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l. Industrial Location Policyaiit

# As an initial type of industrial cluster, Korea’s first
industrial complex was constructed in Ulsan in 1962.

@ From 1965 onward, export-focused industrial complexes
were established in such major cities as Seoul, Busan,
Daegu, and Incheon.

# Most of the manufacturing industries in the 1960s
produced labor-intensive consumer products in urban
areas.

@ From the beginning of the economic development,
industrial complexes became the core of the region’s
growth.

(RIET p2pay

l. Industrial Location Policy)

# The economic attractions of urban areas pulled the
population to the urban areas, while the decline in

agricultural sector pushed out the rural population at the
same time.

4 As a resuit, the share of the employment in the primary

industry decreased from 65.7 percent in 1960 to 27.1
percent in 1985.

# On the other hand, the proportion of the GNP generated

by the manufacturing sector rose from 16.3 percent in
1962 to 22.4 percent in 1971.

# The per capita GNP in real terms doubled during this
period.

: KIET AT



l. Industrial Location Policyaiit

# At that time, the Korean government placed higher
priority on agglomerating companies through large-
scale industrial complexes.

# The government executed the plan to establish industrial
complexes, by acquiring the land and providing
necessary infrastructure.

# In 1964, based on the Export Industry Complex
Development Act, six industrial complexes were
established in big cities to foster the leading export-
oriented industries.

# Efforts were also made to attract foreign direct
investment for job creation and technology transfer.

z (RIET p2pay

Unit: 1,000 m*
Hum%;;f;gusmal | DEEL%!;E:M‘I
Daegu 3 1965 9,154
Incheon 4 1965 3,493
4 CKIET Azemy



l. Industrial Location Policyant

W Incentives and Infrastructure inthe 1960s !

@ To relocate industries to industrial complexes, Korean
government provided incentives for companies, such as
tax exemptions, financial subsidies.

- Local property tax exemption for five years
- One time exemption of registration tax
- Purchase tax exemption for two years

# In addition to these assistance programs, the
government also focused on the development of basic
infrastructure, especially roads, dams and power
generating facilities.

@ A number of seaports were constructed to
accommodate growing volume of overseas shipment.

: KIET AT




Il. Industrial Location Polic

4 |n the 1970s, the Korean government tried to shift its
industrial structure from light industries to heavy and
chemical industries.

¥ To foster heavy and chemical industries, large-scale
industrial complexes were established in the
Southeastern Region.

— Changwon (machinery), Ulsan (petrochemicals), Geoje
(shipbuilding), Pohang (Steel), etc.

< Since then, these areas are developing into the foremost
industrial clusters in Korea.

7 KIET aj2iamy

n the 1970z,

Institutional Framework for industrial complexes )

@ [n the 1970s, there were five types of industrial
complexes, backed up by different legal mandates.

4 Industrial complexes were developed by central
government and local government (provinces).

< At the central level, Ministry of Trade and Industry,
Ministry of Construction, and Economic Planning Board
were responsible for the development of industrial
complexes.

# Each industrial complex had different objectives and
industrial mixes.

z KIET aj2iamy



ll. Industrial Location Policyiiatiae

) Types of Industrial Complex in the 197(0s .




ll. Industrial Location Polic

Incentives for Industrial Complexes in the 1970s

+ Export Free Zones: A) five-year exemption from cooperation tax,
tax on income from sales, property tax, income tax of foreigners,
and tax on dividends; and B) exemption from paying import
tariffs and value-added tax

4 Industrial Base Area: Loans up to 70 percent of the purchase
value of land payable and factory construction cost within eight-
year period

¢ Industry Promotion Inducement Area: A) two-year exemption
from registration tax and purchase tax; B) five-year exemption
from local property tax; and C) financing for relocation, plant
construction, site purchase, pollution control, and waste
treatment

Gl KIET aeFY

Note : 1) Constant Price of 1580
Source: KRIHS, 1982
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lll. Industrial Location Pol

2 In the 1980s, to narrow the economic disparities
among different provincial areas, small and medium-
scale industrial complexes began to be allocated to all
the different parts of the country.

# To increase the income level in rural areas, agro-
industrial complexes were built and were granted the
most favorable incentive packages in terms of
coverage and magnitude.

# In the late 1980s, industrial complexes were
constructed primarily in the Southwestern Region,
which had been left behind during the process of
industrial development.

