














































































































































































































































































































































































































policy and comply with official goals. The main reason for this reluctance lay in the fact 

that GMK was a joint venture company with GM, which was not enthusiastic about the 

development of a new model (Cho and Choo 1998: 30).89 In the next section, we will 

apply the NBM will be applied to this case. 

Bargaining Power of the Korean Government 

In this case, we can assume that the Korean government's bargaining power was strong 

because the ownership level of GM was only 50 percent. GM, the largest automaker in 

the world in 1970s, had to settle for 50 percent rather than majority ownership because 

of the Korean government's restrictions on equity ratio. Although Korea was 

desperately in need of GM's experience and technology in the 1960s, the government 

discouraged automakers from forming alliances with foreign companies or limited 

foreign firms' shareholding ratio to less than 50 percent. The bargaining power of the 

Korean government in this case cannot be explained solely by elements such as 

resources; instead, the explanation requires the consideration of dimensions such as 

stakes and constraints. This section will examine the elements of the bargaining power 

of the Korean government vis-a-vis GM, when GM first entered Korea. 

Firstly, we will assess the government's resources when GM entered the market 

In 1972. The Korean government, which had been keen to foster the domestic 

automobile industry, announced a series of automobile industry development plans and 

89 At the time, the Korean government forced automakers who did not comply with its policy to lag 
behind by not authorizing the import of components while offering compliant companies tax breaks and 
financial support (Oh 1995c: 205). The government offered incentives or penalties according to the 
performance of companies. Sometimes, the government relieved companies' financial burdens by 
freezing the repayment of private loans and forced assembly outfits to close their factories, such as with 
the closure of Asia Motor in 1974 and the closure of small assembly outfits in 1972 (Cho and Choo 1998: 
26-30). 
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enacted relevant legislation from the 1960s (Cho and Choo 1998).90 At that time, the 

government's major concern for the automobile industry was the substitution of local 

production for imports, but automakers were building vehicles with parts imported on 

either an SKD or a CKD basis. Strictly speaking, there were assembly companies in 

Korea but no true automakers.91 In contrast, OM was the biggest auto maker in the 

world, holding 50 percent of the US market since its establishment in 1916 and ranked 

as the largest among the Fortune 500 US industrial corporations in 1971 (Fortune May 

1972). 

OM's entry to Korea was mainly motivated by a desire to access the growing 

Asian market. Firstly, OM regarded entry to Korea as securing a foothold to move into 

Japan, which was about to liberalize its automobile market in 1971. Secondly, Korea 

could serve as a platform for the rest of the Asian market and, thirdly, Korea could be a 

starting point for an advance into China in the long term (Hyundai Motors 1992: 144). 

However, production conditions in Korea in 1972 were poor. The automobile parts 

industry was not sufficiently mature to produce engines, and the country's infrastructure, 

including roads and ports, was underdeveloped; as of 1970, only 9.6 percent of roads 

were paved. The Korean government wished to export Korean-made vehicles, but, in 

the view of OM executives, that was unlikely to happen.92 Korea simply could not 

produce enough vehicles for export because the industry was still at an assembly phase. 

90 Major policies included the 1962 'Five-year Plan for the Automobile industry,' the 1964 'Master Plan 
for the Automobile Industry,' and the 1969 'Framework for Developing the Automobile Industry (Three­
year Plan for Localization).' 
91 In the 1960s, the domestic automobile industry and the components industry were not sufficiently 
developed enough to build vehicles independently, so all of the vehicles manufactured were assembled 
with imported parts. In 1962, Saenara Motor assembled the Nissan Blue Bird on an SKD basis but 
subsequently stopped production due to a shortage of foreign exchange. In 1965, Shinjin assembled the 
Toyota Corona after acquiring Saenara Motor and Hyundai Motor, which was established in 1968, 
assembled the Ford Cortina on a CKD basis. 
92 On hearing of Hyundai's plan to develop an independent model, the Chief Vice President of GMK said 
in 1974 "it is absolutely impossible for Hyundai to develop and export its own model." His remarks 
highlighted the low capabilities of the Korean automobile industry in the I 960s (Oh 1995c: 170). 
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All four automakers in Korea were manufacturing vehicles by assembling parts 

imported on a KD basis. Although the Korean government had tried to localize vehicles 

by promoting the automobile parts industry since the 1960s, the ratio of localization for 

components in 1971 stood at only 40 percent, with manufacturers relying on imports for 

major components including engines (Oh 1995c: 128). In 1972, Korea's GDP was 

USD10 billion, and its per capita income was only USD320. Annual production of 

vehicles was 15,000 units, which were mostly assembled and manufactured on a KD 

basis, and domestic sales volume was no more than 15,000 units a year. Not only was 

the market small, but also production capacity was weak. Korea was not attractive to 

multinational companies in either terms of production or consumption (Kim Cheon­

Wuk 2002: 86). Therefore, the Korean government's resources were relatively low. 

Secondly, the commitment of the Korean government, and the alternatives 

available to it, must be determined to assess the level of its stakes. In terms of 

commitment, the GM case is similar to that of Dow Chemical. FDI was considered in 

the context of the long-term plan for the development of the industry. The government 

established various plans for the development of the auto industry such as the 'Blueprint 

for Fostering the Automobile Industry' in 1969 and the 'Long-term Plan for the 

Promotion of the Domestic Automobile Industry' in 1974. This long-term approach to 

the development of the industry made the government consider FDI as one of the 

possible resources for realising its long-term aim; that is, FDI policy was subsumed 

under industrial policy. As, in the 1960s, the Korean automobile industry the lacked the 

necessary technology and capital to develop further the government's reliance on MNCs 

seemed to be inevitable. Yet the government was not eager to enter into a partnership 

with MNCs to pron10te the industry; instead, it urged domestic auto makers to develop 
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their own model. The government knew that the development of a local vehicle model 

was essential to encourage the domestic automobile industry to become an export 

industry. Their own brand model could not be achieved through partnership with MNCs 

because MNCs would not be willing to help potential competitors develop. For these 

reasons, government officials at that time were wary of foreign capital dominating the 

domestic market.93 As Kim Jae-Kwan, Assistant Deputy Minister of Commerce and 

Industry in the 1970s, explained, it was vital for an underdeveloped country seeking to 

become independent to develop its own vehicle model, in order not to be subordinated 

to multinational cannakers (Kim Jae-Kwan 1995: 270).94 Oh Won-Chul, who was an 

advisor to President Park in the 1970s on the heavy and defence industries, noted that he 

advised Chung Se-Young, the President of Hyundai Motors, 

... not to collaborate with foreign automakers. Mass-production is a key 

attribute in the automobile industry, inevitably creating oversupply. So, 

auto makers must strive to get rid of the excess supply. If you are a partner 

in an alliance, you easily end up being an outlet for clearing the excess 

stock. The same goes for every company. Who would be willing to help 

nurture the automobile industry of underdeveloped countries? Development 

with the help of multinational companies would be the same as raising a 

tiger cub with the pennission of its mother, which is absolutely impossible. 

The Japanese industry can be as prosperous as it is today because they 

pursued their own way (Oh 1995c: 140-141). 

The Korean government ultimately wanted to achieve its own production capability 

93 Until the 1960s, Japan had implemented a protective policy to nurture the industrial capital of its 
automobile industry. The Japanese government prohibited foreign capital from entering the country and 
instead encouraged technical alliances. As Korea modelled its industrial policy on that of Japan, both 
nations had a similar industrial structure (Cho and Choo 1998: 65). 
94 Kim Jae-Kwan drafted the 'Long-term Plan for the Promotion of the Domestic Automobile Industry: 
which was most important plan for the Korean government's automobile policy. 
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using foreign capital and technology and refused to be subordinated to multinational 

companies. Thus, the Korean government's industrial policies reduced its level of 

commitment toward foreign capital. 

In terms of alternatives, although the Korean government had tried to build its 

own production capability, reliance on multinational companies was inevitable due to 

the absence of capital and technology. However, as the case of Hyundai shows, the 

government was able to create alternatives to relying on MNCs by working with a loyal 

domestic corporation that would comply with its industrial policy. In the first place, the 

government provided seed money through various tax breaks and financial benefits to 

companies that complied with its policy and, if necessary, the government forced to 

transfer the wealth of specific groups to industrial capital. The '8.3' Action is an 

example of special favours offered by the government to promote specific industries 

(see Chapter Three footnote 18). Hyundai, which had overstretched itself to build a 

capital-intensive automobile production arm in the early 1970s, was borrowing money 

from private money lenders at annual interest rates as high as 45 percent because 

institutional financial sources could not meet the company's demand for money. A 

natural consequence of this was that Hyundai went into serious financial difficulties and 

under those circumstances, it was impossible for Hyundai to develop an original vehicle 

model without obtaining direct investment from foreign capital. However, the 

government saved Hyundai from such troubles through the '8.3 Action'. Although the 

"8.3 Action' was not designed specifically for Hyundai Motors, it turned out to be the 

biggest beneficiary of the action (Hyundai Motors 1992: 141). In addition, the Korean 

government assisted Hyundai in securing foreign loans to compensate for the lack of 

domestic capital. In all, the development of the Pony cost Hyundai Motors USD78 
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million, of which domestic capital contributed only USD 17 million. Hyundai borrowed 

the remaining 78 percent from overseas, with Bardays of England, Suez of France, and 

Mitsubishi of Japan being among the biggest lenders (Hyundai Motors 1997: 200). With 

interest rates abroad significantly lower than those at home, it was highly beneficial to 

borrow money from overseas 95 and the Korean government supported Hyundai's 

efforts to raise capital by co-signing the loans. 

The matter of technology could be solved though technology licence agreements. 

Hyundai signed agreements with Perkins of UK for diesel engine technology, 

Mitsubishi of Japan for gasoline engines and transmissions, and Ital Design of Italy for 

design. These agreements made it possible for Hyundai to access technology and design 

without the formation of a joint venture. Although the global automobile industry was 

controlled by a small number of multinational companies, many other automakers were 

competing on the basis of their own technology. Their technologies could be obtained as 

long as they were standard or matured; thus when Ford refused to transfer technology, 

Hyundai could rely on Mitsubishi (Baek 1990: 411). In short, the stake was not high as 

a result of industrial policy, which lowered the level of commitment and created 

available alternatives. 

Lastly, in terms of the Korean government's constraints, the Korean government 

in the 1960s and 1970s faced a low level of constraints. As we all know, Korea in the 

1960s and 1970s was one of the poorest countries in the world and was regarded as a 

country in need of help from the rest of the world; this enabled her to avoid external 

pressures in terms of opening the domestic market in terms of both trade and investment. 

In this case, the government's efforts to develop its automobile industry did not face any 

95 The difference between domestic and foreign borrowing rates ranged from 4.4 percent to 18 percent 
between 1965 and 1970 (Amsden 1989: 94). 
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external obstacles even though they were undertaken in an extremely protectionist way. 

Internally, as we have seen, the Korean state in the SOM phase maintained a significant 

level of autonomy over society. In fact, the government wielded power by nurturing or 

weeding out industrial capital, based on its relatively strong autonomy. According to 

Amsden (1989: 15), the Korean government could discipline the businesses by using a 

system of penalties and rewards; the Asia Motor case was a representative example of 

the government's control use of penalties for poor performers to control industries. Asia 

Motor was the product of the government's strategic choices. In 1965, the government 

decided to authorize another auto maker, Asia Motor, to foster competition with Shinjin, 

which had not been enthusiastic about developing a new domestic car model. 96 

However, Asia Motor was not passionate about developing a domestic model either and 

so the government eventually forced Asia Motor to merge with Kia Motor in 1976 

(Hyundai Motors 1992: 151). In other words, the government forced out companies that 

refused to follow its policy and, at that time, the government's power was strong enough 

to dictate market entry and withdrawal. In contrast, the government could help to make 

businesses successful in a short period of time through various rewards. It carefully 

selected companies that had potential and enthusiasm about following its goals, and 

then concentrated every possible resource on them to help them grow. The government 

encouraged competition among four major carmakers to develop a local vehicle model, 

and when Hyundai won the competition, the government fully supported Hyundai not 

only by offering numerous tax cut and subsidies, but also by designating its model as a 

'national vehicle~. This was the start of Hyundai Motors, which became the world's 6th 

96 Until the mid-1960s, the Korean government did not authorize the establishment of any more 
automakers and supported only one company in order to achieve economies of scale. 
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largest automaker in 2006.97 The government could use its power to control domestic 

companies and thus weaken internal constraints. In short, the government faced few 

constraints internally or externally and this low of constraints helped to strengthen its 

bargaining power. 

Applying the Neo Bargaining Model to the GM-Shinjin case, the Korean 

government's bargaining power can be illustrated as seen in the table and figure below. 

As in the Dow Chemical case, the position of the bargaining power of the government 

in this case is near point S (the strongest point), which indicates the relatively strong 

bargaining power of the Korean government. This strength is attributed to the low level 

of stakes and constraints. 

Table 4.5 Korean Government's Bargaining Power: GM-Shinjin case 

Dimensions Level of Each Dimensions Level of Bargaining Power 

Relative Resources Low 

Relative Stake Commitment Medium Medium Low 

Alternatives High Medium High 

Relative External Low Low 

Constraints Internal Low 

97 The ranking of global automakers in terms of 2005 global sales is as follows: 1 st General Motors (8.4 
million units), 1nd Toyota Motor Corp. (8.1 million), 3rd Ford Motor Co. (6.2 million), 4th Volkswagen 
AG (5.1 million), 5th DaimlerChrysler AG (4.9 million), 6th Hyundai Automotive Group (3.7 million), 
7th Nissan Motor Co. (3.6 miIlion), 8th PSNPeugeot-Citroen SA (3.4 million), 9th Honda Motor Co. (3.4 
million), 10th Renault SA (2.5 miIlion) (http://www.automobile.comlO June 2006) 
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Figure 4.2 The Position of Korean Government's Bargaining Power: GM-Shinjin case 
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General Motors and Daewoo Motors 

Background 

As was mentioned in the previous section, GMK suffered from a deterioration in its 

market share and experienced financial difficulties from 1974 because of its lack of 

response to government policy and the parent company's lukewarm attitude toward the 

Korean market. Eventually GMK went into the receivership of the KDB in 1976. KDB 

bought 50 percent of Shinjin's stake and renamed it Saehan Motor, thus changing GM's 

partner from Shinjin to KDB. The relationship between KDB, which was a state-run 

bank without any experience in the automobile industry. and GM, which lacked an 
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understanding of the Korean market, was never smooth. Hence, the government started 

looking for a buyer who would take over KDB's shareholding in Saehan Motor. The 

government asked the Daewoo Group to acquire Saehan Motor, appreciating its 

performance to normalize Hankook Machinery, an insolvent state-owned company. 98 

Daewoo was also interested in the offer since its affiliate, Daewoo Heavy Industries, 

was already producing diesel engines. Daewoo began participating in the management 

of Saehan Motor from 1978 and in 1982, when Saehan was still performing poorly 

under the management of GM, Daewoo took over management control through 

negotiations with GM and changed the name to Daewoo Motor.99 

In the 1980s, in order to compete with rapidly-growing Japanese competitors, 

GM made a plan to introduce an affordable compact car to the Korean market. In 1986, 

the Le Mans, which was developed by Opel, GM's affiliate, was introduced to Korea on 

an OEM basis.100 Although, from that time, GM used Korea as a production platform 

for export, the quality of the Le Mans produced by Daewoo failed to meet GM's 

expectations, and GM was unenthusiastic about the sales. In addition, GM did not 

undertake the export quota that it had promised to Daewoo. 101 Eventually the 

partnership began to fall apart. GM had been increasingly dissatisfied with Daewoo ~s 

98 Daewoo started as a trading company and advanced into the heavy and chemical industries in the 
1970s by acquiring insolvent companies. Its diversification included acquisitions of Hankook Machinery 
(Daewoo Heavy Industries) in 1976, Saehan Motor (Daewoo Motor) in 1978, Okpo Shipbuilding 
(Daewoo Shipbuilding) in 1978, and the home appliances sector of Daehan Wires (Daewoo Electronics) 
in 1983. Since then, Daewoo grew rapidly to become the second-largest conglomerate in Korea. However. 
in 1999, it was dissolved as a result of its highly-leveraged expansion. 
99 The joint venture between GM and Shinjin Motor started in 1972 with equal partnership on the 
condition that management control belonged to GM. In 1982, Daewoo gained management control, but 
had to transfer it back to GM in 1984 (Kim Seong-Hun 1998: 164). 
100 In the 1984 investment agreement, GM and Daewoo struck a deal to build a derivative of Opel's 
Kadett that was customized for the Korean market, investing USDI00 million each and raising USD450 
million from outside (Kim Seong-Hun 1998: 168). 
101 GM promised to produce no fewer than 100,000 vehicles a year in 1986 when Daewoo started 
producing the Le Mans model. However, in the seven years until 1992, total exports of the Le Mans to the 
US were as few as 240,000 units. As a result, the operating of the Le Mans production line remained at 
less than 40 percent (Cho 2001 a: 160). 
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declining price competitiveness as a result of labour disputes, frequent strikes~ and low 

quality. For Daewoo, GM's restriction on access to export markets was the biggest 

source of dissatisfaction. Furthermore, Daewoo could no longer tolerate GM's 

indifference to the sluggish sales of the Le Mans model in the US market and its refusal 

to invest in the development of a new model (Ryu 1993: 185-186). This growing dissent 

between the companies was perhaps inevitable as Daewoo grew in size and strength; 1 02 

in 1992, GM sold its share to Daewoo for USD 170 million and left Korea, 20 years 

after its entry. 

