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Export processing zones in the Republic of Korea:
Economic impact and social issues

by Wonsun Oh

I. INTRODUCTION

It is widely recognized that export processing zones (EPZs) have played a
significant role in promoting export-oriented industries in a number of
develqping economies. In the case of the Republic of Korea, EPZs were
established in the early 1970s as part of the national economic development
strategy. The main objective was to attract foreign capital and technology,
which, when combined with an abundant supply of labour, would create
favourable conditions for the development of an export-oriented pattern of -

industrialization.

Two EPZs were established in Masan City and Iri City in the early i9708.
Whereas operations in the EPZ in Iri remained relatively modest, those in the
Masan Zone grew significantly up to 1988. Since then, there has been a
decline. When considered in terms of the share of their output in total
exports, the percentage of their workforce in total industrial employment and
their foreign exchange earnings, the contribution of these zones to the
economy of the Republic of Korea has not been large. Moreover, their
importance to regional and national economic development has decreased due to

the emergence of substantially larger industrial areas.

Chapter I describes the general characteristics of EPZs in the Republic of

Korea and the various incentives provided by the Government to sustain the

zones.



' " : 1 IS T ' I .
Chapter II discusses the historical development of the EPZs and their

social and economic effects on the mational economy, particularly with regard
to export promotion, foreign exchange earnings, employment and technology
transfer. The evolution and pattern of ownership of enterprises in the EPZs
are dealt with in Chapter III, while Chapter IV explores the stricture of
employment as well as the activities in the zones.
S N . -

Chapter V..gives an account of working conditidiigiand labour relations in
the EPZs.' Chapter VI:provides'a brief: 'summaty of tlhe matters discussed invthe
precedingchapters-and proposes’ future poliecy issues that need to beé addressed.

(ISP ey 0 . : .. e P - g . . P . T
JLIECW JNETTHN . sl U ERTI UGS R RO S £ 5 A I 8

I i _Lf 1 A R
IT.1. Characteristics and administration of the zones
DR LERE SR N AT D SORIP SO L S e A 10 N S Y SN TN IRV RN PR By

" oThe idea. of ‘setting up EPZs in the' Republic 6f Korea. originated: from:two
sources ‘inithe’ early 1960s.) One was. a’tepoirt ' prepared by officials .of’ the .
Federation of Kotrean Industries’ (FKI) who had visited Japanese dindustrial '~
“facilitiesiin 1963% The’ other’ was ‘a'Tequest from’ Korean residents in Japasi’ for
the establishinieht 0f ‘a’ special’ éxport’ zone' alotigh thie' solith-east coastal: hréa,

Following & series’ of- reports and a Ffact-finding tour’to the’ Kaoshiung:EPZ'dn

x Ta-ﬁfarf;i‘: ‘a” Yecommendation: forithe creation: of: a’special expbrt: processin
was made by the FKI andsthe final decision’'to buildia Zone was takeniby thé:
Government in 1969. In the following year, a special law for the establishment

10 and! manageméntbf’ EPZsiwas® profulgatedis susvon oud welansl | woelonnd
Sl ol grdierwol) wall oy beRbveosr e D, st Lo T o agly css L9904
According to the initial proposal, 150 firms with planned investment ..

amounting to $30 million were expected to set up operations in the zones. Of

the total to be invested, $24 million was to originate from foreign investors

[3404m/29.9.93]



and $6 million from local entrepreneurs. Jobs were to be created for 37,500
persons and an estimated $150 million worth of products were to be exported
when the plants were fully operational. Of the seven propbsed sites, Masan
vCity was considered to have the most favourable economic conditions which
could enable it to play an important role in promoting export-led
industrialization and in fostering linkages with industry in coastal areas

such as Pusan, Pohang and Ulsan.1

In 1973, President Park ordered that some 65 per cent of the Iri
industrial areas be utilized for the development of an EPZ which was expected
to attract about 70 firms that would employ over 30,000 workers and export

some $300 million worth of products.

The Free Export Zone Establishment Act (FEZEA) was enacted in January
1970.2 Aécording to the Act, the zones were to accelerate the development of
the national economy by attracting foreign investment. Through the transfer of
technology and know-how, they were to promote exports, increase employment and
develop the regional economy. The Act stipulated that authorization to operate
in the zones would be granted to the folloﬁing:'enterprises involved in the
-manufacture, processing, or assembly of products for ekport; those which

’ utilize advanced technologies and those engaged in labour-intensive activities.

In the absence of a standard definition of an export processing zone, the
definition contained in the FEZEA will be used for the purpose of this working

paper. An EPZ is a specially designed industrial area where enterprises with

foreign participation may import raw materials and semi-finished goods in

order to manufacture, process, or assemble duty—free products for export. The

EPZ is a bonded area in which various national laws and regulations are mnot

applied.>

[3404m/29.9.93]



11.2. Infrastructure and supporting facilities. . e

The first two EPZs were established in Masan City and Iri.City in 1971 and
1974 respectively, The Masan EPZ was located in an area characterized by.gooed
port facilities,fye;atively.eagykacceas to Japan and the aygilabi;;gx of a
young.labour force. In the case of the Iri EPZ, there was an abundance of land
but a lack of harbour and airport facilitieélpp“prpviQe 1igg§.Y}§g“@ajgrdwﬁj

industrial centres.

s SEEE G ke 38 sy S s ogsabye Tmpd be bRt o 200
- The industrial-sites and;standard factories vere built by the Goverpment
and. leased.to forelgnqinvestors, In 1991, the two EPZs covered an area of .

1,122,000 m2 of which 817,000 m2 was leased.land. Since.97 per cent.of -the ,

leasible land is already occupied, a new plant could be set up only if an

existing firm were to close.its.operation, Harbours, water and. electricity as
wgllwgngOrmitories_andﬁdining,faci%@tiesxfo;femployees are groyidegliﬁ g?er
P i it Ry i T ST L BRI AP ¥ I A S Ve [T SRS ¥ NLERVC S

[ ZONeS e g

S ST R ERRADTA IR S8 § S B Coon e dagans SRR S RPN URL CE T FEY 4 QU T ¢ bt
IS ST Do SIS R ARSI L i T SO e i e ynal omine s

= In,May 1992, there were 16 companies operating in standard factory units
in:the Masan,Zone. Customs,,immigration, postal, fire prevention and police
services are managed by the Free Export Zone Administration Office (FEZAQ). It
‘isralso, responsible for the; following services: the receipt and processing of
applications concerning foreign investment and use of imported technology;
~Anspection of export and import licences; licensing and supervision of .
- 8Upporting firms;. safety management and employment-related seryices, as well as

the management. of .utilities and welfare facilities. ..

[3404m/29.9.93]



II.3. Legal and institutional incentives
+IT.3.1. Foreign Capital Inducement Act

The incentives provided by the Government to attract foreign investors did
not apply only to EPZs. The Foreign Capital Inducement Act (FCIA) offered
protection and incentives to foreign investors in all industries in which
foreign participation was permitted. As a result of the growth of foreign
investment and in particular, of joint ventures between local and foreign
investors, the FCIA was amended in March 1'99_1.4 Under the amended

blegislation, tax exemption for foreign enterprises was abolished except for
the high technology industries. The tax benefits accorded to firms in EPZs
were reduced to levels lower than those offered in Talwan, Thailand
Bangladesh and Malaysia. It may be argued that this could have the effect of

putting EPZs in the Republic of Korea at a'disadvantage vis—a—v1s zones in

other Asian countries.

The Foreign Capital Inducement Act expressly provides for the waiving of
fthe application-of certain provisions of other laws. It also prescribes that
foreign investors and nationals of the Republic of Korea be treated on an
equal basis While the Act stipulates that capital goods which are available
domestically cannot be imported by foreign firms, this provision is waived in
the case of EPZs, Moreover, provisions of the Labour Dispute Adjustment Act
which apply to Public Utility enterprises are also applicable in the zones.5
Since the volume of exports increased while thevarea of EPZs remained the
same, the Government authorized subcontracting in December 1974. Sixty per
cent of the total productionkprocess can be undertaken by subcontractors
outside of the zones. As a result, subcontracting increased significantly.over

the years.

