at Japanese FDI in Asia, in particular in the newly industrialising economies 

(NIEs), in the latter half of the 1980’s.
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According to a study by Yoon, there were five major changes in the pattern of 

Japanese FDI in the 1980’s. Firstly, cumulative FDI on an approval basis increas­

ed more than five-fold from US$ 36 billion in 1980 to US$ 186.4 billion in 1988. 

This rapid rise in a way reflected the changing attitude and policies vis-ä-vis FDI. 

FDI was no longer seen as a possible supplement to trade but rather companies 

and the Japanese government began to evaluate FDI as a necessary and increa­

singly important tool for overseas business activities. A second change concerned 

the shift from the concentration of FDI on the exploitation of natural resources 

and cheap labour in developing countries to "market-oriented, technology-based" 

FDI in developed countries.

Thirdly, large Japanese companies assumed a higher profile in FDI as pro­

jects became bigger, more technology-intensive and located further away from 

the home base. In particular, many producers of electronical goods and automo­

biles set up facilities in industrialised nations, inter alia, in order to circumvent 

mounting import barriers and to be closer to the consumer. A fourth change was 

the increasing amount of non-manufacturing FDI, especially in the United States. 

This phenomenon was caused to a high degree by the internationalisation of 

Japanese financial institutions which concentrated by their very nature more on 

FDI in finance and insurance objects. Investment in real estate became popular 

for manufacturing companies and financial institutions alike. The fifth change 

was the declining role of the general trading companies in the organisation and 

handling of FDI projects. The decline of the sogo shosha in this field must be 

seen in the context of the increasing international experience of other Japanese 

corporations which were thus no longer in need of the services rendered by the 

general trading companies.

Yoon traces these changes in the pattern of Japanese FDI, which as a conse­

quence has become closer to the Western pattern of FDI, back to two factors. 

On the one hand there was the need on the part of the Japanese to up-scale their 

projects or to move into high-tech areas because of the diminishing importance 

and profitabihty of investments in labour-intensive and low-technology industries 

in the NIEs which in turn was caused by the efforts of these countries to develop 

their own similar industries. On the other hand, as indicated before, high- 

technology product makers in Japan found themselves forced to invest in their 

major markets, the USA and Europe, in order to counter protectionist tenden­

cies.18 What, however, was the consequence of the changes for Asian recipients 

of Japanese FDI?

Before we look at this question we first have to note some developments in 

connection with the rapid rise of the yen vis-ä-vis the dollar after 1985. The Plaza 

Accord in September 1985, leading to an appreciation of the Japanese currency 

from 250 to 120 yen per dollar, had quite a dramatic impact on the business 

environment of Japanese corporations. To cope with the loss of export competi­

tiveness, companies reacted in three different but related ways. First they ratio­

nalised their production facilities by means of automation and improvement of 

facilities. Secondly, they moved into higher value-added products and diversi­

fied their business activities. Another logical step was to put more emphasis on 

the domestic market. Finally, adjustment of the industrial structure took place by 

relocating production to other Asian countries. Especially labour-intensive in­

dustries increased their FDI activities in ASEAN and mainland China to 

manufacture or merely assemble there the goods for which production in Japan 

was no longer attractive.
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With regard to the activities of Japanese companies in Asia in the period 

under review two things have to be pointed out. First, even though the relative 

share of developing countries in general and Asia in particular in Japanese FDI 

declined in the 1980’s due to the rapid expansion of FDI in developed countries, 

FDI increased substantially in absolute terms. Secondly, along with traditional 

FDI new forms of investment, i.e. production co-operation like original equip­

ment manufacturing (OEM), technical tie-ups, business tie-ups, and outsourcing 

came to play an increasing role in the globalisation strategies of Japanese 

companies. With regard to FDI in Asia, Owada, Kohama and Urata note the 

large share of manufacturing and the particularly fast increase of the share of 

electrical machinery among the manufacturing subsectors. They also see a firm 

link between increasing Japanese FDI in the Asian NIEs and the investment 

incentive policies of these countries:

Resurgence of the Asian NIEs as attractive hosts to Japanese FDI is attribut­

able mainly to the FDI promotion policies in these countries. FDI promo­

tion policies reflect the view of the governments in these countries that FDI 

would speed up the process of structural change required for their continued 

economic growth. Specifically, policy-makers in Korea, Singapore and Taiwan 

thought that the development of high-tech sectors, their targeted sectors, 

would be promoted with the help from FDI... Responding to these FDI 

promotion policies in the NIEs, Japanese FDI to the Asian NIEs increased. 

The rate of Japanese FDI was accelerated by the substantial appreciation of 

the yen in the mid-1980s as the appreciation of the yen increased the cost of 

production in Japan.19

From about 1988 onwardSj however, Japanese companies were, for a number of 

reasons, less inclined to invest in manufacturing in the NIEs. The appreciation of 

the currencies of the NIEs vis-ä-vis the dollar and to some degree vis-ä-vis the 

yen, combined with rising wage levels, meant higher production costs in these 

countries. In place of the NIEs, ASEAN, in particular Malaysia and Thailand, 

became more attractive for Japanese investment in labour-intensive manufactur­

ing sectors. Moreover, the FDI policies in some ASEAN countries plus the role 

of foreign trade in the economics of ASEAN helped to lure Japanese FDI. This 

shift was especially apparent in the important electrical and electronic equipment 

sectors and led to a new pattern in the division of labour in the region:

Initially, NIEs were the Japanese base for intermediary production. How­

ever, in the latter half of the 1980’s ASEAN countries took over their place. 

