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The Four Largest South Korean Business Groups and
Foreign Technology: Acquisition of Technology and
Foreign Direct Investment
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ABSTRACT  This paper deals with the acquisition of foreign technology and with foreign direct
tnvestment by the four largest South Korean business groups. Major conclusions are: (1) the groups
successfully acquired foreign, state-of-the-art lechnology for large-scale production of lower and middle
market segment products within a very broad range of industries; (2) the most important current problems
Jor the groups (lack of own high-technology and low equity and profit rates) are genuine resulls of the
same stralegy, which led to the successful acquisition of foreign non-high-end technology; (3) although all
Jour groups undertook foreign direct investment of considerable scale, these investments were mainly
restricted lo a few geographic areas and product groups, and it is far too early to speak of a real
‘globalization’ of group operations.
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Introduction

This paper deals with the acquisition of foreign technology by the four largest South
Korean business groups: the chaebol Daewoo, Hyundai, LG (up until 1994 Lucky-
Goldstar) and Samsung.! The first part briefly describes the development of the four
chaebol and their position within the Korean economy.? The acquisition of foreign
technology itself—choice of technology and suppliers, plant construction, start-up and
optimization of production—is then discussed. Emphasis will be on the general features
of the acquisition process, which have remained relatively unchanged since the beginning
of massive technology imports in the late 1960s. The third part of the article cvaluates
the recent state of technology acquisition by the four chacbol. Four units of measure
(foreign direct investment, technological cooperations, productivity and own-brand sales)
will be used. Conclusions and prospects are presented at the end of the paper.

The first two parts of this article are based on an earlier paper by the author.?
The third part consists mainly of new material. As the author had no direct access to the
chaebol, all information was assembled from a variety of printed materials. Three kinds
of sources have been used: company brochures, scientific publications and the economic
press; Business Week and German Handelsblatl from February 1994 up to December 1997
and The Economist from September 1995 up to December 1997.* Pertinent information
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Table 1. Chacbol sales in $US billions and as a percentage of Korean GDP (*GNP)

1965 1970 1975 1980 1984 1988 1992 1994 1996
Daewoo 0.2 15.2 25.4 40.0 45.0
Hyundai 0.5 27.8 63.0 80.0
LG 0.9 9.2 22.8 48.0 55.0
Samsung 0.0 0.1 0.7 36 31.0 48.5 63.0 71.0
Four Chaebol 2.3 96.8 214.0 251.0
Korcan GDP 29 8.6 21.1 57.6 89.0 194.6 304.9 386.7 484.8
Dacwoo 1.1% 7.8% 8.3% 10.3% 9.3%
Hyundai 2.3% 14.3% 16.3% 16.5%
LG 4.1% 10.3% 11.7% *11.0% 12.4% 11.3%
Samsung 0.9% 1.3% 3.5% 6.3% 15.9% 15.9% 16.3% 14.7%
Four Chacbol 10.9% 49.7% 55.3% 51.8%
Top 10 17.9% *48.1% *67.4% 65.7%
Top30 #Top46 H#33.8% *75.0%

was put into databases to keep track of the wide range of group activitics and to check
the data of different sources against other data.

Development of the Four Chaebol until 1997

In general, the term chacbol is used for large South Korean business groups that conduct
business in many, technologically unrclated industrics; are centrally owned and con-
trolied by the founder family; and arc financed to a large cxtent through external credit,
provided mainly via the government-controlled, official Korean banking system. These
threc major charactenistics represent an initial definition of the four chaebol. The
following provides a bricf discussion of the growth and production programs as well as
the organizational and ownership structure of the four groups.

Today the four chacbol are by far the largest Korean business groups and dominate
onc of the fastest growing cconomies of recent decades.” Their combined sales reached
about 50% of the GDP in the late 1980s (Table 1°). If listed correctly, all four business
groups would have been in the Top 50 of the Fortunc Global 500 since 1994. In 1987,
for tactical reasons, some chaebol stopped providing group data and listed only their
largest companies;’ on the last three Fortune lists for the years 1994-96, Dacwoo—the
smallest of the four chacbol—is always listed as the largest Korcan company at number
52, 34 and 24, respectively.®

Developments in the production programs of the four chaebol are given in Table 2,
which illustrates major similaritics and diflerences. Notable is the difference between the
founding of Daewoo in 1967 and the beginnings of the other chaebol in the 1940s. Since
Hyundai’s operations did not reach a significant scale undal after the Korean War, the
beginning of the four chacbol can be divided into three groups: Samsung and LG
(pre-Korean War 1940s); Hyundai (post-Korcan War 1950s); and Dacwoo (late 1960s).