[3404m/29.9.93]



II.3.2. Motives for investing in EPZs'in‘‘the’ Republiciof Korea. i

According to a recent study, the reasonSvforWWhidh*fbréigﬁlin#ésto&s were
attracted to the Masan EPZ have changed considerably over time. As shown in
t1'table 5y “Yow.wages, ‘tax lexemptions and High-quality location-specific T
conditidons ‘weéré main factors'ithat attracted: foreign investors dn:the tearly'

years:iof the operation 'Of the Masan EPZ.&: .ol W sevi<e wob hos aobisadows
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However, increases in the st of labour as well as in the 1eve1 of

e el ool l Woad goo sRanotg solserhotg Isdod adly e doon

trade union actlvity have been eroding certain advantages. In the
sve vizoaniii BOSBBALTNT smedsstudaeaiz olgeer £oab cromen el Mo obhioog
mid-1980s, monthly wages in non-agricultural activities in the Republic
mikey oid
of Korea were among the highest in the region and were over three times
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higher than the comparable wages in Malaysia and Thailand (see table 2).

This gap widened as the cost of Korean labour sored in the second half of

the decade.

Table 2 : Monthly wages in non-agricultural activities in selected Asian

Economies, 1986-88

(Us$)
1986 1987 1988
Malaysia =~ -126 : . 131 129
‘Republic of Korea (a) 407 470 610
Singapore . 336 362 401
Thailand 121 155 170
Taiwan, Province ' : ,
of China 423 572 643

(a): including family allowances and the value of payments in kind

Source' ILO (1992), Federation of Korean industries (1989).

During that period, wage increases 1n.the Korean EPZs surpassed the>
national average, largely as a result of the surge in trade—unionism
following the proclamation of 29 June 1987.6 As part of the process of
democratization, the labour laws were amended, giving unions greater
freedom to‘exercise their rights. In the wake of those changes, most
unions demanded higher wages and better working eonditions; Employers
generally accepted those demands in order to prevent labour unrest.
Since 1arger companies are more likely to have unionized workers, this
is undoubtedly the reason for which employers in these establishments in

EPZs consider labour disputes to be a major problem.

[3404m/29.9.93]



Small:and medium=sized firms.citedrfluctuations,inrtheaexchange‘rate‘asfﬂ
well as the rising cost. of raw materials:and intermediatengoods.as:.» ! ;7

posing the greatest obstacles to their operations. )

The relatively high turnover of staff in enterprises in the zones
coupled withi the unwillingness’ ofisnationals.to engage;in hazardous"work,'
constitute other labour-related difficulties which'efiterprises-in EPZs

in the'Reéepublic of Korea have to face.

FARE REL)

IIT. DEVELOPMENT AND ECONOMIC AND SOCIAL (EFFECTS OF THE EPZs . .vpioN

Gra EREL (& caanll %o s iidpoai
III.1.The development:iof EPZs in the Republic of Korea Seousgatd
Py a i

EPZs are said to undergo a four—stage life cycle: sformation;:

Lpr BOlTy N
iy SRR B0 N0

take-off, maturity and decline.7 In the first stage, the volume of

investment and the nnmber of enterprises increase very rapidly. In the

SE T e N sl Ay e Lol woan ol L ST it Tt (s
take—off stage there is a slowdown in the rate of investment, while the
N A R T R T B B S IO R A L S PRI i S A T

volume of production and export rises significantly. In the mature‘rpwr'

stage, the composition of the enterprises changes, with high value—added

e Dmnre e GRS peoro¥ ooqn ow o coomeonoesd ECEEE PN SR ST EE AT R (141
and capital intens1ve industries replacing those’ that are
vl L gl oontre g0t sl Howe viwind ,onivavs lpaelisa

1abour—1ntensive. In the final stage, both the volume of 1nvestment and

R

: IRV S W NG T e Tl b et namelsoty o8 paiivollo
the competitiveness of the zones decline.

A O o TR [SR oL S R AT ST Y 1 DR g peor onal
DO LB DTN ST EREINVH I 1 TF s N A Foe ST Tomobhonsd

Gapital inflows into the Masan EPZ increased from $1 2 million in

[ T IO 1'5‘v

RN renitial b SRAW rarln vl o Vel mao b
1970 to $88 9 million in 1975 Most of the enterprises were involved in

?‘ PR 2 PES T R U
Sd@macior modal doas food o wents gl thooasr anaods ,.;};;;": TV

PENERLD D
labour—intensive activities and they contributed more to the creation of

[ A i ot v R T TR B LT o : o
B Wi O .L BE IO vz«j L O “TT AR U Ff( WAL T , EM LT T_K(

employment than to the earning of foreign exchange. During the late

ek omadanug G Saenld oal o oiecoTame dobde orel gonnu i w03 winhdggoapnnr ok
1970s, there was a drop in the number of enterprises in the zone.
I Dedorrer el o g G el Do woc el ol forr s oREE

However, the level of investment kept growing and the volume of exports

tripled. The number of domestically-owned firms in the EPZ increased in

[3404m/29.9.93] ' fen, e etk




the 1980s following the Government's decision to allow local firms to
operate in the enclave. During that period, most of the enterprises wvere

involved in capital-intensive activities.

The average investment per enterprise in the Masan EPZ increased
from $238,700 in 1971 to $1,871,100 in 1986. During the 1990s,
investment from foreign sources decreased slightly while that of local
origin continued to rise.. That may be attributed to several factors. The
tax exemption period for most firms had expired, conditions in the
international economy had deteriorated, wages had increased and the .
exchange rate was no longer favourable to foreign investors. In
addition, serious labour unrest between 1987 and 1989 discouraged
foreign entrepreneurs from making additional investments in the zones.
There were companies (e.g. the Korea Citizen Co.-and Korea T.C.
Electronics) ‘which relocated to industrial estates in other parts of the

country and attempted to explore opportunities in the domestic market.

A The Masan EPZ seems to have reached the late stage of maturity.
Investment has fallen, exports have sloﬁed down and employment has
declined staadily_sincev1988.uThe Government continues to encourage the
entérprises which operate in the zone to increase investment, to
introduce advanced technology.and to expand subcontracting arrangements
outside the zone. Efforts are also being made to convert these zones

into high—-tech industrial estates.8

Proposals for the development of the Masan EPZ were prepared by the
Occupant Enterprises Association of the Masan Free Export Zone (OEAMFEZ)
‘in March 1991 and aniimplementation plan was drawn up in June 1992 by
the Ministry of Trade and Industry, the MAFEZ0 and the OEAMFEZ. It was

decided that firms producing the following would operate in the zone:

[3404m/29.9.93]
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hous'-féh&ld electronics products and parts; semicondiictors, computer:‘and
peripheral devices; officé machineés and ‘tocls; cameéras &iid ‘pares @ | .-
timepieces and parts; lenses, optical ‘machines ‘dtid todls; ‘communication ’
machines and tools, and software.

