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ABSTRACT. After a brief comparison of data on small and
medium-sized enterprises in the four Asian newly indus-
trialized economies (Hong Kong, Korea, Singapore, Taiwan),
this paper deals with the existing or potential role of small
firms in Korea's industrialization process; it reviews Korea's
industrial heritage up to the post-Korean war period, then
concentrates on the last three decades of very rapid industrial
development and on the numerous issues facing the Korean
economy today, especially in the field of big versus small-
medium scale business. This particular issue is again at the
centre of policy changes, debates and controversies since the
beginning of the 199O's.

The major arguments of this paper can be summarized as
follows: Very little is yet known about the history of Korean
small entrepreneurship before World War If and how it might
have affected later industrialization process after the Korean
war. It seems that little indigenous industrial expertise was
accumulated before and during colonial rule, this last period
being dominated by the Japanese in a few big key industries,
the very start of big scale business in Korea.

The period 1953—61 was tnarked by the emer-
getice of Korean large firms related to big privi-
leged families and decisioti makers. Many market
distortions were introduced in their favour, but
there was also an obvious development of small
business in the absence of any defined state policy
in this field.

After the "military revolution" of 1960—61, the
important role of small and medium-sized enter-
prises was already recognized by the government
in 1962, although only on paper. The strategy of
export-led industrialization received priority and
the concentration and expansion of existing or
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new large firms were supported by government
funding. Small private entrepreneurship was di-
rectly or indirectly discritninated till the mid-
1970s; But after a relative decline during this
period, it showed a strong and renewed capacity of
survival and development since the late 70s/early
80s. This was probably the result of induced rapid
growth from the global economy with increasing
needs of production diversification and fiexibility,
especially through various types of subcontracting.

Since the mid-80s, Korean business and gov-
ernment circles have become more acutely aware
of the necessity to promote small business in order
to cope with some of the major economic and
social restructuring issues facing the country. Most
government agencies supposed to promote small
business have not been well prepared to grasp at
the real expectations and needs of small entre-
preneurs.

After Japan and Taiwan, Korea is a new
candidate for a rapid internationalization of her
most promising small firms, and the next ten years
should bring up many business matching oppor-
tunities between Korean small firms and foreign
partners, not only in marketing and trade but also
in finance and technology.

1. Small business in South Korea: definition and
regional comparisons

The development of small and medium-sized
enterprises in the four Asian NIEs has followed
either somehow the "Japanese model", with very
compact industrial branches dominated by big
conglomerates and vertical integration between
them and small firms (like in Korea), or the "Hong
Kong model", with the small firms reacting freely
and independently to diversified domestic and
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international orders. The examples of Taiwan,
where the role of small enterprises is impressive,
and of Singapore, where it is still very modest, are
between these two "models". This illustrates the
well cut similarities and differences between the
four Asian NIEs. Statistical data shows the relative
or important contribution of small firms to the
overall economic performance of the four eco-
nomies. There are 1060 million small firms in
Korea, 730 000 in Taiwan, 90 000 in Hong Kong
and 70000 in Singapore, in both industry and
services. The definition of small business differs in
each case, but small enterprises represent on
average 91 to 98% of total existing companies, 46
to 70% (Taiwan) of total workforce, 31 to 57%
(Hong Kong, Taiwan) of total value added, and 17
to 66% (Taiwan) of total exports. The first two
indicators show little difference between the four
economies: only Singapore ranks behind because
of the dominating role of multinational corpora-
tions and big public holdings in the economy of
the small island republic. According to the third
indicator, Hong Kong and Taiwan come first
because of the key role of their small firms. Then,
Korean and especially Taiwanese small and medi-
um enterprises are extremely dynamic in terms of
their contribution to total exports, even if there is a
sharp gap in favour of Taiwan. Based on a strong
tradition of Chinese entrepreneurship, small and
medium-scale firms are today an essential pillar
of the regional and world globalization of the

Taiwanese and Hong Kong economies (See Table

!)•
Small business in Korea is defined by the Small

and Medium Industry Basic Act of 1966. Small
enterprises are defined as those with up to 20
employees (up to 5 in services) and they represent
57% of all existing firms in manufacturing, 10% of
total employment, and 4.6% of total value added.
Medium-sized enterprises are those with 21—300
employees (up to 200 in construction, up to 20 in
services). Exceptions are made for some labor-
intensive subsectors, for which the maximum size
of a medium-sized enterprise can be expanded to
1000 employees, and for some capital-intensive
industries, for which a company with the requisite
number of employees may be excluded if its
capital assets are considered too high.