Now under independent management, in 1993 Daewoo Motor embarked on a 

bold overseas investment programme under the slogan of 'global management (Segyeo 

Gyeongyeong)' and backed by the government's liberalisation policy and the 

globalisation trends. Daewoo bought the Worthing Technical Center in the UK and 

began operations in India, China, Romania, Poland and Uzbekistan. The company 

continued to expand in Korea, building a complex in Gunsan and as a result of 

aggressive management including the concurrent introduction of three models (the 

Lanos, Nubira and Leganza). Daewoo Motor emerged as the 20th largest automaker in 

the world in 1996 (Lee Young-Myeon 2002: 44).103 When Korea was hit by the 1997 

financial crisis, Daewoo's excessive expansion increased the burden of its financial 

102 According to Kim, the limitations in their partnership on Daewoo's side were as follows: Firstly, 
Daewoo's sales in overseas markets were restricted by GM. Daewoo's advance into Europe -
traditionally the territory of GM's affiliate, Opel - caused friction with GM. Secondly, Daewoo's 
production costs increased as it manufactured only GM models; Daewoo had to depend entirely on GM or 
GM's affiliates for key components and GM did not allow Daewoo to cut prices or to diversify its sources 
of technology transfer. Therefore, Daewoo had to bear the increased costs of imported parts when the yen 
and German mark strengthened. Thirdly, due to the delay of important decisions, Daewoo could not 
properly respond to changes in government policies and the management environment. Finally, Daewoo 
was obliged to pay management and technology consulting fees to GM even though they were joint 
venture partners (Kim Seong-Hun 1998: 169-170). 
103 As of 1995, it ranked as the 52nd largest multinational company as well as the biggest multinational 
company in developing nations in terms of assets. As of 1997, Daewoo was the third largest chaebol in 
Korea, with 290 affiliates. It owned 343 subsidiaries in 62 countries and 153 overseas branches. Daewoo 
group was dissolved after its bankruptcy in 1999 (Park 1999). 
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costs. Finally, Daewoo Motor was placed in a workout programme (a corporate 

restructuring programme established by the Korean government) and then was put in 

the hands of its creditors in August 1999.104 Subsequently, Daewoo Motor was treated 

as a public company since its main creditor, KDB, was a state-owned bank. The Korean 

government took an active role in dealing with Daewoo Motor, taking into consideration 

the impact of its difficulties on the industry and the economy. 

In August 1999, when it was under the workout programme, Daewoo began 

talks on a strategic alliance with OM with the aim of surviving on its own. However, the 

talks fell apart in November of the same year due to disagreements on the proposed 

acquisition price and debt write-off. This time, the government's intervention was 

indirect, as officials urged for an early agreement while Daewoo's management 

exercised autonomy to a significant extent. After the failure of the negotiations, the 

government's intervention became more substantial and the government and creditors 

nationalized Daewoo Motor through a debt-for-equity swap. 

In December 1999, OM notified the Korean government of its intention to buy 

Daewoo Motor for USD5.5 billion and Ford also announced its willingness to acquire 

the company. Therefore, the Korean government and creditors decided to open it to 

international bidding and set the deadline at the end of June 2000. OM, Ford, and 

Hyundai-DaimlerChrysler participated in the international bidding; Ford offered the 

highest price of USD7 billion while OM offered USD4 billion (Ahn 2003: 606). 

Although the government designated Ford as the preferred bidder, in September 2000, 

104 • b h K . The workout program refers to a corporate restructurrng program y t e ore an government smce 
2002 to select promising companies among troubled companies and assist in normalizing their business as 
well as restructuring. In exchange for benefits such as extension of maturity, interest cuts, and additional 
loans, the companies have to undergo harsh restructuring under the leadership of creditors. The 
importance of this program is in normalising the company and allowing creditors to collect debts, 
benefiting the entire national economy. 
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Ford suddenly withdrew its bid because of internal problems. 105 Although Hyundai 

Motor indicated its willingness to acquire Daewoo Motor, the government's response 

was negative because it had decided to sell Daewoo Motor to a foreign company. In 

October 2000, GM submitted their letter of intention (LOI) with a bid ofUSD1.2 billion, 

less than a third of the previously proposed price and one month later, Daewoo was 

bankrupt and was placed under court receivership.l06 After Daewoo's bankruptcy, GM 

suspended negotiations and refused to make its intentions clear, contrary to the 

government's wish for and early settlement and a quick decision from GM. In March 

2000, during his visit to the US, then President Kim Dae-Jung asked GM's chairman, 

John Smith, to acquire Daewoo and MOCIE announced that Daewoo Motor would look 

for another way to survive if GM did not confirm its willingness to buy the company by 

April. In May 2001, the board of GM made a decision to acquire Daewoo Motor and in 

September, the creditors of Daewoo and GM signed a memorandum of understanding 

(MOU) and a contract for the sale of Daewoo. The amount invested by GM to acquire a 

controlling share of the company was just USD400 million, against assets estimated at 

more than USD 1 0 billion (Shin and Chang 2003: 105). 

Bargaining Power of the Korean Government 

As we have seen, the bargaining power of the Korean government had continuously 

decreased throughout the negotiation process with GM. Finally, the negotiations ended 

\05 In 2000, Ford had to recall substantial numbers of its pickup trucks and SUVs because of defects in 
the tyres, which were made by Firestone. Ford was also about to recall other vehicles which had defective 
i&,nitions (Lee Young-Myeon 2002: 49). 
I Court receivership is a legal process to normalize a company by coordinating the interests of creditors 
and shareholders under court supervision after freezing debt repayments. It is most effective when it is 
difficult to coordinate interests among parties. The disadvantage is that it damages the credibility of the 
company in question and prevents it from doing business normally for a considerable period of time. 
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under disadvantageous conditions from the government's perspective, with the outcome 

falling far short of original expectations. In terms of assets and technology, Daewoo 

Motor was sufficiently competitive for five domestic and foreign auto makers for the 

takeover when the Korean government opened up the international bidding. 

Nevertheless, Daewoo Motor was sold to GM for a disappointing amount; the reason 

for the decline in the Korean government's bargaining power was its high level of stakes 

and constraints. We will now examine the Korean government's bargaining power by 

applying N eo Bargaining Model to the case. 

Firstly, in terms of resources, Korean government had a relatively high level of 

resources in the negotiations with GM. In 1972, the time of GM's first entry into the 

Korean market, Korean GDP was USD 1 0 billion and the Korean economy was ranked 

33rd in the world. As the annual production and sales of vehicles was only 15,000 units, 

which were mostly assembled and manufactured on a KD basis, Korea was not 

attractive to carmakers as a production location or as a market (Kim Cheon-Wuk 2002: 

86). By 2000, however, Korea's economy had grown to be the 12th largest in the world 

with GOP of USD511 billion. Korea was the fifth-largest automaker with annual 

production of 3 million units, the second-biggest car consumer in Asia and the 8th­

largest consumer in the world (Lee Young-Myeon 2002: 65). Moreover, Korea now had 

appropriate infrastructure and related industries for automakers. The value chain was 

strong throughout the production processes, including design, manufacturing, sales, and 

distribution. Furthermore, all related industries had developed to an advanced leveL 

including machinery, chemistry, textile, electricity, and electronics. Obviously, Korea 

had advantages as a production base for multinational companies in terms of industrial 

infrastructure (Lee and lung 2001: 37). In the 2000s, Korea was not only an attractive 
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production base but also a big market for MNCs. 

GM had been interested in the Korean market even after the end of its 

relationship with Daewoo in 1992, as evidenced by GM's unsuccessful attempt to 

acquire Ssangyong in 1997.107 Firstly, GM's interest in the Korean market can be 

attributed to the size of the Korean market and, secondly, Korea could serve as a 

production platform for GM's advance into Asian markets which were growing rapidly. 

GM's target was to gain a 10 percent share of the Asian market, although it held only 

3.8 percent share at the end of 1990s. Even though GM had six regional offices in six 

countries in the Asia-Pacific region - including China, Taiwan, and Thailand - there 

were only two nations with production capacity of more than 100,000 units and, in 2000, 

Daewoo's production capacity was more than one million units. Therefore, investment 

in the Korean market satisfied GM's motivations of both production and consumption. 

Korea was rich with resources in the automobile industry (Lee Young-Myeon 2002: 64) 

and, therefore, the level of relative resources of the Korean government can be said to 

have been high during the second round of bargaining ,with GM. 

Secondly, in terms of stake, the commitment level of the Korean government 

was high due to the lack of alternatives. The government's insistence on selling Daewoo 

Motor to a foreign multinational company increased its level of commitment to those 

companies. Since he took office, President Kim Dae-Jung had tried to attract foreign 

investment; wanting to settle the situation with Daewoo Motor by attracting MNC 

investment, on two occasions he asked GM's chairman to acquire Daewoo Motor. in 

June 1998 and March 2000. His efforts at sales diplomacy aimed to salvage the Korean 

economy after the financial crisis; hence, it was no exaggeration to say that the success 

107 Ssangyong Motor was merged with Daewoo in 1998. 
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of President Kim's diplomacy depended on the sale of Daewoo Motor to GM. It was 

almost impossible for those within the government to propose another option for 

Daewoo Motor because of the President's determination to sell Daewoo Motor to a 

foreign company (Cho 2001b: 151). Although there were some groups - including 

MOCIE and the Korea Institute for Industrial Economics and Trade (KIET) - that 

advocated an interventionist industrial policy and criticized the sale of Daewoo to a 

foreign company, the government did not accept their suggestions. 108 Rather, the 

Minister of MOCIE, Kim Young-Ho, and the head ofKIET, Lee Sun - both of whom 

had advocated nationalizing Daewoo - had to step down from their positions. 

In the meantime, the Financial Supervisory Service (FSS), the Ministry of 

Finance and Economy (MOFE), and the Korea Development Bank (KDB), all of whom 

opposed the industrial policy approach, took the initiative in dealing with Daewoo 
) 

Motor. Their argument was based on the prediction that only the five major auto makers 

would survive in the world car market, creating an oligopoly system, and so it was only 

a matter before Daewoo was sold to a foreign automaker, as Daewoo could not survive 

on its own. Therefore, they argued that trying to save Daewoo through nationalization 

was meaningless and that selling Daewoo to one of the MNCs was the best solution for 

the Korean automobile industry (Cho 2001b: 131-132). Industrial policy groups were 

alienated as the sale of Daewoo Motor to a foreign MNC. This development was the 

opposite to the situation seen with the above-mentioned cases of KPCC and Shinjin 

Motor. During the SOM period, the high level of commitment to the capital and 

technology of MNCs was offset by the govemmenfs industrial policies. However, 

\08 Traditionally, the Ministry of Finance and Economy (MOFE) and Korea Development Institute (KDI) 
took a liberal stand, opposing industrial policy while MOCIE and KIET were proponents of industrial 
policy, advocating mercantilism. 
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during the MOS period, the level of commitment to MNCs was higher because of the 

abandonment of industrial policy, even though the level of dependence on MNCs' 

capital and technology was low. 

The government decreased its bargaining power by exhausting these alternatives. 

The industrial policy group within the government recommended temporarily 

nationalizing Daewoo Motor for the sake of the long-term interests of the domestic 

automobile industry. MOCIE and KIET also maintained that Daewoo could be 

normalized through the settlement of bad debts by giving KDB, the main creditor, the 

large stake in the company through a debt-for-equity swap, a practice that was not 

uncommon when the government liquidated debt-ridden companies. In 1976, when 

GMK (the predecessor of Daewoo Motor) was in financial trouble, the government sold 

it off after taking over GMK's management control for a while by transferring Shinjin 

Motors' share in GMK to KDB. This time, however, this option did not gain support 

within the government. The other option was to sell Daewoo Motor to one of the 

domestic automakers; although Hyundai Motor had a strong interest in acquiring 

Daewoo at the time, the government did not approve the sale. The government's 

rationale was that Hyundai's monopoly in the domestic automobile market would be 

reinforced because it had already acquired Kia Motors, one of the major carmakers in 

Korea. I09 Although the government itself had eliminated some of the available 

alternatives, it still had various options, such as GM, Ford, and Hyundai­

DaimlerChrysler, when it opened the international bidding for Daewoo Motor. 11
0 The 

government appointed Ford as the sole preferred bidder, but Ford withdrew from the 

109 The monopoly logic ran counter to the previous governments' monopolisation policy for the 
automobile industry, which was intended to limit competition and realize economies of scale. 
110 Hyundai Motor formed a consortium with DaimlerChrysler when the government opposed its sole bid. 
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bidding. Even after Ford withdrew, the government continued to oppose Hyundai's 

acquisition, citing a possible monopoly in the domestic market as the major reason. 

Thus, GM became the only option left because the government had already set the 

principle that Daewoo Motor should be sold to a multinational company. 111 In this way, 

neither nationalization nor domestic automakers were viable options for the government, 

and only foreign MNCs were considered possible. When Ford withdrew, the 

government's bargaining power shrank drastically, leaving GM as the sole option. 

Thirdly, in terms of constraints, the level of both internal and external constraints 

of the Korean government was high. In terms of external constraints, after the 1997 

crisis the Korean economy had faced tremendous external pressure under the IMF 

restructuring programmes. Furthermore, there had been increasing pressure from the US 

government regarding the trade imbalance in the automobile industry. The US 

government had complained that Korea imported far fewer cars than it exported 112 and 

urged the Korean government to provide favourable conditions for the import of 

American vehicles. The United States Trade Representative (USTR) invoked trade 

restrictions in October 1997, citing Korea's import barriers to American vehicles (Cho 

2001b: 146). The conflict was mitigated in October 1998 when Korea and the United 

States reached agreement in the Korea-US Automotive Talks. 113 Even after that, the 

III The government's detennination to sell Daewoo to a foreign finn is confmned by the fact that it 
designated Ford as the sole preferred bidder. Generally speaking, it is more common to designate multiple 
preferred bidders in order to secure favourable conditions and to prepare for a possible withdrawal by one 
of the parties. Nevertheless, the government designated Ford as a single preferred bidder, which was 
enough to raise the suspicion that the government would not give an opportunity to Hyundai­
DaimlerChrysler, who offered better conditions than GM (Cho 2003: 85). 
112 In the US auto market, sales of Korean automobiles continued to increase from 1.43 percent in 1995 
to 1.58 percent in 1996, and to 1.8 percent in 1997. On the other hand, US automakers held only a 0.2-0.3 
~ercent share of the Korean market (Ahn 2003: 512-513). 

13 In the Korea-US Automotive Talks in October 1998, the two nations agreed to reduce the automobile 
tax which was graded according to engine displacements in Korea, to maintain the current level of 
customs duties at 8 percent, and to cut the excise tax by 30 percent. As a result, the price gap between 
domestic and imported vehicles with an engine displacement of 2000cc narrowed from 12.5 percent to 
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USTR and American Chamber of Commerce (AMCHAM) continued to put pressure on 

Korea, with AMCHAM insisting that the tariff on imported cars should be lowered from 

the current 8 percent to 2.5 percent and asking the Korean government to help alleviate 

the public's antipathy toward imported cars. The US pressure on automobile trade acted 

as an indirect pressure on the settlement of Daewoo Motor, which the Korean 

government saw as a way of escaping from US pressure (Cho 2001 b: 148). 

Internally, there were too many negotiating parties, changing too many times, 

regardless of each of their capabilities. Although KDB was the main party in the 

negotiations, representing the entire group of creditors, other parties such as the 

Presidential Office, MOFE, FSS, and the negotiation task force of Daewoo Motor also 

participated, because of the possible effects on the national economy and because public 

funds that had been channelled into Daewoo. To make matters worse, there was no 

single coordinator on Korea's side who was responsible for the negotiations; the Korean 

coordinator in the negotiations changed six times: Lee Hyun-Jae, head of the FSS; Lee 

Keun-Young, president of KDB; Oh Ho-Keun, president of the Daewoo Restructuring 

Association; Eom Nak-Yong, president of KDB; Jeong Keun-Yong, president of KDB; 

and Lee Jong-Dae, chairman of Daewoo Motor. A consistent policy could not be 

expected to emerge under these circumstances. In contrast, Allen Periton, head of GM 

Asia-Pacific, had represented GM throughout the whole negotiation process; Periton, 

who had been sent to Korea as a missionary in 1965 and was an expatriate executive in 

Saehan Motor (the predecessor of Daewoo Motor), knew Korea and the Koreans very 

well (Ahn 2003). 