14 (KIET gizeTy
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lll. Industrial Location Polic

2 In the 1990s, some provincial cities were designated
as advanced science industrial complexes.

# However, the results seemed to be unsatisfactory
due to the lack of financial assistance from the
central government.

# Only the advanced science industrial complex in
Gwangju is still developing into an optic industry
cluster with the support of the central government.

2 In 1999, the Regional Industry Promotion Project
was started in 4 provincial regions.

1 (KIET gizeTy
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lll. Industrial Location Policy/ s

2 In 2001, a comprehensive plan was established to
foster strategic industries in provincial areas
outside the Seoul Metropolitan Area.

# The objective of the comprehensive plan is to
strengthen the innovation capabilities that
provincial areas lack.

2 The main policy target of regional development in
Korea is to convert industrial complexes into
innovative clusters.

# The Korean government is focusing all its
capabilities on the development of regional industry
by establishing clusters.

= KIET e
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lll. Industrial Location Poli

Ml Current Status of Industrial Complexes

+ As of the end of 2009, the total number of industrial complexes
was more than 800 with a total area of 1,349.8 million square
meters.

+ The number of companies in operation is 54,600 with employees
numbering 1,474,410. Total production amounted to 699,269 billion
won and total exports reaching just over $280 billion.

Companies

_13_



V. Key Success Factorss

Active Role of Government

» Korean government exercised extensive influence
over the location decisions of industries.

2 Since the early 1960s, one quarter of industrial estates
were established at the sites designated by the central
government.

» The government not only developed infrastructure but
also provided favorable financing terms for industries
located in industrial complexes.

# It is easy for private companies to find location-
specific comparative advantage in industrial
complexes.

= KIET aj2iamy

V. Key Success Factorss

Choice of Favorable Location

2 The economic activities and government investment
were concentrated in a few major urban centers.

# Such major cities as Seoul and Busan served as the
launching ground for export-oriented economic
growth in Korea.

# Korean government concentrated its investment ona
number of growth centers, which were favored by the
private companies.

# The industrial complexes located in the vicinities of
Seoul and Busan attracted a large number of light
industries.

= (KIET aigasy
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IV. Key Success Factors

Incentives for Industrial Complexes

2 Individual firms located in different industrial
complexes had been granted various kinds of support
from the government.

2 In addition to financial assistance, several national
and local tax incentives were provided for various
types of industrial complexes.

- National tax incentives: compensation of pecuniary
loss; exemption from transfer tax, special
assessment, and corporate tax; and special
depreciation deduction.

- Local tax incentives: exemption from acquisition,
registration, property and enroliment tax.

= (KIET aigasy

V. Policy Recommendations

< |n the 19605 and 1970s, the top priority of Korean
government was on economic growth.

@ S0, the development strategy was heavily bent toward an
efficient allocation of resources.

< The end result was spatial concentration of economic
activities and government investment in a few regions.

4 The growth pole strategy was very successful, and the
impact of industrial complexes on regional development
has been profound.

# To achieve the economic growth successfully, the
following policy directions can be recommended.

el (KIET aigasy
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V. Policy Recommendati

Establishment of Industrial Complexes )

< Industrial complexes for manufacturing and exporting
industries has to be established at the national and/or
governorate level,

can be developed

# They are also often established by consortiums of
private companies, or even one large company can
anchor investment in such complexes.

# For industries requiring large amounts of equipment or
a large parcel of land, exclusive industrial complexes

< In order to promote the project feasibility in
consideration of industrial demand, the third sector or
private development method is recommended.

25

(RIET p2pay

' Development Methods | Advantages Disadvantages
Public Development - Comprehensive and - Deadline delays due to
Method consistent development | funding shortages

- Administrative support | - Ineffective business
) : operations inherentin
- Promoting public bureaucracy
confidence in business
Private Development - Competitive profit margin | - Pursuing profitability
Method over quality of service
- Seeking the return of
investment by
overcharging
Third Sector - Being effective with large | - Discontinuous political
Development Method scale business that have | leadership
long-term return pericds | - Fragmented decision
making

_16_
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V. Policy Recommendations
.

< To attract investors and facilitate industrial complexes,
substantial tax exemptions and financial subsidies need
to be provided.

# According to the policy goals, incentives can be
differentiated among the types of industrial complexes
depending on their legal mandates.

4 [n this respect, it is necessary to grant the most
favorable incentive packages to the exporting industries
in terms of coverage and magnitude.