Cooperatives organized under the Small and
Medium Industry Cooperative Act of 1961 and
mainly affiliated to the Korea Federation of Small
Business (founded in 1962) are also regarded as
small and medium-sized enterprises. Any firm
once defined as a small or medium-sized firm but
which grows beyond the limits of these govern-
ment definitions — either through expansion or
merger — continues to be regarded as such for the
three years following the change of size. The
qualifications needed from a small firm to apply
for assistance from the Small and Medium Indus-
try Promotion Corporation (SMIPC, the major
state agency dealing with Small and Medium-sized

TABLE I
The role of Small aned Medium-size Firms in the four Asian Newly Industrialized Economies

Small
Firms
total in

Hong Kong
Singapore
South Korea
Taiwan

in % of total
number of
compatiies

98
91
98
97

in % of total
work force

62
46
66
70

in % of total
value added

57
31
38
55

in % of
exports

17
18
34
66

Source: Government Statistics, 1987—88.
Small Firms defined according to local sources.

— Hong Kong: 1 to 200 employees
— Singapore: corporate assets below SS 8 millions
— S. Korea: 1 to 300 employees
— Taiwan: declared capital below NTS 40 millions and corporate assets below NTS 120 millions

lUSS = 1.68 SS = 26.15 NfTS (October 1991)
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firms) are that the firm employs a constant work-
force of over five persons, that its total assets are
over 100 million won, that it has been in operation
for over a year at the time of application, and that
is specializes in a priority subsector (among those
defined every year by the Ministry of Trade and
Industry) which amounts to 50% of its total
population.

2. Korean entrepreneurship and small business
till World War II

The entrepreneurship character and pre-industrial
heritage of a nation are determinant factors to be
considered in analysing the nature and the engine
drive of its economic take off and later develop-
ment. This fact was demonstrated once again,
taking the case of Hong Kong as an example, in
Wong Siu-Lun's recent book on the role of the
dynamic emigrant industrialists of Shanghai before
and after 1949 (Wong, 1988). But in the case of
Korea, a very satisfactory economic history, espe-
cially dealing with the identity and role of the
country's entrepreneurs, has yet to be produced.
As mentioned by several authors like Michell or
Kim and Roemer, research in progress on both the
colonial and post-liberation periods has chal-
lenged many of the existing notions of Korean
development in the first half of the 20th century
(Kim and Roemer, 1981; and Michell, 1988).
There is no authoritative analysis of the degree to
which the Korean pre-1945 heritage has been
transmitted to the present and how it influenced
development between 1945 and today. It is quite
hazardous to asset how the too partial and incom-
plete economic data available for the pre-war
period could shape a valid explanation of the post-
Korean war rapid industrialization and the role of
small entrepreneurship in particular.

However, a few general views of the shape of
the Korean industry before 1940—45 can stimu-
late a better understanding of local entrepreneur-
ship till today and also incite to further historical
research if needed.

It seems that several signs of early capitalism
can be observed in Korea during the 18th and
19th centuries, though less clearly than in neigh-
bouring Japan or China. Local enterprises in the
modem sense were created by noble landlords
and merchants, especially in trading, but didn't

recruit much from the handicraft sector or the
peasantry. Then, very little industrial capital and
expertise were accumulated in manufacturing
before Japanese colonial rule: even prior to
Japanese colonization, business in Korea seems to
have been foreign dominated (Hamilton, 1986).
(See Table 2).

TABLE II
Small and Medium-sized Firms by Industry in Korea, 1987

(in 7o)

Manufacturing
and Mining
Transportation
Construction
Wholesales &
Retail Trade
Restaurants &
Hotels
ALL SECTORS

- SMEs
— Large Firms

No of
establishments

97.7
97.7
94.9

99.4

99.6

99.3
0.7

No of
workers

57.4
68.4
29.2

89.7

92.3

66.8
33.2

Value
added

39.1
58.4
25.7

—

_

39
61

Source: Small and Medium Industry Corporation, Major
Statistics 1988.

The vast majority of traditional entrepreneurs
didn't make a very significant contribution to a
spontaneous industrial start, and this might partly
explain why the germs of the future big scale
industrial facihties had to be initiated from other
local and foreign sources during and mainly after
the colonial period and the Korean war (Park,
1989; and Ouh, 1988).