11.7 percent. The Korean government applied higher taxes on large size vehicles, which was an obstacle 
to US carmakers which had a competitive edge in large size models (Cho 2001 b: 146). 

214 



Another factor contributing to the deterioration of the Korean government's 

bargaining power was internal resistance, the strongest of which was Daewoo's labour 

union. From the beginning, Daewoo's union opposed the sale of their company to a 

foreign company and, even after the deal was struck, the union continued to strike, 

opposing restructuring schemes that included layoffs. The union's resistance to the sale 

and restructuring weakened the bargaining power of the government and GM's desire 

for acquisition. Moreover, local sentiment in the Incheon area, where Daewoo's main 

factory was located, was against the sale of Daewoo to GM because of the fear of mass 

layoffs and negative effects on the regional economy after the acquisition. Protesters set 

up various organizations and local lawmakers joined forces with them, intervening in 

the negotiation process in various ways. There was little consensus even within the 

government on the settlement of Daewoo. MOFE and the FSS considered that the best 

solution was to sell Daewoo Motor to a foreign company as quickly as possible. On the 

contrary, MOCIE was negative about the sale of Daewoo overseas, insisting on the 

possibility of reviving Daewoo without selling it (Ahn 2003: 612-613). The main 

bargaining body had to cope with two separate negotiations, bargaining with GM while 

seeking to persuade the opposing camps at home. Thus, it was natural that the Korean 

government's bargaining power decreased during the course of negotiation. 

Applying the Neo Bargaining Model to the GM-Daewoo Motor case, the Korean 

government's bargaining power can be illustrated by the table and figure below. Despite 

plentiful resources, the Korean government failed to secure favourable conditions for 

the negotiations and completed the bargaining process with outcomes that were far from 

satisfactory. This can be attributed to the high level of stakes and constraints on the 

Korean government. Putting these three dimensions together, we now place the position 
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of the bargaining power of the Korean government in the cube of the N eo Bargaining 

Model. As the figure indicates, the bargaining power of the government in this case is 

located closer to point W (weakest point) than point S (strongest point). Therefore, it 

can be concluded that the Korean government's bargaining power was relatively weak 

in the case ofGM-Daewoo. 

Table 4.6 Korean Government's Bargaining Power: GM-Daewoo case 

Dimensions Level of Each Dimensions Level of Bargaining Power 

Relative Resources High 

Relative Stake Commitment High High 

Alternatives Low High 

Relative External High High 

Constraints Internal High 

Figure 4.3 The Position of Korean government's Bargaining Power: GM-Daewoo case 
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3. Conclusion 

This chapter comprised a statistical analysis of foreign-invested fInns in Korea and 

three case studies on the bargaining power of the government, both of which strengthen 

the arguments made in Chapter Three. The statistical analysis demonstrated the decline 

of the government's bargaining power and the case studies showed the how the three 

elements of the Neo Bargaining Model - resources, stakes, and constraints -

influenced the changes in the bargaining power of the Korean government. The 

arguments made in the previous chapter were generalised by the statistical analysis and 

specified by the case studies. 

In particular, this chapter clearly showed how the differences in the approach 

adopted by the government had in dealing with multinationals in the SOM 

(developmental state) period and the MOS (neo-liberal dominated state) period. This 

different attitude toward foreign investment had contrasting consequences in tenns of 

the stakes and constraints dimensions of the NBM. In the SOM period, the state had 

firm industrial policies, to which FDI policy was subordinated. KPCC's joint venture 

with Dow Chemical was a project arising from the 1966 'Petrochemicals Industry 

Development Plan', and Shinjin's partnership with GM was made under the 1969 

'Blueprint for Fostering the Automobile Industry'. When foreign companies entered 

Korea, they were required to follow the government's industrial policy, which was 

applied to foreign capital as well as domestic capital. The government's commitment to 

FDI was lower in this period because the government gave a higher priority to industrial 

policy considerations than FDI policy. These industrial policies also created alternatives 

to reliance on foreign companies by building competitive domestic companies, which 
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eventually could check the domination of foreign companies, as the case of Hyundai 

Motors showed. Therefore, the government's stake could be reduced by the industrial 

policies of the developmental state. 

In contrast, in the MOS period, the government was only concerned about 

coping with the crisis situation, disregarding the previous long-term strategies for 

domestic industry. This abandonment of industrial policy prompted the government to 

increase its level of stakes. In the MOS period, the industrial policy argument lost 

favour while neo-liberal beliefs were dominant in the government; in fact, the term 

'industrial policy' was almost forgotten and FDI policy received a new emphasis in the 

government. The attempt to transfer the management of Daewoo Motor to domestic 

capital was discouraged because foreign companies were perceived as the cure for an 

ailing industry while the chaebol had fallen from grace. The pursuit of foreign capital 

heightened the commitment of the government and diminished domestic alternative 

options, resulting in high stakes in FDI during the MOS period. 

In terms of the constraints aspect, government capacity in the SOM period -

both in terms of controlling social pressure groups and managing a competent 

bargaining agency - enhanced its bargaining power, which, in tum, reduced internal 

constraints. Many cases in the automobile industry showed the impact of strong 

government initiatives in promoting the industry'S development; the government set 

targets (such as the development of a local vehicle model) and, in order to motivate 

companies to achieve these targets, the government penalised poor performers (as in the 

case of Asia Motors) and rewarded good ones (as in the case of Hyundai Motors) 

(Amsden 1989: 15). The government's powerful grip on the domestic industry enabled 

the state have strong bargaining power. In the petrochemicals industry, the government 
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led not only the planning process but also negotiations with foreign firms, during which 

the government generated artificial competitiveness through the removal of 

disadvantages and the creation of advantages, as the Dow Chemical-KPCC case showed. 

However, in the MOS period, the government faced not only strong external 

pressures but also a high level of internal restraints. The government could not 

effectively control groups that opposed or resisted its policies: the labour union at 

Daewoo Motors persisted in its strike action even during the process of bargaining. 

Within the government and National Assembly, officials were split into different 

factions, making it difficult to form consistent and firm government bargaining policy. 

Moreover, the bargaining agencies also drifted toward weaker powers in the cases of 

GM-Daewoo. 

The difference In the bargaining power between the two periods produced 

contrasting consequences. In the SOM period cases - Dow Chemical-KPCC and GM­

Shinjin - both companies left the country and the assets they left behind were 

transferred to the emerging chaebol. The shares that had belonged to Dow Chemical and 

GM were taken over by the Korea Explosive Group in 1982 and Daewoo Motors in 

1992, respectively. In contrast, Daewoo Motors - which had grown under the 

protection of the state and which were sustained by substantial amounts of public 

funding after their collapse - transferred their ownership to foreign concerns. Strong 

bargaining power led to increased domestic capital, but weak bargaining power allowed 

domestic capital to flow out of the country. 
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Chapter Five: Bargaining Outcomes 

Chapter Three examined how the Korean government's bargaining power has changed 

and what factors have affected that power shift and in Chapter Four, the arguments in 

Chapter Three were illustrated by case studies and statistical analysis. This chapter will 

analyse the consequences of this change in bargaining relations. The strengths and 

weaknesses of bargaining power, of course, affect bargaining outcomes; when the 

bargaining power of the host government is strong, bargaining outcomes are likely to be 

favourable to the host country. However, when its bargaining power is weak, bargaining 

outcomes tend to be more beneficial to foreign firms. This chapter will identify the legal 

consequences of the changes in host country bargaining power in Korea. 

Bargaining power relations impact on the host country FDI legal structures, 

which regulate the activities of foreign companies. The legal system, in turn, affects the 

inflow ofFDI, which eventually produces an economic effect in the host country. In this 

chapter, we first examine how bargaining power has affected Korean FDI legal 

structures. 

1. FDI Laws and the Bargaining Outcomes 

Bargaining outcomes are the result of bargaining between the host government and 

MNCs· in this thesis FDI laws are considered to be the one of the bargaining outcomes. , , 

The host government, in attracting foreign firms, wants to obtain MNC assets such as 

capital and technology, while MNCs aim to realize their profits by expanding their 

markets and exploiting factor endowments in host countries. Such conflicting goals 
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between two parties are coordinated through the bargaining process, from which the 

bargaining outcomes will emerge. 

FDI laws, which regulate the entry and operations of foreign companies, are 

regarded as bargaining outcomes because such laws result from the bargaining between 

a host government, and MNCs and the forces behind them such as home countries and 

supranational institutions. This study has assumed that the government negotiated with 

MNCs when they entered or operated in the host country, an assumption that is abstract 

rather than practical. In practice, the government rarely negotiates with potential 

investors at the table except in certain special cases. The reality is that the government 

sets rules regulating foreign companies' inward investments and applies them 

unilaterally. However, the relative power of the state and MNCs is reflected in the 

process of establishing FDI rules. The power of MNCs or home countries and the 

strength of the host economy affect the fonnulation and implementation of a host 

country's FDI laws directly or indirectly, as does the relative strength in bargaining 

power of the host country and MNC. In this respect, FDI laws are regarded as part of 

the creation of the host country's 'circumstances', which is a passive interpretation of 

FDI laws. 

On the other hand, the laws also have proactive aspects. That is, the laws 

embody the government's intentions and desire to attempt to introduce changes into an 

existing situation. Therefore, FDI laws include both proactive and passive aspects. The 

proactive aspects represent what the government wants from MNCs and how it tries to 

achieve its goals, while the passive aspects reveal the circumstances of the state in 

relation to MNCs. Accordingly, FDI laws can be seen as the reflection of both internal 

goals and capacities and external conditions and environments. In other words, the FDI 
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laws are the outcome of the interaction between a host government and external forces. 

In this section, we will first briefly review how Korean FDI laws changed from 1960 to 

2005 and demonstrate how the FDI laws are formed by the interactions between the 

host government and external forces. The second section will compare FDI law in both 

the SOM and MOS periods to calculate the consequences of bargaining power strengths 

and weakness in those periods. By this analysis, we will demonstrate how bargaining 

outcomes are affected by the bargaining power of the state: strong bargaining power 

tends to produce favourable outcomes to the host country whereas weak bargaining 

power is likely to result in detrimental effects on the economy. 

2. Overview ofFDI Laws in Korea 

Korea's principal FDI laws have developed from the Foreign Capital Inducement 

Promotion Act (FCIPA) in 1960; to the Foreign Capital Inducement Law (FCIL) in 

1966; to the Foreign Investment and Foreign Capital Inducement Act (FIFCIA) in 1997; 

and to the Foreign Investment Promotion Act (FIPA) in 1998. This section will review 

how these laws have shifted and what factors have caused these changes. 

The first FDI legislation was the Foreign Capital Inducement Promotion Act 

(FCIPA), which was enacted on January 1, 1960. This law was later replaced by the 

Foreign Capital Inducement Law (FCIL) on August 3, 1966, which remained in force 

for 31 years from 1966 to 1997, with two major revisions in 1973 and 1983. The FCIL 

was replaced by the Foreign Investment and Foreign Capital Inducement Act (FIFCA) 

in 1997 and the FIFCA was in tum abolished in September, 1998, less than two years 

after its implementation. The Foreign Investment Promotion Act (FIPA) was passed on 
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September 16, 1998; although the FIPA had undergone three partial revisions by 2005, 

none of these revisions had any real effect on the main framework of the 1998 law. 

Table 5.1 Changes in the Laws on FDI 

Foreign Capital Inducement Promotion Act (FCIPA) 

• Enactment: 1 January 1960 

• Partial revisions (3): 7 August 1961, 1 December 1961,16 December 1963 

• Abolition: 3 August 1966 

Foreign Capital Inducement Law (FCIL) 

• Enactment: 3 August 1966 

• Complete revisions (2): 12 March 1973, 31 December 1983 

• Partial revisions (4): 14 January 1991, 8 December 1992, 10 December 1993, 

22 December 1994 

• Abolition: 13 December 1997 

Foreign Investment and Foreign Capital Inducement Act (FIFCIA) 

• Enactment: 13 December 1997 

• Partial revisions (2): 24 February 1998, 25 May 1998 

• Abolition: 16 September 1998 

Foreign Investment Promotion Act (FIPA) 

• Enactment: 16 September 1998 

• Partial revisions (3): 29 December 2000, 31 December 2003, 31 December 

2004 

Source: Yoon et al. 2005 

Laws regulating FDI have changed incrementally through many revisions since 

the legislation of the FCIPA in 1960. Significant changes in Korean FDI laws are as 
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follows: the enactment of the FCIPA in 1960; the enactment of the FCIL in 1966; 

complete revisions of the FCIL in 1973 and 1983; partial revisions of the FCIL in 1991 

and 1992; the enactment of the FIFCIA in 1997; and the enactment of the FIPA in 1998. 

These changes were coupled with important changes in government FDI policy and 

bargaining power. 

The dire need for foreign capital in the early stages of economic development 

and industrialisation necessitated the establishment of the FCIPA in 1960 and the FCIL 

in 1966. The complete revision of the FCIL in 1973 was triggered by changes in 

international relations in north-east Asia and their impact on domestic. While the 

revision in 1983 was the result of liberal reform within the government after the 

economic crisis at the end of the 1970s, the revisions in 1991 and 1992 were prompted 

by trade pressure from the US government. The enactment of the FIFCIA in 1997 was a 

product of Korea's joining the OECD and the enactment of the FIPA in 1998 was the 

result of pressure from the IMF after the 1997 financial crisis, coupled with the neo­

liberal stance of the Kim Dae-Jung administration. According to the periodisation of this 

thesis, these changes can be grouped as follows: 

State over Market phase 

• The enactment of the FCIPA in 1960 

• The enactment of the FCIL in 1966 

• The complete revision of the FCIL in 1973 

Transition phase 

• The complete revision of the FCIL in 1983 
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• The partial revisions of the FCIL in 1991 and 1992 

• The enactment of the FIFCIA in 1997 

Market over State phase 

• The enactment of the FIPA in 1998 

State over Market Phase (1962-1979) 

As we have discussed above, in the SaM period, the Korean government was able to 

maintain relatively strong bargaining power vis-a-vis MNCs. The strong bargaining 

power in this period was manifested in the restrictive FDI laws of the 1960s and 1970s. 

The SaM phase can be divided into two periods: from 1962 to 1971 and from 1972 to 

1979; in the first period, government FDI policy was relatively open and friendly 

towards foreign companies. The two laws, the 1960 FCIPA and the 1966 FCIL, show 

the investment-friendly atmosphere of the 1960s. However, from the early 1970s, the 

government began to show a more restrictive attitude, which was reflected in the total 

revision of the FCIL in 1973. Despite this difference between the laws of the 1960s and 

of the 1970s, throughout the period, the government screened every foreign company 

entry through a complicated approval process and subjected them to demanding criteria. 

Following the review of changes to FDI legislation presented in the first part of this 

chapter, we will examine more thoroughly the FDI laws in the SaM and MaS periods, 

comparing the rights and duties of foreign companies in the those periods. 

225 



Enactment of the Foreign Capital Inducement Promotion Act in 1960 

The first legislation relating to inward FDI was the FCIPA, enacted on January 1, 1960. 

From Korea's liberation from Japanese occupation in 1945 to the late 1950s, foreign aid 

was virtually the sole source of foreign capital. However, as foreign aid began to decline 

in the late 1950s, the government had to secure other sources of foreign capital to 

sustain the economy. This urgent need prompted the government to enact the FCIPA 

(Gang 1995: 41); the main purpose of the new legislation was to attract foreign capital, 

regardless of its form. Therefore, the law did not only target FDI but all sources of 

foreign capital, including foreign borrowing, as suggested by the name of the law - the 

Foreign Capital Inducement Promotion Act. FDI was treated as just one among several 

sources of foreign capital. 

As the aim of the law was to attract foreign capital, the law~s articles were 

favourable to foreign companies and included the national treatment of foreign investors, 

the guaranteed repatriation of profits, and the granting of tax relief. 114 However, despite 

its apparent purpose of attracting foreign capital, the law also stipulated a number of 

unfavourable regulations for foreign investors, such as the imposition of certain 

restrictions on profit repatriation, the forced requisition and confiscation of foreign 

companies, and the mandatory hiring of nationals. Moreover, the law specified its 

application only to 'citizens of nations that (had) signed a treaty of commerce and 

navigation with Korea as of 1960'. Since the US was the only nation that had signed 

such a treaty with Korea at that time, the law, in fact, was aimed at investment from the 

US (Yoon ef al. 2005: 33). 

114 Article 1 (the aims of the law) of the 1960 law specified the attraction, promotion and protection of 
new foreign capital for the development of manufacturing, mining, agriculture, forestry and fishing 
industries in order to stabilize the economy and improve the living standards of the nation. 
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Enactment of the Foreign Capital Inducement Law in 1966 

The FCIPA, which was abolished on August 3, 1966, was succeeded by the FCIL. 