On the other hand, NIEs, with their rising technological level are now devel­

oping a horizontal division of labour with Japan. For instance, Korean 

manufacturers are engaged in the production of VTRs, color TV sets and 

radio-cassette tape recorders on a OEM basis for the Japanese, and the 

pattern of specialisation division of labour, in which the Japanese manufac­

ture high-quality, large and multi-functional products while the Koreans 

manufacture cheaper single-function products, is currently firmly established. 

In this sense, the regional division of labour in the area of electrical & elec­

tronic products developed from being composed of Japan and the NIEs into a 

stratified and diversified structure including the ASEAN countries in the late 

198O’s.20
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Thus in the post-Plaza Accord period the NIEs gained a prominent place as 

targets for production co-operation which includes OEM and licensing. With 

regard to technological tie-ups the NIEs became the second largest target area 

after North America. Technological tie-ups and production co-operation reached 

their peak in January to June 1987 before they slowed down to 1986 levels.21 

Now, after having summarised the pattern of Japanese FDI and TT in the 1980’s 

in general, we will turn to the situation in Korea.

Japanese FDI and Technology Flows to Korea since 1980

After the first Japanese investment boom in Korea in the early 1970’s FDI from 

Japan basically stagnated until the early 1980’s (see table 2). A number of rea­

sons account for this fact. A main factor contributing to the stagnation of FDI 

was the impact of the two oil crises in 1973 and 1979/80 on the general level of 

investment. Moreover, the economic and political situation in the late 1970’s and 

early 1980’s, i.e. the lower growth rate of the Korean economy 1979 to 1981 plus 

the regime change from Park Chung-hee to Chun Doo-hwan also made Korea 

not an ideal site for investment. Finally, government policies vis-ä-vis FDI, in this 

case the measures introduced in 1973 and in force until 1982 aimed at regulating 

the quality of FDI, must be seen as a factor that contributed to the stagnation of 

Japanese FDI to Korea from 1974 to 1982.22

In a recent study, Aihara highlights the boom and stagnation cycle of Japa­

nese investment in Korea noting the inter-relatedness between this phenomenon 

and the changes in Korean FDI policy. In his opinion, FDI policy was a reaction 

to the inflow of FDI rather than a cause to it; in periods of booming Japanese 

FDI the Korean government, inter alia, raised the minimum investment barrier, 

tightened regulations pertaining to the inflow of investment, and attempted to 

diversify the sources of FDI while in times of stagnation of Japanese FDI, regula­

tions were mitigated and a positive stance was adopted vis-ä-vis investment from 

abroad. Government regulations were thus used tp try to readjust of FDI.23

The second Japanese FDI boom in Korea started only after the rise of the 

yen as table 3 shows and reached its peak in 1988 in terms of value. The apparent 

inconsistency between the rise of value of FDI and the number of FDI cases in 

1986 to 1988 can be explained to quite an extent by the large number of SMEs 

which used the first possible opportunity to move their production to lower wage 

countries after the Plaza Accord. Many of the small and medium-sised joint­

ventures with Korean companies were centred on the parts and components 

sector. In addition, a number of large Japanese companies, even such with bad 

experience in Korea, went back there for new ventures, although with different 

partners in the case of the latter.24 The sector which attracted the largest share of 

Japanese FDI around the mid-1980s was the high-growth hotel industry. Not only 

had the tourism sector been targetted by the Korean government in its fifth 

Five-Year Plan (1982-86) but the approaching Asian Games in 1986 and Olympic 

Games in 1988 helped to lure Japanese FDI, especially by Korean residents in 

Japan, to this lucrative sector.25

Two distinct patterns in the division of labour between Japanese and Korean 

companies in the immediate post-Plaza Accord period can be discerned. The first 

was the expansion of OEM deals. OEM basically means production for the brand 
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of the partner’s side. The company receiving an order is responsible for design, 

development and production while the company giving the OEM order sells the 

product under its own name. A related case is production on a commission basis 

but usually both cases are dealt with together under the broad label of OEM. 

OEM deals between Japanese and Korean electronics companies for VTRs, 

small TVs, refrigerators, car stereos and the like nearly tripled right after the rise 

of the yen. Supply of OEM products from Korea to Japan went up from US$ 543 

million in 1986 to US$ 1,542 billion in 1988. Both sides benefitted from these 

OEM contracts since Japanese companies could concentrate their resources on 

high-level products while Korean companies gained access to the marketing and 

sale networks that they still lacked in Japan.

The second pattern was the decline of the processual division of labour 

between Japanese and Korean companies. Even though many missions from 

Japanese electronics companies were sent to Korea during the high yen period to 

study possibilities for procurement of parts and components from Korean 

companies only few genuine results were achieved. The reason was basically the 

technological difference between Japan and Korea; Korean parts makers were 

just not able to meet the quality level required by the Japanese. Later on, wage 

rises in Korea since 1987 forced existing Japanese parts makers in Korea to shift 

their production to lower wage countries in the region. Due to the rise of the yen 

unit prices of Japanese parts and components big Korean companies reduced 

their procurement in Japan and turned to Korean suppliers as far as possible. 

