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SOUTH KOREA'S AUTOMOBILE 
INDUSTRY 

Development and Prospects 

Andrew E. Green 

In 1980, the second oil shock, coupled with the polit- 
ical turmoil created by the 1979 assassination of President Park Chung 
Hee, sent South Korean automobile makers reeling. Sales and production 
plummeted, and the very survival of the industry was in question. In early 
1986, however, Hyundai introduced the Excel for sale in the American 
market, and within two months, according to Automotive News, the Excel 
was "hot, and hard to find." By the end of June, only four months after its 
introduction, Hyundai had broken the record for the most sales by an im- 
porter in its first full year of operation. The following year, car sales in 
the United States were down more than 10% but Hyundai's sales rose by 
56% to a total of 263,610 cars. That same year, Hyundai began to provide 
Mitsubishi with its Precis model (a slightly modified Excel) for sale in the 
U.S. and was joined in the American market by two other Korean firms: 
Daewoo (in a joint venture with GM) supplying Pontiac with its LeMans, 
and Kia assembling the Festiva for Ford. In 1987, the total car exports of 
the Republic of Korea (ROK) to the United States numbered 346,582, 
more than double the previous year's total. Sales continued to rise in 1988, 
and by the end of the year Hyundai was the fourth leading exporter of cars 
to the United States, behind only Toyola, Nissan, and Honda but ahead of 
such notable and long-established firms as Volkswagen, Mazda, and 
Subaru. South Korea had become the first developing nation to gain a 
significant presence in the American import car market. 

Andrew E. Green is Assistant Professor of Government at Connect- 
icut College. The author wishes to thank Chalmers Johnson, Martin Landau, and the Berke- 
ley-Hong Kong Project for advice and assistance in completing the project on which this 
article is based. 
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1. The record had been set some 30 years earlier by Renault, and had, in the intervening 
decades, withstood the entry of countless Japanese firms into the American market. 
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This success was all the more remarkable because, among developing 
countries, South Korea is a relative newcomer to the large-scale produc- 
tion of automobiles. Just 25 years ago, the Korean government, out of 
concern for the quality of Korean-made parts, restricted local parts manu- 
facturers to the production of "non-lethal" components, that is, parts that 
are not related to vehicle safety. In the 1970s, the production of 
automobiles in the Third World was dominated by three Latin American 
countries (Brazil, Mexico, and Argentina), which accounted for 85% of 
p rod~c t ion .~As Figure 1 illustrates, the South Korean auto industry 
through the end of the 1970s was a fraction of the size of those of the other 
Newly Industrializing Countries (NICs). During the 1980s, however, pro- 
duction increased almost twentyfold, from just over 50,000 to nearly a mil- 
Iion vehicles per year, and South Korea had become, by far, the Third 
World's leading auto exporter. The level of success achieved confounded 
the expectations of industry experts, but did not mark the limit of Korea's 
export ambitions; Hyundai, in the words of one of its executives, "aim(s) 
to be one of the world's leading auto manufacturers." Such ambitions, 
however, may be beyond the capability of the ROK's car makers. In 1989 
in a slumping American market, sales of Korean cars were down 25% and 
the slide continued in the first half of 1990. There are reasons to believe 
that the future of the South Korean automobile industry is not as bright as 
its immediate past. 

How do we explain the unexpected and unprecedented success of the 
ROK's automobile industry and its more recent setbacks? In recent years, 
the concept of the "state" has moved to the center of the debate over the 
nature of the economic development process. The emerging statist litera- 
ture asserts as its central premise that economic development and transfor- 
mation requires the active intervention of the statee3 The statist approach 
appears to be particularly appropriate in South Korea's case because of the 
widespread consensus among scholars that it is one of the foremost exam- 
ples of successful government-led economic development. This article 
tests the hypothesis that the South Korean state is the primary causal fac- 
tor in the development of the ROK automobile industry and that its ac- 
tions explain the observed outcome. The results demonstrate that the state 
can foster the creation of a more efficient and technologically sophisticated 
industry that manufactures a much more competitive product than the 

2. Sanjaya Lall, "The International Automotive Industry and the Developing World," 
World Development, vol. 8 (1980), p. 792. 

3. To be more precise, it requires that the state possess a professional, developmentally 
oriented bureaucracy endowed with the power to manipulate policy tools such as interest 
rates, allocation of credit, market access, and industrial organization to achieve development 
goals; and the will and capacity on the part of the political leadership to insulate the bureau- 
cracy from parochial demands by business (foreign and local), agricultural, and labor groups. 
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FIGURE 1 Auto Production 1960-1980 
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Source: Dilip Mukerjee, Lessonsfrorn Korea's Industrial 
Experience (Kuala Lumpur: Institute of Strategic and 
International Studies, 1986), p. 46. 

private sector would produce on its own. But because the export viability 
of the auto industry depends on the nature of competition in the interna- 
tional market, the state lacks the power to guarantee its long term success. 
The balance of this article is divided into three sections. The first provides 
an overview of the South Korean auto industry and its development. The 
second describes the particular features of the ROK political economy that 
facilitated the creation of the Third World's first internationally competi- 
tive auto industry. The concluding section evaluates the strengths and the 
limitations of state-led economic initiatives and the ability of the literature 
on the state to explain developmental outcon~es like the Korean auto in- 
dustry. I will close with some thoughts on the future prospects of the 
industry. 