Although the 1966 law removed the word 'promotion' from the title of the law, it 

basically aimed to promote the attraction of foreign capital (principally foreign loans), 

which was the major source of funding for the export-oriented industrialization of the 

1960s. The 1966 law also had another purpose: to attract investment from Japan 

following the normalisation of diplomatic relations with Japan in 1965 (Bishop 1997: 

75). Moreover, the law made the foreign capital inducement system more effective by 

incorporating two special laws of the previous FCIPA: the 'Law for Payment Guarantee 

of Foreign Borrowing' and the 'Special Law for Facilitating Capital Equipment Imports 

on a Long-term Deferred Payment Basis' .115 However, the law was also formulated in 

such a way as to prevent the domination of foreign capital; in Article 1, which stipulated 

the purpose of the law, 'economic independence' was accentuated as the first word of 

the first sentence, demonstrating both the Korean government's determination to attract 

foreign capital and its resolve to accept foreign money only to the extent that economic 

independence was not compromised. 116 This provision provided the basis for 

restricting the activities of foreign companies in order to preserve Korea's economic 

independence. 

Compared with the FCIPA, the FCIL of 1966 was more lenient towards FDI; it 

not only provided for the protection of foreign investment by specifying investment 

115 The 'Law for Payment Guarantee of Foreign Borrowing' was established to provide government 
guarantees for firms' loans from international financial institutions in 1962. The 'Special Law for 
Facilitating Capital Equipment Imports on a Long-term Deferred Payment Basis' was enacted to assist 
Korean manufacturers by allowing them to import capital equipment under favourable conditions in 1963 
(Sakong 1993: 102-103). 
116 Article 1 (the aims of the law) of the 1966 law made it clear that the law aimed to attract, protect, 
utilize and manage foreign capital in order to achieve economic independence, economic development 
and a favourable international balance of payments situation. 
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guarantees, tax relief, equal treatment with nationals and repatriation of gains, but also 

lessened the risks associated with foreign investment in Korea by removing stipulations 

in the 1960 law such as the mandatory employment of nationals, war-time conscription, 

forced confiscation of assets and limited repatriation of profits. Yet the 1966 FCIL still 

demanded a strict screening process by the Economic Planning Board (EPB) for entry to 

Korea. The EPB, in consultation with private enterprises, screened every project and 

granted approval only on the basis of whether the projects were essential for national 

industrialization and the boosting of exports (Bishop 1997: 33). 

Complete Revision of the Foreign Capital Inducement Law in 1973 

Controls on foreign capital were tightened by the overhaul of the FCIL in 1973; on 

March 2, the Korean government established the 'General Guidelines on Foreign 

Investment (GGFI)' and, later that month, undertook a complete revision of the FCIL in 

order to reinforce the regulations relating to foreign investment. The state's strong 

determination to control foreign capital in the SOM period was expressed in the revision 

of the FCIL and GGFI in 1973. Two major reasons underpinned this change in the 

government's attitude to FDI: the rapid changes in the Northeast Asian international 

situation and the sudden increase in Japanese investment in the early 1970s. 117 

The 1973 and the 1966 laws are quite similar except for the creation of punitive 

provisions relating to foreign investment companies in the 1973 law. While the 1966 

law did not stipulate any strong penalties for foreign companies, the 1973 law added 

punitive provisions that allowed the government to revoke licenses when foreign 

investment companies failed to meet the requirements attached to their license. 

117 For a more detailed discussion of the background of the shift in government FDI policy in the early 
1970s, see Chapter Three. 

228 



Although the changes made in the 1973 law were not seemingly major, significant 

changes were made with the creation of a subordinate regulation of the law - the GGFI. 

Although the GGFI was originally intended as merely an internal guideline for the EPB. 

since the EPB was not only in charge of the screening of foreign entries in the SOM 

period but also responsible for the entire economy as a pilot agency, in practice the 

GGFI served as an essential guideline for FDI (Lee 1995: 188). 

From 1973, the GGFI tightened the criteria governing approvals for foreign 

investment and in fact, after 1973, the GGFI had more impact on foreign investment 

policy than the FCIL. The GGFI provided detailed guidelines on the EPB's approval of 

FDI, specifying the businesses open to FDI, the acceptable size of investment, and the 

foreign ownership ratio. Under the guidelines, the Korean government did not allow any 

investment in Korea that might cause competition with local companies, either in the 

Korean or in international markets. Even in areas that were open to foreign investment, 

various strict performance requirements were applied, along with limitations on foreign 

ownership. Following the revision of the legislation in 1973, the Korean government 

accelerated its control and management of FDI, and this control peaked between 1973 

and 1979 (Stoever 2002: 56). The characteristics of the 1973 law and the GGFI will be 

discussed in detail in the latter part of this section. 

In summary, the basic laws on FDI in the SOM period - the FCIPL in 1960, the 

FCIL in 1966 and the FCIL in 1973 - all focused on the control and management of 

foreign investment. These laws treated FDI in the same way as foreign loans, regarding 

FDI as one source of foreign capital. That is, the government took an interest only in the 

capital transfer effect of FDI. In the 1960s and 1970s, when domestic savings were in 

seriously short supply, overseas savings or foreign capital were indispensable as a 
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source of funding to boost domestic investment. This desperate need for foreign capital 

provoked the government to focus its attention on the capital transfer effect of FDI. As 

the government was concerned about the erosion of its economic autonomy and the 

possible domination of the domestic economy by foreign companies, it was interested 

only in capital transfer and it was reasonable that it would prefer foreign loans to FDI. 

The Korean government was in desperate need of foreign capital, but felt less of a need 

to attract FD I. 

Transition Phase (1980-1997) 

The 18 years from 1980 to 1997 were a transitional period from the SOM period, when 

the state dominated the market in the 1960s and 1970s, to the MOS period when the 

market dominated the state after 1998. Therefore, FDI laws in this period also took on a 

transitional pattern. During this time, the government did not control FDI as strongly as 

in the SOM period, yet FDI was not fully liberalized, either. FDI laws in this time were 

characterised as being somewhere between strong regulation and complete openness. In 

the transition period, the principal motivations for change in the Korean FDI system 

came from external pressures. The important changes in FDI laws in this period - the 

revisions in 1983, the revisions in 1991 and 1992, and the enactment of the FIFCIA in 

1997 - show how the Korean FDI regimes had shifted to accommodate changes in 

external circumstances. 

Complete Revision of the Foreign Capital Inducement Law in 1983 

The 1973 FCIL was radically changed in 1983 and three major factors were responsible 
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for the overhaul of this legislation. First, as a direct cause, the World Bank exerted 

pressure on the Korean government to change its foreign investment regulations. Since 

the end of the 1970s, Korea had suffered from a huge balance of payments deficit and 

had received structural adjustment loans from the World Bank twice in December 1981 

and again in November 1983. The bank, in return for its loan, demanded that the Korean 

government restructure its economy, and one result was a revision of foreign investment 

policy (Gang 1995: 53-54). The second factor was Korea's high levels of debt; in the 

1980s, Korea was burdened with heavy debt, ranking as the fourth largest debtor in the 

world in the first half of 1980s (MOF 1991 b: 15). This problem, a consequence of a high 

reliance on foreign loans for the promotion of heavy and chemical industries in the 

1970s, was regarded as more serious in light of the debt crisis in Latin America at that 

time. The Korean government became more cautious about raising foreign loans and 

began to consider FDI as an alternative source of foreign capital. Thirdly, bureaucrats 

who supported neo-liberal prescriptions for the Korean economy began to emerge in the 

early 1980s. Valuing stabilisation over growth and preferring market principles to 

intervention measures (Amsden 1994), they wanted to apply their belief to the FDI laws. 

The revision of the law in 1983 was the consequence of these external and internal 

pressures. 

The complete revision of the FCIL on December 31, 1983, was a turning point 

for foreign investment policy in Korea. First, the 1983 law removed the reference to the 

goal of 'economic independence' from Article 1 (the aims of the law), which had been 

prescribed since the 1966 FCIL and which had served as a basic provision for regulating 

the entry and operations of foreign businesses. The previous laws (enacted in 1966 and 

1973) specified the aim of seeking the promotion of foreign investment only to the 
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extent it did not hurt economic independence. This goal, which had served as a restraint 

on inward FDI since 1966, was removed under the 1983 law. 

Table 5.2 FDI Liberalization Ratio 1981-1987 (Unit: %) 

Jul 1981 Oct 1982 Jul1984 Sep 1985 Apr 1987 

Total 49.9 60.9 66.1 76.3 78.9 

Manufacturing 80.0 80.0 86.0 92.5 97.5 

Service 21.6 47.2 60.8 60.8 

Primary 12.5 12.5 20.0 20.0 

Note: FDI liberalization ratio denotes the number of the businesses open to FDI divided 

by the number of total businesses. 

Source: MOF 1991a: 13 

Secondly, the 1983 law dramatically expanded the number of businesses open 

to FDI. The previous laws had adopted a 'positive system' under which businesses open 

to foreign investment were listed and all other businesses were prohibited. However, the 

1983 FCIL adopted a 'negative system' whereby prohibited businesses were listed and 

the rest were open for foreign investment, significantly broadening the gateway to 

foreign investment. The 1983 law expanded the extent of business open to foreign 

investment by pennitting all FDI activity except for in some businesses prohibited 

under the FCIL and its subordinate laws. lIS As a result, the ratio of openness to FDI 

rose from 49.9 percent in 1981 to 66.1 percent in 1984 and again to 79.4 percent in 

1991 (see Table 5.2). Moreover, the government simplified the approval processes for 

118 Areas in which foreign investment was prohibited under Article 9 of the 1983 law were: (1) public 
businesses run by public corporations (water supply and sewage, postal, telegram and telephone services, 
railroads and transportation, tobacco and red ginseng production; (2) businesses harming national health 
or the environment (such as industries that cause pollution); (3) businesses harmful to public morals 
(including casinos); and (4) other businesses designated by presidential ordinances (newspaper 
publication, radio and broadcasting, crops and grains production and so forth). 
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Revisions of the Foreign Capital Inducement Law in 1991 and 1992 

The Korean economy was booming in the late 1980s; between 1986 and 1988, the 

annual economic growth rate stood at 11 percent, and the country recorded a substantial 

current account surplus (see Tables A and B). Of particular note was the huge surplus 

that Korean enjoyed in its trade with the US in 1987. During the 1960s and 1970s, the 

US government had maintained a supportive attitude toward Korea out of political 

considerations, granting generous assistance and tolerating the protectionist policy of 

the Korean government. Yet, from the late 1980s, with the end of the Cold War and the 

rapid economic growth of Korea, and as the US suffered large trade deficits, the US 

government began to put pressure on Korea to open its capital markets and service 

sector as a means of rectifying the trade imbalance (Gang 2002: 141). Korea and the US 

started talks to solve these trade conflicts in early 1989 and came to an agreement in 

May 20 1989. 121 

Although the Korea-US trade talks in 1989 dealt with a wide range of issues 

119 As in the previous law, the 1983 law required Ministry of Finance (MOF) approval for all foreign 
investments (The MOF was responsible for inward FDI from 1981 to 1997). Yet, for small businesses that 
had low levels of foreign ownership and that were not eligible for incentives, the approval process was 
minimized to give automatic approval. 
120 The 1966 law and 1973 laws stipulated that foreign investors were allowed to remit funds invested at 
least two years after the initial investment and the authorities could restrict the remission depending on 
the foreign currency circumstances of the country. The 1983 law ensured free remission of funds by 
foreign investors by eliminating these restrictive provisions. 
121 The US, suffering from the accumulated trade deficit in the 1980s, passed the Omnibus Trade and 
Comprehensive Act of 1988 in August of that year. The act of 1988 instituted the Super 301 provision by 
which the US government could designate a priority foreign county which was suspected of causing a 
trade imbalance by unfair trade practices. It also granted the right to impose trade retaliation such as 
retaliatory customs when negotiations to ease the imbalance failed. It was a temporary clause used from 
1989 to 1991 and abolished in the Bush Administration. In 1988, Korea along with Japan, Taiwan, India 
and Brazil were among the candidates, but avoided the designation as a result of successful trade talks in 
May of 1988 (Kim 1989: 6) 
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concerning the Korean government's trade policy, the greatest focus was on the Korean 

government's FDl policy, and this led to significant changes in FDl policy (Kim 1989: 

6-7). The major agreements on this issue were as follows: firstly, from 1991, the Korean 

government would gradually adopt a notification system for the entry of FDl, and after 

1993, the notification system would be generally applied. 122 Secondly, the government 

would not impose performance requirements when it approved the entry of foreign 

companies and it would also eliminate the existing performance requirements for 

foreign-invested companies. Thirdly, the government would open sectors including 

wholesale cosmetics, wholesale pharmaceuticals and manufacturing, advertisement 

agencies and travel agencies to foreign investment. Finally, foreign-invested companies 

would be given the same treatment as nationals in terms of the acquisition or 

development of land (MOF 1991a: 14). 

The agreements of the Korea-US trade talks were implemented one by one. First, 

the FClL was revised to adopt the notification system in 1991 and 1992. The revisions 

of the law in 1991 and 1992 enabled foreign companies to invest in Korea by merely 

notifying the Korean government of their investment. Thus MNCs no longer needed to 

request the approval of the authorities to invest in Korea. Conversely, with the adoption 

of the notification system, the government lost its power to screen FDI. Second, the 

Korean government removed all performance requirements on foreign-invested 

companies such as export quotas, technology transfers, local sourcing and access to 

export markets from January 1, 1990 (Kim et al. 2002: 102). Third. the Korean 

government gradually liberalised the service sector investment in the domestic market 

opening up wholesale medication (July, 1989), wholesale cosmetics (July, 1990), travel 

122 The notification system for the entry of FDI means a system whereby foreign companies can invest in 
Korea by merely notifying the authorities instead of requesting government approval. 
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agencies (January, 1991) and advertisement agencies (January, 1991) (MOF 1991a: 19). 

Lastly, foreigners were allowed to acquire land in Korea for business purposes when the 

'Law on Foreigners' Acquisition and Management of Land' was enacted in January 7, 

1994. In short, the critical changes in the FDI system in the early 1990s came mainly as 

a result of external pressures and engendered a weakening of the power of the Korean 

government. 

Enactment of the Foreign Investment and Foreign Capital Inducement Act in 1997 

On December 12, 1996, Korea became the 29th member of the OECD. The Korean 

government officially delivered its intention to join the OECD in April 1994, and the 

OECD then began to examine Korea's eligibility and level of liberalization. 

Consequently, the OECD demanded that, as a condition of membership, the Korean 

government implement several measures to liberalise the nation's FDI laws (MOFE 

1997: 547-548). In the eyes of the OECD, the major problem relating to Korean FDI 

regulations was the Korean government's definition of 'direct investment'. The OECD 

and the Korean government had different understandings of direct investment; while the 

OECD regarded long-term commercial foreign loans (LCFL) from a parent company to 

its subsidiary and Merger and Acquisition (M&A) transactions as direct investment, 

their view was not shared by Korea's FCIL (Wang 1997: 83). The Korean government 

had to modify the related regulations on FDI in accordance with the OECD's 

liberalization rules and this demand was reflected in the Foreign Investment and 

Foreign Capital Inducement Act (FIFCIA) in 1997. 

The 1997 law had a few important modifications compared with its predecessor. 

Firstly, the most notable change was to its name; the law was changed from the Foreign 
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Capital Inducement Law (FCIL) to the Foreign Investment and Foreign Capital 

Inducement Act (FIFCIA). While the FCIL did not deal exclusively with inward FDI, 

regarding it merely as one of many sources of foreign capital, the FIFCIA started to 

emphasize the distinction between foreign investment and foreign capital. This change 

symbolised the shift in domestic and global economic circumstances; the economic role 

of FDI was gaining importance while that of foreign loans began to diminish from the 

late 1980s. Secondly the revision acknowledged long-term foreign loans with maturities 

of more than five years offered by a parent company to its overseas subsidiary as FDI, 

in order to meet the OECD standards of direct investment. The acknowledgement of 

such loans as foreign investment was one of the liberalization measures relating to 

capital flows which had been controlled in the past. 123 Thirdly, the 1997 law permitted 

direct investment through M&A by treating the acquisition of existing stocks as direct 

investment, whereas the previous laws had regarded only the start-up investment in a 

business as direct investment. Most members of the OECD allowed free cross-border 

M&A and acknowledged the acquisition of controlling stocks as direct investment. 

When considering Korea's eligibility for membership in 1996, the issue of the 

liberalization of M&A activity was of the greatest concern to the OECD (Wang 1997: 

85). The Korean government took this issue into account and permitted M&A 

transactions as one form ofFDI under the revised 1997 law. 

From 1980 onwards, the FCIL and FIFCIA were revised in favour of MNCs. 