The result of these developments was the reduction of inter-company trade 

between Japan and Korea.26

The second Japanese investment boom in Korea came to an end in late 1987 

with the onset of the labour strife in Korea which lasted for nearly two years and 

led to rapid wages increases which made the country unattractive for labour- 

intensive investments. Japanese companies which had come to Korea in the 

1970’s because of cheap labour were the first to move their production to coun­

tries like the ASEAN states and mainland China which still enjoyed a compara­

tive advantage in labour-intensive manufacturing. Likewise large Japanese retail­

ers turned to Indonesia and mainland China for supplies of textiles and sundries. 

More recently, they were followed by electrical component manufacturers and 

other companies.27 Apart from the sudden and dramatic increase of wages and 

the deterioration of management-labour relations, the rise of the won (26% 

vis-ä-vis the yen from 1986 to 1989) was another factor responsible for the de­

cline of Japanese FDI. Furthermore land prices and rents went up significantly 

and it became increasingly difficult to acquire sites to set up factories.28

What needs to be added is that in addition to the factors that pushed mass 

production manufacturing out of Korea, FDI was pulled into ASEAN not only 

because of the cheaper wages there but also because of the more liberal invest­

ment regimes, especially in Malaysia and Thailand, which for example allowed 

100% ownership in sectors were regulations were more restrictive in Korea. 

Anecdotal evidence suggests that Japanese businessmen are also more at ease 

dealing with their counterparts in ASEAN which are in many cases ethnical 

Chinese who are said to be more interested in making a profit than in the 

question of whose side has management control in a joint-venture. The business 

atmosphere for Japanese investors thus seems to be more relaxed than in Korea 

where management decisions can consume a lot of time for consensus-finding 
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between the Japanese and the Korean side. A basic problem here is certainly the 

often prevailing lack of mutual trust between Korean and Japanese entrepre­

neurs; a phenomenon that can be traced back to the "unfortunate past".29

A 1990 survey of Japanese manufacturing companies in Korea sheds more 

hght on the reasons for discontent on the Japanese side. Asked about the biggest 

problems they faced, 21% of the respondents pointed to the labour-management 

problem, 17.3% to difficulties in capital procurement because of the still highly- 

regulated financial markets in Korea, 11.7% to problems with the thoroughness 

of quality control, and 11.4% to competition with other companies. Less 

frequently named problems were the rise of the won (7.9%), problems in joint­

ventures (5.7%), tax problems (4.8%), technology transfer (3.8%), and finally the 

FDI policy in Korea (3.4%).30 Before we come back to problems in the business 

environment of Japanese companies operating in Korea in the context of our 

discussion of divestment we will first have a look at some general features and 

more recent trends with regard to Japanese FDI in Korea.

The first point that can be made concerning Japanese FDI in Korea concerns 

its relative weight and importance. For Korea Japan has been the largest investor 

in the past thirty years with accumulated investment of US$ 4.3 billion, i.e. nearly 

half of all investments made in the period up to March 1992. From Japan’s 

perspective the picture is quite a bit different. For example Japan invested a total 

of US$ 67.5 billion overseas in 1989 but only US$ 600 million in Korea, i.e. less 

than 1%. Seen as part of investments in Asia, we can note that from April 1984 

to March 1991 Japan’s FDI in the region amounted to US$ 28,056 billion of 

which US$ 2,456 billion went to Korea, i.e. less than 10% and only half the 

amount that went to Singapore. From 1941 to March 1991 Korea’s share of 

Japan’s worldwide FDI was not more than 1.3% and in 1991 Korea was even 

overtaken by Thailand in terms of Japanese investments thus falling back to fifth 

place among Asian host nations of Japanese FDI.31 In 1992, Japanese FDI in 

Korea declined by a further 31% to US$ 154 million as compared to an overall 

decline of 36% to US$ 895 million, a decline of European FDI of 65% to 282.3 

million and a rise of US FDI of 22% to US$ 380 million.32

It seems questionable whether "Korea still maintains a strategically important 

role in Japan’s globalisation scheme" as one Korean business magazine maintain­

ed in 1992. It can rather be argued that Korea lost this role in the late 1980’s 

when many Japanese companies shifted their production bases to ASEAN. The 

meagre degree of intra-company trade between Japan and Korea, e.g. when 

compared to Japan-AS EAN intra-company trade, is certainly an indicator for the 

declining role of Korea in the global and regional division of labour plans of 

Japanese companies. This however does not mean that Korea is no longer an 

interesting place to be for Japanese companies but certainly the focus of interest 

and involvement has changed as recent trends show.

The first trend that can be discerned is the rapid rise in the level of consump­

tion in Korea which offers new business opportunities. This holds true for both 

private consumption (e.g. pharmaceutical products, family computers etc.) and 

industrial consumption (e.g. industrial robots, workstations etc.). The second 

pattern is an extension of the first one. The increasing sophistication of demand 

also entails a push to set up more research development programmes and techni­

cal centres in Korea. Since demand patterns in Japan and Korea grow closer a 
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sort of common market is in the making; products can be targetted at the two 

markets at the same time. For production the increasing sophistication means 

that while the assembly of mass-products like household appliances can better be 

undertaken in ASEAN, Korea enjoys a comparative advantage with regard to 

production on a smaller scale and in greater variety, e.g. parts for machine tools 

and chemical goods. Thirdly, even though Japanese and Korean manufactures 

are competitors in third markets, there are examples of strategic tie-ups, in par­

ticular between large Japanese producers and the chaebol in Korea which go a 

couple of steps further than the hitherto existing OEM ventures.