Overview 
Governmental attempts to foster a domestic automobile industry began in 
1962 when, as a part of the First Five-Year Economic Development Plan, 
the South Korean government enacted the Automobile Industry Protec- 
tion Law. The impetus for the law came neither from the government 
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bureaucracy nor from the private sector; rather, it was the product of 
political lobbying by Kim Jong-pil, then director of the newly created Ko- 
rean CIA, on behalf of Nissan Motors, which along with its local partner 
Saenara Motors (founded by Park No-jung, a Korean resident of Japan), 
sought access to the nascent Korean market. The law had three key provi- 
sions: the import of completed cars was prohibited, assemblers were given 
tax exemptions, and parts and components were exempted from import 
tariffs. The government further encouraged production by abolishing the 
ceiling on total car registration that it had imposed in 1957. Assembly line 
production of automobiles in Korea began in 1962 with CKD (complete 
knock down) kits imported from Japan. 

In 1974, as a part of its broad push into heavy and chemical industries, 
the government promulgated the Long-Term Automobile Production 
Plan. Under it, the government encouraged development of the industry 
in accordance with the principles of import substitution-that is, it 
stressed a gradual increase in the domestic content of autos designed for 
local demand. In response to these incentives, local content rose from 
about 20% in the mid-1960s to over 90% by the end of the 1 9 7 0 ~ . ~  Dur-
ing the 1970s, Korea's car makers were oriented toward the domestic mar- 
ket. The nation exported its first automobiles in 1976, sending six cars to 
Ecuador in exchange for bananas, and for the remainder of the decade, 
exports accounted for, on average, less than 20% of production, going pri- 
marily to Latin America and the Middle East. The industry was not par- 
ticularly lucrative, with profits among the auto makers only 70% of those 
in the manufacturing sector as a whole, and for the first ten years of pro- 
duction, output fluctuated considerably. Swings in demand reflected peri- 
odic crises in the economy-inflation, shortages of foreign exchange, and 
high interest rates, which depressed demand and/or made it difficult to 
import necessary parts. Starting in 1974, however, the industry exper- 
ienced five years of continuous growth which saw production rise more 
than tenfold, from 9,069 cars in 1974 to 112,314 in 1979. 

The pivotal event in the development of the Korean automobile industry 
occurred in 1980. The second oil shock nearly tripled petroleum prices 
and provoked a severe anti-inflationary response from the government. 
The economic policies that followed, combined with the ongoing political 

4. Chuk-Kyo Kim and Chul-Hee Lee, "The Growth of the Automobile Industry," in 
Chong-Kee Park, ed., Macroeconomic and Industrial Development in Korea; Essays on the 
Korean Economy, vol. 3 (Seoul: Korea Development Institute, 1980), pp. 277-31 1. Tomi- 
sawa claims that the Korean figures tend to overstate the degree of Korean content because 
many "Korean" components contained a considerable proportion of Japanese parts and 
materials (Konomi Tomisawa, "Development of and Future Outlook for an International 
Division of Labor in the Automobile Industries of Asian NICs," briefing paper for the First 
Policy Forum, International Motor Vehicle Program, May 5, 1987, p. 29). 



ANDREW E. GREEN 415 

uncertainty produced by the assassination of Park Chung Hee in late 1979, 
caused the domestic demand for automobiles to plummet by over 50%. 
Industry-wide capacity utilization plunged to a mere 26%, and all three of 
the auto makers faced bankruptcy. In response to the crisis and in accord- 
ance with the recommendations of a study by the Korean Institute of Eco- 
nomics and Technology (MIET), the Ministry of Trade and Industry set 
out to restructure and reorient the industry. The KIET report concluded 
that the auto industry could only survive if it expanded production to the 
point where volume was large enough to capture economies of scale. The 
domestic market was too small to accommodate such an increase, and it 
was therefore necessary for the industry to shift from import substitution 
to export orientation. There was only one market large enough and open 
enough to absorb the number of cars that had to be exported in order to 
make the plan viable and that was the United States. The decision of Ko- 
rean car makers to enter the North American market was not the product 
of a calm, unhurried process based on an appraisal of long term goals and 
needs. It was rather "a bid to survive by gaining economy of scale" that 
constituted, according to one Korean newspaper, the "last resort for sur- 
vival." 

As a first step, the government sought to eliminate what it saw as exces- 
sive competition and costly duplication by mandating a reduction in the 
number of automobile assemblers. Kia, the smallest of the three assem- 
blers, was excluded from the passenger car market. It then attempted to 
merge the two remaining assemblers into a single auto maker, a national 
champion. The Trade and Industry minister arranged for Daewoo to 
trade its automotive subsidiary, Daewoo Motor Corporation (DMC), to 
Hyundai in exchange for Hyundai's power generation division. DMC was 
then, as it is now, an equal joint venture partnership between Daewoo and 
GM, and the deal fell apart when GM demanded an equal share of the new 
firm while Hyundai insisted on holding a majority share. When the disa- 
greement could not be resolved by the two parties, the government called 
off the exchange and Korea was left with two automobile companies. 