# In addition to financial assistance and tax incentives, it
also needs to provide resident companies in industrial
complexes with loans at rates lower than the market rate.

v (KIET diziea8

V. Policy Recommendations

Legal Structure of Industrial Complexes )

< To develop industrial complexes effectively, integrated
legal structure has to be prepared.

@ In case of Korea, individual acts provided the legal
framework to establish, develop, and sell lands in the
early stage of economic development.

< But many different laws and ministries involved in the
establishment of industrial complexes could pose as a
barrier in promoting industrial activities.

< In 1980, Korean government integrated several acts to
two main laws.

= (RIET p2pay
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V. Policy Recommendations

Management of Industrial Complexes )

# Once established, industrial complexes need to be
managed by the specialized management organization.

# Managing agent, tentatively named “Industrial Complex
Corporation”, is required to prepare long-term
comprehensive management plans, as well as annual
operational programs.

< While comprehensive plans are formulated in line with
the long-term objectives of central government, annual
operating plans are aimed at achieving efficiency of
industrial complex operations.

# In Korea, Korea Industrial Complex Corporatieon(KICOX)
manages about 40 national industrial complexes
nationwide.

= KIET AT

d Infrastructure Investments '

< Infrastructure investments are critical to foster regional
industries.

@ Infrastructure covers a wide variety of the public
facilities ranging from transportation network to a city
park.

# Infrastructure is an unpaid input to the private actors
which enhances the productivity of the private sector
and general welfare of the public.

# Infrastructure investments have become an increasingly
effective policy instrument for domestic industry in the
midst of global competition.

= KIET AT
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8P Theoretical Backaround

The Importance of Eegional InNovation SYSLEx; FES]

_-"*_

# In a knowledge-based economy, the competitiveness of cities and
regions plays a critical role in determining the development of
national economy.

# Many countries around the world are exerting efforts to establish a
Regional Innovation System [(RIS]

~ AIS is a8 new paradigm for regional industrial development.
« RIS is emerging as the new growth engine of the knowledge-based economy.

» Major advanced countries are already presenting success stories
of regional innovation based on a clustering strateay.

- bxamples - Silicon valley in USA Sophia Antipolis in France. Cambridge Science
Park in UK. Baden-Wurutenberg in Germany

&R GIET HuBTY
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Regional Industrial Policies iInKored

An initial Type of Industrial Gluster:Linil 48

2
gmtril

#* In the 1960s and 1970s. Korea built Iarge—scale industrial
complexes near Seoul and in Southeast region.

<" Foremost large-scale industrigl complexes were built in Changwaon
gﬁmtgiérjailnerﬂ Ulsan [petrochemicalsl Geoie Ishipbuildingl and Pohang

# In the 1980s, small- and mid-scale industrial complexes
began to be allocated to all parts of the country for
balanced development.

# In the 1990s, some provincial cities were designated as
advanced science industrial complexes to keep up with
shifting trends toward knowledge-based economy.

P T HepI
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A Path toward Innovative CIUSEErs ;

T

# Until the end of 1990s, most industrial complexes in Korea
ocused only on production.

» They are heavily dependent on the parent company located in
the Seoul Metropolitan Area for R&D and corporate support.

» The Korean Government planned to support R&D functions and
corporate support services in production-focused industrial
complexes in the early 2000s.

» deven industrial complexes were designated as pilot complexes
in 2004 and priority projects were implemented.

P (HIET MqzpEap

T

» More than 10% of either the output of production or the number of
employment relative to the national total

TR Yaunain
ool

(HIET MqzpEap




The Beginning of Regional Industry Promotion Project

T

# In 2001, a plan was established to foster four strategic
industries in thirteen Metro-cities and Provinces outside
Seoul Metropolitan area.

* The objective of the Regional Industry Promotion Project [RIPP]
that was implemented in thirteen Metro-cities and provinces
was to strengthen the innovation capabilities.

» The new government launched in 2003 focused all its
capabilities on the development of regional industries by
establishing innovative clusters.

* To fulfill this objective, efforts were made to connect
industrial agglomeration areas with universities and research
institutes.