The model case that one used to hear perennially about is the co-operation 

between Hitachi and Lucky Goldstar concerning 1 MB, 4MB and 16MB semi­

conductors. Hitachi, which provides the technology for Goldstar’s production of 

the semiconductors, gains since it can concentrate its resources on new develop­

ments while Goldstar, a latecomer in this business, gains by acquiring the needed 

technology and having a safe market for its output. The more recent case of the 

co-operation between Toshiba and Samsung in the field of DRAMs falls into the 

same category.34 Although numerous examples could be found for pattern one 

and two, pattern three still consists of a limited number of cases. In spite of the 

fact that there is some potential for further strategic co-operations in a number 

of industrial sectors or in geographical terms, e.g. joint development projects in 

Northeast Asia, the Korean side has a number of challenges to overcome to 

qualify for more strategic tie-ups of the kind just mentioned. We will explore this 

topic further in our concluding comments.

Turning to the Japanese perception of Korea as an investment site we have to 

look at the reasons why Japanese corporations have invested in Korea. In the 

already mentioned 1990 survey of 93 Japanese manufacturing companies operat­

ing in Korea, investment motives was one of the topics covered. The majority of 

companies (53) stated that their reason for coming to Korea was product sales or 

securing/gaining market share. 17 companies used Korea within the context of 

their intra-company division of labour as their base for end assembly or produc­

tion. 7 companies responded that their aim was to secure a production base as 

part of their overseas strategies. 5 companies said that they saw Korea within 

their intra-company division of labour as a base for parts and components and 

medium-term capital investment. Another 5 companies gave other reasons. The 

main result here is certainly the significant change of motivation in the last 30 

years. Rather than by cheap labour for export production most manufacturing 

companies have been pulled to Korea by the expanding domestic demand. This 

finding is underlined by the fact that less than 40% of the companies surveyed 

(33) exported more than 50% of their production in Korea.35

Korean domestic demand has also attracted a growing number of service 

companies from Japan with the result that the ratio of FDI in the non-manufac­

turing sector vs. FDI in the manufacturing sector has turned around from 31.4% 

vs. 68.6% in 1980 to 52% vs. 48% in 1990. This trend reflects the liberalisation of 

investment regulations for the service sector in recent years. The further loosen­

ing of restrictions regarding foreign retailers in July 1991 will probably contribute 

to further increases of non-manufacturing FDI from Japan in Korea.

Further liberalisation of FDI policy seems to be anyway the watchword in the 

Ministry of Finance in Seoul. Starting from March 1991 the formalities for 

investing in Korea were simplified and the system for FDI in 95 sectors (e.g. 
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computer programme development, industrial design etc.) with foreign owner­

ship of less than 50% was changed from approval to notification modus.36 

Furthermore, there are plans to gradually ease current FDI regulations and to 

liberalize FDI entirely in 1996.37 This new round of FDI liberalisation is obvious­

ly a renewed bid of the Korean government to carve out and secure its stake of 

FDI in a world were more and more developing nations adopt similar policies, 

realising that today’s competition between nations is no longer over territory but 

rather over economic advantages.38 New incentives alone, however, will not do 

the trick of attracting more FDI. What is needed is rather a more complex 

approach which we will discuss in our concluding comments.

Just by looking at trends in investment it is not possible to gain a clear picture 

of the business environment for Japanese and other foreign corporations in 

Korea. A short examination of trends in divestment is needed to round off the 

picture. One of the first things one will notice is the exceptional amplitudinal 

width of investment vs. divestment which for example is significantly wider than 

in Taiwan. According to Japanese statistics, more than half of the 450 Japanese 

companies that invested in Korea from 1981 to 1987 have either withdrawn or 

gave up their investment plans. In terms of accumulated investment in Korea, 

Japan went down from 66.5% in 1975 to 51.6% in 1985 while her share went up 

in Taiwan from 21.7% to 28.4% in the same period.39

In a survey of Japanese companies compiled by Matsuura in 1988 the follow­

ing reasons were given for stopping or scaling down operations in Korea:

(1) Too many and sudden government restrictions (12 firms);

(2) Financial cost and risk too high (11 firms);

(3) Managerial and cultural conflict (9 firms);

(4) Fear of control of technology (8 firms);

(5) Shortage of skilled workers and low labour quality (7 firms);

(6) Political instability (5 firms);

(7) Others (including anti-Japanese sentiment, reorganisation of foreign opera­

tions, elimination of Asian operations etc.) (5 firms).