The second step involved upgrading the product. In 1980 Korean-made 
cars were, by American standards, like those produced in other developing 
countries, technologically out of date, underpowered, underequipped, se- 
verely lacking in fit and finish, and unable to meet U.S. emissions stan- 
dards. Radical changes in design, engineering, and quality were necessary 
if Korean car makers were to compete in North America, the most com- 
petitive and lucrative automobile market in the world. In order to produce 
competitive cars, each of the Korean auto makers invested heavily in new 
production facilities and negotiated new alliances with major automobile 
and automobile parts makers for everything from plant layout, body de- 
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sign, the supply of major components, to marketing channels. The first to 
act was Hyundai. 

Hyundai entered the automobile business in 1967, assembling a series of 
older British Fords with technical assistance from Ford. In the early 
1970s it began to manufacture or source locally an increasing percentage 
of the value-added in the cars, and in the late 1970s reverse engineered5 its 
own models without Ford's assistance. The Pony, the first "Hyundai" au-
tomobile, was reverse engineered from the Ford Marina and was equipped 
with an engine supplied by the Mitsubishi Motor Company (MMC) of 
Japan. At the time, Korean firms lacked the necessary engineering know- 
how to design and produce sophisticated automobile engines. In the after- 
math of the government's decision in 1980 to transform the industry, Hy- 
undai went looking for new and better product and production technology. 
Two years later, it negotiated a broad agreement with Mitsubishi under 
which the latter supplied technical assistance in the design and manufac- 
ture of the engine, the powertrain, and the emission control system for 
what was to become the Excel. As part of the deal, MMC and Mitsubishi 
Corporation each purchased 5% of Hyundai Motor Company (HMC). 
(In 1985 they raised their stake to 7.5% each for a total of 15%.) To 
produce the new Excel, Hyundai invested an estimated $500 million in 
production facilities with an annual capacity of 300,000 cars (twice since 
expanded and now approaching one million cars per year). Both plant and 
car were designed with substantial help from Mitsubishi. Hyundai is by 
far the largest of the three South Korean auto makers, holding half of the 
domestic market and two-thirds of the export market. Unlike Daewoo 
and Kia, Hyundai took the more risky and ambitious action of setting up 
its own dealer network in the United States and Canada, eschewing offers 
from existing auto firms to distribute its cam6 

Daewoo entered the industry in 1972 when it bought one half of Saehan 
Motors, which had been established in 1972 as an equal joint venture be- 
tween GM and South Korea's Shinjin Motors. When Shinjin experienced 
financial difficulties, Daewoo acquired its half of the company. During the 
1970s, the joint venture assembled GM cars for sale in Korea, and in 1982, 
following the 1980 recession, Daewoo assumed managerial control and the 

5. Reverse engineering is a means of manufacturing a product when you do not have ac- 
cess to the blueprints or plans. The product, such as a car or radio, is broken down into its 
component parts which are used to create templates. These templates are then used for the 
manufacture of new parts which are then assembled into a replica of the original. Reverse 
engineering is a common practice in developing and communist countries. 

6. As noted earlier, Hyundai does supply Mitsubishi with a few thousand units of its Precis 
model which is essentially an Excel with different body molding, and in 1989 it reached an 
agreement with Chrysler to supply its Eagle division with cars produced in its Canadian 
facility. 
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name was changed to the Daewoo Motor Company (DMC). Two years 
later, GM and Daewoo agreed to joint production of a small subcompact 
car that Daewoo would sell in Korea and GM would market in the United 
States. This car, marketed in America as the Pontiac LeMans, was based 
on an already successful product of GM's German subsidiary, Adam Opel 
AG. To produce the car, DMC invested over $400 million in a new pro- 
duction facility that boosted capacity from less than 100,000 to over a 
quarter of a million cars per year. The plant was laid out by GM and Opel 
engineers and equipped with state of the art Japanese and German presses 
and machine tools. Daewoo supplied about 75% of the start-up costs with 
GM contributing the remaining 25%; they also established a number of 
automotive parts joint ventures. Among the Korean car makers, DMC is 
the company most tightly integrated with a major international automo- 
bile manufacturer. 

Kia Motors began operations in the 1940s as a bicycle maker. In the 
1960s it began to assemble motorcycles and three-wheel trucks, and in the 
1970s it made a successful entry into the automobile industry by assem- 
bling older Fiat and Peugeot models for the domestic market. Kia ac- 
quired the financially troubled Asia Motors in 1976 in a manner typical of 
the way such things are done in South Korea: unable to find a Korean 
firm willing to take it over, Kia was persuaded to do so when the govern- 
ment offered it the exclusive right to supply all military vehicles. In the 
government's reorganization of the industry, Kia was excluded from the 
passenger car market, and as compensation, was granted a monopoly in 
the production of commercial vans and small trucks. In 1985 Kia received 
approval from the government to re-enter the automobile market in 1987. 
It then signed an agreement with Ford (which held a 25% equity stake in 
Mazda) to supply it with a Mazda-designed and engineered subcompact 
car. In order to produce this car, sold in the United States as the Festiva, 
Kia invested nearly $300 million in a new production facility that in- 
creased the company's annual capacity to 250,000 cars. Mazda designed 
the facility and sent a team of production engineers to Korea to train Kia's 
personnel. As a part of the agreement, Mazda acquired an 8% share, C. 
Itoh a 2%, and Ford a 10% share of the company. 

