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The Four Largest South Korean Business Groups and

Foreign Technology: Acquisition of Technology and

Foreign D irect Investnlent
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ABSTRACT This paper deals with the acquisuion qf fireign technology and with fireign direct
investment fry the four largest South Korean business groups. Major conclusions are: (1) the groups
successfully acquired foreign, state-of-the-art technology fir large-scale production qf lower and middle
market segmentproducts within a very broad range qf industries; (2) the most important current problems
fir the groups (lack qf own high-technology and low equity and prqfit rates) are genuine results qf the
same strategy, which led to the successful acquisition qffireign non-high-end technology; (3) although all
four groups undertook fireign direct investment of considerable scale, these investments were mainly
restricted to a Jew geographic areas and product groups, and it is.far too early to speak ofa real
'globalization' qf group operations.

Keywords: Sou th Korea, technology transfer, foreign direct investment, industrial
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Introduction

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

The first two parts of th is article are based on an earlier paper by the author."
The third part consists mainly of new material. As the author had no direct access to the
chaebol, all inform ation was assembled from a variety of pr inted materials. Three kinds
of sources have been used : company brochures, scientific publications and the economic
press; Business Week and German Handelsblatt from February 1994 up to December 1997
and The Economist from September 1995 up to December 1997.4 Per tinent information
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Table 1. Ch aebol sales in $US billions and as a percentage of Korean GDP (*GNP)

1965 1970 1975 1980 1984 1988 1992 1994 1996

Daewoo 0.2 15.2 25.4 40.0 45.0
Hyundai 0.5 27.8 63.0 80.0
LG 0.9 9.2 22.8 48.0 55.0
Samsung 0.0 0.1 0.7 3.6 31.0 48.5 63.0 71.0
Four Chaebo l 2.3 96.8 214.0 251.0
Korean GDP 2.9 8.6 21.1 57.6 89.0 194.6 304.9 386.7 484.8
Daewoo 1.1% 7.8% 8.3% 10.3% 9.3%
Hyundai 2.3% 14.3% 16.3% 16.5%
LG 4.1% 10.3% 11.7% '11.0% 12.4% 11.3%
Samsung 0.9% 1.3% 3.5% 6.3% 15.9% 15.9% 16.3% 14.7%
Four Chaebol 10.9% 49.7% 55.3% 51.8%
Top 10 17.9% ' 48.1% '67.4% 65.7%
Top30 #Top46 # 33.8% ' 75.0%

was put into databases to keep track of the wide range of group activities and to chec k
the data of different sources against oth er data.

Developrnenr of the Four Chaebol until 1997

In general, the term chae bol is used for large South Korean business groups that conduct
busin ess in many, technologically unrelated industries; are centrally owned and con
trolled by the founder family; and are financed to a large extent through external credit,
provided mainly via the government-controlled, official Korean bankin g system. These
three major cha racteristics represent an initial definition of the four chaebol. The
following provides a brief discussion of the growth and production programs as well as
the organizational and ownership struc ture of the four groups.

Today the four chaebol are by far the largest Korean business groups and dominate
one of the fastest growing economies of recent decades.' Their combined sales reached
about 50% of the GDP in the late 1980s Cr able IU). If listed correctly, all four business
groups would have been in the T op 50 of the Fortune Global 500 since 1994. In 1987 ,
for tactical reasons, some chaebol stopped providing group data and listed only their
largest compa nies/ on the last three Fortune lists for the years 1994--96, Dacwoo-r-th c
smallest of the four chae bol- is always listed as the largest Korean compa ny at number
52, 34 and 24, respectively."

Developments in the production programs of the four chaebol are given in Table 2,
which illustrates major similarities and differences. Notable is the difference between the
founding of Daewoo in 1967 and the beginnings of the other chae bol in the 1940s . Since
Hyundai's ope rations did not reach a significant scale until after the Korean War , the
beginning of the four chae bol can be divided into three groups: Sam sung and LG
(pre-Korean War 1940s); Hyundai (post-Korean War 1950s); and Daewoo (late I960s).