During the colonial period and mainly between
1910 and 1940, a period for which some Japanese
statistics are available (only commodity-product
statistics but no consistent production index or
national income data), some small enterprises did
however emerge, but were dominated by large-
scale manufacturing enterprises (essentially con-
trolled by the Japanese). The colonial power did
restrict the development of indigenous capital,
though competing against the zaibatsu would have
been impossible even without restrictions, as
noted by Fields (Fields, 1990). Around 1938—40,
the Japanese controlled about 89% of all existing
company business if classified by paid up capital.
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but only 58% of the number of establishments,
that is to say essentially large firms, the rest being
made of Korean small firms with a paid-up capital
less than one-fifth of the average compared to
their Japanese counterparts. Most of Japanese
investment was in large and military related
industries like chemicals, metal industry, textiles
and processed food, and there was more and more
emphasis on heavy industry in the late 1930s
(55% of all manufacturing activity in 1938)
because of Japan's military expansion in neigh-
bour China. In 1940, the Japanese over-domi-
nated all modem manufacturing sectors, except
machinery and printing (58% and 57% of total
business only for each sector); there were only 14
agricultural and 10 industrial Korean-owned com-
panies with capital exceeding 500000 yen, and
only 3 of the later 20 largest chaebols (Samsung,
Daelim, Kia) started before the end of Japanese
rule (Lee, 1989; and McNamara, 1988).' On the
whole, the Koreans remained predominantly en-
gaged in traditional activities, with less than 20%
of all technicians and highly skilled labour being
Korean in the manufacturing industry. However,
Hamilton (1986) argues that several thousand
Korean businessman had emerged and that they
would form an important component of the new
commercial and industrial capitalists in the 1950s.
Globally until 1940, there were tangible signs of
rapid industrialization in Korea: manufacturing is
believed to have grown from 3% (in 1910—12) to
aroimd 20% of total commodity produce, and
Korean manufacturing labour grew from 12000
to over 300000 (with 28 000 Korean skilled
workers and 7 000 engineers and technicians), but
these developments did not have too much of an
impact on the existing Korean small firms (Suh,
1978),

3. Small entrepreneurship in Korea till
1960-61

The post-war period till the military "revolution"
of 1960—61, although very much shaken by major
troubling events like decolonization, partition and
the Korean war, is characterized first by the
emergence of Korean large firms, directly or
indirectly supported by various governmental
economic and political measures, possibly intro-
ducing some initial market distortions in favour of

this type of firms. However a spontaneous devel-
opment of Korean small business also takes place,
in the absence of any defined state policy except a
few conjonctural measures of support decided
after 1952-53.

3.1 Large firms

During the early years of the Republic of Korea,
the former Japanese large scale industrial facilities
(especially the so called three "white" industries:
textiles, cereals and fiour, sugar) were sold at
concessionary prices to a limited number of
Korean privileged families and entrepreneurs
close to the Korean liberal party and to US aid.
This marked the right beginning of Korean modem
enterprises and entrepreneurs and the creation of
a true industrial basis serving the domestic market
first and not export-oriented (basic import sub-
stitution). Supported by various privileges and
protective administrative measures (Park, 1989,
pp. 111—19), and also by US material and
financial preferential assistance, big firms grew
rapidly in the field of equipment and very basic
consumer goods, and dominated in several
branches (as it was already the case for their
Japanese ancestors before 1940). 13 of the 20
industrial chaebols existing today appeared during
the Rhee's regime, even if their real growth period
comes after 1960—65 under President Park
(Amsden, 1989; Jung, 1988; and Kim, 1976).

3.2 Smallfirms

During the same period, the protection of the
domestic market and the business concentration in
just a few industrial sectors have left some room
for further spontaneous development of small
businesses, producing and marketing with mini-
mum capital and technological know how a range
of basic consumer goods. This was also made
possible in an overall context of very poor infra-
structure and services, especially after the devas-
tating Korean war, and of a limited goverrmient
capacity to act on all economic and social fronts
(Ho, 1980). No doubt that vast imputs of military,
technological and financial US assistance shaped
new entrepreneurial initiatives and know how.

In order to promote the local supply of daily
consumer goods, the government did some short
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term and urgent fmancial support to those small
firms facing difficulties. In 1952, an initial fund
was launched for priority industries, and in 1953,
the United Nations Korean Reconstruction Agen-
cy created a special fund. Various complementary
measures dealing with small business financing
were adopted in 1953—59. A first small business
promotion report was published in 1956 and it
suggested some type of cooperative federation of
small firms, more adapted financial aid, marketing
facilities, fiscal exemptions and fair taxation. This
was certainly the very first time that a specific
refiection on the future of local small business,
distinct of the global thought feeding the future
prospects of large scale industrialization process,
was produced. It will be re-utilized and enlarged
after 1961 for enacting the first pieces of national
legislation dealing with small business promotion.
But, for the entire period 1948—61, governmental
action remained limited in practise to very con-
jonctural financial support to some of the accessi-
ble small firms, without any significant application
of the more elaborated ideas put on paper,
especially in the late years of the Rhee regime.
(See Table 3).