Although all chaebol originally started as trading firms, there were differences. In the
case of Samsung and Dacwoo, these firms developed directly into strong central trading
companies. For LG and Hyundai, trading activities rcpresented only the first business
activities—during which first capital was accumulated—while central group firms
emcrged out of industrial operations: chemicals and consumer clectronics in the case of
LG, and construction in the case of Hyundai. Thus, LG clearly has the longest and most
continuous manufacturing tradition with chemicals/petrochemicals and clectronics.
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Table 2. Timetable: development of chaebol production, 1938-1997

First industrial Main industries Future/strategic
First activities projects today industries®
Dacewoo Trade (e ’67) Textles (¢ "68) Machinery Finance
Machinery (a ’73) Automobiles Acrospace?
Electronics {¢ *74) Shipbuilding Resources?
Electronics

Construction

Trade
Hyundai Trade/Auto repair/ Cement (¢ *64) Machinery Chemicals?
Transport (in 40s) Automobiles (e *67) Automobiles Petrochemicals?
Construction (¢ '47) Shipbuilding Tinance?
Electronics Resources?
Construction Aerospace?
Trade Steel?
LG Trade (under Japanese Cosmetics (e '47) Chemicals Machinery
government = before '45) Radios (¢ *58) Petrochemicals Automobiles?
Cables (¢ ’62) Electronics Shipbuilding?
Trade Finance?
Resources?
Samsung Trade (¢ "38) Sugar (e '53) Machinery Automobiles
Wool (e '54) Shipbuilding Acrospace
Fertilizer (e '64) Elcctronics Chemicals
B/w TV (e ’69) Finance Petrochemicals
Trade Resources?

Note: Numbers in parentheses indicate starting date (e = established; a = acquired).
? Only additional industries are listed. Despite government pressures and chacbol paying lip service to restricting themselves
to core activities, there is no sign of any withdrawal from recent major industries.

They are still the most important industries in the 1990s. All other chacbol established
their first industrial plant in an area that today is only of minor importance. Recently the
four chaebol have been moving toward a similar structure of core industrial activities:
construction, electronics, automobiles/trucks, chemicals/petrochemicals and machinery.
The groups, however, possessed different strengths up until the mid-1980s. Since then,
cach chaebol has been trying to fill the gaps in the aforementioned range of industrics.
One group after another has been entering new industries without abandoning cxisting
ones.

With regard to the ownership structure of the four chacbol, two points are important:
(1) they had and still have low cquity ratios; and (2) therc are about three layers of
holding firms. The chaebol started their growth with a small equity basc:

... we simply present a typical scenario of chaebol growth via credit access in the
1960s. Suppose one privately held company ‘luckily’ gets government approval for
an industrial project. It will typically be financed by one-fifth equity and four-fifths
forcign and domestic loans. So the project starts with a meager equity base but with
substantial external debt and other government-provided privileges (notably tax
advantages). The privately held firm may then grow rapidly if the project becomes
successful. The firm then starts a new line of business with the profits accumulated
from the first venture. Of course, once again the firm will not usually put up much
equity but will rely heavily on external debt. The extension of this process leads to
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Table 3. ‘Founder’ (and group companies) shares, 1982 and 1991

Chaebol Daewoo Hyundai LG Samsung
1982 33% (> 50%})* 42% > 21%" 21% 33%
1991 47% 50% 68% 38% 53%

Note: Figures for 1982 refer to the share of the ‘founder family’ in listed companies. Forty-one
chaebol were covered. Figures for 1991 originate from a report of the Korcan government and
refer to the shares of ‘founder family and group firms’. These figures include listed as well as
non-listed companies from 61 chacbol.

* In parenthescs, Korea Development Institute estimate for ‘family stock ownership’, if non-listed
companies are included.

® No share is given for Hyundai, but the figure for LG is ‘by far the lowest of all the ten major
groups’.