According to Matsuura’s findings the four most significant factors behind the 

apparent investment conflict were:

(1) The so-called boomerang effect, i.e. fear on the Japanese side that technolo­

gy transferred to Korean enterprises might be used to increase the Korean 

market share in certain sectors to the detriment of the Japanese producers 

(prominent examples: shipbuilding, steel and to a smaller extent automobiles 

and consumer electronics);

(2) Efforts to nationalise foreign investment, i.e. restrictive policies by the 

Korean government to force Japanese investors to transfer their shares to 

the local partner in case of a joint-venture;

(3) Discriminatory treatment, including excessive export obligations, domestic 

procurement duties, discriminating tax system, and immigration procedures;

(4) Victimisation of Japanese subsidiaries in terms of priviliges for Korean 

managers forced upon Japanese companies.
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Matsuura also makes the point that a good deal of the managerial conflict of 

Japanese subsidiaries in Korea stems from the fact that labour relations and the 

employment system as such are totally different in Japan and Korea where a 

more authoritarian, elite-type of system predominates.40

A lot of the problems faced by Japanese companies in Korea result from 

government intervention and an active policy of "Koreanising" joint-ventures and 

whole industrial sectors once the process of technology and know-how transfer 

has been completed. One way of localisation in the past were frequent changes, 

supported by the Korean government, in the investment ratio between 

the foreign and the local partner.41 The problem here as with many other FDI 

and TT-related matters is that even though official regulations might be fairly 

liberal, a lot of pressure can be applied by means of administrative guidance from 

the bureaucracy which has the power to take moves against incalcitrant recipients 

of these kind of "suggestions". An example of such guidance which related to an­

other problem area for foreign investors is the usage of profits and the issuing of 

dividends. In January 1982, regulations concerning dividends were devised by the 

government, stating that the dividend ratio had to be lower than 20%. The next 

month this ratio was lowered to 10% by means of administrative guidance and 

finally raised to 12% after foreign companies complained strongly 42

Problems facing Japanese companies in the late 1980’s were fairly summa­

rised in a Japanese survey in 1988 on "the actual state of affairs regarding invest­

ment and the business climate in Korea."43 Five major problem areas were iden­

tified. The first one on policy consistency/adjustment and administrative guid­

ance deals with the inconsistency of government policies, administrative guid­

ance in general, approval formalities, investment ratios, technology transfer 

royality problems, the dividend ratio, customs problems, problems related to the 

dispatch of Japanese staff and export obstacles. Category two on the application 

of tax matters contains, inter alia, complaints about the various and sudden 

changes in the taxation system, inconsistencies between tax and trade laws, the 

opaque decision-making in tax matters, the unprecise character of laws, and tax 

formalities as such. In the third category problems relating to capital and finance 

procurement are outlined which ranged from unpredictable changes in laws and 

regulations, the immaturity of the finance system, and difficulties in domestic or 

international capital procurement to the high interest rate in Korea.

Category four on labour affairs administration and management-labour 

relations bemoans the immaturity of labour and management in Korea in gener­

al, the lack of consciousness for human rights on the part of Korean manag­

ers (I), the fact that control over labour matters has often to be handed over to 

the Korean side in case of joint-ventures, the radicalisation of certain employee 

groups, the lack of a firm government policy in view of the then existing labour 

strife, lack of offical labour education programmes, the immaturity of the labour 

law, the culture gap between Japanese and Korean employees, job hopping in 

Korea, labour force shortage and the sudden wage rise.

Category five, finally, concentrates on procurement problems. Here the 

perceived difficulties were the low technological level and insufficient quality 

control, frequent changes in the quality of procured parts, and bad after sales 

service. Furthermore, with regard to deadlines for deliveries it was alleged that 

these were not kept. Korean SMEs were thought to have low technological and 

dated education standards while big companies often enjoyed a monopoly for 
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certain products. Difficulties also seemed to exist with regard to the procurement 

of varied products in small numbers. Restrictive import regulations were seen as 

one of the biggest problems for procurement.

Although some of these problems, such as the royality problem, have been 

solved, remaining problems suggest that Korea is still far away from being an 

ideal investment site. Before coming back to these problems in our concluding 

comments we will now look at Japanese TT to Korea since 1980. Figures on 

technology licensing for the late 1970’s and early 1980’s reveal the influence of 

government policies on the inflow of technoloy licenses. More liberal regulations 

concerning technology inflows were certainly a force behind the increase of 

technology licensing (TL) to 297 cases in 1978 from 168 in the preceding year. 

Again, further relaxations in 1983 helped to push up the number of TL deals 

from 262 in 1983 to 437 in 1984. A second factor influenced by government 

policies was the composition equity versus non-equity forms of TT. Here Lee 

notes that "between 1978 and 1982, the ratio of the cases of TL to the cases of 

DFI was 5.47 while during 1983-1986 it was 3.28. The period from 1978 to 1982 

was an era in which the government has imposed more lenient criteria for licens­

ing contracts compared to the restrictions imposed on (FDI)."44

Figures on technology transfer to Korea in the latter half of the 1980’s (table 

4) confirm Korea’s dependence on technology inflows from Japan and the USA. 

Between 1962 and 1990 50.9% of TT cases (though only 31.2% in terms of value) 

involved Japanese companies. This compares to the 26.3% of cases (in terms of 

value 46%) involving US firms. Dependence on Japanese technology in this 

period was high in the cases of metal (57.7%), electronics/electrics (50.9%), and 

machinery (61.3%). The Japanese side explains the lower value per case, i.e. 

compared to the US by (a) the fact that in the case of the US the amount of 

supply of atomic energy technology was high; (b) that in the case of Japan a large 

number of SMEs were involved in technology supply; and (c) that in the case of 

Japan royalities were kept at a lower level by administrative guidance from the 

Korean government. Furthermore, it has been pointed out that in the case of 

technology relating to chemicals and machinery the difference between the US 

and Japan was not significant.