TABLEm
Concentration of Korean Industry in 195 8

Industries

manufacturing
(all sectors)
— agro-food
— textiles

(coton)
— plastics
— cement

Number of Companies
Total

12971

1473
2801
(701)
120

3

Big Firms

115

8
44

(15)
15
2

Total Value Added
Big Firms
(% of total V.A.)

33

24
55

(84)
70
99

Source: KIM B. T. et al.. The Development Process of the
Korean Economy, Seoul (1981, p. 144) (in Korean)
(quoted by Park (1989,179))

4. Big versus small scale industrial environment
in Korea after 1962

How is it possible to promote or even keep alive
small entrepreneurship in a context of an export-

led growth strategy essentially based on the expan-
sion of large industries, a big public sector, strong
and authoritarian state intervention, and massive
foreign borrowings and investments? With the
First Five Year Plan of 1962 already, the new
Korean regime did recognize on paper the impor-
tant role of small business in balance with big firms
(but it exclusively privileged, contrary to the
Taiwanese policy, mammoth industrial strength
through the promotion of big conglomerates and
through all kinds of economies of scale similar to
those of the early phases of industrialization in
Japan). Even after the apportive measures adopted
in 1961—62 against some of the local big fortunes
(which were judged by the new regime as illegally
accumulated during the 1950s, but also rapidly
replaced by the fortunes of the new business-
military elite in power), there were just a few
hundred big companies which produced (in the
period 1963—65) about half of the total industrial
output and more than two thirds of total exports.
Much as been written already about big industry
and the dominating power of the chaebols in
Korea till the early 1980s, but much less is known
in details, including in Korean language, about the
various distortive impacts on small entrepreneur-
ship during this period.

In his recent extensive research on the subject.
Park (1989, pp. 183-188) makes some inter-
esting guideline suggestions: selective export
promotion measures in favour of big firms (to be
internationally competitive by all means) would
have not benefited small firms which were struc-
turally domestic market oriented and not prepared
for exports; import tariff exemptions would have
been granted to those big scale exporting firms
needing raw materials and equipment at low price,
but high protection for implementing progressive
import substitution would have been the general
rule; most small firms would then have to cope
with high import prices for all kinds of products
and equipment not available locally and would be
condemned to stagnation in traditional activities
or to slow growth in more modem ones; initial
scarcity of local capital and massive state borrow-
ings overseas would have privileged priority loans
to big business and leave small enterprises alone to
cope with high domestic banking rates and insuffi-
cient collateral and garanties to offer; foreign
direct investment and state selected joint-ventures
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would have favoured medium-sized and especially
big firms, 76% of all foreign investments going in
firms of 300 employees (28%) and over for the
period of 1968—78 (Kim, 1983); priority employ-
ment and social policy in favour of big industry
would have been detrimental to small firms, which
had greater difficulties in offering their employees
good working conditions and enough social con-
sideration.

4.1 Korean small firms and the first two five year
plan (1962-72)

With the adoption of the Small and Medium
Industry Basic Act (1966), the government em-
barked on a very selective policy of support to the
most promising small firnis. These inciude those
enterprises able either to promote Korean exports,
or to effectively subcontract components and
parts to manufacturing big firms, or to have the
capacity to become within a few years medium and
big scale companies because of strong competitive
habilities of their own or because of close collabo-
rations with government industrial programs. In
practise, 13 priority sectors for manufacturing
exports were selected by the government (and this
type of periodical selection has remained till
today) but only 1315 existing small and medium
firms received some export oriented promotional
treatment between 1964 and 1972 (Small and
Medium Industry Bank, 1989). In addition, five
export oriented industrial parks, opened to se-
lected small firms in particular, were created.

4.2 Korean small firms and government policy in
1972-79

During the period of rapid expansion of the
heavy industry/chemical/automotive/electronic
chaebols, the potential dynamics of small private
entrepreneurship was considerably neglected.
Over state intervention in most economic and
social areas produced some numerous regulations
on small firms, which were not meant in their real
favour but to benefit mainly big firms and econo-
mies of scale. These measures, quite extravagant
and often unapplicable in practise, ranged from
the definition of sectors and sub-sectors of manu-
facturing exclusively reserved to small businesses
to the protection of small firms against big

business unfair practises or against too much
competition among small companies (Small Busi-
ness Co-ordination Act, 1978), It also included
the controlled specialization of some small firms
as subcontractors to the big industry (especially
for components and parts), and the development
of rural parks for small and medium enterprises.
Compared to the number of administrative deci-
sions taken and the number of institutions created
in order to support small business, the concrete
action and result were very limited in scope till the
early 1980s. As reported by the Korean Develop-
ment Institute (Lee, Urata and Choi, 1986), big
industrial concentration combined with massive
public support did restrict the level of open
competition and the opportunities of initiating
small private business, but competition was also
constrained by many business and trade associa-
tions (formal and informal), acting as bridges
between government and entrepreneurs for the
implementation of state industrial policies: there
were 95 in 1970 and over 235 in 1982 (Lee and
Lee, 1982), most estabUshed by special laws (like
the cooperatives of small firms), acting under
government guidance, and having big firms as key
members. They would quite often enter question-
able actions in terms of unfair business practises,
restrict the number of newcomers in one industry,
and even favour cartel-type decisions.