Although all chaebol originally started as trading firms, there were differences . In the
case of Samsung and Daewoo, these firms developed directly into strong central trading
compa nies. For LG and Hyundai, tradin g activities represented only the first business
activities- during which first capital was accumulated- while centra l group firms
emerged out of industrial opera tions: chemicals and consumer electronics in the case of
LG, and construc tion in the case of Hyundai. Thus, LG clearly has the longest and most
continuous manufacturing tradition with chemicals/ petrochemicals and electronics.
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Table 2. Timetable: developm ent of chaebol production , 1938-1997

First ind ustrial Main industries Future /strategic

First activities projects t oday in dustriesa

Daewoo T rade (e '6 7) Textiles (e '68) Machinery Finance

Machinery (a '73) Automobiles Aerospace?

Electronics (e '74) Shipb uilding Resources?

Electron ics

Construction

T rade

H yundai T rad e/ Auto repair/ Ce ment (e '64) Machin ery C hemicals?

Transport (in 40s) Automobiles (e '67) Automobiles Petro chemicals?

Construction (e '47) Ship buildin g Finance?

Electronics Resources?

C on struct ion Aerospace?

Trade Steel?

LG Trade (under J apanese Cos metics (e '47) C hemicals Ma chin ery

govern ment = before '45) Radio s (e '58) Petrochemicals Automobiles?

Ca bles (e '62) Electronics Shipbuilding?

T rade Finance?

Resources?

Samsung T rade (e '38) Suga r (e '53) Machinery Autom ohiles

Wool (e '54) Shipbuilding Aerospace

Fertilizer (e '64) Electron ics Chemicals

B/w TV (e '69) Finance Petrochemicals

Trade Resources?

Note: N umbers in parentheses indicate start ing da te (e =estab lished; a =acq uired).

• On lyadditiona l industries are listed. Despite government pressuresand chaebol paying lip service to restricting themselves

to core activities, there is no sign of any withd rawal from recent majo r industries.

They are still the most important industries in the 1990s. All other chaebol established
their first industrial plant in an area that today is only of min or importance. Recently the
four chae bol have been moving toward a similar structure of core indu strial activities:
construc tion, electronics, aut omobilesltrucks, chemicals/ pe trochemicals and machinery .
The groups , however, possessed different strengths up unti l thc mid-1980s. Since then ,
each chaebol has been trying to fill the gaps in the afore mentioned range of industries.
One group after another has been entering new industries without abandoning existing
ones.

With regard to the own ership struc ture of the four chae bol, two points are important:
(I) they had and still have low equity ratios ; and (2) there are about thre e layers of
holding firms. T he chaebol started their growth with a small equity base:

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

1982

1991

Chaebol

33% (> 50%)'

47%

Daewoo

42%

50%

Hyundai

> 21%b

68%

LG

2 1%

38%

SlUIlsung

33%

53%

Note: Figures for 1982 refer to the share of the 'founder family' in listed companies. Forty -one
chaebol were covered . Figures for 1991 origina te from a report of the Kor ean government and

refer to the shares of 'founder family and group firms'. These figures include listed as well as
non-listed compa nies from 61 chaebol.

a In parentheses, Korea Development Institute estimate for 'family stock ownership', if non-listed
compa nies are included.

b No share is given for Hyundai, but the figure for LG is 'by far the lowest of all the ten major
group s'.

SOUTceS: Tamio Halton , :Japanese zaibatsu and Korean chaebol' , in K. H . Chu ng and H. C. Lee
(cds.), Korean Managerial Dynamics, Praeger, New York, Westport & London, 1989 , Pl' . 80, 87-90
(for 1982); Takao Taniura, 'T he Lucky-Go1dstar group in the Republic of Korea ', 771£ Developing

Economies, 16,4, 1993, Pl' . 465- 84, p. 476 (for 1991); G ECD , op. cit., 1'. 59.

a group of firms, or chae bo l . . . Even for the .. . prosperou s firms in th e group, the
financia l struc ture remain s weak,"

At the end of 1992 the equity ra tio for the five largest chaebo l was still only 23% .10
Low equity ra tios allowed the founder (and his family) to contro l much of th e equity and
at the sam e time to expa nd business in great leaps. In 1982 and 1991 the 'founder' still
owned- direc tly and indirectly- about 50% of the gro up sha res . I I Figures in T abl e 3
seem to indi cate an increasing 'founde r' sha re, but probably the opposite is tru e, becau se
figures for 1982 include only sha res in listed companies, which are lower than shares in
other group compa nies. This fact is only indi cated by the estimated figure for 1982.