When comparing FDI to TL figures we can note that cases of TL did not 

drop as much as FDI cases did (TL peak in 1988: 354 cases; 1990: 333 cases). 

This must be seen against the background of first, the development of automa- 

tion/rationalisation and second, the increase of demand for software in Korea.45 

Dependence on technology from Japan is also conspicuous in terms of Korean 

dependence on Japanese components. This structural dependence means that 

when Korean companies increase their output they must also increase their input 

from Japanese companies. Imports of machinery and electrical and electronic 

components account for more than 60% of Korea’s overall imports from Japan; 

"(c)onsequently, a significant proportion of the profit made by South Korea’s 

exports ends up in Japan."46

One point which has to be discussed here is the apparent perception gap 

between the Japanese and the Korean side concerning technology transfer from 

Japan. What one hears sometimes from the Korean side is that Japan is niggardly 

with respect to technology sharing, that technology received from Japan is not 

high-technology and that when Japanese companies transfer technology they do 

it to their own benefit, e.g. by bringing already depreciated and outdated techno­
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logy into a joint-venture with Korean partners.47 Moreover, it is suggested that 

the main reason for this alleged scrooge-like behaviour is that the Japanese are 

afraid of the "boomerang effect".

The Japanese private sector and the government counter this allegation by a 

whole broadside of arguments. First, pointing to the statistics, it is asked how a 

nation can be called reluctant to transfer technology when it has been the source 

of more than half of all the technologies received by Korea. Moreover, fees for 

Japanese licenses, when compared to the American ones, is no indicator for the 

quality of the technology transferred. A couple of explanations for the difference 

in price have been given before. A further one is that American technology is 

often basic technology which is more expensive than manufacturing technology 

imported from Japan. Apart from the fact that the definition of "high quality" of 

technology which Korea claims it does not get from Japan is quite vague, it is 

suggested that this allegation is simply not true in view of actual business expe­

rience, statistics, e.g. for licenses in the machinery sector, and examples like the 

Hitachi-Goldstar deal.

In addition, Japanese businessmen assert that they are not afraid of the 

boomerang effect which does not exist anyway in macro-economic terms as 

economists like to point out. Technology is transferred whenever it is profitable 

for a Japanese company. It is said that if technology transfer would always take 

place on a purely commercial level there would be no problem at all. However, 

intervention by the Korean government in technology transfers and government 

regulations in Korea on the one hand and the sometimes prevailing atmosphere 

of mistrust on the other hand48 make technology transfer more difficult than it 

would be if it were handled with a more business-like attitude.

Another bone of contention, from the Japanese perspective, is the perennial 

pressure of the Korean government to transfer more technology. Increased TT 

has been an issue in bilateral governmental relations since the early 1980’s.49 Not 

only Japanese businessmen but also Korean scholars say that statecraft has no 

place in technology transfer which should essentially be a private sector affair. 

Besides, it has been suggested that the Korean government has a distorted 

perception of the role of the Japanese government vis-ä-vis the private sector in 

Japan because of its own much stronger role in the management of economic 

affairs and the fact that government officials have been influenced by American 

views of government-business relations in Japan. Finally, the Japanese business 

community demands that Japan should also be granted comprehensive intellec­

tual property rights protection, i.e. an agreement similar to the ones already 

signed between Seoul and Washington and Seoul and Brussels. By doing so an­

other unnecessary stumbling block to transferring technology would be removed.

Another reason why Koreans tend to be more happy with American technol­

ogy transfer seems to be that the Japanese and the US way of transferring tech­

nology is different. While US companies rely to a great extent on manuals and 

blueprints Japanese companies prefer on-the-job-training which they think is 

more effective but which can also lead to to misunderstandings between Japanese 

instructors and employees of technology-absorbing companies, potentially lead­

ing to sub-optimal TT processes.50

A recent survey on industrial technology co-operation between Japan and 

Korea, conducted at the end of 1991, sheds some light on the above-mentioned 

perception gap and other problems related to TT from Japan to Korea. Asked 
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for the reasons why some technology exports/imports could not be realised 

Japanese and Korean perceived the reasons quite differently:

Japan Korea

- no compromise could be found on the contract 

conditions 43,5% 36,4%

- the deal was not seen as profitable 26,1% 43,6%

- in order not to disclose technology 15,2% 57,3%

- anxiousness about a future boomerang effect 4,3% 63,6%

The answers underline Korean perceptions about the importance of the boomer­

ang effect and Japanese unwillingness to share technology. Interesting in some 

ways are also the answers to the question of the aim of the technology export/ 

import. While the main reasons for the Japanese side were to advance on the 

Korean market (65.2%), the Korean side named strengthening of price competi­

tion ability (73.6%) and expansion and strengthening of production systems 

(56.4%) most often. Asked about problems at the time of the technology ex­

por t/import, answers varied again, sometimes dramatically:

Korea Japan

(1) Shortcomings of the tax system 29.1% 10.9%

(2) Lack of intellectual property protection 26.1%

(3) Excessive meddling of governmental agencies 53.6% 32.6%

(4) Profit calculation 63.6% 32.6%

(5) Royalities too high/low 83.6% 32.6%

(6) Lack of compensation for technology supply 

(former technology supply not fully paid) 4.3%

(7) Imprecise contracts 19.6%

(8) Differences in the appraisal of the value of 

the technology 15.4% 36.9%

(9) Deficiencies in the absorption system of the 

Korean company 14.0% 30.4%

(10) Deficiencies in the guidance system of the 

Japanese company 8.5% 6.5%

(11) Others 4.3%

While government intervention, profit calculation, and royality questions were 

seen as big problems by both sides, Korean companies were much more con­

cerned about these issues. On the other hand, the biggest single problem from 

the perspective of Japanese companies, different appraisals of the value of tech­

nology, received far less attention from the Korean side.51

Turning to some more recent trends in TT, the Korean government, as we 

have noted before, has recently launched some new initiatives to attract more 

FDI and to lure ultra-modern technology by means of of preferential tax treat­

ment incentives. Targetted are high-level technologies in which a significant 

increase in demand is expected in Korea. However, until Japan is granted com­

prehensive intellectual property protection the positive effect of these measures 

will be in any event quite limited.
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The same can be said about the estabhshment of industrial technology co­

operation foundations in both Seoul and Tokyo which were agreed upon in early 

July 1992 after the Korean President Roh Tae-woo and Japanese Prime Minister 

Miyazawa Kiichi met in January of the same year and vowed to expand bilateral 

economic ties.52 Japanese and Korean businessmen and scholars interviewed 

expressed doubts about the effectiveness of these new foundations. At the most, 

some high-level technologies might be transferred in order to show good will on 

the part of Japanese companies. This latest government level initiative to pro­

mote TT thus seems to be a stillborn idea.

Concluding Comments

The preceding emperical results lead to the question of how investment and 

technology flows from Japan to Korea will develop in the future. As always with 

questions of this kind the answer cannot be clear-cut. Here even more so because 

Korea is in a transitional period in its industrial development, i.e somewhere on 

the road from the labour and even capital-driven stage to the innovation-driven 

stage of industrialisation.53 Whether Korea can overcome this challenge is an 

open question which is beyond the scope of this study. In any case, this transitio­

nal period means uncertainty for potential investors. What is certain is that there 

is hardly any scope for investments in manufacturing in the short run as Korea 

has lost its cost competitiveness in this field for the time being. Japanese in­

vestors are likely to be interested in investments in fields like automobiles and 

electronics but these sectors are still largely closed to them. On the other hand, 

investments in service sectors are bound to increase further but will hardly suffice 

to compensate for the decline in manufacturing FDI. Furthermore, as in the 

sectors mentioned above Korean investment restrictions prevent Japanese FDI 

from unfolding in a dynamic way.54

With regard to technology transfer, the question is even more difficult to 

answer. Some general observations thus have to suffice in this context. Technol­

ogy transfer decisions are basically based on cost-benefit analyses and the prin­

ciple of profit maximisation. Japanese or other corporations are after all not 

charity organisations even if some Korean commentators would like them to be 

that way. Observers citing the boomerang effect as a major reason for the alleged 

Japanese unwillingness to transfer technology have to be reminded that the 

boomerang effect has not only a negative side but also a positive side in terms of 

increasing intermediate product sales and the opportunity to give up the labour- 

intensive portion of manufacturing. Admittedly, among other reasons, corpora­

tions might be reluctant to transfer technology if downstream industries would be 

affected. However, Japanese corporations are likely to transfer technology to 

support their operations in Korea. The question must thus be how the Korean 

government and the private sector can stimulate FDI and TT.

First, it should be pointed out that policy-makers in Korea have an interest in 

promoting FDI and TT since it would be next to impossible to implement the 

current development strategy and to move into technology-intensive fields with­

out the availability of leading technologies from Japan and other advanced 

nations 55 This is not to say that Korea should not vigorously continue her efforts 

to develop technologies domestically. Quite the contrary; only domestic R&D 

and technology transfer taken together will lead to an upgrading of the industrial 
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structure in Korea. Moreover, indigenous technological advances are also impor­

tant in the context of attracting foreign investment and technology since Japanese 

and other foreign companies expect something in return for their own capital and 

technology. Korean enterprises will also have to prove their ability to obtain 

technology from other sources than Japan, not only to continue to diversify 

technology inputs but also to increase Japanese interest in supplying Korea with 

technologies in order not to lose too much ground to competitors from other 

nations.

In order to enhance the bargaining power of Korean enterprises in negotia­

tions with their Japanese counterparts it will thus be increasingly important to 

continue to invest in R&D and human resources. Apart from efforts to develop 

own production technology, more emphasis will have to be put on management 

control systems and total quality control activities. With regard to human resour­

ces it might be appropriate to move towards long-term employment systems to 

make best use of the given labour force.56 With a view to Japanese-Korean 

industrial co-operation and strategic tie-ups between Japanese and Korean 

enterprises there should be more scope for co-operation in capital-intensive 

sectors like chemicals, steel, or cement where Korea has an overcapacity but the 

desired co-operation in high-technology sectors can only flourish if the Korean 

side concentrates even more than before on own efforts in the fields of R&D and 

human resources.