The 1980 recession hit South Korea hard and, for the first time since the 
1950s, it experienced negative growth. But the economy recovered quickly 
and for the rest of the decade grew at an average rate of nearly 10%. In 
the auto sector, production rose quickly from a mere 55,928 units in 1980 
to over a million in 1988. In the early years of the decade, exports ac- 
counted for less than a quarter of production, but as new models and new 
capacity came on line, the proportion of output that was sold overseas 
grew until two out of three cars produced in 1987 and 1988 were sold 
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overseas. During the last years of the decade, relative prosperity at home 
led to a dramatic rise in domestic consumption at a time when sales were 
declining in North America, where the ROK sells over 80% of its exports. 
Today, exports and domestic sales each account for about half of produc- 
tion. We shall now turn to the analysis of how the particular characteris- 
tics of South Korea's domestic political economy have contributed to the 
growth, transformation, and unprecedented export success of its automo- 
bile industry. 

The Korean Political Economy 
Although the bulk of South Korea's industry, including all three of its 
automobile firms, is privately held, any discussion of the political economy 
must begin with the role and nature of the state. Edward Mason has de- 
scribed the relationship between the South Korean government and the 
business sector in the following manner: 

In South Korea a highly profitable and dynamic group of private entrepre- 
neurs operate under a comprehensive system of government direction but there 
is no question who calls the tune; it is the government. "Korea, Inc.," is un- 
doubtedly a more apt description of the situation in Korea than is "Japan, Inc." 
of the situation in Japan.' 

During the past three decades, the government has intervened exten- 
sively in order to control the pace and direction of economic development. 
At the macroeconomic level, the government used its control of the bank- 
ing sector to allocate 50-70% of available domestic credit, often at highly 
subsidized interest rates. This control has enabled it to direct the flow of 
capital into preferred industries-first, industries with export potential and 
then, later in the 1970s, the heavy industry and chemical sectors. It has 
also provided firms that entered these government-favored industries with 
generous tax concessions and other fiscal incentives. At the micro-
economic level, the government manipulated the structure of competition 
within industries and intervened in the affairs of individual firms in order 
to attain its goals. For instance, in 1978 President Park asked Daewoo to 
take over a huge quarter-built shipyard, foundering in debt, as part of the 
government's industrial rationalization policy. Chairman Kim of Daewoo 
demurred. Park ignored the objection and simply announced the takeover 
when Kim was away on an overseas trip. When asked about the affair, 
Kim diplomatically responded that rescuing a $200 million investment in 

7. Edward S. Mason et al., The Economic and Social Modernization of the Republic of 
Korea (Cambridge: Harvard University Press, 1980), p. 485. 



ANDREW E. GREEN 419 

the Okpo yard and making it profitable was a national duty, even if it cost 
Daewoo another $500 million and still c o ~ n t i n g . ~  

Since the early 1960s, the government has complemented its develop- 
mentally oriented fiscal policies with substantial investment in infrastruc- 
ture. It built ports, transportation networks, industrial parks, and power 
generation facilities. In the service sector, it created a number of different 
types of organizations: general trading corporations, science and research 
institutes, and the Korean Export/Import Bank, to name a few, all 
designed to enhance the competitiveness of Korean industry. In sum, the 
government created the physical and "the administrative framework for 
industrial prom~tion."~ In the development and transformation of the 
auto industry, four elements of government policy have had the greatest 
impact: import restrictions, control over direct foreign investment, indus- 
trial organization, and a commitment to international competitiveness. 

Import restrictions. Of the cars on South Korean roads, 99.9% are Ko- 
rean made. Despite the formal adoption of an import liberalization policy 
in 1988, foreign cars are hard to find on the streets of Seoul. Foreign firms 
sell only a few thousand cars in a half million-unit new car market, or less 
than one-half of one percent. Such protection has allowed Korea's nascent 
car makers to learn from their mistakes and to build volume before expos- 
ing their products to foreign competition. Import restrictions have also 
allowed the car makers to subsidize exports through higher domestic 
prices. 

Control over foreign equity investment. The government has maintained 
strict control over direct foreign investment, and has restricted foreign 
firms to minority ownership except in industries where Korean firms re- 
quire extensive foreign assistance. As a result, South Korea's industry, to 
a much greater extent than in the other NICs, is under local ownership 
and management control. At the beginning of the 1980s, less than half of 
the direct foreign investment in the country was invested in ventures that 
had either half or majority foreign ownership, and less than a third of 
foreign investment took the form of a wholly owned subsidiary. In con- 
trast, a Korea Development Institute study of foreign investment in 66 
countries found that, on average, over two-thirds of all foreign investments 
(69.1%) were made in wholly foreign-owned c~mpanies . '~  In areas where 
domestic technology is deficient, the government continues to encourage 

8. Business Korea, January 1988, p. 35. 
9. In-Joung Whang, "The Role of Government in Economic Development," Asian Devel- 

opment Review, 1987, p. 71. 
10. Richard Luedde-Neurath, "State Intervention and Foreign Direct Investment in South 

Korea," IDS Bulletin, 15:2 (April 1984), p. 21. 
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foreign investment, but an extensive system of licensing and monitoring 
requirements ensures that such investments benefit the national interest. 