Sources: Tamio Hatton, Japanese zaibatsu and Korean chaebol’, in K. H. Chung and H. C. Lee
(eds.), Korean Managenial Dynamics, Pracger, New York, Westport & London, 1989, pp. 80, 87-90
(for 1982); Takao Taniura, ‘The Lucky-Goldstar group in the Republic of Korea’, The Developing
Economies, 16, 4, 1993, pp. 465-84, p. 476 (for 1991); OECD, op. cit,, p. 59.

a group of firms, or chaebol ... Even for the ... prosperous firms in the group, the
financial structure remains weak.’

At the end of 1992 the equity ratio for the five largest chaebol was still only 23%.'°
Low cquity ratios allowed the founder (and his family) to control much of the equity and
at the same time to expand business in great leaps. In 1982 and 1991 the ‘founder’ still
owned—directly and indirectly—about 50% of the group shares.' Figures in Table 3
scem to indicate an increasing ‘founder’ share, but probably the opposite is true, because
figures for 1982 include only shares in listed companies, which are lower than shares in
other group companies. This fact is only indicated by the cstimated figure for 1982.

On the one hand, the controlling power of the ‘founder’ share is fostered by a
government policy which makes it very difficult for other persons or groups—and
especially foreigners—to acquire larger shares of Korean companies. On the other hand,
the government tries to restrict ‘founder’ share and influence.'? In general, the existing
‘founder’ share still seems to guarantee control of major group decisions.

The gencral description of the ownership structure development for Korean chaebol
as presented by Hattori seems appropriate for the four chaebol.'® Hattori argues that the
groups started with companics owned by the ‘founder’. With the acquisition and
establishment of new companies, the central trading company came to own many shares
in other group companies. Later, an additional holding (foundation) was established
through the transfer of ownership shares. If activities rcached considerable scale within
one industry, the respective major firm acted as a holding for other companies within the
industry (Figure 1).

Figure 1 presents the actual organizational structure of the four chaebol today."
Each group consists of five major organizational subunits plus a holding company. The
holding company has no influence on the organization of current group operations. In
each major industry the four chaebol have one (sometimes two) firm(s) of paramount
importance. Generally several smaller companies exist in addition to this major firm. For
the coordination of group operations within one industry the number of legal entities
seems of minor importance. All firms could be viewed d¢ facto as divisions of the major
firm. The decision whether to establish a new production area as a formal division or
separate entity mainly depends on the financial possibilities (including risk reduction) and
technology transfer for the project.
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Figure 1. Actual, recent organizational structure of the four chacbol.

Acquisition of Technology I: The Process

In a discusston of the process involved in the acquisition of production technology
{choice of technology and supplier, construction, start-up and scaling-up of production), it
would seem appropriate to use the external environment and the economic goals of the
Korcan government in the carly 1960s as a starting point. In 1962, after a decade of
corruption and slow growth following the end of the Korean war, a new government put
cconomic growth and reorganizing industry in a structure similar to that of developed
countries on top of its agenda.'> The decision was made to create privately owned pools of
resources under domestic control. The aim was to facilitate state-of-the-art mass production
in industries completely new to the country. All this had to be achieved in a nation with few
financial, natural and human/technical resources. In the end, the solution to the problem
was to rely on companies with little equity—owned by Koreans—and considerable outside
capital—financed through foreign debt. In any case, a domestic, private majority capital
owner had to assume direct responsibility for the company. The government determined
the area of production and provided the outside capital—either directly in the form of
foreign lending by the state or indirectly by guaranteeing supplier credits.

The basis for such a policy was established when the Park government arrested
leading businessmen and confiscated their wealth in the early 1960s. Eventually, a deal
was made: wealth was returned to the businessmen, who in turn were obliged to use it
as controlling equity in new industrial projects.'® Hyundai, LG and Samsung all carried
out their first industrial projects promoted by the government. Only successful realization
of the projects opened up opportunities for further growth.!” The policy was one of
‘picking winners’.

The most important privilege granted to promoted projects was the allocation of
subsidized credit through the nationalized banking system.'® The government deliber-
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ately changed the expectations of potential resource suppliers towards certain kinds of
production.'® The state carried the interest differential by building up foreign debt.
Access to foreign credit itself ultimately depended on the ability to meet the resulting
debt obligations. The government accounted for this by institutionalizing a gencral
export promotion policy and by sctting export quotas for promoted industrial projects.®®
The high levels of protection given to the promoted industrics were also of great
significance.”’