Finally, turning to the role that the Korean government can play in improving 

the investment environment our findings imply that if the general investment 

environment is not right investment promotion policies will not do the trick of 

luring significant amounts of FDI. As Ryou notes: "Under such circumstances, 

government incentives take a secondary role in (the) decisionmaking ... of poten­

tial investors. In this sense, the incentive is nothing but a compensation for the 

demerits of the investment environment of the host country."5* Thus the struc­

tural setting for investments requires the attention of the government. Here, 

finance remains one of the biggest problems facing investors in Korea. Loans 

from domestic and international financial institutions are strictly controlled 

because of the tight monetary policy pursued by the government. Only a 

thorough liberalisation of financial markets can lead to overcoming this serious 

obstacle for foreign investors. It is therefore hoped that the financial reforms 

promised in 1992 and 1993 will be implemented and further expanded. Another 

problem for foreign investors relates to the soaring prices for real estate in recent 

years. As a first step in this regard it would seem appropriate to scrap current 

government regulations on the purchase of real estate by foreign enterprises 

which allow only for investment in the manufacturing sector. Furthermore, plans 

to designate special areas for usage by foreign investors should merit some atten­

tion.

There is also still some scope for further liberalisation of FDI regulations 

with regard to national treatment in market access. In order to fasten and simpli­

fy investment procedures, the notification system could be expanded to other 

areas and notification should really mean notification and not notification plus 

time-consuming scrutinising of investment projects. A further prerequisite for 

technology-intensive investment from Japanese companies will be the signing of 
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an intellectual property protection agreement with Tokyo. In more general 

terms, macroeconomic stabilisation should be high on the agenda of the govern­

ment. Fighting inflation including the wage-costs-spiral will help to boost investor 

confidence again.58

Many of the measures suggested cannot be implemented from one day to the 

other. Some measures will necessarily take more time to become effective. In the 

same vein, Japanese-Korean industrial co-operation cannot be expected to be 

invigorated in the short-term. But after all, industrial co-operation should never 

be approached with a short-term horizon.

Abbreviations used:

FCIL - Foreign Capital Inducement Law

FDI - Foreign direct investment

HCI - Heavy and chemical industrialisation

ISI - Import substitution industrialisation
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R&D - Research & Development

SME - Small and medium-sised enterprise

TL - Technology licensing

TT - Technology transfer
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Appendix

Table 1: The Mode of Foreign Technology Transfer

Market Direct Foreign Investment,

mediated foreign licensing, turn-key

plant, technical consultancy, 

made to order machinery 

(Cell 1)

Nonmarket 

mediated

Technical assistance by 

foreign buyers, technical 

assistance by foreign 

vendors**

(Cell 4)

Standard (serial) machi­

nery purchase 

(Cell 2)*

Imitation (reverse engi­

neering), trade journals 

technical information 

service 

(Cell 3)

Active Passive

Role of Foreign Suppliers

* Except for small, standard machinery, foreign suppliers send their engineers to assemble and 

test-run machinery sold. Often, they teach local personnel how to operate it and provide 

aftersale service. In this sense, the role of the supplier is not passive, but compared with those 

mechanisms in cell 1, this mechanism can still be classified in cell 2.

“ The vendor’s service mentioned here refers to technical assistance not directly related to the 

operation of machinery sold; rather, the suppliers provide technical information and consult­

ancy on operations not related to the machinery sold in exchange to a long-term purchase 

agreement.

Source: Linsu Kim (1991), p.224.

Table 2: Country Distribution of Technological Licensing and FDI

(Unit: number of cases)

Japan US Others Total

TL FDI TL FDI TL FDI TL FDI

1962-1976 494 985 164 187 94 93 752 1265

1977 82 27 45 16 41 14 168 57

1978 158 31 67 11 72 10 297 52

1979 159 32 61 13 70 13 291 58

1980 124 19 54 15 44 6 222 40

1981 108 23 75 12 64 9 247 44

1982 164 20 68 20 76 19 308 59

1983 201 37 77 19 84 20 362 76

1984 217 52 99 37 121 19 437 108

Source: MoF Korea, cited in W.Y. Lee (1989), p.46 and calculations by the author.
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Table 3: Foreign Direct Investment in Korea (approval basis)

’85 ’86 ’87 ’88 ’89 ’90 ’91

Total Cases 130 205 372 352 349 306 297

US$ 532 355 1063 1283 1090 803 1396

Japan Cases 57 109 206 177 145 145 112

US$ 360 139 497 696 462 236 226

USA Cases 43 49 93 104 97 84 86

US$ 112 125 255 284 329 317 297

Note: US$ unit: 1 million (unless otherwise stated).

Source: Figures for 1985 to 1990 Nikkan Keizai Kyokai (1992), p.5.

Figures for 1991 Young (1992) and calculations by the author.

Table 4: Korea’s Technology Imports (Licenses)

Japan USA Others Total

Cases US$ Cases US$ Cases US$ Cases us$

1985 228 75 114 155 112 66 454 296

1986 264 130 157 192 96 90 517 411

1987 307 181 180 240 150 102 637 524

1988 354 215 200 330 197 132 751 676

1989 343 274 244 416 176 199 763 889

1990 333 341 221 514 184 232 738 1087

1962-90 3536 1539 1826 2291 1582 1096 6944 4926

share (%) 50.9 31.2 26.3 46.5 22.8 22.2 100.0 100.0

amount 

per case 

(1000$) 435 1255 693 709

Note: see table 3

Source: Nikkan Keizai Kyokai (1992), p.5.