One can ask how small business entrepreneur-
ship might have been virtually promoted through
pure bureaucratic and public legislation, or wheth-
er it would have survived and even developped in
any case because of induced rapid economic
growth during this period. As noted by Michell
(1988, p. 82) and shown by statistical data, there
has been an obvious dynamism of small firms in
Korea even during the seventies, despite much
government support and distortions in favour of
big business. During the twenty years 1960—80,
small business contribution to the global economy
remained fairly stable which is an achievement in
itself: small firms increased their exports and
retained most of their share in terms of domestic
production and employment (37% to 32% of total
labour). These three indicators had sharply de-
creased between 1960—75, but the trend was
inverted for the period 1975—85. The increasing
imbrication between small and big firms through
various types of subcontracting seems to have
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followed much of the Japanese model, compared
to Taiwan and Hong Kong where the majority of
small enterprises are far more autonomous and
react directly to international market niches.^

5. Korean small business in the 1980s and
future perspectives

Since the early 1980s, the slow down of the world
economy and international demand has revealed a
certain vulnerability of the export-centred and big
scale industrial structure of Korea, after a decade
of over-investment in the heavy and chemical
industries partly related to the accumulation of
excessive foreign debts by both the public and
private sectors. Then, the mid-1980s brought a
second series of problems following the rise of
international currency and trade pressures (espe-
cially against Japan and the Asian NIEs) and
severe political and social unrest in the big indus-
try at home. The Fifth Republic of Korea had to
become more aware of the necessity to foster
small business as one important basis of the econ-
omy. This was recognized in the new Constitution
(article 124—2), in the revision and extension of
most previous laws dealing with small business,
and again in the Presidential Commission Report
on Economic Restructuring of 1988. A long term
plan for the promotion of small business has been
latmched for the period 1982—91 with quite
ambitious targets: the small firm contribution to
total value added and to total employment is
expected to increase from 35.4% to 44.8% and
from 47.7 to 54.3% respectively between 1982
and 1991. For the first time, the promotion of
small business was not only envisaged through
reinforced measures of public assistance but also
through the reaction of a global economic climate
in favour of more spontaneous entrepreneurship.
After all, everybody could be willing to be its own
boss in Korea (like in Hong Kong or Taiwan, or at
least like in Japan) if not hampered by decades of
government guided constraints imposed on private
initiative. It is not at all so sure that South Chinese
culture and mentality are more conducive towards
small private entrepreneurship than in Korea or
anywhere else. Culture and mentality, but also
business and govemment environment have a
strong role to play in the emergence or nonemer-
gence of small entrepreneurship.

5.1 The major imtruments of government policy

Since 1983, the Korean govemment has been
trying to develop operational collaborations and
working networks between all the organizations
fully or partly in charge of supporting small
business. About 70 of such organizations, mainly
public or semi-public, were registered! Despite
very limited action in favour of small firms during
the last decades, this figure gives an other indica-
tion of the centralized and bureaucratic approach
of the Korean authorities up till very recently.

There are three major agencies or semi-public
institutions promoting SMEs in Korea. The Small
and Medium Industry Bureau, a division of the
Ministry of Trade and Industry, is responsible for
the overall coordination and implementation of
govemment policies for SMEs; The Korea Federa-
tion of Small Business (established in 1962) is
responsible for small business cooperatives
throughout the country, especially in rural areas
and regional industrial parks. It federates about 25
000 small and medium-sized firms, and is sup-
posed to offer govemment subsidized grants,
loans, and tax exemptions. Compared to the
Federation of Korean Industry or the Korean
Foreign Trade Association (KFTA), which are
two of the most powerful business organizations in
the country and very much dominated by big firms
and top govemment circles, KFSB has much fewer
resources and has not been very operational for
many years. This is obviously changing now: for
instance, KFSB has hosted the 17th Annual
Intemational Small Business Congress in Seoul on
September 16-19, 1990. SMIPC, (established in
1979, with 6 regional offices throughout the
country and 3 representative offices overseas in
Japan, Europe and United States) has become the
central and operational agency for the promotion
of small firms. It carries out a wide range of
concrete financial and technical assistance pro-
grams for them, also through its affiliated Small
Business Trading Institute, and tries to coordinate
various actions together with some of the 70 or
more organizations fully or partly in charge of
small business promotion, like for instance the
Korean Development Institute or the Korean
Institute for Economics and Technology (Seoul) in
the field of economic research and training.
SMIPC is also responsible to promote the inter-
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nationalization of SMEs through joint ventures
with foreign partners.