Under the conditions specific to Korea, the ‘picking winners’ model was an attractive
and successful pattern for financing, even though it led to two major problems for the
Korean economy: low cquity ratios and a distorted financial system. It was successful
because the Korean government wanted large-scale production. This meant, at least in
the beginning, only onc or two plants per industry. In a standard competitive model,
over a period of time all less eflicient produccers arc driven out of the market. However,
with only onc or two large resource pools—for which the alternative uses are far less
productive—the disappearance of a less cflicient producer represents at lcast a minor
disaster. For this reason, the government looked for entreprencurs who would use
resources with relative cfficiency, though they would have few or no domecstic competi-
tors.”? If an entrepreneur was not able to do so, the government transferred the resources
(by transferring the majority cquity) to another entrepreneur.” In gencral, the four
chaebol represent the largest ‘winners’ over the last three decades. They are the business
groups that have received the most financial resources for different industrial projects
from the government-controlled banks. This allocation ultimately depended on the
ability of thc owner to guarantec fast construction and production at full capacity—
irrespective of the industry.

All technology was acquired from the Jeading industrial nations. In addition to the
respective company, the state also participated in negotiations with potential supplicrs of
technology. With regard to the choice of a specific technology, the Koreans met with an
astonishing cxperience:

The ... stages ... of ... surveying alternative techniques and alternative suppliers,
and choosing the best combination ... provided those studying the process of
incorporation with their most surprising results—that the choice of technology is
of negligible consequence and that the choice of supplier is of grave consequence.
Early in the enquiry it became apparent that in Korea the choice of technique had
been pre-empted. Long before the manufacturing techniques were imported, the
Korean government had decided to industrialise by producing in substantial
volumes a wide range of modern, sophisticated goods in large-scale plants employ-
ing the most advanced technology ... the Korean government discovered that there
were usually several alternative suppliers of advanced manufacturing techniques
differing in their design and opcrating characteristics but almost identical in the
inputs they consumed and the outputs they produced.?

In consideration of this finding the government developed a priority list, given in
Table 4, for negotiations with forcign technology supplicrs.?®

Within the whole organizational process the purchase of technology is probably the
transaction which offers the most room for mancuver. This is a consequence of
the nature of the product—it is for the most part knowledge. Compared to the resources
needed to produce knowledge, the resources needed for its transfer are few (variable unit
costs are a very small fraction of total costs). Technology is not as easy to define and
dcliver as, for example, an input product or a machine. For this reason, the main room
for maneuver is often not found in the area of monetary prices but rather in transfer
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Table 4. Priority list of the Korean government for negotiations with foreign suppliers
of technology

1. Financing (foreign credit [preferred] as well as loreign investment) ESSENTIAL
Maximum plant output (prior to profit maximization)

2. Government control of input and output prices DESIRED, BUT IN
Uniform treatment of foreign participants EXTENT NEGOTIABLE

Full acquisition of technical know-how by Koreans
Automatic access to subsequent technical improvements

3. Access to later innovations DESIRED, BUT
Government control over internal administration of firms operating in Korea CONCEDED IF
Acquisition of financial and marketing knowledge by Koreans NECESSARY

Localization of capital goods purchasing
Majority ownership by Koreans

4. Compctition in newly-established industry ( = several producers) CONVENIENT, IF
Export permission to other countries AVAILABLE
Forcigners remain temporarily in leading technical and (inancial positions

Source: From Enos and Park, gp. cit.,, pp. 233-4.

conditions.?® By adhering to the government priority list, the chacbol actually received
maximum property rights for their financial resources. Different suppliers at comparable
monctary prices were willing to make different concessions.

Once a technology supplier was selected, needed inputs were determined. All imports
had to be purchased at world market prices. But domestic producers do not nccessarily
pay world market prices; generally they will pay higher prices for inputs because of taxes
and quotas. In promoted industries in Korea (where the four chaebol mainly operated)
the situation was diffcrent. Most imports were freed from quotas and import taxes and
were financed by subsidized credit. This meant that input prices depended on the specific
use of the input; that 1s, the kind of production (industry), the formal goal (maximum
output) and even the final markets (export targets, price controls). ‘Investment and trade
policies became intimately bound.’” Indeed, with the signing of the initial contract the
government guarantecd supply of all material inputs at comparably low prices. This was
also true for domestic inputs.”® In addition to cxplicit purchases of technology the implicit
transfer of technology, included in specifications of foreign buyers and/or OEM
contracts, was also important.?