Largely because of this paternalistic approach to foreign investment, the 
South Korean auto industry is under local ownership and control. Hy-
undai and Kia have foreign partners who hold minor shares, and though 
Daewoo Motor Co. is an equal joint venture with GM, management con- 
trol rests with Daewoo. Ford's agreement to purchase a 10% share of Kia 
represented only the second time in the company's history that it took less 
than a controlling interest in a joint venture. This situation stands in stark 
contrast to the structure of ownership in the auto industry of virtually 
every other developing country. In Mexico, Brazil, and Taiwan, for exam- 
ple, all of the automobile firms are majority or, more often, wholly foreign- 
owned. The Mexican government has spent the better part of three de- 
cades trying to develop its automobile industry in a manner consistent 
with what it believes to be the best interests of Mexico, but the key corpo- 
rate decisions that dictate the behavior of Mexico's automobile companies 
are made not in Mexico City, but in Detroit and Tokyo. 

Industrial organization. Repeated studies have shown that one of the pre- 
requisites for the development of a competitive automobile industry is a 
limit to the number of assemblers. Taiwan has seven, Mexico has eight, 
the Philippines nine, Indonesia ten, and Thailand thirteen. With so many 
assemblers in markets with limited demand, production runs are short, 
costs are high, and over-capacity is endemic. Technocrats in each of these 
countries have sought to reduce the numbers to two or three, but have 
consistently failed because of a lack of political power and/or will. Again 
the contrast with Korea is striking: in 1980 the government reduced the 
number of assemblers to two and when in 1989 Samsung and Chrysler 
sought to establish a new automaking joint-venture, the government over- 
ruled Samsung, Korea's largest industrial group, and to the surprise of 
many made it stick. 

Commitment to international competitiveness. The most often cited draw- 
back to the protection of domestic "infant industries" is the tendency of 
such firms to stagnate. In the absence of foreign competition and in ac- 
cordance with the logic of a monopolistic/oligopolistic market structure, 
firms have little incentive to upgrade their technology and increase produc- 
tivity. South Korea has utilized a number of instruments to ensure that 
domestic enterprises become internationally competitive. It has provided 
firms with a welter of financial incentives directly tied to their level of 
exports. Such incentives as subsidized loans, access to foreign currency, 
and licenses to import scarce consumer goods have often been large 
enough to enable Korean firms to dump products in foreign markets prof- 



itably, virtually compelling Korean firms to compete, not only with each 
other, but with foreign firms in export markets as well. 

In order to achieve its economic ambitions, the South Korean govern- 
ment has subordinated many political and social goals to the enhancement 
of auto industry competitiveness. The automobile parts industry in South 
Korea, up to the 1980s, was composed of undercapitalized, low-volume 
firms that produced at quality standards significantly below international 
levels. To protect these companies and prevent further industrial concen- 
tration, the Ministry of Trade and Industry (MTI) limited both production 
and investment by Korean conglomerates (chaebol) in firms engaged in 
auto parts production. But in 1986, to the alarm of parts suppliers, MTI 
implemented a politically unpopular policy that lifted the restriction on 
chaebol production and, a year later, on chaebol capital tie-ups in order to 
modernize the production of auto parts. In another instance, in order to 
force firms to produce cars that met international emissions standards and 
spurred investment in the domestic production of catalytic converters, the 
government denied a request by auto makers that it delay a new law re- 
quiring passenger cars for domestic sales to meet strict emissions control 
standards. 

Rather than rely on Adam Smith's invisible hand, the government has 
nurtured, prodded, and sometimes bulldozed South Korean industry in 
order to make it more efficient and competitive. The four policy elements 
described here have played an essential role in the transformation of the 
industry, but it is important to note that they are only a subset of the 
broader range of instruments used by the government to implement indus- 
trial policy. The most important aspect of this policy is the manner in 
which the government has shaped the development of the private sector, 
which is among the most concentrated in the capitalist world. Over the 
past 35 years, some 30 large, family-owned and operated chaebol have 
come to dominate the South Korean private sector. In 1985 the combined 
sales of the four largest chaebol (Samsung, Hyundai, Lucky-Goldstar, and 
Daewoo) amounted to 56.3% of South Korea's GNP. In 1981 in almost 
three-quarters of the 2,186 manufacturing and mining categories, the three 
largest firms had a combined market share of 70% or higher, and the top 
three held a minimum market share of 50% in nearly 90% of the product 
categories. That same year, the 30 largest chaebol accounted for 74% of 
the total value-added in the manufacturing and mining sectors, and during 
the 1980s the trend was toward even greater concentration. By 1987 the 
top ten chaebol accounted for 40% of all bank credit, 62% of the country's 

11. Automotive News, May 4, 1987, p. 36. 
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industrial production, and two-thirds of the total value of exports.12 Hy- 
undai, Daewoo, and Kia Motor companies are units of the second, fourth, 
and eighteenth largest chaebol. 