5.2 Key issues for small firms in Korea

Entrepreneurship and human resources
During the colonial period till World War II, a
group of small indigenous entrepreneurs emerged
during the 1930s. After the wars, Korea had little
human resources and existing experience to start
up business on a medium or big scale, and this
certainly explains the leading economic role of
both govemment and foreign investment up to
recent time. Until 1987, there was no real policy
to promote private entrepreneurship: a first law
promoting small business initiatives was adopted
in 1986 but its concrete implementation has been
slow, partly because of a lack of experienced staff.
There is still very limited data about the profile of
small entrepreneurs in Korea and in the absence
of in depth field research, a few general informa-
tions can still be collected. Most of small entre-
preneurs are in their 40s, and have received a
secondary education, if not more. Over 80% had a
previous on the job experience of several years as
middle ranking or senior executives in manu-
facturing big firms, essentially in engineering but
rarely in management. Just a few of them (20%)
have a small business family background and most
of them belong to the first generation of small
entrepreneurs. The fact that subcontracting repre-
sents a good two thirds of the total activity of small
business is a clear illustration of the fact that so
many new entrepreneurs have previously worked
for big firms: some of them have spontaneously
decided to become their own boss, but many big
firms, acting as trustees providing capital and
technological support, have also encouraged many
of them to start various types of small or medium-
sized subcontracting. There is obviously now a
coming second generation made of very young
men, highly educated in American, Japanese or
Korean universities, and who might look and
sound as the first modem small entrepreneurs.
Many of them are quite open to risk taking, even if
their chances of business success are limited. They
tend to push their sons in some fields of study,
which are different from their own business,
simply because they are not too sure that their own
company will remain prosperous in the long mn.

If we tum now to white and blue collars,
especially in small companies especially under
50—70 employees, they have to cope with major
difficulties in being able to recruit experienced or
well trained intermediary staff or even very skilled
labour. The situation is slightly better in medium-
sized firms, but on the whole young technicians do
not feel very much attracted by the low standard
of working conditions there. The labor environ-
ment is a third and important issue. Labor unrest
and strong wage demands have been more and
more frequent during the last years, even if politics
and trade unionism are much less present in small
firms compared to big ones. Much of the recmit-
ment still goes through clientelism and pater-
nalisin, in small or very small business in particu-
lar. Despite small wage differential by firm size,
labor prefers big companies, mainly because of
non-wage factors (stability of the job, social
welfare, training facilities, social prestige). Man-
power is generally of average or high quality,
especially in terms of motivation and hard working
but staff turn over is rapid, mainly in such urban
and industrial areas. Vocational training needs
much improvement in the future, except in the
chaebols and some other big firms, where on the
job training is already much in practise.

5.3 Small business finance

Compared to Japan, Korean small entrepreneurs
usually start their business with very limited
capital available (less than 30—40% of total
amount needed), but they seem to have rather
good business ideas for finding niches despite
market domination by foreign and local big firms.
Only 20% of all existing small firms are limited
companies, a type of business encouraged by
taxation exemption and preferential loans, but
most small firms are still in sole ownership and
family run. Even if very distorted, the business
environment is very competitive: among the most
promising small enterprises selected each year by
the govemment, about 25% have however gone
bankmpt, especially in the last 3—4 years in rela-
tion with changing economic conditions at home
and worldwide. Till the mid-80s, the starting up of
a new business was also administratively and
financially difficult: with too much inspiration
derived from Japanese business law, the local
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legislation required a good three hundred docu-
ments, which have been reduced to about 50
today.

The principal financial concern is the difficult
access to credit, and the obligation to provide
sufficient garanty and collateral to money lenders.
For cultural reasons and because of the priority
given to big scale exporting industry, small entre-
preneurs have faced many difficulties in relying on
institutionalized financial establishments and they
have looked for funding from the underground
market (ranging from family or friends' alliances
— in the Asian sense — to non official and expen-
sive money dealers).