[ A ! ol PR . o e it

The voldiie of goods ‘Produced by fifms in EPZs whHith can'be.s6ld on" °
the ‘démestic market isvIimited to 100 per cént of tha previous iyeartsv. i
exports. However in‘the Cadeusf ‘televisions; radiosy pécording:cn min i
instrutients fadiocdssetteiplagers; stéréos -afd ‘timeépieces, itafsr: .-
restricted i€oV5 pér €ént i 'Sifce the importation’ of thHese iteéms has been '
liberaliz&d, - EH8 Rew plafi -provides  £6F 'the ceilirnig itorbe raised to- 50 =
per cent. THE'Iimit fot rémoving ifipcrted equipmenitiand machinery  £Fomo
firms“in thé EPZs'to facirities outsidethe zoties has been shorteried i &

from five:to’ three~years: Theé*plan alsé”calis for:the granting: ofytaxsdiT

e ey

ekemption for néw’ investmedt and for: thé waiving:of takesion: dnputs’ frém
domestic’ sources when’'the Fihaliprodicts’ ate sold’ ohsthe-domesticiis iy

market. Currently, the domestic sales from EPZ firms are subject to the
same tax as’‘impotrted-products ‘even 4 local faw' material’’ are usedi

o RRTUEERD EREREONIS AP A i LR DTSRG G0 Da g Arswseo
'~ Th-an endeavour to promote ‘good dndustrial relations, there are ou’

provisichs -fora ‘Tabour‘office to bBe' et iip ‘in ‘the FEZAO .aiid for welfare

facilities sudh as'‘childcdre ‘and culturdl® ééntres. to be made- available:

The Iri EPZ never took off in the way that the Masan Zone -did: In:!
1991, total investment amounted to US$49 million and there were 22 firms
operating “in“the ‘Tri Zonei Originally plantied ‘toistifiulatecthe . o7

J

‘deveélopment “of “rufdl aréds and boest MontagFicultural émployment ;isthibs

zofié has-“attFactéd ‘few investorsand in fdétj“only one’third of theVarda

R e

has“been -developedi-‘Inadequate ‘infrastructrire and 1ack 6f easy . dccess:

" "

D I TS - P . > . i
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to raw materials are among the main reasons for the relatively poor

performance of this EPZ.
IITI.2. Economic and social effects
I1I.2.1. Export promotion

Between 1971 and 1991, exports from the Masan EPZ constituted
between two to four per cent of total national exports. In the 1970s,
the rate of growth of exports from the zone was higher than tha; of
national exports. From 1989 onward exports from the EPZs declined to
less than three per cent of total exports. However, in terms of value of
exports per worker, the export performance of the zones has been found

to be either similar to or better than that of other industrial estates.

For ‘example, the volume of exports per worker in the Masan Zone 1s
similar to that of the Kumi industrial estate, 1.3 times that of the .
Guro industrial estate and 3.8 times that of the estate in Changwon. In
1991, the value of total exports from firms in the Masan EPZ was twice
that of the Guro industrial site and it was about four times higher in

the cases of Banwol and Changwon industrial estates.’

The electronics and electrical industries account for 73 per cent of
total exports from the Masan EPZ,‘while precision tools and instruments
" make up .11 per cent. The main ma:kets for these goods are Japan (47.2

%), the United States (19.7 %) and Western Europe (15.9 %).

[3404m/29.9.93]



IIT1.2.2. Forelgn exchange earnings and local. procurements . .= e
Foreign exchange originating from the Masan EPZ is equivalent to
about 50 per cent of the total value:of:exports from-that zone; which'
amounted to US$1,463.4 million in 1991. The EPZ contributes to the
economic development of the region through the-payment of wages; thé!’
procurement of goods and services from local sources, and the conclusion
of subcontracting arfrangeients.:In:1991¢-US$15:5 imidliéh was paiddin
wagéS:to- workersuin:the Masan;ERZ and’iabout:i45 per cent of total:dinputs
foriproduction‘was:iiboighty fromslocalufirmsi~Some 3007 local o suu7 <l
subcontractors sippliedumaterials toi 44 entérptises  in: thatrzohein’ 1au
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The EPZs wvere established at a time when there was a surplus of

1hbourﬁinmthé:Républfexdﬁ*Karea.aTheﬁcreatinnybfaemploymbgtmwaSWQ%

thereforeione of. the principals aims:of. settingiup.the: zonés.:: &l iuk
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Table 3:': Lrends in' employment din EPZs-ih the Republic- of Kotea ¥ %

5.5 0 B ARGV TR e s ber DOV IR R RS T

Maéan Iri Total

1971 1,248 1,248

20 1975 wowr 2% e 1225886 voeleteusnl U883 iasle oo 22230190 odT
1980 28,532 2,700 31,232

2983 vil Fins 17e30,989 . o or G MRB, 7800 cransd 0 845719 s T
1984 33,858 4,014 37,872
1985+ o b wen £283983u 005 vot @801 Lo T L 0324784 LI ooy s
1986 . 34,883 4,633 39,516

1987 e UL BE AT g de oW B0 7 R T 60} aodgd 5182 U ity (L
1988 33,080 4,071 37,151

1989 23,076 3,558 26,634

1990 19,616 3,608 23,224

1991 18,776 3,134 . 21,910

sy

Source: Ministry of Trade and Industry
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The zones have had both quantitative and qualitative effects oh
employment. Not only have jobs been created, there have also been
changes in the work environment and in opportunities for the training of
workers. The workforce in EPZs reached its highest level in 1987 when |
‘the number reached 41,518. By 1991, this had fallen to 21,910 as a
result of adverse economic conditions at both the domestic and
international levels. Factory automation was another factor that

contributed to the decline in the number of jobs.

As regards to indirect employment generated by the Masan EPZ, in
1991 there were 9,348 persons employed in firms to which enterprises in
the zone had subcontracted work. In the case of the Iri Zone, the number

was estimated to be 391.

Direct and indirect employment in the two zones account for
approximately 0.6 per cent of all jobs in the manufacturing sector.
Sixty per cent of all workers in EPZs are in the Masan Zone which has
made a considerable contribution to the development of that region by

creating job opportunities.
IIT.2.4. Training and technology transfer

' The transfer of skills and know-how can be effected through study
tours to a parent company, training courses provided by experts from the
parent company and on-the-job experience. Up to 1991, 7,567 workers in " -
the Masan EPZ had been on study tours to parent companies. Most of the
tours were organized for workers in the electronics, electrical and
precision instruments industries. No such activities were undertaken in

the textile industry.

[3404m/29.9.93]
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Companies,in the: zones. also. provide, technical support;and guidance
to subcontractors in order to ensure that, the quality of the products ds
maintained., In 1991, 330 subcontractors bemefitted from such support,
services. The used equipment that was transferred,from enterprises in, ... .,
the zone, to. other; firms,, as, well as:- the mobility .of skilled labour from ..
the EPZs to firms .outside of the enclayves have also .contributed to, the.. .
transfer oftechnology. However, the impact.of these initiatives is.. ;.
difficult to assess in view;of 'the relatively,limited number of workers,,.

that have access to training, the short duration of the programmes and

the fact that training is; provid

RS e

ed mainly, to, women workers, many of yhom

are unlikely to make jlong-term-.careers- in the industries concerned, .

4 T gt .
EEET SN EIOR S IS L5 PEN SRS T R A S o B SO0 KR S T SEU 15 {a .:.;,;'.x;f.?f.'i»‘:- N E LTRSS .

T Ty e R e o T PRAT IR ey e LT e R A :
cidd vy WO RN 0y i A A P S A P LTTG BED

[

The, number: of ;enterprises increased,significantly in-both.zones in ..
the years immediately after their establishment, In:1970 there were four.
firms in the Masan EPZ, by 1973 the number had risen sharply to 115. On
average, three to four companies moved into the zone each year. As. a .,
result, notwithstanding the closure of some 111 businesses during the
years:.1970:1991; the; Masan area, vas, fully, utilized, particularly. in.the
mid:>1970s Wh§ﬁ£99t@$ﬁb3fSi??faﬁdrﬂﬁmpgﬁjgfﬂn9w entrants increased.. ..,
Having attained:the mature,stage of.dts deyelopment,.the number of . .
enterprises; has been. falling steadily, reaching 69 by 1991 (see table
4). In thejcase:of the Iri Zone;. there,was, one, firm operating. in 1975 .
and’ 131131978 The;number reached its;highest in 1990 when there were ..

24 enterprises and by 1991 this had decreased by tWO... . .oy o) 0 ooy

[3404m/29.9.93]
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Table 4 : Number of operating firms and average nﬁmber of workers per
firm in the EPZs, by year.