With regard to the major domestic input, labor, the four chaebol offered the most
attractive, modern workplaces as well as the best pay and best prospects for promotion:
they were the premium Korean employers.®® Gencrally, employees were hired directly
from university or school. Production-related knowledge was then taught in-house.?
Competition in recruiting the best graduates was mainly restricted to the chacbol.*?

As a rule, the exchange of financial resources against production inputs was very far
from an ideal competitive market model. A chosen company for a promoted project—
that is to say, a chaebol—had the task of rapid plant crection and full capacity
production, but it did not have to compete with other domestic producers for inputs on
equal terms. Foreign exchange was available only to promoted industries and export
production, and domestic inputs were either produced by the chaebol themselves or
controlled by the government. In general, with regard to inputs, only ‘fair’ competition
existed for qualified workers, and this kind of competition was mainly restricted to the
chaebol.

How were the inputs organized to make things work? The decision to establish a new
plant as a new division or separate company depended mainly on the degree of foreign
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participation. Generally, a new legal entity (joint venture) was established if access to
technology was subject to the condition of foreign ownership and/or to the condition of
foreign management participation.*® It also depended on the degree of uncertainty/risk.
Often new plants started as independent companies and were integrated after the
production process was successful and under control.

However, as alrcady mentioned, the legal form of a new plant has been of minor
importance for the actual organizational structure. Initially, all four chaebol grew
primarily through the addition of new plants with little or no direct technological
relationship to existing production areas. Major technical and organizational structures
were predetermined by the technology supplier. In any case, plant management
concentrated on the use and acquisition of foreign technology or production. Strategic
decisions remained at the group level. Early on this was exclusively in the hands of the
‘founder’. Later, with growing chacbol activities and government incentives, the central
trading company took over many responsibilitics in the areas of purchasing, financing,
and sales. This was possible because the chaebol mainly operated in standardized mass
production in low- and middle-product markets for which no special marketing know-
how and services were needed. Furthermore, as the chaebol expanded within some core
industries, the respective major firm coordinated activities within this area. Educational
institutes have contributed mainly to group integration by sclecting new employees and
introducing them to the group culture, while production specific know-how is transferred
later ‘on-the-job’. R&D institute work has been closely related to production, and focus
has been upon the acquisition and modification of foreign technology. This is certainly
true for company R&D institutes, but applies as well to the central institutes at another
level.

How does this organizational structure function? Which management style character-
izes the chaebol? The answer is simple: top-down decisions dominate.** At first glance it
is difficult to understand how it is possible to manage in tight top-down fashion if persons
at the top are not well informed about the production they are supervising. Again, the
explanation is related to the conditions specific to Korea. Since almost all production
relies on proven foreign technology, concrete goals can be set and controlled without
knowing exactly how to achieve them. In particular, design capacities for plants are
known. The government makes the grants and financing of a project subject to the
maximum possible output. The whole chain of control works like this: the government
and the ‘founder’ control projects mainly by monitoring plant output and exports; plant
managers monitor inputs and outputs of organizational and/or technical subunits on the
basis of detailed presets obtained from the technology supplier; foremen check
the achievement of their workers according to the instructions/schooling they received
from the supplier of the technology.

Neophytes that they were, Korean managers could never hope to manage in a tight,
‘Taylorist’, top-down fashion, at least not initially, because no one at the top knew enough
about the process to do so. Under these conditions, it was imperative to rely on
motivated workers, even if these workers possessed little more than formal schooling,
to exercise the most fundamental skill of all—intelligence. In all of the new
capital-intensive industries—continuous-process and especially fabrication-assembly
operations and job shops of jumbo proportions—production workers were
motivated with relatively high wage rates, first to get the product out of the door,
and later to improve quality® [original emphasis].

The seeming contradiction is resolved in a tight hierarchical setting with the
monitoring of targets and ‘autonomous’ work by motivated subordinates.
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Acquisition of Technology II: The Achievements

This section of the paper focuses on the technological achievements of the chaebol. First
of all, productivity of Korean plants will be discussed. This is a rclatively direct measure
of the scope of the acquisition of technology. Three indircct measures follow: foreign
direct investment (FDI) by the four chaebol; technology imports/co-operations (including
I'DI by forcign companies in Korea); and own-brand sales.