The banking community has remained till
recently very conservative in the field of smaU
business promotion, judged as risky (lack of
collateral) and unprofitable. Banks were also state
run and did not know much about the conditions
of private entrepreneurship; therefore they pre-
ferred to focus on big companies and their sub-
contracting firms (compact and vertical industrial
integration) in close accordance with government
industrial plans. Except in one or two cases, the
banks have been very ignorant of the realities of
small firms and they have not even respected in
practise the government regulations imposing on
them a minimum percentage of their total loans to
be channeled to existing new small firms. The
Industrial Bank of Korea (the former Small and
Medium Industry Bank created in 1961), and the
Citizen National Bank are two major specialized
state banks providing small enterprises with spe-
cific credit facilities at the national level (IBK
concentrates on medium-sized firms, CNB on
small firms under 100 employees). They are parti-
cularly responsible for implementing government
guidelines which require commercial lending insti-
tutions to supply a minimum percentage of total
loans to small firms: 35% and 80% of total
corporate loans for commercial and local banks
respectively, 35% of total discounted bills for
finance companies, 25% of leasing contract
amounts for merchant banks. But in practise, all
institutional bankers have applied a rather loose
definition of small and medium-sized enterprises,
often up to 800/1 000 employees and up to 12
billion won in total fixed assets, and small or very
small firms have been more or less ignored. CNB
has always complained that the demand of loans

by small firms was far superior to the supply made
available by the government sectoral and selective
allocation of credit facilities, and most significant
allocation decisions have remained in the hands of
banks' presidents and vice-presidents. Officially
total outstanding loans to small firms reached
25.43 billion US dollars in 1988 (7 billion by IBK
alone), accounting for 48.3% of total loans pro-
vided to Korean enterprises throughout the coun-
try. In 1986 for instance, it was estimated that
the small manufacturing business had mobilized
46.8% of the necessary amount for equipment
investment through financial institutions, while
45.5% came through other resources (Citizens
National Bank, 1988).

Apart from banks or the underground money
lenders, small firms can also try to get financial
back up from other sources. The Korean Credit
Guarantee Fund has been created in 1976 to serve
initially both the needs of large and small firms
having no or little collateral to offer, but 40% of its
guarantees issued were required to support small
business. Since 1982, KCGF is supposed to work
exclusively for them. For most types of banking
loans, even IBK or CNB can ask for the fixed
assets of a small firm in guarantee up to 40% of the
total credit amount; government statistics provide
every year some evaluation figures of fixed assets
for each company, but it is difficult to assess how
far they are reliable. Out of the total of loans
distributed to small firms, over 18% of them were
guaranteed in 1987 against 9% in 1977. Special
government funds have been set up and managed
by SMIPC or other agencies to support those
small firms facing various conjonctural difficulties,
but the money has gone primarily to the small
firms selected by the Ministry of Trade and
Industry, especially in the field of subcontracting
to big firms.

Officially, or underground, the big chaebols and
other large firms have been substantial suppliers of
capital and skills to their closest subcontractors,
and this trend should develop further in the near
future considering current attempts in favour of
business deconcentration and deregulation. On
their part, the cooperatives of small firms, affiliated
to the Federation of Small Business, have brought
limited financial support of their own till the mid-
80s. However, they are quite active to promote
very small firms in the provinces and regions.
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While small firms make still very little use of
stock market financing (Small and Medium Indus-
try Bank, 1983), the idea to create another
specialized bank dealing with small business
exclusively has been rejected so far in favour of a
more efficient and operational use of all existing
agencies and programmes.

Venture capital financing has started to develop
as a flexible instrument to promote free enterprise,
especially for small firms which are technology
oriented (Yun, 1988). This new development is
based on two laws of 1986, the Small and
Medium-sized Venture Business Creation Act,
administered by the Ministry of Trade and Indus-
try, and the Venture Capital Industry Promotion
Act, administered by the Ministry of Finance. A
small company established under the first law is
allowed to invest in small businesses in the form of
equity and in the start-up operation (a few ten
companies established so far). A company esta-
blished under the second law can undertake equity
and loan investment in new technology, consulting
services, leasing and factoring, . . . (currently 4
companies have been allowed to carry such opera-
tions). All these companies are not absolutely
identical to those existing in most OECD coun-
tries: they have received initial funds or preferen-
tial treatments from the government, but they are
privately owned and managed.

5.4 The access of small firms to technology

The overall quality of production equipment and
technology is very low among most Korean small
firms. Most of the research and development
activity is performed by large firms, when not
imported mainly from Japan and USA, and only
16 to 18% of all small firms seem to be formally
engaged in R&D investment of some kind (Small
and Medium Industry Bank, 1984). This does not
mean that many entrepreneurs, especially in the
young generation often trained abroad and travel-
ing worldwide, do not consider technology as one
of their top priorities for improving the quality and
standards of their production. Most of their
technology learning has been derived from various
subcontracting contacts with bigger firms, which
are becoming more and more numerous following
the rapid diversification and sophistication of the
Korean economy and of its big conglomerates.