Masan Iri TOTAL
Year No. of Average No. No. of . Average No. No. of
firms workers firms workers firms
1970 4 - 4
1973 115 185 115
1974 110 185 ' - 110
1975 94 240 1 333 95
1978 95 326 13 ' 228 ' 108
1980 85 335 11 245 96
1981 83 338 14 248 97
1982 80 325 15 237 95
1983 80 387 17 219 97
1984 77 440 19 211 96
1985 77 376 18 211 95
1986 75 465 18 257 93
1987 74 492 20 255 ' © 94
1988 73 453 21 194 94
1989 ‘ .. 69 334 23 ' 155 : 92
1990 70 280 24 C 128 94
1991 69 272 - 22 142 - 91

Source: Ministry of Trade and Industry

As regards the origin of investors in the two zones, Japanese firms

predominate in the Masan EPZ while more than half of the enterprises in 7

the Iri EPZ are of local origin. As of May 1992, thefe were 31 Japanese
wholly-owned firms and 15 Japanese joint ventures in operation in the
Masan Zone. Most of these are small and medium-sized firms which utilize
standardized production technologies. Thgy generally act as
subcontractors for parent companies. The high share of Japanése firms in -
the Masan EPZ may be attributed to the geographical proximity of the two -
countries and the fact that the idea of establishing an EPZ originated

from citizens of the Republic of Korea resident in Japan.
In 1991, more than 80 per cent of all enterprises in the Masan and

Iri EPZs were wholly foreign-owned. Seventy-six per cent of total

investment in Masan was of Japanese origin while local investors

[3404m/29.9.93]
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accounted fér 1672 per 'cént. In'the Tri Zone, Japanese and Korean : =

e gt

investment were two and 77 per cent respectively. All investment from

the United States went into joint ventures. Bt
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As regards the management -of enterprises in the EPZs, ﬁ?-per cent of

all managers in Masan are from the Republic of Korea. However, they 5‘*7

[

comprise only one—thir of all managers in wholly Japanese—owned ’?ﬁ“

Zn

companies. j’i : S R
' o - o
i . = of3

FTe 0 g %

Table 5 : Ownership patterns, 1991 b o
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Table 6 : Level of investment by country of origin, June 1992

(Us$ 1,000)

Wholly-owned Joint venture Total
Iri .
Korea 36,633 (15) 2,795 ( 9) 39,428 (24)
Japan 994 ( 2) 4,969 ( 7) 5,963 ( 9)
USA 261 (1) 261 (
Germany 5,148 ( 1) 5,148 ( 1)
Yemen 200 (1) 200 ( 1)
Total 42,775 (18) 8,225 (18) 51,000 (36)
Masan o .
Japan 167,587 (31) 11,436 (15) © 179,023 (46)
Korea 16,893 (18) 18,754 (22) _ 35,647 (40)
USA 1,685 ( 5) 1,685 ( 5)
Others 3,110 ( 3) 3,110 ( 3)
Total 184,480 (49) 34,985 (45) 219,465 (94)

Note: The numbers in the parentheses indicate the number of firms
involved.

Source: Masan FEZAO, Iri FEZAO

The level of investment in the zohes has increased steadily despite
the decline in the number of firms. This is partly explained by the fact
that while some companies either reducgd production or ceased their
operations, others shifted to more capital—intensive production
processes. Foreign capital in the zones constituted more than 10 per
cent of total foreign investment in the Republic of Korea in the the
mid-1970s. However, it declined steadily in subsequent years, reaching

3.1 per cent in 1988 and there has not been an upturn in the early 1990s.

More than 80 per cent of the capital invested in the Masén EPZ is of
foreign origin while the Iri Zone it is barely 25 per cent. The reasons
for this low level of foreign participation in Iri were identified
earlier in this text. It is of interést to note that as a result of
amendments to the legislation allowing domestic firms to operate in the

zone, and because of the development of adjacent industrial estates, an

[3404m/29.9.93]
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increasing number of local enterprises are currently operating in the |
Iri EPZ. The §ﬁare ofwdamestic investment in the Masan EPZ is also on

the rise.

5

DR TS S
Iable 7 :: Trends in domestic and foreign investment

in_the EPZs .

(Us$ 1,000)

o

MASANG: o ooy s,

RS
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1
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Domestic

Foreign ..

\Ibtal

L N

" Domestic

Foreign . Total

1970
1972
1975
1977
1980
1983
1986
1987
1988
1989
1990

1991 ...

200

cars 39775

6,185
10,454

’*i%?»Z%sww”

33,368
28,134
26,318
31,959

- 31,828

34,464

33,147

1,236
34,918

82,810

93,472

93,1364,
84,812

111,032
137,336
164,551
186,177
181,353

..182,812 .

171,436
.. 36,895
'88,995

103,926

112,884 .
118,180

139,166
163,654
196,510
218,005
215,817

1,881

3,849
‘212105
7,069
10,611
225379,
34,608
29,503
33,072
37,444

6,769
15,237
79920
., ..15,710
17,314
s 28,620,
45,255
41,275
44,444
49,016
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1V.2. Sectoral.distribution of .forejgn investment
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About ;90 per.cent.of .total.inyestment, in Masan is in the electromnics
and electrical industrigesas wellras in those producing precision:
.instruments and tools, In the.Iri Zone, most of the plants. that

manufacture electronic and electrical goods employ low-and semi-skilled

workers to,carry. out, assembly work,: ...
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TIable 8 : Participating/operating companies by industry, 1991

Masan Iri
Partici- Operating Partici- Operating
pating _ pating
Electronic and
electrical products 23 23 6 5
Metal products 14 14 - -
Non-metal products 3 3 3 3
Machinery 3 3 - -
Precision instru-
ments and products 10 9 - -
Textiles 5 5 14 12
Footwear 4 4 » - -
Others 9 8 3 3

Total 71 69 26 23

Note: "Participating" firms include those in operation, those under
construction and those which ceased operation in each year.

Source: Masan FEZAO, Iri FEZAO

According to the information in tables 9 and 10, about 90 per cent of
Japanese investment in Masan is in the industries producing electronic,
electrical and precision instruments/products, while Korean investors
have concentrated on the metal industry aﬁd the manufacture of precision
instruments. In sum, 67 per cent éf total investment in Masan is in the
electronics and electrical industries, 13 per cent in the precision
products industry and 9 per cent in the metal industry. In the casé of
the Iri Zone, Korean firms have invested mainly in electronics,
electrical and textile industries while foreign participation is mainly
in textiles. Forty-five per cent of total investment in this zone is in
the textile industry while 42 pet cent is in the electronics and

electrical industries.

[3404m/29.9.93]
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Table 9 : Investment by.inhdustry. and:country of:origin in the- Masan EPZ,
Dec. 1991

(US$ million)

Japan " USA . Korea Others Total

Electronics 138,775 1,450 2,367 2,963 145,555
Metals 5,531 0,004 14,724 - o 203259
Non-metals 0,340 0,187 0,248 = ey 0775
Machinery 5,128 - - - 5,128
Precision prods. 20,192 0,020, 7,790: - 0 28y002
Textiles 0,171 - 4,397 0,147 4,715
Footwear . 3,272 0,025 3,649 - 6946y
Others 4,608 - 1,971 - 6,579

Total 178,017 1,685 35,147 3,110 217,959

Source: Masan FEZAO o

Table 10 : Investment by industry and country of origin in the
¢IRI EPZ, Dec. 1991 & : e O

Yy EEY v (Us$ million) s, -

Japan UsSA Korea Others Total

P AL TN W RN

Electronics o 304899 e v=in . 018,829 v anody bz 195728 n0n
Metals -

Non-metals 0,994 - 05248 - wioe 0 Llp24820-000
Precision Prod. - ‘ - - .
Textiles 4,070 0,261 13,558 5,348 23,237
Footwear -

Others:r 0[5 v L= comgd o M 4,808, 0 = oo a0 A38094

“Potal . .o suior w 5,963 7 . 05261 ' 37,444 5,348, ;. 49,016 . ;

Source: Iri FEZAO

AR TS S S S

V. 'PATTERN OF EMPLOYMENT:AND;PRODUCTION . . —uo 7y

V.1: Employment: TR e N B A R TS L Do ED
¢1"The workforece ih the EPZs: reached- itsihighest level with, 41,518 . .«
workers:in: 1987, It subsequently fell to:21,900;in 1991. Liabour ° :
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disputes, wage increases and changes in the exchange rate which were not
favourable to firms operating in the zones, accounted for this sharp
decline in the workforce. Recession and changes in interest rates since

1988, also led several multinational enterprises to move their

 production facilities to other countries. For example, the relocation of

the Korea T.C. Electronics Compény (a subsidiary of Japan Sumida
Electricity Corp.) resulted in the 1oss of almost 5,000 jobs.lo The
level of unemployment in the country has remained relatively low (around
2.5 per cent) and there is a great demand for low-and semi-skilled
workers. Consequently, workers who have been dismissed from enterprises
in EPZs can find other jobs easily. It is of interest to note that some

female workers move into the service sector rather than remain in

manufacturing.