The shift of the bargaining power of the Korean government was reflected in the series 

123 According to the Article 19 of the 1997 law, the Korean government controlled the inflows of 
commercial foreign loans by requiring the approval of the Minister of Finance and Economy. Thus, as 
long as long-term loans with a maturity of more than five years provided by a parent company to its 
subsidiary were not acknowledged as FDI, the firms had to seek the approval of the Minister of Finance 
and Economy. Under the revision, such loans are regarded as FDI, so that they do not need to obtain 
approval from the Minister, and they also became eligible for a series of incentives including tax breaks. 
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of revisions to the country's FDI laws. After the 1980s, the capital of MNCs continued 

to grow and their influence also increased and in the 1980s and 1990s, the Korean 

government faced pressures from MNCs' home countries (especially the US) and 

international institutions (for example, the World Bank, OECD and WTO). Yet, the level 

of pressure was not so strong that it overwhelmed Korea's policy; it changed the extent 

to which the Korean government could manage and control the market. In fact, the 

Korean government opened the market gradually, so the changes would not have too 

sudden an impact on the economy. However, after the 1997 financial crisis, the Korean 

government was no longer able to control external pressures and was forced to submit 

to them. 

Market over State Phase (1998-2005) 

Throughout the 1980s and 1990s, the Korean government's bargaining power had 

gradually diminished, but after the 1997 financial crisis, that bargaining power was 

dramatically weakened. This event prompted the enactment of the Foreign Investment 

Promotion Act in 1998. The background to the legislation and the major changes 

contained in the FIPA are briefly reviewed in this section, after which the complete 

contents of the FIF A will be discussed. 

Enactment of the Foreign Investment Promotion Act in 1998 

Faced with the financial crisis in 1997, the Korean government requested bailout 

funding from the IMF and received a relief loan, in return for which the government 

pledged to implement the economic reform programs proposed by the IMF. As 
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mentioned in Chapter Three, the IMF program was very comprehensive, including the 

macro-economy, the structural reform of the chaebol, banks and labour and the opening 

up of the domestic market. Under the IMF program, the items related to the 1998 FIPA 

were as follows: firstly, the simplification of investment procedures; secondly, the 

opening of other financial sectors to foreigners, and permission for foreigners to own 

local banks; thirdly, the abolition of limitations on foreigners' ownership of stocks and 

real estate (IMF 1997, Shin and Chang 2003: 55). Those requirements related to areas 

that had previously remained closed despite continuous pressure from the US 

government in the early 1990s. Along with the pressure from the IMF, another factor 

playing a role in the establishment of the FIPA in 1998 was the support for neo-liberal 

ideals within the Kim Dae-Jung administration. As we have seen in Chapter Three, the 

Kim administration believed that the financial crisis resulted from moral hazard and the 

inefficiency of local banks and chaebol, thus financial and corporate sectors became the 

target of reforms. The government was looking for forces in the foreign companies to 

reform these sectors. Therefore, FDI was regarded as an instrument for accelerating 

reforms and investors were offered generous benefits. Therefore, the 1998 FIPA was the 

outcome of both external pressures and internal drive. 

The differences between the FIPA and previous laws are as follows. Firstly, the 

1998 FIPA dealt solely with FDI, while previous laws treated FDI as one element of 

foreign capital. The 1998 law demonstrated the growing importance of FDI in the 

Korean economy as perceived by the government. Secondly, the 1998 law stated 

explicitly in Article I that its purpose was to 'attract and promote foreign investment 

through support and facilitation'. While the purpose of previous laws had been to 

control foreign capital, the aim of the 1998 law was to attract and promote it as FDI 
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policies focused on promotion rather than regulation. Thirdly, the IMF program was 

reflected in the law; as the IMF had requested, the registration process for FDI was 

streamlined so that investment procedures were simplified. The restrictions on 

foreigners' ownership of stocks and real estate were abolished and the limitations on 

foreign ownership of Korean banks and financial firms were also eliminated (Crotty and 

Lee 2001: 37). In addition, under the pressure from the IMF, the liberalisation of M&A 

was expanded to include hostile takeovers in all sectors except for the defence industries 

(Weiss, 1999: 33). The hindrances to foreign investment that remained despite the 

gradualliberalisation in the 1980s and 1990s were eliminated all at once, reflecting the 

shrunken bargaining power of the government after the financial crisis. Throughout the 

MOS phase, the FIFA law changed several times, but all changes were minor 

adjustments to the 1998 FIPA. 124 

This section has examined the changes in basic laws on FDI from 1960 to 2005 

and has shown that FDI laws were the result of the interaction of external factors and 

internal motivations. The next section will look into the differences in the rights and 

duties of foreign companies in the SOM and MOS periods by comparing the FCIL in 

the SOM period and the FIPA in the MOS period. 

3. Comparison of FDI Laws in the SOM and MOS Phase 

This section will compare the bargaining outcomes in the SOM and MOS phases by 

124 In the revision of December, 2000, real estate and stocks were included in the means to invest for the 
foreign investment. In the next revision of December 2003, cash grants and rewards were included as 
incentives for foreigners and for people who contributed to attracting foreign investment, respectively. In 
the December 2004 revision, cash grant was expanded to include local governments as well as the central 
government. 
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comparing the laws of the two periods. The third and fourth chapters showed that the 

state's bargaining power in the SOM period was greater than that of MNCs, whereas 

MNCs' bargaining power in the MOS period surpassed that of the state. Now, the 

outcomes of these differences in bargaining power will be examined. This section will 

examine the regulations and incentives for foreign firms, which are prescribed under the 

laws of both the SOM and MOS periods. When the bargaining power of the MNCs is 

weaker than that of the host government, the MNCs will face more regulations and 

enjoy fewer incentives. Conversely, when the bargaining power of the MNCs is stronger 

than that of the host government, the situation will be reversed. Therefore, it is assumed 

that the regulations relating to foreign companies in the SOM period were stricter than 

those in the MOS period, while the incentives to foreign firms in the SOM period were 

fewer than those in the MOS period. This assumption is tested and proved through an 

analysis of the FDI regimes in both periods. 

The laws on FDI in the SOM period had changed as the 1960 FCIL was replaced 

by the 1966 FCIL and, finally, the 1973 FCIL. The first two laws, instituted in the early 

stages of the SOM period, demonstrated an ambiguous position towards FDI and the 

fact that the system was not well-established. However, the 1973 FCIL showed a firm 

government orientation with a coherent and systematic approach to FDI. Therefore, it is 

the 1973 law that perhaps best represents the characteristics of the Korean 

developmental state in the SOM period; thus the examination of FDI legislation in the 

SOM period will focus on the 1973 law. Other than the 1973 FCIL, the 'General 

Guidelines on Foreign Investment (GGFI)' played a decisive role in FDI inflow in the 

SOM period, providing the criteria for FDI approval from the EPB; for this reason the 

GGFI is also analysed in this section. As regards laws in the MOS period, the discussion 
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centres on the 1998 Foreign Investment Promotion Act (FIPA) which has established the 

basic systems for managing FDI since 1998. Even though the FIPA had undergone 

several revisions, its basic structures and foundations have not changed since its 

promulgation in 1998. The discussion of the MOS period principally focuses on the 

1998 FIPA, but the major revisions of the FIPA are also included. This section first 

discusses the regulations imposed on foreign companies and then examines the 

incentives that the government offered to foreign firms. 

Regulations relating to Foreign-Invested Companies 

State over Market phase 

If we categorise the type of government regulation according to the various stages of 

investment, FDI regulations imposed by the host government can be divided into three 

types: (1) restrictions on entry, (2) regulations on operation, and (3) limits on 

repatriation. In the SOM period, the Korean government had a rigid regulatory policy 

regarding FDI, controlling foreign companies at every stage of the investment process: 

when a company entered the market, during its operations, and when it withdrew from 

the market. 

Firstly, considering restrictions on entry, foreign compames were tightly 

controlled at the entry stage during the SOM period. There were two types of entry 

restrictions: the closure of certain types of business to foreign investment and 

complicated entry procedures. In terms of the extent of market opening, according to the 

EPB (1981: 70), the Korean government allowed investment in only 427 businesses 

(49.9 percent) out of a total of 855 in the SOM period, with the remaining 428 
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higher rate of openness (80 percent) while the service sector was less accessible to 

foreigners (with only 21.6 percent of businesses being open to FDI). In terms of entry 

procedures, a foreign investor was required to receive approval from the Minister of the 

EPB even if the target business belonged to a sector open to FDI. The criteria for the 

approval of foreign investment were specified in the 'General Guidelines on Foreign 

Investment (GGFI)'. The GGFI classified foreign investment projects into 'appropriate' 

and 'inappropriate', and allowed foreign investment only in those businesses in the 

'appropriate' category. 

The general rules regarding the appropriateness or inappropriateness of 

businesses included the following guidelines (MOF 1991a: 245-246). 'Appropriate 

businesses' included businesses requiring a massive scale of capital in which domestic 

companies could not yet compete due to their lack of capital and technology; export 

businesses in which domestic companies were facing difficulties in securing overseas 

markets; and business activities involving the exploitation and utilization of domestic 

resources. 'Inappropriate businesses' included businesses that might cause a blockage to 

the domestic supply and demand of raw materials and intermediate goods; businesses 

that might compete with local exporters in overseas markets; businesses aiming to 

supply funds to domestic firms; businesses making profits from land exploitation; and 

businesses forbidden or restricted under other laws. These approval criteria allowed the 

entry of those industries regarded as beneficial to the host economy but precluded 

projects that were perceived as harmful to domestic businesses. Furthermore, the GGFI 

regulated the size of investment, allowing only investments on a large scale but 

125 The categorization of business was made in accordance with the Korean system of industry 
categorization, which is called the Standard Classification of Korean Industries. 
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forbidding small investments; this decision was based on the belief that big companies 

with more ownership advantages would transfer more resources to a host country than 

small companies, thereby enhancing the quality of the investments. According to the 

general guidelines, the minimum amount of a foreign investment was USD 200,000, 

with lower minimum requirements of USD 100,000 for electronics and machinery 

industries and of USD 50,000 for businesses engaged exclusively in export activity 

using local resources. Lastly, M&A was not permitted in this period. All foreign 

investments were greenfield investment, introducing new capital to the Korean 

economy to build factories and new businesses. 

Secondly, two restrictions regulated the operation of foreign companIes: 

ownership requirements and performance requirements. After 1973, the Korean 

government permitted FDI on the condition that it took the form of a 50:50 joint venture 

with a domestic company. The government believed that a joint venture was more 

likely to result in the transfer the foreign company's firm-specific advantages to its 

Korean partners, thus enhancing the capabilities of Korean industry. However, MNCs 

with more firm-specific advantages tended to seek full ownership, enabling them to 

maintain management control of the company in order to exploit their firm-specific 

advantages and to in order to prevent local firms gaining access to their advantages 

(Gomes-Cas seres 1990). Therefore, in dealing with these types of MNCs, the Korean 

government needed to be more flexible or offer some attractive inducements to potential 

investors. In fact, the Korean government did not always adhere to the 50:50 principle 

but, in applying the policy, the government varied the ownership level of foreign firms 

according to their bargaining power. When it came to industries where the investors' 

bargaining power was weak, such as labour-intensive industries or industries targeting 
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the local market, foreign ownership was restricted to less than 50 percent. Foreign 

ownership levels of between 50 and 100 percent were permitted for export industries or 

import-substitution projects where the investors' bargaining power was stronger. Only 

MNCs with high technology and whose bargaining power was dominant were allowed 

100 percent ownership (MOF 1991a: 247-248). 

In addition to the restrictions on the level of foreign ownership, the government 

pursued the maximization of FDI benefits through various performance requirements 

for investment projects. According to Article 6 of the 1973 law, the Minister of the EPB 

had the authority to attach additional conditions when approving foreign investment in 

Korea. Thus, the Korean government imposed various performance requirements on 

foreign companies when they entered the Korean market, with the magnitude of the 

requirements being determined by the company's bargaining power. These requirements 

included mandatory export requirements, local sourcing requirements, technology 

transfer requirements, a requirement to assist Korean companies to access export 

markets, and requirements regarding conditions of divestiture such that the foreign 

investor's stake would be transferred to its Korean partner at a specified point in the 

future (EPB 1981: 28-31; Mardon 1990: 127). 

Lastly, there were restrictions on withdrawal and repatriation. The 1973 law did 

not specifically regulate the repatriation of dividends, but it did contain certain 

restrictions on the withdrawal of investments. According to Article 12 of the 1973 law, 

when foreign investors wanted to sell their stake in a business or their stocks, both the 

buyer and seller were required to notify the Minister of the EPB, and the money from 

the transaction could not be repatriated overseas until two years after the new domestic 

business had begun operations. This aimed was to prevent short-term speculative 
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foreign investment and instead attract long-term strategic investment. Regarding the 

repatriation, the Minister of the EPB had the authority to order foreign investors remit 

funds in stages (rather than all at once) in order to minimize the impact of sudden 

outflows of foreign currency from the national economy. Thus, in the SOM period, the 

Korean state controlled every stage of a foreign business's life including entry~ 

operation, and withdrawal in order to maximise the benefits accruing from the 

introduction of foreign capital. 

Market over State phase 

In contrast to the situation in the SOM phase, controls on foreign investment were 

eliminated in all areas of business activities in the MOS period, Firstly, in terms of 

regulations on foreign entry, the previous restrictions on the entry of certain types of 

businesses almost disappeared. Article 4 in the 1998 FIPA clearly stated that in principle 

foreigners could undertake any business, with only a few exceptions. These exceptions 

included cases that threatened national security and public order; cases that were might 

have a negative impact on public sanitation and environmental conservation; and cases 

that violated national laws and ordinances. Thus, except for these few restrictions, all 

investors could enter and conduct business freely in Korea. While the laws in the SOM 

period did not allow foreign company entry into Korea except for when they were 

investing in specific businesses selected by the government, the law in the MOS period 

opened the entire Korean market to foreign investors (in principle). As of August 2004, 

the ratio of market openness in Korea stood at 99.8 percent, with almost all industries 

open to foreign . investors except for a few businesses such as television and radio 

broadcasting. Thus, to all intents and purposes, restrictions on the entry of foreign 
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businesses can be said to have been removed (Yoon et al. 2005: 76). 

Secondly, regarding the entry process, the 1998 law simplified procedures for 

investing in Korea by requesting that foreign companies and institutions simply notify 

the authorities of their investments. In contrast, the 1973 law had required government 

approval for foreign investors to invest in Korea, with the authorities screening and 

negotiating all investment projects. The notification system was originally introduced in 

response to a demand from the US government in the 1989 trade talks; following the 

agreements reached at these talks, the Korean government replaced the approval system 

with the notification system when the FelL was revised in 1991 and 1992. Nevertheless, 

before the establishment of the 1998 FIPA, there was still some room for government 

intervention, as officials were given the authority to either approve on or demand further 

conditions of the foreign investors (Yoon et al. 2005: 176). After the financial crisis in 

1997, the IMF demanded more streamlined investment processes, and the Korean 

government reflected those demands in the 1998 law. In the earlier notification system, 

the government reviewed the underlying substance of the applications for investments; 

however, after 1998, the government examined applications only to determine whether 

or not they satisfied formal requirements. Under the 1998 law, officials had to accept all 

applications for foreign investment regardless of their substance as long as there were 

no formal problems in the applications. 

The law in the SOM period also imposed restrictions on the entry of foreign 

businesses according to the scale of investment, with a general minimum level of USD 

200,000; in contrast, the law in the MOS period lowered this minimum to KRW 50 

million (approximately USD 50,000 in 2005 exchange rate). Moreover, the law in the 

MOS period allowed M&A transactions except in the case of defence industries, while 
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the 1973 law permitted only greenfield investments and forbade mergers with or 

takeovers of existing companies by foreign investors. M&A investment was liberalised 

for the first time under the 1997 FIFCIA. The 1997 law still required foreign acquirers 

to obtain agreement from the board of directors of the company being merged with or 

acquired, in effect legalizing only friendly M&A transactions. However, after the 

financial crisis in 1997, the Kim administration allowed even hostile takeovers by 

foreign investors by removing the conditional provisions. The 1998 law opened FDI to 

almost all businesses, streamlined the FDI entry process, and allowed foreign 

investment through M&A transactions. Thus it is fair to say that the 1998 law 

eliminated most entry barriers to FDI. 

Thirdly, in terms of regulations on operation, the 1998 law did not stipulate any 

performance requirements or restrictions on ownership level. In fact, those two 

regulations had been removed during the transition period; the 1983 revision of the 

FCIL removed regulations relating to foreign ownership levels and eliminated the 

obligatory joint venture provisions of the FDI system that had operated in the SOM 

period, allowing ownership levels to be decided by agreement among the parties 

involved (Gang 1995: 55). As mentioned above, the performance requirements were 

abolished in response to US demands in the 1989 trade talks; following the agreements 

reached at those negotiations, the Korean government revoked all the performance 

requirements attached to investment approvals in January 1990, and deleted the 

provisions of conditional approval for foreign investment in the 1991 revision of the 

FCIL (Kim et a12002: 102). 