&TR (HIET MqzpEap
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An Ohiective View The Key Industry

of the Region

The Growth Potential

The Needa of Companies

The Proepecta of
Technology & Induatry

Extracting 8 Promiging
Sector in the Key Induatry

A Strategic View Forward & Beckward
Pogitioning of +— | Linkage Structure of
a8 Promising Sector tha Major Induatry
g The Vieion and the Strategy Industrial Development
1 of Industrial Developmeant Plang of Cantral &
| in Each Region Local Government
1
Sefecting the Core
Leceremm === Sector
in the Region
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Framework of the Regional Industry F

An Chiective View The Core Sectar
in the Region
The Scenario ofthe s Selecting 8 Cluster
Indugtrial developmeant Modal {Hub & Spoka)

Evaluating Success
Factore by Value Chaing

l

Arranging Priorities
of Success Factors

- Appreisingthe Exieting

A Strategic View ; ;
Resourceain the Region

igualizing Strategied
for Providing Innovation
Resources

Within Their Own From Other Clustera

Cluaters
Agtion Programa Agtion Programe

(HIET MqzpEap
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Govemnance for Regional Indusirial POCY,

& Ministry of Knowledge Economy

v KIAT: window agency

¥ Leading Industry Office (anchor

agency)

¥  commumicate with the MKE &

provineial sovemments

¥ Technopark (anchor agency)

+  commmicate with the MKE &

provincial sovernments

# Ministry of Educatdon, Science &

Technology

¥ Huoman Resource Development
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W Case Study: Changwon City

Landscape of Changwon City -
- =] i

# Capital city of Gyeongnam Province
# Industrial city developed in theearly 1870s
. ¥ B universities and2 national research institutes

= First planned city for machinery industrial
complex

L]

\'[ Eouth-Easicm
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Overview of Changwon Gity

The Biggest Machinery Complex in Korea )

> Area : 25 km*
» Number of Firms : 1.718 Machinery business 1.269 - ratio 74%).
» Economy
- Production - USS 32 billion, Export - USS 14.1 billion
» Hub of southeastern industrial belt

- Ulsan [Mtomobilel Masan [Free Trade Zonel Geoje [Shipbuildingl.
Sacheon [Aerospacel liniu [Bio-engineering

» Accessibility
- Busan & Masan port. Gimhae In’ | Airport. High speed railway

P KIET Meipiae

20% of national machi
production ot bl

Industrisl machinary 1025)

- Induetrial machinary

- Mwtal

. Construction: squipmant
- Machin & tool Robot

- Home applianca

- Widaly uead parts

Tranaport machinery 244
Auto parts e
Alr craft anging 22

_Swipbuliding.
traiin & raftways

TR (HIET MqzpEaa
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Spatial Expansion of Companies_

» For last 30years. machinery
cluster in Changwon
expanded to neighboring
cities.

# Along to the South Coast
Highway 10. industrial
agglomeration grows to form

“belt-shaped cluster” of
about 100Km in length.

= In recent, flourishing ship-
building industry in Korea

creates a new sub-cluster of ‘*,.
shipbuilding industry from
Geoje to Gimhae. Sourcs: Y5 Kwon|200]
lET
2 e S
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The Importance of,Clustering

> A nation’ s successful industries are usually linked through
vertical or horizontal relationships.

» The reason for clustering is that one competitive industry helps
to create another in @ mutually reinforcing process.

* In this respect, the concentration of rivals, customers, and
suppliers in the specific region will help promote efficiencies
and specialization.

» At the initial stage, it is desirable to attract medium-tech or
even low-tech industries which can exploit factor and demand
conditions in Paraguay.

P T HepI
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Selection of Appropnate indu

* In practice, In developing natlons, the geneslis of
competitlve Industries |s paslc factor condltlons or demand
condltions.

# An Inltlal advantage In factor of productlon can provide the
seeds for a predecessor Industry In the cluster.

# Substantlal or distinctive local demand Is also an early
stimujus to the formation of local firms.

* Considering factor and demand conditions, appropriate
strateglc Industries should be selected.

# To support these Industries, manufacturlng and other
actlvities with forward and backward linkages also need to
be attracted In the same reglon.

P N (HIET MqzpEap

Target Industries by Phases,

= All products have thelr own life cycle: Introduction, growth,
maturlty, and decline stage.

» Consldering the product llfe cycle stage, we can establish
short—term and long-term strategles for the Industrial
development.

= The target Industries for Paraguay, In the |nitial
development phase, have to be concentrated on Industries
In thelr growth or maturity stage.

= |n the early stage of economic development, Industries In
which large flrms can beneflt from the local demand and
existing Industrial linkage effects are highly recommended.

F3 (HIET MqzpEap
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Gonstruction of |I1[]iSHEIIl]|__IjI‘_.-_J I

* Infrastructure investments are critical to foster regional
industries.