On the one hand, the contro lling power of the 'founder' share is fostered by a
government policy whi ch makes it very difficult for other persons or gro ups- and
espe cially foreigners-to acquire larger sha res of Korean companies. On the other hand,
the govern me nt tries to restrict 'founder' share and influcn ce.F In general , the existing
'founder' sha re still seems to guar antee control of major group decisions.

The general description of th e owners hip structure development for Korean chaebol
as presented by Hattori seems appropriate for the fou r chae bol.13 H attori argues that the
gro ups started with companies owned by the 'founder'. With the acquisition and
establishme nt of new companies, the centra l trading company came to own many shares
in other gro up companies. Later , an additional holding (foundation) was established
th rou gh the transfer of ownership sha res. If activities reached considerable scale within
on e industry, the respective maj or firm acted as a holdin g for other companies within the
industry (Figu re I).

Figure I presents the actua l orga niza tiona l struc ture of the four chaebo l tod ay. "
Each gro up consists of five major organiza tional subunits plu s a holding company. The
holding company has no influence on the organization of current group ope rations. In
each major industry the four chae bol have on e (some times two) firm(s) of param ount
importance. Generall y several smaller compa nies exist in addition to this major firm . For
the coo rdination of gro up operations with in one industry the number of legal entities
seems of minor imp ortan ce. All firms could be viewed defacto as division s of the major
firm . The decision whether to establish a new production area as a formal division or
separate entity mainly depends on the finan cial possibilities (including risk redu ction) and
technology tran sfer for the project.
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Human Capital Formation
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A_B A pro vides kn ow-how/train ing fo r B

Figure 1. Actual , recent organizational struc ture of the four chae bol.

Acquisition of Technology I : The Process

In a discussion of the process involved in the acqUISItIOn of production technology
(choice of technology and supp lier , construc tion, start-up and scaling-up of production), it
would seem appropriate to use the external environment and the economic goals of the
Korean government in the early 1960s as a starting point. In 1962, after a decade of
corruption and slow growth following the end of the Korean war , a new government put
economic growth and reorganizing industry in a struc ture similar to that of developed
countries on top of its agcnda. l" The decision was made to crea te privately owned pools of
resources und er dom estic control. The aim was to facilitate state-of-the-art mass production
in industries completely new to the country. All this had to be achieved in a nation with few
finan cial, natural and human/techni cal resources. In the end, the solution to the problem
was to rely on companies with little equity-owned by Ko reans-and considera ble outside
capital- financed through foreign debt. In any case, a dom estic, private majority capital
owner had to assume direct responsibi lity for the company. The government determined
the area of production and provided the outside capital-either directly in the form of
foreign lend ing by the state or indirectly by guaranteeing suppl ier credits.

The basis for such a policy was established when the Park government arrested
leading businessmen and confiscated their wealth in the early I960s . Eventually, a deal
was made: wealth was ret urned to the businessmen, who in turn were obliged to use it
as controlling equity in new industrial projects.l" Hyundai, LG and Samsung all carried
out their first industrial projects promoted by the government. Only successful rea lization
of the projects opened up opportunities for furth er growth.l " The poli cy was one of
'picking winners'.

The most important privi lege granted to promoted projects was the allocation of
subsidized credit through the nationalized banking system .l" The government delib er-
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ately changed th e expec tations of potenti al resource suppliers towards certain kinds of
production .l'' The state carried the interest differenti al by building up foreign debt.
Access to foreign credit itself ultim ately depended on the ability to meet the resulting
debt obligations. The govern ment accounted for this by institutionalizing a general
export promotion policy and by setting expo rt quotas for promoted industrial proj ects.20

The high levels of prot ection given to the promoted industries were also of gre at
significance ."