Lastly, the provisions on withdrawal and remittance in the 1973 law were 

eliminated in the 1983 revision and thus are not found in the 1998 law. Instead, Article 3 
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of the 1998 law established a provision on the protection of foreign investment to 

guarantee foreign investors' overseas remittances. The provision reduced risks for 

foreign-invested companies by allowing remittances even in the event of natural 

disasters or war and proscribed any discrimination against foreigners in terms of 

business operation and taxation. MNCs in the MOS period were virtually free of 

governmental regulation after the removal of restrictions on entry, operation, and 

withdrawal. In summary, the strong bargaining power of the state in the SOM period 

and of MNCs in the MOS period resulted in strong governmental regulations in the 

SOM period and higher levels of freedom in the MOS period respectively. We have seen 

the comparison of duties of the foreign companies between the two periods and now we 

turn our attention to the rights of the foreign companies. 

Incentives for Foreign-Invested Companies 

State over Market phase 

Currently, many host governments offer various types of incentives to attract foreign 

companies, such as tax breaks, subsidies, location grants, and various types of 

assistance in the establishment and operation of their businesses. However, in the SOM 

period, the Korean government officially only offered tax breaks to investors. Foreign­

invested companies in the SOM period were exempt from income tax, corporate tax, 

and property tax in proportion to their investment ratio for five years after embarking on 

their business, and they were eligible for a 50 percent tax credit for the following three 

years. All companies approved for foreign investment were eligible for such tax credits; 

in addition, foreign investors were exempt from tariffs on the import of capital goods. 
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For investors in export-oriented industries, the government provided the same benefits 

as those given to local export companies including export financing, capital assistance 

for equipment investment, and tax exemption for importing raw materials and 

machinery (EPB 1981: 28). Although tax exemptions were granted to all foreign­

invested companies in the SOM period, this did not mean that tax incentives were 

generally applied regardless of business type; the companies had already been screened 

and selected, so only the eligible ones would receive tax benefits through the approval 

process. 

Apart from the tax benefits, the government in the SOM period sometimes 

offered unconventional incentives to foreign companies when it considered them 

indispensable to the economy. These were not stipulated in law but instead decided by 

negotiation on a case-by-case basis. In the SOM period, Korea was a poor and unstable 

country, making it an unattractive location to foreign investors. Despite this 

unfavourable situation, the Korean government succeeded in attracting some MNCs that 

it regarded as indispensable for its industrialisation, keeping their ownership levels low 

and attaching various performance requirements (see the case of Dow Chemicals in 

Chapter Four). This was possible because the government had enough capacity to make 

attractive offers; it guaranteed a minimum profitability and reduced the risks involved in 

projects by providing access to the domestic market, protection of their local markets 

and price controls on their raw materials and products (Mardon 1990: 128). Although 

the FCIL in the SOM period only prescribed tax benefits as incentives for foreign­

invested companies, the government had the flexibility and extensive capacity to grant 

powerful inducements to foreign bargaining partners during negotiations. This 

flexibility and capacity was the source of the state's strong bargaining power in the 
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SOM period. 

Market over State phase 

In the MOS period, the regulations on foreign companies were lifted and the incentives 

for foreign firms became more diversified. Besides the existing tax benefits, cash grant 

systems and location support for foreign businesses were added in the MOS period. 

Moreover, the 1998 law expanded tax breaks for foreign firms to seven years on 

corporate tax, income tax, property tax, and tariffs, compared with five years under the 

1973 law. 126 The cash grant system was added in 2003, providing assistance in cash for 

certain uses for foreign investors who satisfied specific requirements. The location 

support system was designed to provide land to foreign companies at an affordable price, 

allowing foreign companies to receive a 50-100 percent reduction in their rent according 

to their size and type of business. Furthermore, the FIPA specified the establishment of 

both Invest Korea and the Ombudsman's Office to assist foreign businesses in Korea. 

Moreover, many special zones including economic free zones (EFZ), foreign-invested 

zones (FIZ), and free trade zones (FTZ) were created and managed to attract foreign 

investment, providing favourable business circumstances to foreign companies. In the 

MOS period, the types and scale of support systems for foreign-invested companies 

became larger and more diversified than in the SOM period. However, most of the 

support systems mentioned above were established only for foreign investors, and were 

not made available to domestic companies. 

126 Tax exemptions were not given to all foreign companies but were offered on a selective basis to 
businesses in possession of high technology. Since the 1973 law had granted tax credits to all companies 
approved for foreign investment, the selective tax exemptions under the 1998 law could be regarded as a 
diminution of investment incentives. However, in view of the fact that the 1973 law required the 
government to approve entry into the Korean market on a selective basis while the 1998 law opened the 
market to all types of FDI without a screening process, it is fair to say that both systems offered 
incentives on a selective basis. 
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In fact, in the MOS period, many thought that the provision of benefits to 

foreign companies was excessive, arousing concerns of reverse discrimination against 

domestic companies. Indeed, examples of reverse discrimination can be found in the 

FIPA and many other laws during the MOS period (SERI 2005). Firstly, the' Banking 

Act' forbade any individual to own more than a 10 percent stake in a bank in order to 

prevent it from being used as a private vault. Any person wishing to possess a stake of 

more than 10 percent was required to obtain the approval of the Financial Supervisory 

Committee (Article 15, Banking Act). This provision prevented the concentration of 

management control of financial institutions within a small group. In addition, 

businesses not operating in the financial sector were prohibited from acquiring a stake 

of more than four percent in a bank, virtually preventing domestic industrial capital 

from owning any bank in Korea (Section 2, Article 16, Banking Act). After the financial 

crisis, however, the principle was bent to be lenient to foreign capital; as a result, private 

equity funds, which were not qualified to be major stakeholders under the Banking Act, 

were allowed to become majority shareholders of domestic banks (Chun et aI, 2005: 20-

22). 127 Secondly, according to the 'Act on the Promotion of Cooperation among 

Conglomerates and Small-and-Medium-sized Enterprise (APCCSME),' domestic 

conglomerates were banned from entering business areas that were specifically 

designated for SMEs in order to protect small- and medium-sized businesses (Article 30, 

APCCSME). However, the provisions of the act allowed exceptions when it came to 

foreign-invested companies in foreign investment zones and free economic zones. That 

:27 ~nder Article 50f the enforcement ordinance of the Banking Act, a foreigner mu',t be (j tinanci;ll 
InstItution in ba~ki~g, ~ec~ities, or insurance in order to be a majority shareholder with over J () percent 
of a local fina~cIaI mstltutlO? Carlyl: and Lone Star, which ac~u~red Koram Bank and Kc)re(J Exchant~(; 
Bank, respectIvely, were prIvate eqUIty funds that were not ehglble to be mf.1j(Jr ',han;h()I(kr~, ()f 11)1,i:l1 

banks. T~erefore, there was a suspicion that the Korean government hf.1d dj')Tt;!~(Jr(krJ HIt; law lrJ (lfIJt;r tl) 

alIow theIr acquisitions (Chun et. al. 2005: 20). 
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IS, foreign conglomerates were allowed to invest In SME-specific areas to which 

domestic conglomerates were denied entry. 

Thirdly, the 'Act on the Designation and Management of Free Economic Zones 

(ADMFEZ)' stipulated that foreign-invested companies in economic free zones were 

exempt from many rules and laws such as the 'Labour Standard Act' and the 'Planning 

Law on Metropolitan Area Improvement.' F or example, unlike local companies, 

foreign-invested companies in FEZs were exempt from the obligation to hire disabled 

workers or citizens of merit. 128 The preferential treatment to foreign companies in the 

MOS period was overly generous, resulting in reverse discrimination against domestic 

companies. In summary, the strong bargaining power of the state in the SOM period 

resulted in the low level of incentives offered to foreign investors, while the strong 

bargaining power of MNCs in the MOS period produced a higher level of incentives to 

foreign companies, and even resulted in reverse discrimination against domestic 

companIes. 

4. Conclusion 

This section examined the results of bargaining relations between a host government 

and MNCs by analysing FDI laws in Korea. The first part showed that FDI laws were 

the outcome of interactions among the Korean government, its bargaining partners 

(MNCs), MNCs' home countries, and other international institutions by examining the 

changes in FDI laws and causes of the changes. The second part looked into how the 

128 Under Korean law, businesses are obliged to hire a certain number of the disabled or citizens of merit. 
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bargaining power of the host government in the SOM and MOS periods was reflected in 

FDI laws in Korea. Regulations were maximized and incentives were minimized in the 

SOM period when the bargaining power of the state was strong, while regulations were 

minimized and incentives were maximized in the MOS period when the state's 

bargaining power was weak. 

In this chapter, an analysis of FDI laws showed how differences in bargaining 

power produced different outcomes. The chapter examined the changes in the FDI 

regulation system since the 1960s and compared the rights and duties of foreign 

companies in the SOM and MOS periods. It was found that the strong bargaining power 

in the SOM period allowed the government to impose its will on foreign companies, 

while weak bargaining power in the MOS period made the government bow to foreign 

forces. 

In the SOM period, when its bargaining power was strong, the state selectively 

allowed FDI to serve national goals but in the MOS period, when its bargaining power 

was weak, the government had to open industrial sectors under pressure from MN Cs, 

thereby losing its capacity to select FDI. During the latter period, therefore, the 

quantitative increase in FDI did not guarantee the qualitative growth of FDI. 

We have argued that investment by an MNC can create either benefits or costs to 

the host economy. An MNC locates in another country not for the sake of the country 

but for its own business purposes, which means that the entry of a foreign company can 

not always guarantee beneficial results to a host economy. It is obvious that the benefits 

to a host country do not arise just from the entry of foreign companies, but include the 

effects resulting from that entry. Therefore, a host country's main promotional efforts 

should concentrate not just on attracting foreign companies but on achieving beneficial 
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effects from their investment and it is the government's bargaining power that can 

influence the effects of the foreign companies. In this chapter we have seen that a host 

country's bargaining power can have a profound effect on whether the host country 

gains or loses from foreign investment. This is the reason that bargaining power has to 

be emphasised. 
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Conclusion: Toward the State and Market Era 

At the beginning of this thesis, we posed two general questions: (1) as globalisation 

deepens, will states necessarily be dominated by expanding foreign capital? (2) Are 

there any ways to enhance the bargaining power of states vis-a-vis MNCs? In order to 

seek the answers to these questions, we selected Korea as our subject and examined the 

state-MNC relationship in Korea between 1962 and 2005. We explored the Korean case 

with three sub-questions in mind, which were: (1) how has the Korean state bargaining 

power vis-a-vis MNCs changed? (2) What factors have weakened or strengthened its 

bargaining power? (3) What are the consequences of the fluctuations in the state's 

bargaining power? The answers for these sub-questions will determine the ultimate 

answer to the general questions posed above. 

The study started with the realistic assumptions that MNCs have variable effects 

on host economies and that MNCs are fundamentally national firms doing business 

internationally. This assessment of MNCs reflects the need for government efforts to 

increase their bargaining power in order to maximise the positive effects of FDI while 

minimising its negative effects. Based on this view, we developed our theoretical 

framework, the Neo Bargaining Model (NBM) and applied it to the Korean 

developmental state in the State over Market (SOM) period and the Korean neo-liberal 

state in the Market over State (MOS) period, using the contrast to draw implications 

about the relationship between the nature of the state and its bargaining power. Through 

the application of the NBM to the case of Korea, we reach the answers to the three sub­

questions: (1) the bargaining power of the Korean state diminished constantly over time 

(Chapters Three and Four). (2) The Korean state's bargaining power has been affected 
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by internal factors (the decline of the developmental state) and external factors (the 

progress of globalisation) (Chapters Three and Four). (3) The bargaining power of the 

state affects its bargaining outcomes (Chapter Five). 

Now, based on these findings, we further progress the discussion to suggest 

future implications. According to finding (3), the strong bargaining power in the SOM 

period produced advantageous results while the weak bargaining power in the MOS 

period brought about the more detrimental effects of the MNCs on the economy. In the 

SOM period, the strong bargaining power of the state made the foreign companies serve 

the goal of the state, whereas in the MOS period the weak bargaining power of the state 

forced it to serve foreign firms' interests. This finding generates the proposition (1) that 

'the state must have strong bargaining power in order to enhance the national economy 

and minimise the negative effects imparted by MNCs '. 

Next, the subsequent problem is how to ensure the state has strong bargaining 

power. The solution to this problem is drawn from finding (2). In the SOM period, the 

strong bargaining power of the state stemmed from its developmentalism and the 

absence of globalisation pressures; in the MOS period, the weak bargaining power of 

the state was conversely caused by the loss of developmentalism and the increasing 

intrusion of globalisation pressures, as we have seen in Chapters Three and Four. 

Therefore, two common factors of the causes of the fluctuation in bargaining power of 

the state are drawn from finding (2): developmental state and globalisation. This finding 

generates the second proposition, that 'stronger developmentalism and weaker global 

pressures tend to create stronger bargaining power of states vis-a-vis MNCs '. However, 

as globalisation has deepened and impacted negatively on states, so the restoration of 

the developmental state remains a possible means for the state to enhance its bargaining 
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power vis-a.-vis MNCs. 

However, the old developmental state of the SOM period is not a future option 

for the current Korean state because it is no longer viable. The circumstance under 

which the old developmental state was created had changed according to the shifts of 

international and domestic political economy: the growth of domestic and foreign 

capital, the disappearance of the Cold War competition, and the establishment of 

international institutions, much of which can be represented as globalisation. In this era 

of globalisation, a new fonn of developmental state is required that is fit for 

globalisation. 

The idea of a new fonn of developmental state in the globalisation era might 

provoke serious criticism from the proponents of globalisation, many of whom 

anticipate the extinction of the nation-state (hyperglobalists) or the erosion of the power 

of the state (transfonnationalists).129 They argue that global integration has seriously 

undermined the state's power to manage the economy and rendered every effort by 

governments to create national wealth unviable (Ohmae 1995, Strange 1996). However, 

we agree with the idea that globalisation not only constrains the power of states but also 

enables the active role of states (Weiss 2003). As factors of production such as human 

and material capital become more mobile, the immobile factor of land - namely, 

location - becomes more crucial for production. In other words, as the openness of the 

global economy increases, the capacity of governments to manage their economies 

becomes even more important than before (Shin and Chang 2003: 125). The growth of 

so-called 'footloose' business not only risks the hollowing out of domestic industries, 

but it also offers opportunities that enable economies to become prosperous by 

129 For a general explanation of the globalisation debate, see Held et al (1999: introduction), Weiss (2003: 
chapter one) and Hobson and Ramesh (2002: 5-8). 
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capturing mobile resources. This critical situation prompts governments to take action to 

reduce the risks, uncertainties and vulnerabilities, which Weiss (2005) called the state­

augmenting effects of globalisation. Therefore, we argue that as globalisation progresses, 

the role of states becomes more important, and a new form of developmental state needs 

to emerge in order successfully to cope with the challenges of globalisation. 

The new developmental state will have many differences from its older 

counterpart. The old developmental state had six main components: (1) determined 

developmental elites, (2) relative state autonomy, (3) powerful, competent, and insulated 

state bureaucracy, (4) weak and subordinated civil society, (5) dominating economic 

interests, and (6) suppression of civil rights (Leftwich, 1995). Among these essential 

factors of the old developmental state, components (1), (2) and (3) can be retained in the 

new developmental state; the other elements (4), (5) and (6) have to be discarded 

because those elements are no longer applicable in the new global era. Above all, the 

most important difference is the point that the new developmental state is the creature of 

the globalisation era while the old developmental state was motivated by 

industrialisation. Therefore, globalisation defines the form of the new developmental 

state and the new developmental state is in tum characterised by the nature of 

globalisation. It is generally agreed that the most distinctive attribute of globalisation is 

the growth of MNCs and the intemationalisation of production and finance. MNCs are 

major carriers of economic globalisation and central to the globalisation process 

(Strange 1991, Gilpin 2001: 22, Held et a11999: 236). Accordingly, in the globalisation 

era, dealing with global capital becomes the essential task for the new deyelopmental 

state whereas controlling domestic capital was the key issue of the old developmental 

state. 
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In the industrialisation era, the SOM period in Korea, the old developmental 

state could dominate domestic capital because domestic capital was relatively weak: it 

was dependent on the resource distribution of the state (such as subsidiaries), and was 

locked in domestic locations. The state, for its part, had been active in promoting, 

persuading, pushing and bullying in the direction of industrialisation (Leftwich 1995: 

417). The state operated in a position of superiority, enabling it to deploy the tactic of 

'carrot and stick '. In addition, the state could maintain a strong position in relation to 

foreign capital because its goal of industrialisation could be achieved by using domestic 

capital, thus lowering its level of stakes in the age with few globalisation pressures. 