» Infrastructure covers a wide variety of the public facilities
raging from transportation network to a city park.

» Infrastructure is an paid input to the private actors which
enhances the productivity of the private sector and general
welfare of the public.

» Based on the concept of cluster, we need to have
infrastructure such as information, communication, education
and training as well as physical space where strategic
companies and service companies can be located.

T (HIET MqzpEap

Development of Regional Humg

* Active efforts should be made to induce structural reforms
and to achieve distinctive features among local universities.

» To enhance the research capabilities of provincial universities,
the support scale should be upgraded.

> It is necessary to come up with various support measures to
promote employment in regional areas and to enhance
utilization of human resources.

% In particular, by providing a proper education in the production
field and opportunities for job experience, the
competitiveness of graduates of provincial universities can be
enhanced.

EA (HIET MqzpEap
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Mational Industrial Complex

# A national industrial complex is designated and developed
by Ministry of Industry and Commerce to nurture national
industrial infrastructure, high-tech industries or promote
industrial growth in underdeveloped regions.

# It mainly focuses on the following regions:

- The area where key industries or high-tech industries
need to be promoted

- The underdeveloped area where a development strategy
is necessary

- The case where the designated areas for the industrial
complex encompasses more than two cities or provinces

# Local industrial complex is designated and developed by
city mayor or provincial governor to promote balance in
distribution of industrial capacity nationwide and growth
of the local economy.

# In addition to local government, private sectors can be
allowed to develop local industrial complex.

# For efficient use of the nation’s limited land, a
government-invested company that acquires, develops

and sells land is needed.

# To develop more than 3,000,000m? land, procedures
need to be followed to require approval from the Minister
of Industry and Commerce.

_38_



l. Types of Industrial Complexs
S High-tech Urban Industrial Complex )

< High-tech urban industrial complex is designated and
developed by city mayor and province governor to
encourage development of high-value industries
including knowledge-intensive industries.

- AErn-industrial complex )

@ Agro-industrial complex is developed in farming or
fishing villages where the location condition is
satisfactory to attract industry.

<@ Agro-industrial complex is established mainly for the
purpose of ensuring extra income for farmers and
fishermen by the head of local government.

z

ll. Development Procedure

_39_



lll. Support System for IndusthallCOMBIEY

Administrative Support

2 When a project operator obtains approval of its
implementation plan, permits and authorizations should

be deemed granted simultaneously.

4 As a public project, support for land acquisition should
be given to project operator.

4 When an industrial complex is designated, the urban
management plan should be deemed to have been
established or revised.

# New public facilities constructed in an industrial
complex are reverted to the national government and
existing public facilities are reverted or transferred to the
relevant project operator free of charge.

lll. Support System for IndusthallCOMBIEY

Infrastructure Construction

< National or local government should fund up to 50
percent of the following costs in support of the industrial
complex development operator:

- Construction costs of main roads and green areas
within industrial complex

- Construction costs of water supply facilities

- Land acquisition costs for sites under development for
landffacility lease

- Construction costs of sewage treatment plants and
waste disposal facilities

- Construction costs of electricity and communication
utilities, etc.
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lll. Support System for IndustRaliCOMBIEY:

Tax and Financial Benefits

# National and local tax exemption and reduction on land
supplied by the project operator

4 Exemption of such charges as farmland preservation
charges and development charges

& National and local tax exemption and reduction for
tenant companies

- Acquisition tax and registration tax exemptions on
land/building acquired

- Property tax and comprehensive land taxes reduced by
50% for 5 years after admission

# Financial support available for tenant companies.

7

IV. Industrial Complex and DeVeIopERIAcH

Purpose

4 The purpose of this Act is to promote the balanced
development of national land and sustained industrial
processes through the efficient supply of industrial
complexes and appropriate placement of industry, thereby
contributing to the sound development of the national
economy.

Industrial Complex Suuuhr Plan

¢ The Minister of Industry and Commerce(hereinafter referred
to as the “Minister”) shall formulate an industrial complex
supply plan for the establishment of industrial location policy
and the efficient supply of industrial complexes and notify
such said plan to the local governor.

]
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IV. Industrial Complex and DeVEIOPINENEALH

Designation of National Industrial Complexes
# National industrial complexes shall be designated by the
Minister.
4 In the event that the head of a central administrative agency
deems it necessary to designate a national industrial

complex, he/she may choose a target area and request the
Minister to designate the target area as the national

industrial complex.