In general, Korean plants started with lower productivity than that of comparable
plants in industrial nations, and then made fast progress toward that level. Although a
comprehensive comparison and cxplanation of the international productivity level shown
by the chacbol is beyond the scope of this paper, the following remarks should permit
an initial, brief asscssment. The chacbol used standard state-of-the-art technology.
State-of-the-art indicates that the technology—at design capacity and prevailing world
prices—is the most cficient technology available. With regard to a given technology, an
improvement in the productivity of variable inputs (labor, parts, etc.) depends mainly on
the number of products produced (learning curve). For large-scale modern plants, which
are heavy investments, high production volumes are cssential to recover investment
(fixed) costs. In this context, the length of the construction period is also a consideration.
Obviously the volume of production (used capacity) is of critical importance for overall
productivity. As maximum plant output topped the government’s priority list, no chaebol
could grow larger without paying attention to this factor. Measurcs taken contributed to
faster acquisition of technology and subsequently to productivity growth. Enos and Park
stress the importance of the initial contract:

... swifl absorption of the technology has desirable cflects, both on output and on
employment, and swiftness comes at the outset from negotiating favourable terms
with the forcign suppliers. ... a major determinant of the ability of a developing
country to absorb an imported technology is the preferences of its government, as
reflected in the terms that it imposes upon the foreign suppliers [and domestic
producers; MH]. If these terms are output- and employment-oriented, the country’s
ability to absorb the technology will be enhanced; if these terms are profit- and
publicity-oriented, the country’s ability will be reduced®® [original emphasis].

As the Korean cducation system produced a large pool of well-educated labor which
the chaebol were able to tap, and as the government sccured the availability of other
domestic and foreign inputs, the major constraint to output maximization was applied by
demand.’” Where new technological developments made installed production lines in
part obsolete and as a result cut demand, productivity gains were low, and therc was no
chance of running down the learning curve.”® With regard to construction periods, the
Korcans are respected for international record times in the completion of plants®: “The
chaebol soon became the most progressive firms ... Entering new industries at minimum
cost and at lightning speed raised the firm’s ability to compete in many markets.*
Generally speaking, with regard to the productivity of Korean producers—and especially
the chaebol—the points above seem to indicate that they have done fairly well for
companies in a late industrializing country.

Often an indirect look at some actions related to an issue provides the observer with
more accurate information than detailed announcements or ideas of people sought
directly. In nearly any company publication provided by the groups or any interview
with chaebol managers in business magazines, the same story will be given over and over
again: By the year 2000 (or at least 2010) we will be among the top 10, perhaps top five
companies of the world (world-class company, industry leader) with our own technology
within this and that industry.*' In the following text, threc indirect activitics/measures
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will be used to evaluate how these statements (or wishes) compare with recent actions by
the groups, and to assess the extent of technology acquisition by the chacbol: (1) FDI by
the four chaebol; (2) technology imports and technological co-operation with firms from
other countries; and (3) the percentage of own-brand sales by the chaebol.

Table 5 gives an overview of foreign direct investments by the four chaebol. Although
(and becausc) every group has sales and trading opcrations all around the world, these
activitics arc excluded. Technological know-how is more closely rclated to the operation
of plants (and ‘direct’ scrvices) than to scrvices which are rclated mainly to the
distribution of products produced by other group firms. Although the material repre-
sented in Table 5 is not comprehensive, (with some background knowledge) major
tendencies can be detected. Asia (excluding Japan) and East Europe (including the CIS)
arc the most important regions for forcign production activitics by the four chaebol.
Globalization of production is most advanced within the field of consumer electronics,
though cven in this arca production activities in the ‘triad’ (Western Europe, North
America and Japan) are often more related to market access for a restricted number of
non-high-cnd products and the scanning of markets and technologies than to more
efficient production of plants under Korean control.*? Because Korea lacks natural
resources of any importance, it would seem that today the chaebol consider it important
to be involved (in gencral the Koreans participate as ‘junior’ partners) in the devclop-
ment of natural resources worldwide. FDIs in R&D firms and facilitics arc restricted to
the regions within the triad (with the notable exception of attempts to gain access
to Russian know-how and rescarch potential) and the ficlds of machinery/vehicles and
clectronics.*?