However, in the globalisation era, the state faced strong pressures of 

globalisation and the powerful force of foreign capital. In the MOS period, the nature of 

foreign capital is completely different from that of domestic capital in the SOM period. 

Foreign capital is generally big (sometimes bigger than a nation state), it is less 

interested in states' resource distribution activities, and it has high mobility. These 

factors offer greater power to MNCs, which consequently brought about the Market 

over State (MOS) era in Korea. In the MOS period, we saw the increasing power of 

MNCs and the shrinking power of the state. Not only was the state unable to control 

MNCs, but MNCs forced the state to 'race to the bottom', maximising incentives to 

MNCs and minimising the regulation on them, as we have seen in Chapter Five. The 

state lost its 'stick' and only had a rather unappealing' carrot', 

The era that we believe might unfold in the future might be characterised as one 

of 'State and Market' (SAM): both actors, state and foreign capital, are strong and 

cooperate with one other while maintaining their autonomy, essentially a 'flexible state~ 

stage (Weiss and Hobson 1995; cf. Evans 1995). In this era, the nature of the 
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relationship between states and MNCs changes to become more collaborative because 

of the balance of power between the two actors. In this stage, the power of both actors 

are sufficiently equal not to allow one party's unilateral dominance of the other party 

and both parties have enough resources to generate mutual demand leading to 

interdependence. This interdependence will direct them to a collective sum game rather 

than the zero-sum game of previous ages. The wealth of states can be enhanced through 

the linkages with MNCs, and also the interest of MNCs can be satisfied by the benefits 

of certain locations. In the SAM era, although the state does not have a 'stick', it does 

have a very tempting 'carrot', which every MNC wants to have. 

This does not mean that the state plunges into the 'race to the bottom' by 

increasing incentives (such as cutting corporate taxes or offering grants). In fact, 

incentives are not regarded as significant determinants of MNCs' location decisions at 

the national level (Stopford 1994: 66-67, Loewendhal 2001: 57-58). Instead, 

fundamental location- specific advantages - such as the creation of knowledge based 

assets, good physical infrastructures and agglomeration economies - are more 

important to making the country attractive in the globalisation era (UNCTAD 1998, 

Dunning 2000, 2002, Nunnenkamp and Spatz 2002). Therefore, in this context the 

'carrot' represents the fundamental attractiveness of a country. These efforts to enhance 

attractiveness have two effects; on the one hand, they contribute to increasing the host 

countries' bargaining power; the more MNCs want to enter, the more bargaining power 

the state has. On the other hand, they enrich the business environment, which MNCs 

can benefit from. Therefore, the bargaining power of the state in SAM has a cooperative 

perspective and ailTIS for a collective-sum game. This is, paradoxically, one aspect of the 

way to increase the bargaining power of the state by enhancing the level of resources. In 
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addition, the state is able to increase its bargaining power vis-a-vis MNCs by using the 

leverage of the stakes and constraints dimensions. The following suggests how the 

Korean state's power can be enhanced - specifically by managing the three dimensions 

of the N eo Bargaining Model. In order to reach the SAM period, the bargaining power 

of the state, which had diminished in the MOS era, has to be increased. The NBM had 

been used as a tool for analysing past state-MNC relations. Here we shall use it to 

provide insights regarding what efforts the state should make to increase its bargaining 

power in the future. 

Figure 7.1 Korean Government's Policy for State and Market Era 
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Applying the NBM to the Korean case, the policy aim of the Korean government in 
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terms of its bargaining power can be illustrated (see Figure 7.1). As we argued in 

Chapter Three, the bargaining power of the Korean government has continuously 

declined since the SOM period (point SOM, located close to point S, the strongest 

point) and it is now represented at point MOS (located close to point W, the weakest 

point). The low level of bargaining power in the MOS phase derives from the medium 

level of resources, the high level of stakes and constraints that the government faced in 

the MOS period. In order to increase its bargaining power, the Korean government has 

to make efforts not only to increase its resource level but also to reduce the level of 

stakes and constraints. If such efforts were successful, the government's bargaining 

position would change from point MOS to point SAM, which is close to point S, the 

strongest point, in Figure 7.1. 

In order to identify the necessary measures for the enhancement of resources and 

the reduction of both stakes and constraints, some preliminary processes are required. 

First, the three factors are deconstructed into their constituent elements because each 

element requires different measures: bargaining resources are broken down into 

location-specific advantages; bargaining stakes into commitments and alternatives; and 

constraints into both internal constraints (from internal interest groups and the capacities 

of bargaining institutions) and external constraints (from other states and supranational 

institutions). Next, these elements are re-grouped into three categories, ranked by the 

degree to which they can be attained by the government: (1) elements where the 

government can anticipate results in the short term; (2) elements for which the 

government has to take a long-term approach; and (3) elements that are not under the 

Korean government's control. 
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Short-Term Elements 

There are two elements for which the government can take measures immediately and 

can anticipate results in the short term: bargaining institutions and alternatives. In the 

case of the capability of bargaining agencies, the government's bargaining power would 

increase if the government made efforts to enhance the capacity of its bargaining 

agencies. Compared with other issues, the measures relating to bargaining institutions 

are relatively straightforward and can be implemented immediately. As we have seen, a 

government agency's bargaining power increases if the agency holds a dominant 

position in the task (Encarnation and Wells 1985a: 52). However, the power of Korean 

bargaining institutions has continuously declined from the strength wielded by the EPB 

to the weaker powers of the MOF and, most recently, KOTRA (see Chapter Three). As 

the commitment of the Korean government to FDI increases, the capacity of the 

bargaining body must be enhanced in line with the increased commitment; in Korea, 

however, the opposite has occurred. Improving the capacity of the bargaining agency is 

essential if the Korean government is to strengthen its bargaining power. 

Secondly, the government could increase its bargaining power by augmenting its 

alternatives, which can be divided into two groups: those that can be regulated within a 

relatively short period of time and those that require more long-term action. Clearly. 

only the former is applicable as an immediate or short-term measure. Alternatives can 

be enhanced in the short term by expanding the number of potential investors; if a host 

country can ensure that potential investors are competing for entry, the bargaining 

power of that government improves. In the long-term view, a host country must develop 

its fundamental investment environment to make it more attractive for businesses, 
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thereby increasing the number of potential investors. In the short term, potential 

investors can be attracted by strengthening marketing activities. The investment 

promotion agency (IPA) plays a crucial role in this respect. Positive and effective IPA 

activity with regard to image building and the marketing of a country enables a 

government to nurture a growing number of potential investors, which in turn augments 

the alternatives available to a country. However, as we have seen in Chapter Three, 

KOTRA, the official investment promotion agency in Korea, faces many limitations in 

terms of playing a strong and effective promotion role in the current situation in Korea. 

Moreover, promotion functions are not centralised, even though KOTRA is designated 

as the official agency, and are dispersed both within and outside the government, which 

decreases the effectiveness of these activities even further. Clearly, the government's 

bargaining power would increase if these marketing activities were centralised and 

coordinated, thereby succeeding in the creation of a positive and constructive image of 

Korea as an investment location. 

Long-Term Elements 

The second category consists of elements which require a long-term approach but 

whose improvement is within the capacity of the government. This category includes 

location-specific advantages (LSA), long-term alternatives, and internal constraints. 

Firstly, the government's bargaining power will be stronger if it has more LSAs. 

Generally. the overall performance of the economy strongly affects market seekers and, 

given this, economic growth is the most important factor in an investor~s decision. 

Therefore, for market seekers, deliberate, strategic and systematic efforts on the part of 
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the government to enhance the nation's LSA's are relatively unimportant when the 

economy is performing well. In contrast, production-location seekers are more sensitive 

to these efforts because they are directly affected by the quality of the factors of 

production and infrastructure. 

Currently, Korea attracts mainly market seekers and is relatively unattractive for 

production location seekers (see Chapters Three and Five). As we argued above, Korea 

no longer has a late developer's advantages, nor does it provide the creative productivity 

advantages of developed countries. It therefore has little attractiveness both to cost­

cautious investors and efficiency-cautious investors. This situation is prompting 

domestic manufacturers to relocate their production bases to Southeast Asia or China in 

search of low-cost labour, or to the United States or the European Union to establish 

efficient manufacturing bases and access the knowledge assets of these countries 

(Cherry 2001). Given the circumstances underlying the exodus of Korean manufacturers 

from Korea, it is unreasonable to expect foreign companies to establish their production 

bases in Korea. In order to keep Korean companies at home while attracting more 

foreign companies to Korea, it is necessary to offer the quality factors of production that 

companies demand. Due to the loss of the advantages of a late developer, Korea's 

production resources have to be transformed into more knowledge- and efficiency-based 

resources by cultivating human capital, fostering knowledge assets, and designing 

production clusters. Such reforms could cause resistance from interest groups or local 

governments because the changes may conflict with existing interests; therefore. a 

strong state is necessary to carry out such goals in the face of resistance from individual 

and short-tern interests. 

Secondly, governments can enhance their bargaining power by developing long-
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tenn alternatives, specifically, domestic capabilities that may lessen the need for FDI, 

such as domestic capital and technologies. As we argued in Chapter Three, one of the 

reasons for the high stakes in the MOS period was the low level of technology. After the 

crisis was over, the government's demand for foreign capital was relatively low while 

the demand for technology was still high. The Korean economy currently still has a 

relatively high-cost production structure and technological progress is increasingly 

important. The development of domestic technological capabilities is not only an 

alternative to FDI that increases government bargaining power; it is also a crucial factor 

for sustaining long-term growth (Chang 2003: 256). Therefore, the government should 

focus its efforts to strengthening the educational system and R&D activities. If 

technological and scientific progress can produce innovative ideas and products, 

domestic businesses will be further encouraged to invest in these initiatives. This will 

lead not only to increased alternatives for the government but also to higher levels of 

FDI activity in the economy. 

Thirdly, if the government can reduce the pressures from internal interest groups, 

it can increase its bargaining power vis-iI-vis MNCs. One of the most serious problems 

that foreign investors faced in Korea was that of labour disputes (Park 2003). Increasing 

pressure from organised labour is one of the major factors that can weaken the 

government's bargaining power; conversely, its capacity to coordinate conflicts and 

maintain industrial peace is essential to increasing its bargaining power. Furthermore. 

the government must maintain a close relationship not only with labour but also with 

business in order to create cooperative networks. Strong links with labour and business 

endow the government with strong bargaining power by reducing internal constraints. 

The authoritarian regime during the SOM period advanced the position of capital but 
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oppressed labour; in the transition period, business freed itself from state control while 

labour aggressively challenged the government, thus weakening state bargaining power. 

In the MOS period, the government launched the Tripartite Agreement among labour, 

capital and government, as an institution to coordinate their conflicting interests. It 

remains in question whether the institution will continue, but undoubtedly, the 

successful management of social forces will surely increase the host country's 

bargaining power. 

Uncontrollable Elements 

The final category includes those elements that operate outside the government's control. 

For the Korean government, international economic variables are beyond its control; 

thus, the external pressures from the home countries of potential investors or 

supranational organizations are regarded as independent variables that affect the 

government but are beyond its control. The capacity of the government in managing 

external pressures can vary, but the external pressures themselves are not manageable 

by the Korean state. 

Most of the above measures to augment the government's bargaining power demand a 

strong state - a new form of developmental state in the SAM era. A weak state without 

autonomy and capacity could hardly be expected to achieve such aims as creating 

stronger bargaining agencies, improving marketing capacity. reforming economic 

structures, developing domestic industrial capacities, and coordinating internal conflicts. 

Most tasks demand an active role of a competent government that can set long-term 
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policy goals, orchestrate its resources, and overcome challenges. Some of the tasks may 

be achieved by neo-liberal means, as the cases of successful Anglo-American 

economies show. However, Korea's circumstances are different from these forerunners 

and, as we pointed out in Chapter One, the same strategies cannot be applied to 

latecomers. Korea is still in the process of catching up and needs the critical role of the 

state to overcome its disadvantages. 

However, it is hard to expect the current Korean government, which seems to 

lack the capacities to cope with the above matters, to play an active role in the market. 

Many neo-liberal proponents argue that the Korean state is no longer a developmental 

state (Pirie 2005; Jayasuriya 2005; Maswood 2002), and even the advocates of the 

developmental state concede that the Korean system has been transformed into an 

Anglo-American economic system (Shin and Chang 2003). Clearly, the role of the 

government has been seriously reduced since the crisis. The present government appears 

to be unwilling to call itself a developmental state and the remains of the developmental 

state are ostensibly fading away. However, as long as the key features of the 

developmental state are regarded as part of what defines the state's vision of economic 

development, so the Korean state can regain its developmental characteristics (Weiss 

2003a, Thurbon and Weiss 2006, Woo-Cumings 2001). 

MOCIE (2003, 2006) has still made regular formal announcements on industrial 

policy, and industrial policy is still popular among government officials. In contrast with 

Anglo-American regulatory systems, in which the legislature is more influential than 

the executive in economic decisions, the Korean administration still exerts actual power 

in economic affairs. Many official government documents use phrases such as 'the 

promotion of growth engine industries for the next generation'. which clearly illustrates 
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the state's perceptions of its role in the market. The Korean government still regards 

itself as an entrepreneur who dares to attempt risky investments for the future. The 

mentality of the developmental state is still alive almost everywhere in the government. 

Therefore, it is a latent developmental state rather than a dismantling developmental 

state. Although this study can not anticipate whether this latent nature will be 

reactivated or not and can not provide the way to arouse the latent nature of current 

Korean state to action, the findings of the study suggest future directions for the state, 

urging it to revive its past developmentalism of the industrialisation era in a new form in 

the era of globalisation, that is, SAM. 

In this thesis, we have initially sought to answer the two questions by examining the 

relationship between state and market in Korea. Now we can finally reach the answers 

by synthesising all the discussions in this thesis. 

(l) As globalisation deepens, will states necessarily be dominated by expanding 

foreign capital? No, states will not necessarily be dominated by global capital. 

Following proposition (2), that 'stronger developmentalism and weaker globalisation 

pressure tend to create stronger bargaining power of states vis-it-vis MNCs', 

developmental ism and globalisation are the causes of the change in bargaining power of 

the state. Therefore, if a state can build new form of developmental state while facing 

globalisation pressures, the state can maintain its bargaining power and can avoid being 

dominated by global capital. Whether states are dominated by MNCs and whether 

globalisation becomes an opportunity or a threat to states is contingent on the capacity 

of states and this critical task in the global era provokes the need for the emergence of a 

new form of developmental state. In addition, if a state can build a new form of 
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developmental state, which has strong bargaining power vis-a.-vis MNCs~ the state can 

take advantage of globalisation according to proposition (l) that • the state must have 

strong bargaining power in order to attain more beneficial effects and less harmful 

consequences from the MNCs '. 

(2) Are there any ways to enhance the bargaining power of states vis-a.-vis MNCs? 

Yes, there are and the Neo-Bargaining Model can illustrate them. The above policy 

prescription for the State and Market era in Korea shows one example of a direction 

wherein the state makes positive efforts to increase its bargaining power. This study's 

Neo Bargaining Model produces a fresh framework for analysing state-MNC relations. 

Using the NBM, policy makers can identify their bargaining setting and evaluate their 

strengths and weaknesses vis-a-vis MNCs. Furthermore, this model provides useful 

insights regarding what efforts the state should make to increase its bargaining power. 

Whether states facing the challenges of globalisation become victors or victims is 

dependent on the states' capacity, and this thesis shows one way for the state to become 

a victor in the global era. 
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Appendices 

(Table A) National Accounts 1962-2005 
GOP Per capita GNI GDPGrowth Gross Domestic Gross Saving Saving GDP Deflator Growth Rate of 

Rate Inveslment Ratio Ratio Investment Ratio Increase Rate Gross Fixed Capital 

Formation 

.wo ,."n-.... lJsn OL OL ot. ot. ot. ot. 