Designation of Local Industrial Complexes

¢ Local industrial complexes shall be designated by the local
governor as determined by Presidential Decree, provided,
that in case of an area of an industrial complex smaller than
the size as prescribed by Presidential Decree, the head of the|
Province designate such said industrial complex.

IV. Industrial Complex and DeVEIOPINENEALH

Restrictions on the Designation of Industrial Complexes

4 The Minister, the local governor(hereinafter referred to as the
"authority to designate industrial complexes”), shall not designate
any industrial complex, in the case the size or unsold rate of a
designated industrial complex of a local government corresponds
to the size or unsold rate, as prescribed by Presidential Decree, by

the type of industrial complex.

Cancellation of Designation of industrial Complexes

4 In the event that an application for approval for an industrial
complex development implementation plan fails to be filed, in
respect of part or all of the industrial complex, within the period as
prescribed by Presidential Decree after the date of the designation
and public notification of the industrial complex, the designation of
the industrial complex concerned shall be regarded as having been
cancelled on the date after such said period has elapsed.

L)
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IV. Industrial Complex and DeVEIOPINENEALH

Operator of Industrial Complex Development Projects

+ An industrial complex development project shall be implemented
by a person who is determined under the industrial complex
development plan by a designation of the authority to designate
an industrial complex from among the persons falling under any
of the following subparagraphs:

- The State, local governments, government-invested institutions,
local public corporations, or a person capable of implementing
the industrial complex development project under other Acts;

- Small business

- A real estate trust company that has entered into a trust contract
for an industrial complex development

- Owners of land in the industrial complex or an association
established by them for the development of an industrial
complex.

b}

IV. Industrial Complex and Deyeiopimentaos
Facilities Assistance
| @ Concerning the infrastructure facilities necessary for the
efficient development of industrial complexes, such as
ports, roads, water supply facilities, railroads,
communications, electrical facilities, etc. the central and
local governments, or the suppliers of such said facilities
shall preferentially provide assistance.

Designation, etc. of Industrial Complexes for Foreigners '

# The Minister may designate a national industrial complex
for foreigners where he/she deems it necessary to
promote domestic investment by foreigners.
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Industrial Complexes Exclusively for Local Relocated Enterprises
| @ The local governor may, where deemed necessary for the
promotion of the local relocation of enterprises located in
the Metropolitan Area, designate and develop an
industrial complex exclusively for local relocated
enterprises.

IV. Industrial Complex and DeVEIOPINENEALH

Tax Reduction or Exemption

s The central or local governments may reduce or exempttaxes
such as corporate tax, income tax, customs, acquisition tax,
special taxes foragricultural and fishing villages, property tax,

for the efficient developmentand cultivation of industrial
complexes and the cultivation of industrial land lease projects
for small and medium-sized enterprises

city planning tax, education tax, and general real estate tax, etc.

TR

Financial Assistance

IoPIMENtACE

| @ The central or local governments may take any necessary
measures concerning financial assistance for the efficient
development of industrial complexes, attraction of
enterprises to industrial complexes, and promotion of
business renting out land for industrial use to small and
medium-sized enterprises

q4
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V. Management of Industria

ablishment of Industrial Comp

< In Korea, the organizations for development and management of
industrial complex are different.

+ This organizational separation causes lots of problems and
inefficiencies.

+ Agency for industrial complex needs to undertake responsibility
for construction and management of industrial complexes.

» Industrial Complex Agency can cope with delays of the
construction process and serious mismatches between the
demand and supply of industrial complexes.

< In addition, Agency will be able to prepare long-term
comprehensive management plan and provide one-stop service
for companies.

A&

V. Management of IndustrialiComple
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VI. Selection of Target Industs
.