Subcontracting has also had an impact on employment in the zones
since many companies resort to the use of such arrangements instead"of
expanding their production capacify. Rising labour cosfsll as well as
the interest of foreign firms in gaining access to the domestic market

have motivated a number of enterprises to take such action.

Table 11 : Size of workforce in firms in the Masan EPZ (by industry),

June 1992
Number of workers
<50 51- 101- 301- 501- 1,000+ Total
Industry 100 300 500 1000 number
of firms

Electronics 3 5 6 3 3 3 23
Metals 6 6 12
Non-metals 3 ~ 3
Machinery 2 1 3
Precision
Prod. 2 2 5 9
Textiles 2 2 1 9
Others 2 3 3 8

Total 15 23 14 8 4 3 67

Source: Masan FEZAO

[3404m/29.9.93]
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Iable 12 : Size of workforce in the Iri EPZ (by industry), June 1992

Number of workers

- Industry <50 51- 101~ 301- 501~ 1,000+ Number
100 300 500 1,000 of firms
Electronics 2 2 4
Non—metals 2 1 3
Textiles 8 4 2 14
Others‘ 2 1 3
~ Total 12 . 8 2 2 - 24

Source: Iri FEZAO

“ Up to mid 1992 there were only three firms in the electronics and

LAy

electrical industries which employed more than 1, 000 Workers in Masan,

s i dnaii

while the largest plant in Iri employed less than 500 workers. Companies

with a workforce of less than 100 accounted for more than 80 per cent of
all enterprises operating in Iri and 50 per cent of those operating in

Y

the Masan area. This shows the predominance of small sized plants in the
g R p EE R O T T S S AT TR SO ¢

ZOI'].ES .

In 1989, iﬁﬁjééﬁpaniés*;céoﬁﬁtéd for‘65;percent of&alliekports!fromi
the Masan EPZ and 48 per cent of the workforce. The value of exports of
the sg‘smallest companles amounted to $202 2 million - 1ess than that of
the largest exporting firm vhich was said to have exported Us$214.1

million worth' of goods. e o - 1,

[SSTaNE !

As regards the composition of the workforce in EPZs, more than 70

per cent of the workers are single young women who have graduated. from

high school. They tend to leave these jobs when they get married,iIhese

workers are employed in low- and semi-skilled jobs in the electrqnicsﬁ,l

vl

and textile industries. The firms generally)prefer female workers

because their wages are lower than those paid to males. Moreover, Since

.
e ooy e a5
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they have no long-term career aspirations, they are considered to be
less likely to make demands on the management of enterprises in the
zones to provide stable long-term employment. The percentage of women in
the workforce in the zones has been falling since 1988, mainly because
the transition to capital-intensive activities has reduced the need for

low—and semi-skilled workers.

Table 13 : Employment by gender in the two EPZs

Masan Iri

Male Female Total Male Female Total
1987 8,389 28,022 36,411 - - 5,107
1988 8,105 24,975 33,080 - - 4,071
1989 - 6,481 16,595 23,076 1,088 2,470 3,558
1990 5,799 13,817 19,616 1,150 2,458 . 3,608

1991 5,683 13,093 18,776 975 2,159 3,134

Source: Ministry of Trade and Industry-

Most of the workers recruited by enterprises in the EPZs ha&e either
had no training or they have been trained for periods of less than one
week or no more than two. This may be explained by the fact that the
labour—-intensive activities carried sut in the zones consist of
relatively simple and repetitive £asks. As regards the duration.of
employﬁent, about half of all workers in the Masan EPZ havé less thaﬁ

three years of service in any given company.

[3404m/29.9.93]
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Table 14 : Emp;ovment by age, 1990

 Age Male  Female " Total
workers (%) workers (%) number (%)
Less than 20 = 307 (5.4) 4,067 (26.7) 4,374 (20.9)
21 - 30 Co 2,293 (40.0) 8,866 (58.3) 11,159 (53.2)
31 - 40 . 2,208 (38.5) 1,510 (9.9) 3,718 (17.7)
More than 40 Yt 9297 (16.1) © 782 (5.1) 1,711 (8.2)
Total 5,737 (100.0) 15,225 “(100.0) = ‘20,962 '(100:0)

Note: Figures provided by 60 firms that responded to questionnaire.

Source: Korea Institute for Economics and Technology, Study on the
development plan for the Masan EPZ, 1990 .

Table 15 : Structugg of employment by -length of‘service, 1990

Length of" Y Male ' Female = ' Total

service workers (%) workers (%) number (%)
Less than 1 year 464 ( 8.1) © = 972 ( 6.4) 1,436 ( 6.9)
1 - 2 years 903 ( 15.7) . 3,758 ( 24.7) 4,661 ( 22.2)
2 - 3 years 900 ( 15.7) 4,367 (. 28.7) 5,267 ( 25.1)
More than 3 yrs' . 3,470 ( 60.5) 6,128 ( 40.2) 19,598 ( 45.8)
Total 5,737 (100.0) 15,225 (100.0) 20,962 (100.0)

Source: Korea Institute for Economics and Technology, Study'on'thé
development plan for Masan EPZ, 1990

V.2, Subcontracting and domestic linkages

Firms w;sh;gg to gigerwqu,to‘enFerpriseswoupside,qf thg‘zggeg‘mugt‘
submit a request to tpé FEZAQ.;Subcqntrapting_is)used by a number of
enterpgises,xpgrtipu}a;ly Whgn the;e‘#re "rgsh orde;s" to be filled. ,
Rising wages and the decreasing workforce in the zones have made this an
attractive option. In 1991, sgbcgntxactg;§ were invélveﬁ{invthe
production of 0.5 per cent ofvthe goods méde in the Masan zone an& 50

percent of all workers employed by the subcontractors were involved in

production for the EPZ.

[3404m/29.9.93]



25

Table 16 : Patterns of subcontracting in the Masan EPZ, 1991.

Elec- Pre-~ Metals Foot- Others Total
.tronics cision wear
Number of EPZ firms 20 8 7 2 7 44
Number of
subcontractors 188 81 30 12 19 330
Employment in
subcontracting firms 6,585 1,542 202 742 - 277 9,348
Value of goods
produced by
subcontractors : ' - :
(Us$1,000) 46,188 12,081 2,863 5,417 1,704 68,253

Source: Masan FEZAO

Table 17 : Patterns of subcontracting in the Iri EPZ, 1991

Textile Electronics Others
Number of EPZ firms 5 3 1
Number of sub- .
contracting cases 283 ‘ 40 68
Subcontracting . . - S .
- amount (US$1,000) 11,850 8,236 3,150

Soufce: Iri FEZAO

As the volume of export increased and the capacity of enterprises’in‘
the EPZs reached its limits, ;he FEZAO in April 1988 extended its list
of cases in which subcontracting was authorized.12 The number grew |
from 115 to 682 and the procedure for handling the applications was
simplified. Subcontracting éan now account for as much as; but no more
than 60 per cent of the production process as opposed to the previdts
limit of 30 per cent. The amended regulation also allows for the
necessary equipment in the zone to be made available to the

subcontractors. The products cannot be sold as final goods, they must

[3404m/29.9.93]
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" be used for the assembly or manufacture of goods in the EPZs. The period

of the subcontracting arrangement is limited to one year. Conditions of

TS HER : : ' )

work in subcontracting firms are generally unsatisfactory and the nature

of the arrangements causes certain disadvantages for the host conmunity.