Under the conditions specific to Korea, the 'picking winn ers' model was an attractive
and successful pattern for finan cing , even though it led to two major probl ems for the
K orean economy: low equity ratios and a distort ed finan cial system. It was successful
because the Korean govern me nt wanted large-scale production . This meant, at least in
th e beginni ng, only one or two plan ts per industry. In a standard compe titive model ,
over a period of time all less efficient producers are driven out of the mark et. H owever,
with only one or two large resource po ols-for which the alternative uses are far less
productive-the disapp earan ce of a less efficient producer represents at least a minor
disaster . For this reason , the governme nt looked for entrepreneurs who would use
resources with relati ve efficiency, though they would have few or no domestic compe ti
tors.22 If an entrepreneur was not able to do so, the government transferred the resources
(by transferring the majori ty equity) to another cntrcprcncur.P In general, the fou r
chae bol represent the largest 'winners' over the last three decades. They are the bu siness
gro ups that have received the most finan cial resources for different industrial projects
from the government- controlled banks. This allocation ultim ately depended on the
ability of th e owner to guarantee fast construction and production at full cap acity
irrespective of the industry.

All techn ology was acquired from the leading industrial nations. In addition to the
respective company, the sta te also part icipated in negotiatio ns with potenti al suppliers of
technology. With regard to the cho ice of a specific technology, the Koreans met with an
astonishing experience :

The .. . stages . .. of . . . surveying altern ative techniques and altern ative suppliers,
and choos ing the best combination ... provided those studying the process of
incorpo ra tion with their most surp rising results-that the choice of technology is
of negligible consequence and that the cho ice of supplier is of grave consequence .
Ea rly in the enquiry it becam e apparent that in Korea the choice of technique had
been pre-empted . Long before the manufacturing techn iques were imported , the
Korean goverriment had decided to industrialise by producing in substantial
volumes a wide rang e of modern , sophisti cated goods in large-scale plants employ
ing the most advan ced techn ology ... the Korean govern me nt discovered that there
were usually several alterna tive suppliers of advanced manufacturing techn iqu es
differin g in their design and ope ra ting characteristics but almost ide ntical in the
inputs they consumed and the outputs they produced."

In consideration of this finding the govern ment developed a pri ority list, glVen 111

T able 4, for negotiations with foreign techn ology suppliers.P
Within the whol e organizational process the purchase of technology is probably the

transaction which offers the most room for maneuver . This is a consequence of
the nature of the product- it is for the most part knowledge. Compared to the resource s
needed to produce knowledge, the resources needed for its transfer are few (variable unit
costs are a very small fraction of total costs). T echn ology is not as easy to define and
del iver as, for example, an input product or a ma chin e. For this reason , the main roo m
for maneuver is often not found in the area of monetary pri ces but rath er in tran sfer
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Table 4. Priority list of the Korean government for negotiations with foreign suppliers
of technology

I. Finan cing (foreign credit [preferred] as well as foreign investment)
Maximum plant output (prior to profit maximization)

2. Government control of input and output prices
Uniform treatment of foreign participants
Full acquisiti on of technical know-how by Koreans

Automatic access to subsequent techni cal improvements
3. Access to later innovations

Gov ernment control over intern al administration of firms operating in Korea

Acquisition of financial and marketing knowledge by Koreans

Localization of capital goods purchasing
Maj ority ownership by Koreans

4. Competition in newly-established industry ( = several producers)

Export permission to other countries
Foreigners remain temporarily in leading technical and financial positions

Source: From Enos and Park, op. cit., PI" 233-4.

ESSENTIAL

DESIRED, nUT IN
EXTENT NEGOTIABLE

DESIRED, BUT

CONCEDED IF
NECESSARY

CONVENIENT, IF

AVAILABLE

conditions.i" By adhering to the government priority list, the chaebol actually received
maximum property rights for their financial resources. Different suppliers at comparable
monetary prices were willing to make different concessions.