A typical chaebol consists of 25-40 subsidiaries under a family-con- 
trolled holding company, which are engaged in a wide range of activities: 
shipping, construction, textiles, food processing, retailing, heavy machin- 
ery, electronics, consumer goods, chemicals, and so on. Each of the largest 
conglomerates also includes a general trading company. As a group they 
are very highly leveraged, and are extremely dependent on bank loans 
rather than equity capital. The five largest have debt-equity ratios of be- 
tween 5-7:l (compared to an average debt-equity ratio of 1:l among 
American firms).13 One key source of government leverage over the ac- 
tions of these industrial giants is its ability to withhold liquidity and force 
them into bankruptcy. The government's willingness to use this power 
was amply demonstrated in the case of Kukje, which was the seventh larg- 
est conglomerate in Korea at the time it was liquidated. As one chaebol 
executive explained, "relations between the government and chaebol are 
really a family affair. The government is the father and the chaebol are 
children. There is a lot of back scratching as well as hand slapping in- 
volved." l 4  

Such an industrial structure did not develop as the result of market 
forces. Rather, it is the product of favoritism on the part of the govern- 
ment and the ability of a small number of ambitious entrepreneurs to per- 
form and, on occasion, to take orders. Those who were able to meet the 
goals set by government policy makers were rewarded with access to 
whatever was necessary to ensure continued growth. Once a businessman 
demonstrated the ability to generate production and exports, there were no 
limits to how fast or how large his domain could grow. Daewoo, for exam- 
ple, grew in twenty years, from a single, small textile firm with a handful of 
employees and $9,000 in capital into Korea's fourth largest chaebol. When 
the decision was made to upgrade and expand the automobile industry, the 
private sector was particularly well-suited to the task. Because of the man- 
ner in which the government had shaped its development, the chaebol-
dominated economy possessed three characteristics-size, expertise, and 
international experience-that facilitated the transformation of the small, 

12. The figures on the extent of monopoly and oligopoly in the industrial sector are from 
Business Korea, July 1984, p. 52; and the figures for share of credit and exports are from 
David I. Steinberg, South Korea's Economy: History and Prospects (New York: The Asia 
Society, Media Briefing, 1988) p. 7. 

13. Youngil Lim, Government Policy and Private Enterprise: Korean Experience in Zndus- 
trialization (Berkeley: Institute of East Asian Studies, Korea Research Monograph no. 6 ,  
1981), p. 26. 

14. Ensor, 74. 



domestically oriented auto industry into a much larger, international com- 
petitor. 

Size. A modern, state-of-the-art auto production facility costs between 
300 and 500 million dollars. Korean auto makers have been able to main- 
tain local control largely because they have not had to rely on their foreign 
partners for the bulk of these costs. When development, tooling, and in- 
ventory costs are added, the undertaking requires great financial strength 
and manufacturing capability. The chaebol possess these capabilities; they 
are world class industrial concerns. In 1985 ten chaebol were among For- 
tune's International 500 and five were in the top 100. By contrast, Mexico 
(with a GNP twice that of Korea) and Brazil (with a GNP four times 
larger) combined had only 11 in the top 500 and only one each in the top 
100. 

A further benefit of Korea's industrial structure is the synergistic rela- 
tionship between the many firms within the auto maker's chaebol. The 
Hyundai production facility was built by the chaebol's construction com- 
pany and largely equipped by its heavy machinery subsidiary. The cars are 
built using aluminum, paint, and automotive glass supplied by chaebol 
members (in some instances created for just that purpose), and are trans- 
ported to America on car carriers constructed in the Hyundai shipyards. 
Shipping and insurance are handled by the chaebol's general trading com- 
pany. Within this structure, prices can be adjusted so that profitable sub- 
sidiaries can be used to subsidize the losses of others. The entire operation 
is centrally controlled and coordinated. 

Expertise. One of the scarcest resources in most developing countries is 
large-scale engineering and industrial management expertise. By virtue of 
the extensive Korean participation in the Middle East building boom of 
the 1970s and early 1980s and the government-initiated creation of domes- 
tic heavy and chemical industries in the late 1970s, virtually all of the 
chaebol have acquired experience and expertise in the management and 
construction of large, complex, capital-intensive, engineering projects. 
When the decision was made to transform the auto industry; the subsidiar- 
ies of the Hyundai, Daewoo, and Kia chaebol gained considerable advan- 
tage from their ability to draw on, not only company-wide, but group-wide 
expertise and resources in design, engineering, and management. 

International experience. Because of the export orientation of the Korean 
economy, the chaebol have extensive experience in and knowledge of inter- 
national import and export markets and procedures. For the past ten 
years, most of the larger conglomerates have had their own General Trad- 
ing Companies (GTCs) to mediate relations between domestic manufac- 
turers and foreign suppliers and markets. Rather successful in navigating 
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foreign markets, exports in the 1980s accounted for approximately 40% of 
Korean GNP; the United States, which accounted for approximately one- 
third of Korea's exports, was its largest customer. The shift from a small, 
domestically oriented, and technologically out-moded automobile industry 
to a larger, internationally competitive, export oriented industry required 
the auto firms to look to Japan, America, and Europe for design skills and 
technology that were lacking in Korea. While Daewoo relied on its for- 
eign partner, GM, Kia and especially Hyundai have drawn on the exten- 
sive experience of their chaebol in importing capital equipment, 
components, and technology to supplement the contributions made by 
their foreign partners and, in some instances, to lessen their dependence on 
them. 