On the one hand, EPZs have positive effects on the host community by
: s i

creating jobs, ‘diffusing production technologies' and various methods of

industrial management, and by providing work for subcontractorswv0n>the

other, the 1ack of support for 1ocal activities, the adverseF

e . FEN 1

certain operations on the environment and the presence of foreign

personnel have been known- to provoke.conflicts in the relations between

enterprises in EPZs and actors in the host country.
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V.3. Production
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Production in the Masan EPZ reached its highest 1eve1 (15 billion

e o BT

won) in 1988-“and fell slightly thereafter. Several developments»in both

the domestic and international contexts accounted for that decreas:
SRR e B EREA Y DALY A RN R Y
Average output per company declined since 1989 (see table 18) However,

SR

the value of output per worker increased from US$33,000.in 1986 .to _ '

US$72 ooo in 1991

4
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As firms 1n the EPZ become more capital intensive, productivity
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increases Consequently, while the absolute amount of total production
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may decline due to the closure of firms and the reduction of personnel
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productiv1ty increased since 1988 with the introduction of
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capltal—intensive production methods.
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Table 18 : Trends in the level of production in the Masan EPZ, 1986-91
Billion won, (%)

Year Total Prod. '~ Prod per Prod. per
Billion won (%) company % employee %
1986 9,074 ( 25.9) 121 ( 31.1) 0.26 ( 4.6)
1987 10,513 ( 15.9) 142 ( 17.4) 0.29 (11.0)
1988 12,219 ( 17.0) 169 ( 18.6) 0.37 (28.8)
1989 11,593 (- 5.7) 168 (- 0.3) 0.50 (31.5)
1990 10,171 (-12.3) 145 (~13.5) 0.52 ( 3.2)
1991 10,683 ( 5.0) 155 ( 6.9) 0.57 ( 9.6)

Note: The numbers in parentheses show the percentage change over the
previous year.

Source: Masan FEZAO

As regards investment in research and development (R & D) and in_
techniques for improving productivity, firms in EPZs do not invest in
the former and devote no more than five per cent of total expenditure on
the latter. The electronics and electrical, and precision instruments
industries invested the least in R & D. In this regard, foreign
companies tend to invest less than their domestic counterparts. The
inputs for production by enterprises in the zones are generally imported
from the parent companies. In 1990, 51.3 per cent of all material used
was imported. In the case of Japanese firms, it was 70.5 per cent with
the electronics and electrical industries, accounting for 91 per cent of
total imports. The share of imported inputs is on the decline as the ;
quality of domestic materials improve and goods become more readily

available in the local market.13

VI. WORKING CONDITIONS AND LABOUR RELATIONS

VI.1. Remuneration and working conditions

Until 1987, average wages in the zones were lower than those in the

rest of the economy. However, workers in foreign-owned firms outside the
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zones were genetally paid higher wages than workers in domestic

firms.14 Since 1987, the labour movement has become more active and
there has beén a'general increase in wages. Between 1986-1991, wages
grew at ah eﬁetege of 19.5 per cent fdr‘male workers,aﬁd‘27 per cent for
female workeréiin the Masan EPZ (see table 19). The mosthignificant
wage 1ncreases in the EPZs were sllghtly above the national average.
That was the case particularly for female workers whose numbers in the .
workforce fell by almost 50 per cent. Wages in capital-intensive
industries are generally higher than those in labour—intensive
industries. The higher levels of productivity ahd longer working hours

between wages in ‘enterprisés ofitside ‘and within EPZs narrowed; so did

CHE gab betweerl the Wages patd’ty nils and fémate workers, T 1

AR T e

The Labouf Standatds Law préscribés ad eight-houd Wéfk’&§§'éﬁ&“£ﬁ“5>ﬂ
44-hour ‘woik wéek; ‘not including the daily rést perisd. It may bevarguéd
that tﬂeclené'ﬁbfking ours in’ the zones merely refléct tHe national T
praEtiEe;*ﬁntii'the“late'19éoé,Poéettimewﬁdrﬁ and ‘the thres shift System
were comhon in firmé both in and’ butside ‘the zones. HoWever, overtime
WoLk has heengérédﬁaii§qfedheed'éhd:ﬂeét’mahufectﬁiihghentérﬁ?iéeéfhéveﬁ
a two_shift é&étem: Aééording to a‘teeeﬁt'eﬁ}vey, average working time’
in the EPZ'is between 8-10 hours per dayi"with workers in'the’
capital-intensive industries having 1ongerkh6uis'th%ﬁ‘thdge?iﬁ*theiother7

industries.

i (S - _\:.r
¢
B CIN RSN ERPS S § 5515 SR S RS SIS I SR DU R R S : P AREATE T
N A o o
¢ oeTel T Mg menie o gee BTLR - , Lo - T T T . PR & T I
Ll S URANG SVT N D LRI U S T G RNTION T ot SO0 Il A Toe
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Table 19 : Working hours in the Masan EPZ by industry, 1990

Industry . 8 hrs 8-10 hrs > 11 hrs : Total no. of

firms

Electronics &

electrical 10 11 - 21
Metal 1 8 3 12
Machinery 2 1 3
Precision Prod. 3 5 8
Textiles 1 4 5 ot
Others 4 5 2 11
Total 19 35 6 60

Source: Korea Institute for Economics and Technology; Study on the development

plan for the Masan EPZ, 1990

Table 20 : National average weekly working hours, 1986-1991

Working hours 1986 1987 1988 1989 1990 1991
Total 52.5 52.0 51.1 49,2 48.2 47.9
Regular 44.6 - 44,2 43.9 42.6 41.8 41.7
Overtime 7.9 7.8 7.2 6.6 6.4 6.2

Source: Ministry of Labour, Republic of Korea.

-As regards housing, it was identified as the most serious concern of
employees. However, employers in more than half of the firms surveyed
(34) and especially in those that are small and medium-sized did not '
give any consideration to this issue. With respect to the provisién of
dormitories, the Masan EPZ has four, with 336 rooms which can
accommodate 600 workers. The occupancy rate is only 46 per cent and this
is largely because the buildings were constructed in 1972 and the
quality of the facilities has deteriorated. In Iri, only two large-scale
electronics companies have their own dormitories while others either
rent apartments for their employees or pay part of the accommodation

costs. Most workers do not reside in Iri City. The companies provide .
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transportation:ito’ and from the workplace. On the whole, theé: standard of:T

amenities offered fin ‘the EPZ is.léwer ‘than outside .of: the iones,éan&ﬁmﬂa

,thismaiso accounts for the relatively quick turnover of staff. There are
o 0 vey fOI

no childcare facilities in the zone. In 1992, the Ministry of Labour ::?
orderedvthat nurseriescbe set up to serve firms with more than 500»v?(’w‘
female’workers. However, only a few enployers have eompliedigath‘this“ v
Vi 2 .

regulation. It would be difficult for . the firms to build additional

Major industrial accidents are very rare. ealth and safety 1nspect10n
is carried out on a regular basis as prescribed by the labour
legislation. Pensions.andrthe granting: of-prior-noticeé in‘the event.of:.T

dismissals are important 1ssues that have been raised by the workers.
S8 RN (SRR r ¥ wiBor noideaw

‘However, employers in the zones and partlcularly those in large

2, S

3 S . .
i> e 'r‘.“" PN o

companies have reportedly :not taken these.concerns, into account.lsxx”t

N

N : P . PR ‘y g
Va4 Lot s Y A 0t

VI.2. Industrial relations.: . =¥ .o ob.oioS  cond ot e vwoioks

tBefore 1987 there weréino.significaht laboutr disputes in:theuzones.
Trade7unions~and:industrialidctidon were prohibitéd by, law ini order to: -
attract potential- investors: Foﬂ&owing the:Declaration:of:29June;1987
which:lifted:those andiother:reéstr¥ictions, there wasia surge:of trade.:-
union activity which dnevitablyihad andmpact on.labour-management: .:
relations:both; withinyand outside ofi:the:zones’ In:the . latter halfiof -.
1987, tweénty:two: whions!were. formed -and .there were.40 labou;zdisputes,ji
clnas wmisl owd wome (PTDogl cveteaousededh oo o 0TI gl Ty KRR

As’of: May. 1992 thére:were’ 35 vinions -in; the zone::0f:them, 22:have:i:
adopted’.a elosed shop!> policyrwhile :the others have -an: "open:shop" ‘¢«
systémb%éyAboutn74;3;peﬁ.centﬂofﬂauk;workers;inathegEPZsiare RTRANETE

unionized. Eighty-three per cent of women workers and 55 per cent of
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male workers belong to unions. The relatively high percentage of
unionized women may be explained by the fact that they perform most of:
the low-and semi-skilled tasks and, in terms of numbers, they are highly
represented in the workforce. The policies of the companies operating in
the zones are determined by the management of the parent company.
Decisions are made by both the parent company and the subsidiéries
located in the zone. The style of mgnagement and decision-making
processes differ from those of domestic firms. Moreover, cultural
differences between the local staff and foreign managers coupled with
the fact that workers do not expect to spend all of their working life

with the enterprise, could also lead to strained relationms.