Once a technology supplier was selected, needed inputs were determined. All imports
had to be purchased at world market prices. But domestic producers do not necessarily
pay world market prices; generally they will pay higher prices for inputs because of taxes
and quotas. In promoted industries in Korea (where the four chaebol mainly operated)
the situation was different. Most imports were freed from quotas and import taxes and
were financed by subsidized credit. This meant that input prices depended on the specific
use of the input; that is, the kind of production (industry), the formal goal (maximum
output) and even the final markets (export targets, price controls). 'Investment and trade
policies became intimately bound.'27 Indeed, with the signing of the initial contract the
government guaranteed supply of all material inputs at comparably low prices. This was
also true for domestic inputs.i" In addition to explicit purchases of technology the implicit
transfer of technology, included in specifications of foreign buyers and/or OEM
contracts, was also important.f"

With regard to the major domestic input, labor, the four chaebol offered the most
attractive, modern workplaces as well as the best pay and best prospects for promotion:
they were the premium Korean crnployers.I'' Generally, employees were hired directly
from university or school. Production-related knowledge was then taught in-housc.i"
Competition in recruiting the best graduates was mainly restricted to the chaebol.V

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

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

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

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

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

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

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

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

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

As the Korean education system produced a large pool of well-educated labor which
the chaebol were able to tap, and as the government secured the availability of other
domestic and foreign inputs, the major constraint to output maximization was applied by
dernand.f Where new technological developments made installed production lines in
part obsolete and as a result cut demand, productivity gains were low, and there was no
chance of running down the learning curve.i" With regard to construction periods, the
Koreans are respected for international record times in the completion of plants": 'T he
chaebol soon became the most progressive firms .. . Entering new industries at minimum
cost and at lightning speed raised the firm's ability to compete in many markets.t'"
Generally speaking, with regard to the productivity of Korean producers-and especially
the chaebol-the points above seem to indicate that they have done fairly well for
companies in a late industrializing country.

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

Table 5 gives an overview of foreign direct investments by the four chae bol. Although
(and because) every group has sales and trading operati ons alI around the world, these
activities are excluded. T echn ological know-how is more closely related to the op eration
of plan ts (and 'direct' services) than to services which are related mainly to the
distribution of produ cts produ ced by other group firms. Although the material repre
sented in Table 5 is not comprehensive, (with some background knowledge) major
tendencies can be detected . Asia (excluding J apan) and East Europe (including the CIS)
are the most important regions for foreign production activities by the four chaebol.
Globalization of production is most advan ced within the field of consumer electronics,
though even in this area produ ction activities in the 't riad' (Western Europe, Nor th
America and Japan) are often more related to market access for a restricted number of
non-high-end products and the scanning of markets and technologies than to more
efficient produ ction of plan ts under Korean contro l.V Becau se Korea lacks natural
resources of any importance, it would seem that tod ay the chaebol consider it imp ort ant
to be involved (in general the Koreans participate as j unior' partners) in the develop
ment of natur al resources worldwide. FDI s in R&D firms and facilities are restricted to
the regions within the triad (with the notable exception of attempts to gain access
to Ru ssian know-how and research potential) and the fields of machin ery/vehicles an d
electronics.43

With regard to techn ology transfers (such as license contrac ts, co-operations and joint
ventures) there is one very important , plain and not very surprising fact: all techn ologies
have com e from the leading industrial nations, with J apan the most important technology
supplier, followed by the US and European countries." From whom could the chaebol
have obtained state-of-the-art mass production technologies if not from the leading
industrial nations of the triad? Ever since the 1960s it has been a continual repeat of the
same story . Your group wan ts to enter a totalIy new kind of production? ' Veil, bu y
the whole techn ology from someone who knows (that is, triad firms) at the best terms
available, and see the whole thing through as fast as possible with maximum support
conditions ava ilable from alI governments/official bodies involved. You want to upgrade
your existent product portfolio? WelI, co-operate with, or buy, someo ne who knows.45 In
general, the 'strength' of the Koreans can be detected from the kind of agree ments made.
Production joint ventures (especially within Korea) with foreign partners ind icate a weak
position.l '' while license agreements, techn ological co-operation and joint developments
indicate a strong (technological and marketing) position for the chaebol." Original
equipment manufactu ring (O EM) falIs somewhere in-between .