The second key element of the private sector, a byproduct of this farnil- 
ial government-business relationship and the authoritarian nature of Ko- 
rean politics, is the Korean labor force. According to International Labor 
Organization data, in 1985, Korea's relatively well-educated and until re- 
cently suppressed labor force worked more hours per week than any other 
industrial work force in the world; putting in 50% more hours per year 
than the average American worker and 25% more than in Japan.15 While 
some have attributed the acceptance of such long working hours to Ko- 
rea's Confucian heritage, an upsurge of strikes and a marked increase in 
labor unrest since the recent democratization of Korean politics provides 
strong evidence that coercion by the chaebol, acting in concert with the 
government, rather than culture, explains the docile behavior of the Ko- 
rean work force up through most of the 1980s. Within the private sector, 
auto workers constitute the labor aristocracy of the Korean working class, 
a status that has been amply earned. According to one Automotive News 
report, when the Hyundai Excel hit the American shores, Hyundai work- 
ers were putting in an average of 28 days a month at 10.5 hours per day in 
order to satisfy high demand. They enjoy significantly higher wages and 
benefits than the average industrial worker in Korea, but despite their 
markedly higher productivity, their wages are below those of Mexico's 
auto workers. In sum, we have in South Korea a political economy led by 
a capable, developmental, interventionist state, with a highly concentrated 
private sector dominated by Fortune International 500-size industrial 
groups with extensive experience in international markets, and manned by 
a highly educated and hardworking labor force which, until recently, was 
unable to organize and bargain freely with management. 

15.  For Your Information (Washington, D.C.: Korea Economic Institute, July 5, 1988). 
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Conclusion 
The evidence presented in this article strongly supports the central tenet of 
the statist literature; the Korean automobile industry would never have 
progressed to its current level of technological sophistication and competi- 
tiveness without the active intervention of the government. From the very 
beginning, it has played a pivotal role in shaping the course and pace of the 
industry's development. By 1990 the Korean auto industry was an un- 
qualified success story. After Hyundai had the best first year in history for 
a new car company in the U.S. in 1986, sales of Korean cars in the U.S. 
rose by 105% in 1987 and 37% in 1988. But in 1989, Americans bought 
30% fewer Koran cars, and in the first part of 1990, the slide continued 
with sales down by another 29%. In both of the past two years, sales of 
Korean cars have fallen faster than the market as a whole, and Automotive 
News (January 1, 1990) pronounced Hyundai, one of the "misses of the 
decade." 

The substantial decline in sales over the past two years is an indication 
that we must look beyond the state if we are to understand both the rise 
and subsequent decline of the export fortunes of the Korean auto industry. 
The trajectory of the Korean industry cannot be explained solely by refer- 
ence to the role of the government and other domestic elements; rather we 
must also look at how changes in the international market have influenced 
the performance of Korea's industry. The mid-1980s were a particularly 
opportune time for a developing country to attempt to upgrade its domes- 
tic industry, and enter the American market. A series of changes in the 
structure and nature of the international automobile industry cohered dur- 
ing those years, and created the opportunity for a new national entrant to 
emerge. The first of these changes was the voluntary auto restraints 
(VAR) that have, since the early 1980s, limited the export of Japanese cars 
to the United States. Because of the VAR, just prior to the introduction of 
the Excel, there was such a scarcity of product at the low end of the mar- 
ket that Hyundai received over two thousand applications for one hundred 
and fifty dealerships to sell a car as yet unseen, built by a company which 
had neither sold a single car in the United States nor ever produced one 
which could meet American emissions and safety standards.I6 The second 
change was a substantial increase in the number of internationally active 
automobile companies competing in the global market. This increased 
competition made it easier for Korean firms to find foreign firms willing to 
transfer the necessary technology that they lacked. It also enhanced the 
leverage of the firms, allowing them, in concert with the government, to 

16. The extent of pent up demand was later demonstrated by the fact that during their first 
two years of operations, American dealers sold more cars per outlet than any other car com- 
pany, more than Honda, more than Toyota, more than Ford and Chevrolet. 
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gain the needed assistance at a lower cost (both financially and in terms of 
control) than would have been possible in the past. The third change was 
a shift away from trade largely restricted to finished cars and complete 
knock down kits (CKDs) to trade in parts and major components (e.g., 
engines and transmissions). This shift in the nature of trade within the 
industry meant that Korea was able to import what it could not yet effi- 
ciently produce or license. The ability to import components from the 
U.S., Japan, and Europe simplified the task of producing a car that would 
meet the performance criteria of the American market, and gave the Kore- 
ans time to catch up in areas where domestic suppliers were deficient. 

These changes make it clear that we cannot explain the unexpected and 
unprecedented success of the Korean automobile industry and its more 
recent setbacks solely by reference to the actions of the Korean state but 
rather by the conjunction of two independent developments. The first con- 
sists of the changes, described above, in the structure of the international 
automobile industry which, collectively, created the opportunity for a new 
national entrant. The second element of this conjunction was the develop- 
ment in South Korea of a capable, developmentally oriented, intervention- 
ist, bureaucratic state working with large, entrepreneurial, and aggressive 
conglomerates, manned by a disciplined and well-trained work force. Ko- 
rea did not create the opportunity but it was, by virtue of its distinctive 
form of political economy, the best suited of the NICs to take advantage of 
it. 

As recent sales figures show, changes in Korean politics and the interna- 
tional auto industry have begun to threaten the future export viability of 
the Korean auto industry. I would like to conclude by describing the four 
most important changes; and by analyzing how they are likely to affect the 
place of the Korean firms in the global market. 