Development Strategy

Specialization

Manufacturing
Industries Economic Effect

Growth Potential

Target
Industries

Forward and Backward Linkages
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VI. Selection of Target Incliist

Ll ldentification of Industrial Linkages

Methodology

® 5tep 1: Factor Analysis to extractcommon factors

® Step 2: Social network analysis to eXxamine intra-industry linkage
network and to identify node industries within a cluster

Data

®nput-Output Tables of producer transactions in Korea

#For the ease of interpretations and convenience of analysis, only
the 259 manufacturing sectors used

#Food, beverages and tobacco was integrated

#The 221x221 manufacturing sectors’ intermediate input matrix was
used
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l. Introdution

m Typeof FDI{1)

- Green field investment : overseas investment in new plants and
equipment

- M&A : merger and acquisition

m Type of FDI(2)
-Inward FD :the injection of money from an external source into
a region

- Outward FDI : a business strategy in which a domestic firms
expands its operations to a foreign country

HIET y2imag

l. Introdution

m Effects of FDI

- FDI contributes to the expansion of investment and job creation.
{especially in the case of green field investment)

- Second, it leads to increased productivity of the overall economy
through technology transfer in backward and forward value chains

- Expansion of FDI stimulates competition among enterprises,
price reduction and prompts the increase of consumers’ welfare.

* FDI in Korea has played a critical role in job creation and
enftancement of national competitiveness.

2 (IET yzmmy
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l. Introdution

® Prerequisite of FDI

- FDI is basically more influenced by the structural elements of
the economy rather than promotional policies, which include
the market size, production factors such as real estate and labor,
infrastructure, proximity to neighbor markets and the stability of
the economy.

- Political and macroeconomic stability is the first and foremost

factor for FDI promotion.

- Once these structural elements have been properly equipped,
promotional policies can bring more effective resuits.

HIET y2imag

L

lIl. FDI Trends

® FDITrends in Latin America and the Caribbean (1)

Range Inflows
Above § 10 billion | Brazil, British Virgin Islands, Mexico, Chile, Colombia

35.0 to 8.9 billion | Peru, Cayman Islands, Argentine, Bolivarian Republicof Venezusls

Fanama, Dominican Republic Uruguay, Costa Rica, Bahamas, Hondu
ras, Guatemala, Nicaragua

1.0 1o 4.9 billion

Plurninational State of Bolivia, Trnidad. Tobago, Ecuador, Aruba, B Sal
50,1100 8 billion |vador Barbedos, Pamguay, Jemaica, Haili, Guyans, Saint Kitts. Nevis
. SmintVincentand the Grenadines, Cuba

Less than Turks end Caicos Islands, Belize, Saint Luas, Curacas, Antigua and B
0.1 billien erbude, Grenada, Dominica, Anguilla, Montserret, SaintMaarten

*Source > UNCTAD, 2072, World Investment Report 2012

1 (HIET H21=PE
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Il. FDI Trends

= FDITrends in Latin America and the Caribbean (2)

- Cross border M&As and Green field investment are increasing.

2010 2m

{Millions of dollars) |(Millions of dollars)

M&As 4 692 7.983

Green field FDI 11.864 14 466

= Source - UNCTAD, 2012, World Investment Report 2012

z (HIET yzymay

Il. FDI Trends

m Reasons for FOI increase in Latin America and the Caribbean

- The high growth of FD| was mainly due to its expanding
consumer markets, high growth rates and natural-resource
endowment.

- Another important driver for FDI growth has been the high rate
of return on investment in the region.

* The region is likely to remain attractive to foreign direct
investors given its natural resources and its relatively high
growth prospects at a time of overall global uncertainty.

B (IET yzmmy
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lll. FDI Success Cases

m Countries’ effective response to nearby great economies such

as China or the EU

® Singapore : population 4,657 542 peaple, land area 597 kaf

- Since the early 2000s, Singapore strategically attracted FDI for
life science(bio) sectors which are part of industries with high
added-value.

- As multi-national enterprises of life science industry tend to
target the global market, it compensates for the small domestic
market of Singapore.

- The life science industry grew into a major industry showing
average annual growth of 20% in the 2000s.

HIET y2imag

T

lll. FDI Success Cases

m Thailand : population 22,974,347 people, land area 35580 &f -

- In the early 2000s, the government of Thailand acknowledged
the limit placed on the economic development by conventional
OEM and ODIM practices.

- Thailand pursued knowledge based FDI policies to attract R&D
center of foreign enterprises.

- The government of Thailand attracted 31 R&D centers of multi-
national enterprises through various supports.

(HIET H2mPel
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lll. FDI Success Cases

® Sweden : populaticn 3,059,651 people, land area 450,255 ko = -'

- Despite the disadvantages of high tax rate and high wages,
Sweden made utmost efforts to attract FDI for high-tech industries.

- Attracted FDI by IBM{U.5.), Genen Tech{U.5.), BMW(Germany),
and others for IT, bio-engineering and automobile industries.

