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Summary

Effects of Trade and Industrial Policies in the Presence of
Strategic Technology Competition

Lee Hong-gue

By localizing the production of core parts and intermediate goods previously im-
ported from Japan, Korean firms have been striving to increase their market share and
profit in the final goods market in which Japanese firms are dominating. Korean pro-
ducers’ efforts, however, have often been thwarted by Japanese suppliers’ “strategic”
behavior. This competitive strategy involves Japanese exporters supplying parts and in-
termediate goods at very high prices until Korean firms must locally develop them, and
then setting the prices far below the previous level so that the profitability of localiza-
tion is dramatically reduced, or even means a loss for the Korean manufacturer.

This paper intends to explain the strategic behavior of Japanese firms through the
concepts of strategic interactions and joint economies. Strategic interactions can be ag-
gressive or accommodating depending on whether competitors are dealing with strategic
substitutes or complements. Joint economies exist in multi-stage competition when com-
petition in the previous state favorably influences “profits” of the ensuing stage. Com-
petiton between Korean and Japanese firms (a two-stage game involving production and
technology rivalries) can be characterized by joint economies and strategic substitutes:
joint economies since technological improvement results in more profits in the produc-
tion stage; and strategic substitutes since an increase in marginal profits of one firm brings
about a decrease in marginal profits of the other in a duopolitic production stage. This
implies that the flood of “low price” Japense substitutes is an almost “natural” phenomenon
in the context of the duopolistic market described in this paper.

In the technology competition stage, on the other hand, technology development
and technology transfer can be either strategic complements or substitutes. This implies
that, in typical comparative static analyses, the effect of changes in exogenous variables
cannot be expected a priori. Thus it becomes very difficult to determine the desirability
of applying various policy measures such as countervailing duties, R&D subsidies, and
creating demand for localized products. For these reasons, it is indeed likely that the
measures suggested as means of circumventing the strategic behavior of Japanese firms
(and enhancing technological development of Korean firms) may not work.
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Summary

A Study of the Distribution System of
Korea’s Consumer Electronics Industry

Nam Il-chong

The Korea’s Consumer electronics industry has exhibited a spectacular growth in
the last three decades, expanding into one of the most important industries in Korea
in many respects. One interesting aspect of the industry is the dominant role played
by the Big Three of the industry, Gumsung, Samsung, and Daewoo. Since 1984, the
three companies have accounted for about 90% of the sales in key items such as color
TV, VTRs, refrigerators, and washers. The Big Three not only dominated the manufac-
turing stage, but also the distribution stage of the industry through their networks of
exclusive dealers that constitute the major part of the distribution market.

In this study, we analyzed the effects of the exclusive dealing by the Big Three
on the efficiency of the Korean economy. We find that exclusive dealing by the Big
Three could seriously constrain competition in both the manufacturing and distribution
stages of the industry. Exclusive dealing by the Big Three effectively forcecloses the market
for most other manufacturers as well as deterring entry into the manufacturing stage
by potential entrants. Further, it impedes the growth of distributors that achieve the
economies of scale and scope and restricts competition by the Big Three. In contrast,
we could find little evidence that exclusive dealing by the Big Three is pro-competitive
or enhances welfare.

As a remedy to this problem, we suggest that the Fair Trade Commission of Korea
should regulate the exclusive. dealing by the Big Three, thus opening the door for the
growth of distributors that are not bound by an exclusive dealing relationship with any
of the Big Three. Put differently, we urge the Korean Fair Trade Commission to apply
the Article 23 (5) to the exclusive dealing by the Big Three. Article 23 (5) that states
that unfair restrictive dealing is illegal has never been clarified by the FTC. We believe
that our analysis could also serve as a basic for the clarification of the article in general.
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Summary

Is Higher Land Holding Tax the Solution
for Korea’s Land Problems?

Son Jae-young

This paper examines the increasingly popular belief that higher holding tax will
be the ultimate solution for Korea's land problems which include excessive concentra-
tion of ownership, high and rapidly increasing land prices, and rampant speculation.

In principle, land holding tax can supplement capital gains tax in recapturing capital
gains from land or suppress returns from land investment returns in line with other forms
of asset. This paper shows, however, that the tax burden must be drastically increased
for the tax to achieve such goals, and the resistance from tax payers is sure to be intense.

As long as the price expectation remains high, as in Korea where land prices have
increased 19% annually during the past 18 years, even such increase in the tax may
have little impact on landlords’ behaviors, the price trend, or the ownership structure.

More effective solutions for Korea’s land problems are relaxing land use regula-
tions to encourage the supply for urban land and improving the performance of capital
gains tax to recapture windfall gains from land. This paper also notes that the so-called
“lock-in effect” of the capital gains tax seems to be exaggerated.

Land holding tax should be viewed as a revenue raiser for local governments rather
than an anti-speculative policy tool. Abandoning unattainable policy goals and adhering
to the general principles of taxation, will make land holding tax much simpler, and will
better function as a local ‘revenue source.

Growth in the Service Sector and
Its Policy Implication

Kim Ji-hong

Korean economy has experienced rapid expansion of the service sector at the ex-
pense of the manufacturing sector since 1988, which was caused by the wage increase
and the appreciation of Won. The government worried about the deindustrialization
and the erosion of the international competitiveness, and various measures were taken
to enduce labor force into the manufacturing sector.

However, this article argues that the expansion of the service sector is inevitable
phenomenon in the process of economic development, and the balanced industrial policies
are desirable. In addition, the Uruguay Round Service Negotiations require liberaliza-
tion of the service market and internationalization of the service industries.
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Summary

Outside Sourcing of Technology for SMEs

Kim Joo-hoon

The recent sharp increase in wages has driven many Korean manufacturing firms
to move into tehcnology-intensive fields. The task of industrial restructuring is, however,
rather difficult for small and medium-sized enterprises (hereafter, “SMEs"”) which suffer
from limited R&D resources. If the R&D activities of SMEs are left unattended, industrial
restructuring process may be retarded. Hence, the government-sponsored programs can
be justified when used to promote the technological level of SMEs.

Because of the limited internal R&D resources of SMEs, in particular human resources,
the government-sponsored programs that depend on financial subsidies to stimulate the
R&D activities of SMEs may not be recommended. Rather, a more desirable policy is
programs to subsidize outside sourcing of SMEs. Basic principles of the program are;

(i) that the government should establish R&D laboratories which are specialized
in joint researches with SMEs in each industry;

(ii) research projects of the laboratories should be funded by SMEs; the govern-
ment’s support covers only fixed costs such as construction costs in order to
avoid moral hazard problem.

(iii) technology adviser programs sponsored by the government should be improved;
geographical distribution is to be expanded and the activities are to be monitored
by local governments. Also foreign networks need be strengthened.
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