The first change is the democratization of Korean politics. When Roh 
Tae-Woo became president of the Republic of Korea in 1987, for the first 
time in almost three decades the government declared itself to be a neutral 
party in disputes between management and labor. In 1986, the last full 
year of the Chun regime, there were 276 recorded labor disputes. In 1988, 
the first full year of democratization, the number of work stoppages and 
strikes rose to 1,873; and in 1989 labor disputes and work stoppages con- 
tinued to proliferate. The auto industry is particularly vulnerable to labor 
action. Many of the essential components are manufactured by a single 
plant or sub-contractor, and one strike can paralyze production. In order 
to achieve labor peace, in both 1988 and 1989, management in the manu- 
facturing sector negotiated settlements which increased wages by more 
than 20%. These increases, substantially larger than wage settlements in 
other industrial nations, outstripped productivity gains by a wide margin, 
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and are a threat to the price competitiveness of Korean cars. Korean firms 
have not yet learned how to forge a relationship with their unions that is 
not charged with acrimony and which produces labor peace at a price that 
does not threaten the health of the industry. At this time, it is unclear 
whether or not labor and management will be able to develop such a rela- 
tionship, and this uncertainty clouds the future of the auto industry. 

The second development has been an increase in competition at the bot- 
tom end of the American car market which, in combination with the cur- 
rent slump in total car sales, has resulted in declining sales volume for 
Hyundai, Daewoo, and Kia since the end of 1988. When Hyundai first 
introduced the Excel in 1986, the VAR had for four years limited Japanese 
exports to the United States. Since they could not increase revenues by 
increasing the number of cars sold, Japanese auto firms chose to increase 
revenues by shifting production to larger, more expensive cars which yield 
a higher profit per unit. This shift away from the lower end of the market 
created a tremendous pent-up demand for inexpensive, new cars just as the 
Korean vehicles were coming on line. In recent years, the output from 
Japanese-owned auto plants in the U.S. which does not count against the 
VAR quotas has allowed Japanese firms to re-enter the low end of the 
market. Three years ago, the Excel competed against "used cars" and the 
Yugo. Today, and in the future, it has to compete against the Toyota Ter- 
cel, the Mazda 323, the Subaru Justy, and GM9s Geo Metro. 

The third development is a substantial acceleration in the pace of inno- 
vation in the automobile industry. When the Japanese entered the Ameri- 
can car market in the 1960s, the problem they faced was one of 
engineering: how to efficiently produce a product which had not changed 
substantially in twenty years? In the past few years, automobiles have be- 
come much more technology intensive. Because of such innovations as 
anti-lock braking, computerized engine control, and the use of new materi- 
als, the Koreans, unlike the Japanese twenty years ago, are chasing a target 
that is moving away from them at an ever increasing rate. 

The final development is the reconsolidation of the international auto 
industry. Thirty years ago, the auto industry was dominated by the Amer- 
ican Big Three, Toyota, Nissan, and a few European firms. In the early 
1980s, there were over 20 automobile firms that were active internation- 
ally. But in recent years the trend has been toward consolidation in the 
industry. Because of the rising costs of design and production, in large 
part due to the increased technological sophistication of automobiles, and 
world-wide over-capacity, mergers and alliances are on the upswing as 
companies are forced to find new ways of amortizing these costs. In a 
recent statement, the president of Ford Motors, P. J. Benton, Jr., declared 
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that he expected there to be only five or six international auto firms by the 
end of the decade. 

These developments do not bode well for the future of the Korean auto- 
mobile industry. They also serve to demonstrate the limits of state-led 
initiatives, and state-centric theories of development. While it is conceiva- 
ble that labor peace can be had at a reasonable cost, there is relatively little 
that the Koreans can do to influence the amount of competition in the 
American market, the pace of innovation, and the trend toward consolida- 
tion. In the face of adverse conditions at the international level, no 
amount of Korean initiative and action by the government or the chaebol 
will be sufficient to maintain a competitive industry. In the early 1980s, 
international conditions dovetailed with the actions of the Korean govern- 
ment, and the industry prospered. As we enter the 1990s, international 
conditions have changed, and the industry has suffered. 

The development of the Korean auto industry can only be understood 
within the context of the nature and structure of competition in the interna- 
tional market. This reality exposes the most important weakness or limita- 
tion of the statist literature. Because the literature draws our attention to 
the role played by the state, state-centric studies often neglect or underesti- 
mate the extent to which the success or failure of a policy is dependent 
upon external conditions which states cannot control. 

During the past two years, Korean car makers have been able to offset 
the decline in export sales by increasing sales, with government assistance, 
in the domestic market. But the domestic market is not large enough to 
absorb their present capacity, and as long as the Korean auto makers con- 
tinue to utilize a significant amount of Japanese components, increased 
domestic sales will only exacerbate the large and growing trade deficit with 
Japan at a time when South Korea has, for two years in a row, ended the 
year with an overall trade deficit approaching $10 billion. Korean firms, 
with active government assistance and support, have moved aggressively 
to open new markets in Eastern Europe, the former Soviet Union, and 
China. It remains to be seen, however, how long it will take before these 
areas can become viable markets, and whether Korean firms will be able to 
overcome competition from other auto firms which are also in active pur- 
suit of the same markets. Despite its best efforts, the Korean government 
has only limited influence over the future course of the Korean automobile 
industry. 