- The success factor is the Kista Science City which is globally
the second biggest industrial cluster of IT sector following the
Silicon Valley in U. 5.

s (BIET 42i=3g

Attractive aspects of Paraguay,

KOTRA (Korea frase—iwessmang Prompmion Corporaiad Report (2011).

m Political stability: stable democratic system implemented since
the democratic presidential election in 1993. Member country
of MERCOSUR and UNASUR.

m Open policy: sustained open policy that does not distinguish
between nationals and foreigners. As long as a foreign investor
meets the basic standard requested by the government, he can
benefit from tax benefits.

s Low tax burden: lower tax burden compared to surrounding

countries such as Brazil. Income tax 10%, value-added tax 10%
(Brazil 34%, 25%)

m Stable macroeconomic environment: recorded the highest
economic growth rate in Latin America in the last two years
(15.3% in 2010)

10 (BIET yuymay
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Aftractive aspects of Paraguay]

KOTRA (Korea frase—iwessmens Frompmion Corporarap Re port (2011).

Abundant electric resource:
ltaipu hydropower station.

Fertile land and economic land price: most of the land area
consists of fertile soil that enables agriculture, and the average
price of land is relatively low compared to that of surrounding
countries.

Low wages: relatively low wage level compared to that of
Brazil, Argentina, and Uruguay.

Strategic location favorable for overseas expansion: located in
the center of Latin America, it can easily enter into Brazil,
Argentina, and other major surrounding countries.

7 IET M2iEa

Attractive aspects of F'aragua;-._g,l

LGERI (L7 Economic Research ins) report {2011)

Next frontiers(nations) that have high growth potentials.

Criteria for selecting the nextfrontiers : size of domestic
market, development potential of an industry to specialize,
human resource and social infrastructure, geographical
distance from major markets, and sustainable development
potentials.

Based on the above mentioned criteria, 21 countries were
selected from 107 countries that exclude 32 OECD countries,
BRICs, and 5 countries in South-East Asia.

Paraguay: domestic market (21st), development potential of an
industry to specialize (19th), human resource and social
infrastructure (15th), geographical distance from major markets
{4th), and sustainable development potentials{13th)

i SIET MziEPY
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V. Ways to invite FDI

m The Basic Direction for FDI

- Developing and using the strength and opportunity factors of

Paraguay; complementing and overcoming the weaknesses and
threat factors of Paraguay

- Targeting industries to attract foreign investment and be

suitable for national policy or plan with selection and
concentration principle

- Making long term investment roadmaps and strategies for

attracting FDI related to construction of industrial complexes in
Paraguay

= HIET y2imag

V. Ways to invite FDI

m The World Bank({2009) recommends five factors to promote or
attract foreign investment: Incentive, deregulation, governance,
location and development, and quality of life (1.-5)

- Incentive(1): flexible operating tax reduction according to

contribution to national or local economies

- Deregulation(2): simplifying the procedures of business
registration, permission of land/building/labor, and customs

- Governance System(3): autonomy, independence, and specialty
of foreign investment promotion division needed

1 (BIET yuymay
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V. Ways to invite FDI

- Location and Development{4): optimal siting for minimizing the
cost related to infrastructure, considering national land use plan
or guide lines

- Quality of Life{5): good quality of residential, educational and
health care environment for foreigners to live

= Lessons from Korean experience of attracting or promoting
foreign investment (6-10)

- Construction of foreign investment promotion zone(6) : industrial
complex, free economic zone, free trade zone, etc

= HIET y2imag

V. Ways to invite FDI

- One-5top Supporting Service(7): one-stop services based on
targeting industries, types of company and growth stage

- Monitoring and Follow-up Management{8): monitoring and
supporting the foreign companies to develop well in Paraguay

- Associated Investment with Domestic Companies(%): reducing the
risk of foreign investors

- Reward Systems(10): reward systems in the foreign investment
promotion division to promote foreign investment

o (HIET H2mPel
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V. Ways to invite FDI

= Horea's investment in Paraguay (Thousand of dollars)

sl ot TN
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* Source : Export-import bank of Korea

= HIET y2imag

V. Ways to invite FDI

= Promising fields in Paraguay for Korean investment

- Abundant natural resources — wood or timber,
leather, and food processing industry

- Cheap and abundant labor — textile, electrical and electronic
assembly industry

- Around the huge markets — automobile parts and computer
parts industry

- Government policy — construction and plant industry, civil
engineering industry, bio-fuel industry

4 (HIET H2mPel
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