With regard to technology transfers (such as license contracts, co-operations and joint
ventures) there is one very important, plain and not very surprising fact: all technologics
have come from the leading industrial nations, with Japan the most important technology
supplier, followed by the US and Europcan countries.* From whom could the chaebol
have obtained state-of-thc-art mass production technologies if not from the leading
industrial nations of the triad? Ever since the 1960s it has been a continual repeat of the
same story. Your group wants to cnter a totally new kind of production? Well, buy
the whole technology from someone who knows (that is, triad firms) at the best terms
available, and sce the whole thing through as fast as possible with maximum support
conditions available from all governments/official bodics involved. You want to upgrade
your cxistent product portfolio? Well, co-opcrate with, or buy, someone who knows.** In
general, the ‘strength’ of the Koreans can be detected from the kind of agreements made.
Production joint venturcs (especially within Korea) with forcign partners indicate a weak
position,'® while license agreecments, technological co-operation and joint developments
indicate a strong (technological and markcting) position for the chacbol.”’ Original
equipment manufacturing (OEM) falls somewhere in-between.

Table 6 presents information on FDI and technology transfers for one product: color
T'Vs. The table demonstrates that even for products where the chaebol are major global
producers,*® foreign production in industrialized countries plays a minor role and serves
primarily to satisfy trade goals. This is depicted most clearly from production data for
America, where both groups with production in the United States later moved their
production to Mexico.*®

A final look at the ratios for own-brand sales of consumer clectronics in the early
1990s also confirms that the four chacbol—even in an industry where they account for
a large part (somectimes over 50%) of world production and have many foreign
plants—still rely to a great extent on the technological and marketing know-how of other
firms (Table 7). Even in the 1990s about 50% of consumer electronics products were



Table 5. Foreign direct investment by the four chaebol up until 1997 by industry and region (excluding sales, distribution

and trade)

America Europe Asia Europe America
Industry Japan (North) (West) (excl. Japan) (East/CIS) (Latin) Australia Africa
Light Industries
Textiles/apparel S DS D DS D
Construction D D S DS D D D
Other D D D
Heavy Industries
Chemicals/petrochemicals D DLS DL
Iron/steel/other metals DH DS H H
Automobiles/trucks Hhs d DH D
Machinery DSs DLS D
Shipbuilding H d
Acrospace D
Electronics
Consumer electronics dls Lls DdLISs DLS DLIS DLS LS
Telecommunications D DL S
Computers/microelectronics. dls DHIS Ss Dipc.monitors)
Services
Entertainment/tourism N D D D
Real Estate SD D
Finance SDH DHS DH DL
Other services HS H D
Natural Resources
Natural resources DHS DHS DS DH DHS DH

Note: D = Daewoo, H = Hyundai, L. = LG-group, S = Samsung. Lower case (d, h, ], s} = research & development (R&D). Bold type = major investments.
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Table 6. Foreign and worldwide production® of color television sets by Daewoo, LG and Samsung and technology suppliers

(by region)
Tech Suppliers, OEM &
CHAEBOL Acquisitions America Europe Asia (excl. Japan) Worldwide
DAEWOO ’96: OEM of medium-size ’86: 2,000,000 Mexico  ’93: 400,000 France ’94: 200,000 Vietnam ’94: 4,500,000 incl.
models for NEC (]) *96: 1,000,000 Mexico ’96: 450,000 France ’96: ? Myanmar 1,500,000 foreign
'97: production for JVC (J) ’96: 600,000 France '96: ? India '96: 8,000,000
possible for non-high end ’94: 200,000 Poland ’94: 100,000 Pakistan 2000: (10,000,000)
CTVs ’95: 400,000 Poland ’96: 70,000 Pakistan
’97: tried unsuccessfully to ’96: (600,000) Poland '96: 90,000 Uzbekistan
take over Thomson ’96: 400,000 Poland ’96: 100,000 Kazachstan
Multimedia (F)
LG ’66: 1. b/w TV Hitachi (J) ’82: 1,000,000 US '86: 150,000 Germany ’95: ? China ’92: 6,000,000
Since '91: cooperation with ’83: (1,000,000) US ’87: (1,000,000) Germany ’88: 100,000 Thailand '96: 10,250,000
Zenith Electronics (US) ’88: 450,000 Mexico ’93: 100,000 Germany ’90: 150,000 Indonesia
'95: takeover of Zenith ’90: 200,000 Turkey
SAMSUNG '96: production start with ’84: (1,000,000) US '95: 200,000 Hungary ’92: 80,0002 China '96: 9,000,000
technology from Sanyo (J) '96: 1,500,000 Mexico  '95: 250,000 Hungary ’97: (1,200,000) China
'92: HDTV tech-sharing ’96: 200,000 Hungary ’97: 1,200,000 China
agreement with General '97: (400,000) Hungary '92: ? Thailand
Instrument (US) ’88: (400,000) UK
’95: 300,000 UK
’96: 1,000,000 UK
’89: (120,000) Spain
’96: 150,000 Spain®
’97: 300,000 Spain®
’82: 200,0000 Portugal