Table 21 : Trends in union organization in the EPZs, 1987-1991

Number of firms with

organized labour 1987 1988 1989 - 1990 1991 1992
Masan EPZ - ' 22 37 43 41 41 40
Iri EPZ 7 - - 6 5 5 5

Source: Masan FEZAO, Iri FEZAO

Table 22 : The incidence of labour disputes in the Masan EPZ, 1987-91

1987 1988 1989 1990 1991

Number of disputes 40 16 27 30 17
Frequency per company 1.82 0.43 0.63 0.73 0.41
Duration range of .

disputes (days) 2-15 5-113 2-87 2-96 1-45

Source: Masan FEZAO

The statutory dispute settlement procedures that apply to the Public
Utilities also apply to enterprises in the EPZs. Industrial action
cannot be taken before 15 days after the receipt of notice of the

grievance by the Labour Relations Commission. If the matter is referred

[3404m/29.9.93]
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to arbitration, no industrial action may;be taken.prior to 15 days after

the: date of referral.:.

. ; PR . . . . . v
® T SR : : . IR ) : : o T
¢ i N PR A ol ;

The causes. and dincidence: of; labour- disputes; changed with the growth.
of the labour.movement. In the beginning, the contentious issues centred
around freedom. of association .and the right to organize; wage .dncreases
and the improvement .of working.conditions. On average, the firms with.. .
organized labour experienced:more -than, one dispute. More.than half.of ,.

the .disputes arose.]

ecause cof-the:lackzof consensus-on.a;standard wage -
and “the basis.upon-which it should.be fixed. The unions ,demanded shigher
wages based on-the-increase-in:the-cost:of .living while;the employers -
argued that those demands could only be accommodated taking into account
the productivity and solvency of the enterprise. While the number of

disputes fell"from 30 in 1990 to 17-in the following year, the ayerage

duration became longer (see table 23). In six cases out of 17,

------

in the footwear industry. The other five were Japanese affiliatesJ

RN AL - L e N " v
R Lt

_engaged in the manufacturing of electronic products or precision =
instruments.

ooy o TYEN T ey e e T o, <f s - L N T S ~ RS T SR U e
R IR VR DUt P S S TS T A EOSAGIE I SRR tE SRE SIS U AW IR 4 SO0 € LD S S

‘ Some f1rms in the Masan area experienced violent labour unrest in

AL %

wwhlch unlon activists 1n the Masan and Changwon areas were said to be

x;~ P e .,
5 "\

deeplyainvolved lz The laws governing labour disputes. 'N{‘:“ﬁ:

to the use of force. Moreover, the managers who had the~e@tgg;ity,;9¥gn;
negotiate with the union leaders in an endeavour to resolve the conflict
were not omn, the site. Those who were;, had almost,no authority to deal

with the -issues-at stake, = e N TN S ORI DAL S TOR TN ST SIS

i3

e . C o , .. . . - R .

e G Cep e “w % N . gy, A s R

PRl i T RS G A BRI AUAE S0 D0 B S ST A ¥ S LARA TSR Y S B EPEEE AT ¥ SO T
- 5

[3404m/29.9.93]




33

Table 23 : The duration of labour disputes in the Masan EPZ, 1991
(number of days)

1-7 8-14 15-30 31 + Total
Electrical and electronic
products 4 1 3 8
Precision products 1 1 -1 2 5
Metal products » » , 1. 1 . 2
Footwear ' ; o 2 , L2
Total : o : 5 3 : 7 2 17

Note: Duration refers to the period‘ofAtime taken to settle the dispute
since this latter was reported to the:Labour Relations Commission.

Source: Masan FEZAO

Recent wage increases and the expiry of tax hqliday periods have
promptéd some companies to begin relocating their production facilities
to other less developed countries. As a result, employment in the zones
has been falling and security of employment is being compromised.

Employment has therefore become of greater concern to the unions.

The problems have been more acute in those cases in which relocation
has taken place with no prior notice being given to the employees. One -
such example, is that of the Korea Sumida Electricity Company. The
management at headquarters ﬁnilaterally decided.to close the enterprise.
It notified the site manager and dismissed all the employees without
following the procedures laid down in the collective agreement in force.
The union leaders went to Japan, and with the help of union leaders in
the parent company and other authoritative bodies,18 sought to have
the company resume its activities. After almost eight months of
discussions the company agreed to pay wages for the duration of the

dispute as well as other entitlements, and:the union accepted the

[3404m/29.9.93]
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decision gf the parent icénpany to termindte operations. in the Republic
s Ro wsdming )

of Korea.‘ _

.H

s Lw

Thi8 example illustrates that when disputes arise, féreign owneré
may avoid dialogue with unien leaders, leave:' the responsibility to:the
Government of the host country to reSolve the problem or relécate their
operatiéns. It may also be argued that the settlement of industrial wicot
disputes‘ may be made more difficult because 6f the approach of union!:i«?
1eaders to negotiating with foreign management as well as their lack of

‘3_1“ N -1,} Lﬁ['\r e

knowledge'of thee
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EPZs 'played %n “inportant rolé in promoting ‘the export-led «fndustriall
developmént ‘of the Républic¢iCof Korea. Regiornaldevelopmerit twals jalsoo il
stimulated as a result of increased employment opportunitites and other
social bénefitsy However; thé economiesignificance:of the EPZs has™
diminished"ever theé 'yedrs, “The Masan‘ Zonelwent-throughithe fullilife
cycle of an EPZ: Fi¥st; it expaiidéd ‘rapidly and inflows of investment -

capital wére significant. Thet;-as’'labour!éostsissased, > - /r Jovs

capital-intensive prodiiction-gradually’ replaced labouf-intensive i 3.
activities. Conditions'oF employmentand industrial~elations’alsov. 7o

undervént noticedble  changes over the yeat¥s i In" ¢otitrasty the' history. of
the Iri EPZ7ié@&ﬁ&%egéifféiéﬂtwvﬁbﬁéfbfﬁ%hé originaliobjectivesowith =:i”
regard to eéxports; employment and-tethnology”transfer havesbeensm: o i}
attained. The-podt thoicetof location, a misconception:by:theipolicyrots
makers of'the '¥0le of thé Zohe in thé“ecohomy and:the reqiirements’for:

its success, all contributed to its failure.
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In terms of exports and productivity EPZs were more efficient than
the industrial estates in which local firms operated. Theilr performance
was heavily influenced by factors such as economic developments in the
domestic and international contexts. Changes in foreign exchange rates,
in wages and in the climate of industrial relations since 1987, had
adverse effects on the competitiveness of the EPZs in the Republic of
Korea. The liberalization of foreigp investment regulations and the .
reduction of benefits in the package of incentives offered to foreign .-
investors served to erode the advantages of the zones vis-a-vis other

industrial estates in the country.

-Rising labour costs and the availability of highly—qualified
manpower led in large part to changes from low-cost labour-intensive
industries to relatively technologically advanced capital-intensive

production.