1!162 2.3 87 2.1 11.8 11.0 25.5 18.4 28.7 

1963 2.7 100 9.1 17.0 14.4 48.0 29.3 27.3 

1964 2.9 103 9.7 13.2 14.0 62.2 30.0 -9.3 

1965 3.0 105 5.7 14.1 13.2 49.1 6.2 27.1 

1966 3.6 125 12.2 20;4 16.6 54.8 14.5 59.5 

1967 4.2 142 5.9 20.9 15.4 51.9 15.6 22.6 

1968 5.2 169 11.3 24.9 18.2 58.3 16.1 37.4 

1969 6.5 210 13.8 27.9 21.4 65.3 14.8 24.8 

1970 7.8 254 8.8 24.8 17.8 64.7 15.6 1.0 

1971 9.5 290 8.2 25.2 15.7 71.7 14.5 4.6 

1972 10.7 320 4.5 21.4 17.0 62.3 17.9 1.7 

1973 13.7 401 12.0 25.4 22.8 79.1 15.4 26.2 

. 1974 19.2 554 7.2 31.8 21.9 89.6 33.2 14.1 

1975 21.5 602 5.9 28.8 19.5 69.0 26.0 8.9 

1976 29.6 818 10.6 26.6 25.3 . 67.6 24.5 20.7 

IBn 37.9 1.034 10.0 28.6 28.7 95.2 16.7 30.2 

1978 53.1 1.431 9.3 32.7 31.0 100.5 23.4 34.4 

1979 63.3 1.676 6.8 36.0 30.2 94.8 20.1 10.0 

1980 63.8 1.645 -1.5 31.9 24.7 84.0 24.0 -10.7 

1981 71.4 1.800 6.2 29.9 24.6 77.3 18.2 -3.1 

1982 76.2 1.893 7.3 28.9 25.7 82.3 6.7 11.1 

1983 84.5 2.076 10.8 29.2 29.0 88.8 6.2 17.4 

1984 93.2 2.257 8.1 30.6 31.0 99.5 6.0 10.9 

1985 96.6 2.309 6.8 30.4 31.2 101.4 4.8 5.3 

1986 111.3 2.643 10.6 29.4 34.9 102.7 5.5 11.5 

1987 140.0 3.321 11.1 30.3 38.4 118.8 5.6 18.1 

1988 187.7 4.435 10.6 31.2 40.4 126.7 7.6 13.6 

1989 230.5 5.418 6.7 33.8 37.6 129.3 5.7 16.0 

1990 263.7 6.147 9.2 37.4 37.5 111.0 10.5 25.4 

1991 308.1 7.105 9.4 39.7 37.6 100.4 10.7 14.4 

1992 329.8 7.527 5.9 37.2 36.8 94.8 7.6 0.6 

1993 362.1 8.177 6.1 35.7 36.7 98.8 6.4 7.7 

1994 423.3 9.459 8.5 36.9 36.3 102.9 7.8 12.5 

1995 517.3 11.432 9.2 37.8 36.3 98.3 7.4 13.1 

1996 557.4 12.197 7.0 39.0 35.5 96.0 5.1 8.4 

1997 516.4 11.176 4.7 36.1 35.5 90.8 4.6 -2.3 

1998 346.1 7.355 -6.9 25.2 37.5 98.4 5.8 -22.9 

1999 
, 

445.2 9.438 9.5 29.3 35.3 148.9 -0.1 8.3 

2000 511.8 10.841 8.5 31.1 33.7 120.3 0.7 12.2 

2001 482.0 10.160 3.8 29.4 31.7 108.4 3.5 -0.2 

2002 546.9 11.499 7.0 29.1 31.3 107.9 2.8 6.6 

2003 608.0 12.720 3.1 30.1 32.8 107.3 2.7 4.0 

2004 680.9 14.193 30.4 34.9 109.0 2.7 2.1 
4.7 

.1IIM 7117 .. :\:\0 114 7 -II.' 2.l 
16:101 4n 30.2 

(Note) The definition of 'saving-investment ratio (SIR), is the ratio of gross savmgs (GS) to gross capl~ fonnatlon 
(~F). However, prior to 1970 the SIR was the ratio of gross national saving (GNS) to GeF. ~e GNS ~Ifferes from 
OS an that ONS does not include "net current transfers from the rest of the world" whereas GS mclude thiS figure. 

Sourte: BOK 2006 
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(Table B) Balance of Payments 1962-2005 
Export Export Increase I~ Import Increase Balance of Goods Current Account Capital Account 

Rate Rate 

llnil l~n~iIIi"" OL II~nmillinn OL IIC1.nmillin.. II~n millinn II~nmillinn 

ilIA? 55 341 4?? 334 -367 -56 19 

1963 87 58.4 560 32.8 -473 -143 107 

1964 119 37.2 404 -27.8 -285 -26 27 

1965 175 47.1 463 14.6 -288 9 7 

1966 250 43.0 716 54.6 -466 -103 197 

1967 320 27.9 996 39.1 -676 -192 280 

1968 455 42.2 1.463 46.8 -1.007 -440 501 

1969 623 36.7 1.824 24.7 -1.201 -549 718 

1970 835 34.2 1.984 8.8 -1.149 -623 662 

1971 1.068 27.8 2.394 20.7 -1.327 -848 815 

1972 1.624 52.1 2.522 5.3 -898 -371 500 

1973 3.225 98.6 4.240 68.1 -1.015 -309 630 

1974 4.460 38.3 6.852 61.6 -2.391 -2.023 2.010 

1975 5.081 13.9 7.274 6.2 -2.193 -1.887 2.501 

1976 7.715 51.8 8.774 20.6 -1.058 -314 1.973 

1977 10.046 30.2 10.811 23.2 -764 12 1.365 

1978 12.711 26.5 14.972 38.5 -2.261 -1.085 767 

1979 15.055 18.4 20.339 35.8 -5.283 -4.151 5.251 

1980 17.505 16.3 22.292 9.6 -4.787 -5.312 6.522 

1981 21.254 21.4 26.131 17.2 -4.878 -4.607 5.313 

1982 21.853 2.8 24.251 -7.2 -2.397 -2.551 3.935 

1983 24.445 11.9 26.192 8.0 -1.747 -1.524 2.391 

1984 29.245 19.6 30.631 16.9 -1.387 -1.293 3.059 

1985 30.283 3.6 31.136 1.6 -853 -795 1.633 

1986 34.714 14.6 31.584 1.4 3.131 4.709 -4.217 

1987 47.281 36.2 41.020 29.9 6.261 10.058 -10.369 

1988 60.696 28.4 51.811 26.3 8.886 14.505 -5.068 

1989 62.377 2.8 61.465 18.6 912 5.344 -2.886 

1990 65.016 4.2 69.844 13.6 -4.828 -2.014 2.564 

1991 71.870 10.5 81.525 16.7 -9.655 -8.417 6.412 

1992 76.632 6.6 81.775 0.3 -5.144 -4.095 6.587 

1993 82.236 7.3 83.800 2.5 -1.564 821 2.741 

1994 96.013 16.8 102.348 22.1 -6.335 -4.024 10.295 

1995 125.058 30.3 135.119 32.0 -10.061 -8.665 16.786 

1996 129.715 3.7 150.339 11.3 -20.624 -23.120 23.327 

1997 136.164 5.0 144.616 -3.8 -8.452 -8.287 1.314 

1998 132.313 -2.8 93.282 -35.5 39.031 40.371 -3.197 

1999 143.685 8.6 119.752 28.4 23.933 24.522 2.040 

2000 172.268 19.9 160.481 34.0 11.786 12.251 12.110 

2001 150.439 -12.7 141.098 -12.1 9.341 8.033 -3.391 

2002 162.471 8.0 152.126 7.8 10.344 5.394 6.252 

2003 193.817 19.3 178.827 17.6 14.991 11.950 13.909 

2004 253.845 31.0 224.463 25.5 29.382 28.174 8.319 

2M!; ?AAA1Q 120 ?S1 ?AA 11'; .4 ?"l1An 11'; ,,"J;Q 4889 

Source: KITA 2006, BOK 2006 
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(Table C) Inflows and Outflows of Capital 1962-2005 
Public lalli Conmen:iaILaIII Bank Loan InwardFDI Inward FDI OutwardFDI OuIwardFDI 

(Arrival Basis) (NoIification Basis) (Actual Basis) (NoIificaIion Basis) 

I" 11Iln ....... 111m miIIiftn II~n m1linn II~n miIIinn II~n millinn 111m .nIIinn IL<:Orr6In 

1AR' a 0 0 ?::l 4 - -
1983 43 24 0 0 6 - -
1964 12 12 0 0 1 - -
1966 5 35 0 0 22 - -
1966 73 110 0 0 16 - -
1967 106 124 0 98 28 - -
1968 70 268 40 5 26 3 3 

1969 139 410 30 3 49 2 4 

1970 115 367 25 9 76 5 8 

1971 303 345 90 1 40 4 1 

1972 324 326 20 518 122 2 2 

1973 403 461 49 5 318 5 14 

1974 385 603 218 2 153 12 36 

1975 477 801 200 6 207 14 12 

1978 713 839 131 5 79 7 18 

1977 636 1.241 300 143 84 21 18 

1978 817 1.913 328 181 149 34 38 

1979 1.089 1.578 1.522 195 191 21 98 

1980 1.518 1.402 440 131 143 17 21 

1981 1.705 1.247 2.196 152 153 28 294 

1982 1.877 914 1.619 129 189 101 818 

1983 1.494 973 2.121 123 269 109 83 

1984 1.424 858 3.121 193 422 50 195 

1985 1.024 964 3.880 236 532 113 219 

1986 880 1.620 1.180 477 355 183 364 

1987 1.124 1.558 777 626 1.063 410 367 

1988 891 988 9 894 1.284 216 1.636 

1989 475 860 208 812 1.090 571 974 

1990 418 30 1.344 895 803 963 2.274 

1991 430 0 4.077 1.178 1.396 1.111 1.800 

1992 486 150 2.114 807 895 1.217 2.027 

1993 417 0 2.662 731 1.044 1.264 1.997 

1994 734 0 3.565 997 1.317 2.304 3.631 

1995 462 38 6.906 1.361 1.948 3.102 5.223 

1996 535 108 8.940 2.321 3.203 4.458 7.019 

1997 5.396 1.302 19.419 3.091 6.971 3.677 8.105 

1998 5.170 1.914 15.779 5.308 8.853 4.794 5.837 

1999 3.814 12.161 5.133 10.851 15.531 3.329 5.111 

2000 769 - 7.196 10.237 15.221 5.073 6.091 

2001 225 - 2.168 5.046 11.286 5.171 6.390 

2002 153 - 7.218 3.804 9.093 3.708 6.348 

2003 80 - 8.234 5.125 6.469 4.059 5.925 

2004 0 - 10.806 9.260 12.786 6.003 8.063 

20M - - - Q 1\10; ii 1;A'l Ar.tVI Q1M 

Source: Lee 2005, Invest Korea 2006, KEIB 2006 
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(Table D) Foreign Debts and Foreign Exchange 1962-2005 
TCIIII Fonign Debt External Assets Net Foreign Debt Total Foreign Debt Net Foreign Debt 10 Foreign Exchange Exchange Rae 

10 GOP GOP Reserves 

'w 111m rnHIinn IIl:n mi"inn IIl:n mi"inn IlL IlL Ilcm mimnn KRWnl~n 

111B' R9 - - 39 - 169 130 

1963 157 - - 5.8 - 131 130 

1964 177 - - 6.1 - 136 256 

1965 206 - - 6.9 - 146 272 

1966 392 - - 10.9 - 245 271 

1967 645 - - 15.4 - 357 275 

1966 1.199 - - 23.1 - 391 282 

1969 1.800 - - 27.7 - 553 304 

1970 2.245 675 1.570 27.7 19.4 610 317 

1971 2.922 - - 30.8 - 568 373 

1972 3.587 - - 33.5 - 740 399 

1973 4.257 1.497 2.760 31.1 20.1 1.094 398 

1974 5.933 - - 30.9 - 1.056 484 

1975 8.443 1.693 6.750 39.3 31.4 1.550 484 

1978 10.520 - - 35.5 - 2.961 484 

1977 12.649 5.049 7.600 33.4 20.1 4.306 484 

1978 14.823 5.286 9.537 37.9 18.0 4.937 484 

1979 20.287 6.294 13.993 32.0 22.1 5.708 484 

1980 27.170 7.539 19.631 42.6 30.8 6.571 660 

1981 32.433 7.963 24.470 45.4 34.3 6.891 701 

1982 37.083 8.778 28.305 48.7 37.1 6.984 749 

1983 40.378 9.504 30.874 47.8 36.5 6.910 796 

1984 43.053 10.108 32.945 46.2 35.3 7.650 827 

1985 46.762 11.222 35.540 48.4 36.8 7.749 890 

1986 44.510 12.008 32.502 40.0 29.2 7.955 861 

1987 35.568 13.156 22.412 25.4 16.0 9.193 792 

1988 31.150 23.874 7.276 16.6 3.9 12.378 684 

1989 29.368 26.356 3.012 12.7 1.3 15.245 680 

1990 31.700 26.847 4.853 12.0 1.8 14.822 716 

1991 39.135 27.186 11.949 12.7 3.9 13.733 761 

1992 42.819 31.724 11.095 13.0 3.4 17.154 768 

1993 43.870 35.996 7.874 12.1 2.2 20.262 808 

1994 89.831 71.560 18.271 21.2 4.3 25.673 789 

1995 119.800 94.380 25.420 23.2 4.9 32.712 775 

1996 157.363 111.120 46.243 28.2 8.3 33.237 844 

1997 174.230 106.148 68.082 33.7 13.2 20.405 1.415 

1998 163.807 129.275 34.532 17.3 10.0 52.041 1.208 

1999 152.937 146.095 6.842 34.4 1.5 74.055 1.145 

2000 148.119 166.954 -18.835 28.9 3.7 96.198 1.260 

2001 128.687 163.415 -34.728 26.7 -7.2 102.821 1.326 

2002 141.470 183.468 -42.018 25.9 -7.7 121.413 1.200 

2003 157.552 229.250 -71.698 25.9 -11.6 155.352 1.198 

2004 172.260 284.196 -111.936 25.3 -16.5 199066 1.044 

2tJM - - - '10~1 1013 - -
Source: Lee 2005, BOK 2006 
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(fable E) Human Resources 1962-2005 
fPqdaIan EcononicaIy Active Unell1Jloyment Rae Real Wage Increase Labour Dispute Seconday Tdry Enrolment 

PopIAlion Rille Enrolment 

... n-..- TlInllurvi OL IlL nllmhAr OL IlL 

1M' ?A 513 - - -1 , - - -
1983 27.262 8.230 8.1 -7.9 - - -
1964 27.984 8.341 7.7 ~.5 - - -
1965 28.705 8.754 7.3 0.8 - 69.1 32.3 

1966 29.436 8.957 7.1 10.9 117 67.8 28.3 

1967 30.131 9.180 6.1 10.9 130 70.2 30.8 

1968 30.838 9.541 5.0 14.1 135 68.6 29.5 

1969 31.544 9.747 4.7 19.3 94 70.2 26.2 

1970 32.241 10.062 4.4 9.3 90 70.1 26.9 

1971 32.883 10.407 4.4 2.4 109 69.4 28.3 

1972 33.505 10.865 4.5 2.1 - 67.2 29.0 

1973 34.103 11.389 3.9 14.3 - 77.6 28.1 

1974 34.692 11.900 4.0 8.8 - 67.6 26.5 

1975 35.281 12.193 4.1 1.5 133 74.7 25.8 

1976 35.849 12.911 3.9 16.8 110 75.5 23.8 

1977 36.412 13.316 3.8 19.9 96 76.8 21.4 

1978 36.969 13.849 3.2 18.0 102 79.3 22.0 

1979 37.534 14.142 3.8 8.5 105 81.0 25.9 

1980 38.124 14.431 5.2 4.1 407 84.5 27.2 

1981 38.723 14.983 4.5 0.5 186 86.5 35.3 

1962 39.326 15.032 4.4 7.9 88 86.9 37.7 

1983 39.910 15.118 4.1 7.4 98 89.4 38.3 

1984 40.406 14.997 3.8 6.3 113 89.7 37.8 

1985 40.806 15.592 4.0 6.6 265 90.7 36.4 

1986 41.214 16.116 3.8 5.8 276 91.2 36.4 

1987 41.622 16.873 3.1 6.9 3.749 91.9 36.7 

1988 42.031 17.305 2.5 7.8 1.878 93.5 35.0 

1989 42.449 18.023 2.6 14.6 1.616 94.6 35.2 

1990 42.869 18.539 2.4 9.4 322 95.7 33.2 

1991 43.296 19.109 2.4 7.5 234 97.5 33.2 

1992 43.748 19.499 2.5 8.5 235 98.8 34.3 

1993 44.195 19.806 2.9 7.0 144 98.2 38.4 

1994 44.642 20.353 2.5 6.1 121 98.8 45.3 

1995 45.093 20.845 2.1 6.4 88 98.5 51.4 

1996 45.525 21.288 2.0 6.7 B5 98.9 54.9 

1997 45.954 21.782 2.6 2.5 78 99.4 60.1 

1998 45.287 21.428 7.0 -9.3 129 99.4 83.5 

1999 46.617 21.666 6.3 11.2 198 99.4 666 

2000 47.008 22.134 4.4 5.6 250 99.6 680 

2001 47.354 22.471 4.0 1.5 235 99.6 70.5 

2002 47.615 22.921 3.3 8.6 322 996 74.2 

2003 47.849 22.957 3.6 5.7 320 •. 7 797 

2004 48.082 23.417 3.7 - ~ •. 7 807 

')!WI: .a~ 241"'" "',,; - - - -
Source: Kim and Sung 2005, BOK 2005, BOK 2006 
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