T able 6 presents informa tion on FDI and techn ology transfers for one product: color
TVs. The table demonstrates that even for products where the chae bol are major global
p rodu cers." foreign prod uction in indu strialized countries plays a minor role and serves
primarily to satisfy trade goals. This is depicted most clearly from production data for
Am erica, where both groups with production in the United States later moved their
prod uction to Mexico.t"

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



Table 5 . Foreign direc t investment by the four chaebol up unt il 1997 by industry and region (excluding sales, distribut ion
and trade)

Alnerica Europe Asia Europe Alnerica

Industry Japan (North) (West) (excl . Japan) (East/CIS) (Latin) Australia Africa
---

Light Industries
Textiles/ apparel S DS D DS D

Construction D D S DS D D D

Other D D D

Heavy Industries f:?;:::

Chemicals/petrochemicals D DLS DL S-
Iron/ steel/ other metals DH DS H H ~
Automobilesltrucks Hhs d DH D ~

Machinery DSs DLS D l:l;::s

Shipbuilding H d ttl
Aerospace D ;:::

e.-,

Electronics
;::j'
~

Consumer electronics dis LIs DdUSs DLS DUS DLS LS
e.-,

Telecommunications D DL S s
Computers/ microelectronics. dis DHIS Ss D (PC.manito" ) -§.
Services

e.-,

l:l
Entertainment/tourism S D D D ;::s

l::l...
Real Estate SD D

~Finance SDH DHS DH DL
~

Oth er services HS H D ~ .
Natural Resources

~Natur al resources DHS DHS DS DH DHS DH s,
;::s

Noll: D =Daewoo, H =Hyundai, L =LG-group, S =Samsung. Lower case (d, h, 1, s) =research & development (R&D). Bold type =major investments. <:::>
1:5'"

I!.;j

O"l
c.D



Table 6. Foreign and worldwide production" of color television sets by Daewoo, LG and Samsung and technology suppliers
(by region)

CHAEBOL

DAEWOO

LG

SA..YISUNG

Tech Suppliers, OEM &
Acquisitions

'96: OEM of medi um-size

models for NEC m
'97: produ ction for]VC m
possible for non -high end

CTVs

'97: tried unsuccessfully to

take over Thomson

Mu ltimedia (F)

'66: 1. b/w TV Hitachi m
Since '9 1: cooperation with

Zenith Electronics (US)

'95: takeover of Zeni th

'96 : production start with

techn ology from Sanyo m
'92: H DTV tech-shari ng

agreement with General

Instrument (US)

America

'96: 2,000,000 Mexico

'96: 1,000,000 Mexico

'S2: 1,000,000 US

'S3: (1,000,000) US

'SS: 450,000 Mexico

'S4: (1,000,000) US

'96: 1,500,000 Mexico

Europe

'93: 400,000 France

'96: 450,000 France

'96 : 600,000 Fran ce

'94: 200,000 Poland

'95 : 400,000 Poland

'96: (600,000) Poland

'96: 400,000 Poland

'S6: 150,000 Germany

'S7: (1,000,000) Germ any

'9 3: 100,000 Germany

'90: 200,000 Turkey

'95: 200,000 Hun gary

'95: 250,000 Hungary
'96: 200,000 Hun gary

'97 : (400,000) Hun gary

'SS: (400,000) UK
'95: 300,000 UK

'96: 1,000,000 UK

'S9: (120,000) Spain

'96: 150,000 Spain''

'97: 300,000 Spain"

'S2: 200,0000 Portu gal

Asia (excl.Japan)

'94: 200,000 Vietnam

'96: ? Myanmar

'96 : ? India

'94 : 100,000 Pakistan

'96: 70,000 Pakistan

'96: 90,000 Uzbekistan

'96: 100,000 Ka zachstan

'95 : ? China

'SS: 100,000 Thailand

'90: 150,000 Indonesia

'92: SO,OOO? Chin a

'97: (1,200,000) China
'97: i ,200,000 China

'92: ? Thailand

Worldwide

'94: 4,500,000 incl.

1,500 ,000 foreign

'96 : S,OOO,OOO

2000 : (10,000,000)

'92 : 6,000,000

'96: 10,250,000

'96: 9,000,000

"'-J
o

~

~
~
a·
1$"

Note: a Produ ction as well as capac ities. Planned figures in parenth eses.

b TVCRs = Combination of CTV and VCR. The year is followed hy the amou nt of production/ capacity and country. Hyundai has no relevant production of CTVs,

and ther e is no production of importance in Africa (though Samsung prod uces in South Africa).