Note: * Production as well as capacities. Planned figures in parentheses.
® TVCRs = Combination of CTV and VCR. The year is followed by the amount of production/capacity and country. Hyundai has no relevant production of CTVs,
and there is no production of importance in Africa (though Samsung produces in South Africa).
Source: Information was collected from about 25 sources. The most important are PR Dept. of Goldstar Co., Goldstar, Seoul, 1993., pp. 9, 33-40; Daewoo Corporate Culture
Dept., Neaws from Daewoo, May 1994, Seoul, 1994, pp. 6-9; J. R. Chaponniere, op cit., pp. | 13-15; Business Week, 16 September 1996, p. 33; and Daewoo Grup, op. cit., pp.
47-8, 71-88. All other information was taken from company publications or the business press. Varying information are all given.
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Table 7. Some own-brand sales ratios (OBS) for the four chaebol (consumer electronics,

1990-96)
Year Company Products OBS Note
'90 S Group CTVs 35% 65% of exports under OEM; date ca.
'92 D Electronics Consumer electronics 25%
'92 S Electronics CTVs 60% 40% for others; possibly only related to EU
'93 D Electronics Consumer clectronics 35%
93 D Electronics Refrigerators 32%
93 D Electronics Washing machines 40%
'93 D Electronics CTVs 39%
'93 D Elcctronics MWOQOs 28%
'93 D Electronics VCRs 34%
'94 D Electronics Consumer electronics 50% Planned
'94 D Electronics Refrigerators 43% Planned
94 D Electronics Washing machines 60% Planned
’94 D Electronics CTVs 67% Planned
94 D Electronics MWOs 46% Planned
94 D Electronics VCRs 50% Planned
'94 S Electronics All Co. Products 65% 60~-70%
94 Goldstar Co. Consumer electronics 50% Ca. 50% of German production for others
’96 LG Electronics All Co. Products 50% Date of source

D = Daewoo, S = Samsung

Source: Daewoo Corporate Culture Dept., May 1994, op. cit., p. 6: Denise Chai, ‘Is Samsung running ahead of its
capabilities?’, Asiamoney, December 1993/January 1994, p. 59; LG Electronics, ‘Sponsorship statement. LG Electronics:
Positioned for future growth’, Asiamoney, May 1996, p. 47, Handelsblati, 27 May 1994, p. 18; IHandelsblatt, 18 April 1995,
p-9.

distributed under the name of other companies. All of this should not detract from the
impressive achievements of the four chaebol. It just serves to make comprehensible how
these astonishing leaps forward in product and technology portfolios have been possible.

Conclusions and Prospects

This paper has dealt with the acquisition of foreign technology and foreign direct
investment by the four largest South Korean business groups: the chaebol Daewoo,
Hyundai, LG (up until 1994 Lucky-Goldstar) and Samsung. The four chaebol success-
fully acquired state-of-the-art technology for large-scale production of lower- and
middle-market segment products within a very broad range of industries.”® As thesc
technologies were often completely new to the respective chaebol, or even to the country,
speed and scope of the acquisition were indeed some kind of ‘Asian miracle’. The
‘miracle’ can be explained by the strategies of the Koreans and the framework in which
it was realized, and it can be demonstrated that the achievements came at some cost. In
fact, the most important recent problems of the chaebol, namely lack of their own
high-technology, extreme diversification, nontransparent interdependencies between
group companies, as well as low equity and profit rates, are genuine results of the very
strategy which led to the successful acquisition of technology. Although all four groups
undertook foreign direct investment at a considerable scale, these investments were
mainly restricted to a few geographic areas and product groups, and it is far too early
to speak of a real globalization of group operations.

Prospects today appear more dismal than they did in the last three decades. The
main reasons for this seem to be neither a lack of awareness of the major problems—
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nearly every business article and scientific publication within the last few years has paid
attention to them—nor even the problems themselves. The main reason is probably that
the groups and the Korean government are unable to act in new and difficult ways to
solve the problems. It seems to be very hard to abandon strategies that have proven
successful in the past.
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