It may be argued that as a result of the liberalization of foreign-
investment throughout the country, the need to cfeate and expand EPZs in
order to boost exports and foreign exchange earnings is no longer as
critical as it was years ago. However, there is also the view that the
zones should be maintained, that more generous incentives should be
offered and that regulatory reforms should be undertaken to meet the
needs of foreign investors. The Government and employers in the zones
should cooperate in efforts to give qualified workers further training

in fields that are critical for maintaining competitiveness,

There are certain areas in which action is required to maximize the
advantages that may be derived from EPZs. First, additional incentives .
should be offered to attract new investment in high-tech industries. The

terms and conditions for investing should be such that value-added:
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activities will:ibe.:promoted in the EPZs:-and:the operations.would not be
predominantly in tle.small-and medium-sized-eriterprises. Ce i
. Secondly;. the legislation should be amended to facilitate! the  ’

replacement: of: equipment: and machihery at the end of three instead of:

advanced: production technologies as: required, in order to maintain their
competitivenessi .0 o ol T T wpnesy it 0T 0T agng ¥ Lod nrha
Wi T o e i Y ¢ ST SRR S0 SO S URE P EPNNTY ¢ O SR RSN T SR PRCA A RS VA I SO S O
Thirdly, a division responsible for. labour matters should:be

established within the FEZAO to deal with problems which could pose a
threat to-ihdustrial :peace df- theyi:are not:settled expeditipbusly: .Since
most ‘of ‘theillabouridisputesshavei so far atisen dn. enterprises in which.:..:
the management’ i's> Tapandsey, it may be ‘desirable to :inerease:: ..'~ ulvy?
progressively the number of local managers, in an endeavour to minimize -
the cultural differences that may account for some of the problems that

have ‘arisen in.the past. Efforts are also required ito.encourage::

labour<mdnagementi:consultations. on matters of mutual.coneern. ... i

[ P ; Foen o Lo B
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.:If ithe host country :and the:investors arerto:.derive mutual:benefits -
from the EPZsg the latter also have-torplay ia sighificant.role.dim: .« .=
improving sthe cconditions:that! would:help in-this regard. Employers in" - -
thezzones neéed ‘to .recognizé theimportance. . 6f .providing trdining, - - -
housing and:childtare:facilitieés, as well as bettetr-conditions .of work

and pay. CULILVE D o ot T o el s wen Bk

:03EPZéinthe :Republic of Koréa:have'made: an important-but-relatively
limitedrcontributioniito therpromotidn .of export=oriented . : v noipsvi
irdustrialization and: ‘technoélogicaleprogress in:the country.:The:ifuture..

of these’zonesiwould:'depend on the.extent.towwhich!governmentali:policies
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and regulations provide favourable conditions for their conversion to
high-tech industrial estates that would attract significant investment
in higher value-added industries, and provide employment for large
numbers of skilled workers as well as technical and professional

employees.

[3404m/29.9.93]
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NOTES

1 In the mid-1970s, the south-east coastal areas which include
Pohang, Masan and Ulsan were the major sites for industrial estates in
which heavy industry and chemical plants were located. They made a
significant contribution to the economic development of the country. The

role of the Masan EPZ in this development is uncertain.

2 Between the year of its introduction and 1983, the FEZEA was
amended six times. In 1989, the Government tried to integrate the law
with the Industry Arrangement and Factory Establishment Act that was
designed for industrial estates and local companies. That initiative
failed because of differences in the principles and scope of application
of the FEZEA. Other efforts to amend the Law are under way.

3 In this study, the terms export processing zone and free export
zone are used interchangeably. The term used by companies and
authorities in the Republic of Korea is '"free export zone". A recent
publication by the Ministry of Trade and Industry used the term export
processing zone rather than free export zone. For a discussion of the
definitions and terminology used to designate these enclaves, see ILO:

Economic and social effects of multinational enterprises in export

processing zones, pp. 4-7.

4 In the past, domestic partners involved in joint ventures with

foreign investors enjoyed the same benefits as the foreigners. Under the
amended law, only those local firms in high-tech industries and EPZs

continue to get this special treatment.
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& The term "public utility" refers to a service that is vital to the

public and the suspension or discontinuation of which would pose a
danger to the national economy. The following qualify as public
utilities: public transport; water, electricity and gas supplies;
petroleum refining services; public sanitation and health services;
banking; broadcasting and communications. In the case of public
utilities no industrial action may be taken until 15 days after the
Labour Relations CﬁmmiSsion receives notification of the dispute. In
other cases the period is 10 days. The Ministry of Labour can decide
that the matter must be settled with the utmost urgency. When such a
decision is announced, no industrial action may be taken until 20 dayé
after the date on which the announcement was made.

6 Before 30 June 1987 there were 2,742 unions. The number increased
to 4,103 by the end of 1987. The rate of unionization grew by 22 per
cent in 1988. As regards labour disputes, the number soared from 276 in
1986 to 3,749 in the following year.

7 For a discussion of the life cycle of EPZs, see ILO: Economic and

social effects of multinational enterprises in EPZs, op. cit. The Masan

EPZ is discussed in A study oﬁ the development plan for the Masan export

processing zone.

8‘Members of the Masan FEZAO and the OEAMFEZ make a constant effort
to sustain and develop the Masan EPZ. There are plans to make changes
that would take intoc account the economic and social conditions that
affect the zone and the factors for maintaining its competitiveness

vis—-a-vis EPZs in other Asian countries.

[3404m/29.9.93]
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2 As’pf 30 September 1992, there are two EPZs, nine government

industrial‘es;apgs_ang.32 private industrial estates. qut‘industriala
estates were pu;ltwafter the_EPZs. Public iqdustrial eﬁtates occupy a
total ofv129,3}2,090 square meters while priyqte igdustrial.ﬁstates‘take
up an area of 67,l3ﬁ,900 square meters.
10 ThﬁjKorea Sﬁmida qP., relngged iFs f?ctpr;§§ ?9,Mal§ysig, Yhile.d
the Korea I.C. Co, moved its facilitles to a subsldlary in the Kuanefu .
indust?_;a’%“?eState,'i_‘r P 0
&,

™! According to the United Nations System of National Accounts, 1967,
the compensation of employees/workers. "comprises all payments by .
producers of wages and salaries to their employees, in kind as well as
in cash, and of contributions in respect of their employees to soclal.
security and to private pension, casualty insurance, life insurance and

other schemes ,...". Hourly compensation of workers in mgnufacturingp
I ) e L I A B T I T P S AL s S0 SO YR N

increased from US$10 in 1986 to US$26 in ;QQQﬁ"Eqr phqwga@e pggigd,yit.
increased from US$17 to US$26 in Singapore and from US$13 to US$27 in

Taiwan. .

.__{u

‘12‘qucontragting is authqrigeqTfor one year. Consequently, contracts

must be renewed after that period expires,

13 0f the total inputs used 58 per cent was imported in 1987. By . .

1990, this had fallen to 51,3 per cent.
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14 . . . .
Wage comparison between domestic firms and firms with foreign

participation.

(1,000 won)

1971 1975 1980 1986
Domestic firms
all industry - 247 552 2,113 4,212
manufacturing sector 203 479 1,759 3,534
Firms with foreign participation
all industry 530 960 2,740 4,429
manufacturing sector 420 820 2,330 4,180

15 According to a recent survey, about 30 per cent of firms in the

Masan EPZ have a system of prior notice in the case of dismissals and 27
per cent have plans to pay an "unemployment allowance". For details,

see, K.I.E.T: A study on the development plan for the Masan EPZ, op. cit.

16 Basically, Korean unions have an "open shop" system. However,

Article 39 of the Trade Union Law provides for the adoption of the
"closed shop" system when unions represent more than two-thirds of all
workers in the given enterprise. According to the ILO Thesaurus (1991),
the term "closed shop" refers to a "union security arrangement where the
employer is required to hire only trade union members, and membership is

also a condition of continued employment".

[3404m/29.9.93]
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17 In a recent survey, about 40 per cent of the enterprisesvin the

zones reported that outside interference was the most difficult problem

in dealing with labour disputes. That was the case particularly in

wholly foreign-owned and large companies. See K.I.E.T.: A study on the

development plan for the Masan export processing zonme.

18

Multinational enterprises and .the labour movement, 1990. e et b

e
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