Source: Inform ation was collected from about 25 sources. T he most important are PR Dept. of Goldstar Co., Goldstar, Seoul, 1993., pp . 9, 33- 40; Daewoo Corporate Cu lture

Dept., Neuisfrom DaLWOO, May J994, Seoul, 1994, pp. 6-9;]. R. Chaponni ere , op at., pp . 113-1 5; Business Wetk, 16 September 1996, p. 33; and Daewoo Gru p, op. cit., pp .

47- S, 71-S S. All other information was taken from company publications or the business press. Varyin g information are all given .
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Table 7. Some own-brand sales rati os (O BS) for the four chaebol (consumer electronics,
1990-96)

Year COlDpany Products OBS

'90 S Gro up CTVs 35%
'92 D Electronics Consumer electronics 25%
'92 S Electronics CTVs 60%
'93 D Electron ics Consumer electronics 35%
'93 D Electronics Refrigerators 32%
'93 D Electronics Washing machines 40%
'93 D Electronics CTVs 39%
'93 D Electron ics MW Os 28%
'93 D Electronics VCRs 34%
'94 D Electronics Consumer electronics 50%
'94 D Electron ics Refrigerators 43%
'94 D Electron ics Washing machines 60%
'94 D Electronics CTVs 67%
'94 D Electronics MWOs 46%
'9 4 D Electronics VCRs 50%
'94 S Electronics All Co . Products 65%
'9 4 Goldstar Co. Consumer electronics 50%
'96 LG Electronics All Co . Products 50%

Note

65% of exports under OEM; date ca.

40% for others; possibly only related to EU

Planned
Planned

Planned
Planned
Planned

Planned
60 -70%

Ca . 50% of Germa n production for others
Date of source

D =Daewoo, S =Samsung
Source: Daewoo Corporate Culture Dept., May 1994, op. cit., p. 6: Denise Chai , ' Is Samsung running ahead of its
capabilities?', AJiamo~, December 1993/J anuary 1994, p. 59; LG Electronics, 'Sponsorship statement . LG Electronics:
Positioned for future growth', AJiamonry, Ma y 1996, p. 47; Handelsblatt, 27 May 1994, p. 18; Handelsblatt, 18 April 1995,

p.9.

dis tributed un der the nam e of other companies. All of this should not det ract from the
impressive achieveme nts of the four chaebo l. It j ust serves to make comprehensible how
these astonishing leaps forward in product and techn ology portfolios have been possible.

Conclusions and Prospects

This pap er has dealt with the acquisiuon of foreign technology and fore ign direct
investment by the fou r largest South Korean business gro ups: the chaebol Daewoo,
Hyundai, LG (up until 1994 Lucky-G oldstar) and Sam sung. The four chaebol success
fully acquired stat e-of-th e-art technology for large-scale production of lower- and
middle-m ark et segm ent products within a very broad range of industries.50 As these
technologies were often completely new to the respective chaebol, or even to the country,
speed and scope of the acquisition were ind eed some kind of 'Asian miracle' . The
'miracle' can be explained by the stra tegies of the Korean s and the fram ework in which
it was realized, and it can be dem onstrated that the achievements came at some cost. In
fact , the most importan t rece nt problems of the chaebol, nam ely lack of thei r own
high-techno logy, extreme diversification , nontransparent int erdependen cies between
gro up companies, as well as low equity and profit rates, are genuine results of the very
stra tegy which led to th e successful acquisition of techn ology. Although all four gro ups
undert ook foreign direct investm ent at a conside rable scale, these investm en ts were
mainly restricted to a few geographic areas and product groups, and it is far too ea rly
to speak of a real globalization of group operations.

Prospects today appear more dismal than they did in the last three decades. The
main reason s for this seem to be neith er a lack of awareness of the major problems-
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nearly every business article and scientific publication within the last few years has paid
attention to them-nor even the problems themselves. The main reason is probably that
the gro ups and the Korean government are unable to act in new and difficult ways to
solve the problems. It seems to be very hard to abandon strategies that have proven
successful in the past.
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