Internationally, Korean smaU firms have received
about 44% of all technology transfers from abroad
(against 56% to large firms) during the period of
1962—87 (Ministry of Science and Technology,
1987), which is a rather impressive and unex-
pected figure. The majority of small firms asking
for technology support from state run SMIPC or
related agencies tend to suffer more problems of
human and financial management than problems
purely related to technology. In the last years, the
import of high technology from abroad by Korean
big firms has met rising resistance from indus-
trialized nations, including Japan, whereas there is
perhaps more flexibility for small enterprises to
enter high technology niches, through joint-ven-
tures with foreigners.

A first example can be chosen among those
local small firms supplying the car industry with
components and parts, which hardly invest in
research and technology and copy mainly existing
items in Japan or USA. In a period of sharp
increasing demand but also of competitive offer of
auto-parts on world markets, these small firms will
be able either to expand drastically to meet
production and quality capacity, or most of them
will collapse by their failure to match international
standards imposed by Japanese and Western
multinational car makers (Lee, 1987).

The example of those small firms supplying the
machinery industry shows that they are probably
even less involved in technology upgrading. More
than two thirds of all subcontractors have very
little management experience and enough techni-
cal expertise to implement new machinery tech-
nologies without enormous difficulties: these small
firm managers do not have very specialized
engineering backgrounds, they cannot or do not
recruit highly skilled personnel able to develop
technology and innovation, and they do not like or
envisage direct support such as technical advisors
dispatched to them by big contractors or state
agencies. The contractors have also a good share
of responsibility by offering too little operational
guidance and support to small firms or by giving
their preference to imported parts.
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6. Subcontracting at home and small business
internationalization process

6.1 Subcontracting at home versus overseas

According to Park (1989, pp. 297-301), the
accelerated big scale industrialization process
since the 60s has produced two types of relations
between big and smaller firms. First, the chaebols
and other big firms have rapidly expanded, partly
through the absorption of and merger with various
existing small firms, in all kinds of sectors and sub-
sectors. This trend was much reinforced from the
mid-1970s (General Trading Act, 1976) with the
emergence of big trading houses supported by the
state and serving the rising penetration of Korean
exports on world markets. No doubt that the
overall contribution of smjill enterprises to the
economy declined precisely during this period.
Then, during a second phase of diversification and
sophistication of the Korean economy up till now,
the number of smaller companies affiliated to big
conglomerates has developped (53 on average for
each chaebol in 1983 against 14 in 1978), and
various types of subcontracting have fiourished,
induced by large firms to existing small firms or
new ones. Compared to Taiwan or Hong Kong,
the most promising Korean small enterprises are
not part of a horizontal industrial system where
there are plenty of autonomous small firms react-
ing to intemational or domestic offer and demand.
Instead they are part of a compact and vertical
system together with big firms (with similarities in
Japan). Considering the further growth of the
Korean chaebols in 1988—90, it is very likely that
the future development of small firms will con-
tinue to be mainly induced by the big firms. This
leaves perhaps less room in Korea than elsewhere
for a rapid expansion of autonomous small and
medium-sized firms.

During the 1970s, subcontracting represented
more or less 20% of the total output of small firms:
it was not only a modest and stable contribution to
the big scale economy, but large firms (mainly
preoccupied by selling final goods at low price)
also imposed all kinds of delivery and financial
constraints on small business despite contrary
regulations adopted by law. This was not only true
for the final output of small firms, but also for
some of their imputs depending on domestic or

imported goods and material supplied by big firms
and trading companies. Since the amount of
subsidized financing granted to exporters was
based on total export revenue rather than on net
profit or value added, big exporters had little
incentive to produce intermediate goods. It took a
long time before the authorities started to realize
that by developing small and medium-size parts
industries, Korea's value added in exports would
increase , and that the country would not have
then to export as much to yield the same amount
of net profit and foreign exchange (Chon, 1990).
During the 80s and for reasons already men-
tioned, subcontracting has multiplied rapidly,
especially in some equipment and technology
oriented industries where the needs for quality
components and parts are becoming enormous:
the total number of manufacturing small firms
engaged in subcontracting has grown up from 16%
in 1980 to 38% in 1986! In 1988, subcontracting
was estimated to represent over 60% of total small
business output in car manufacturing, 40% and
38% in electronics and machinery respectively.-'
The big firms are no longer exclusively interested
in buying at low cost from small firms, and they
even complain that the development and level of
subcontracting do not follow fast enough the.
evolution of their demands (meaning to much
import dependancy). Some big contractors begin
to realize that to impose their decisions to small
firms might be positive in the short-run in order to
remain competitive on world markets, but, in the
long run, it can affect in many ways both the
potential of small firms and the very competitive-
ness of big firms. In order to promote closer
cooperation and transfers of know how between
big and small firms, some subcontracting business
associations have been recently initiated by some
of the big conglomerates in heavy industries, car
and electronics productions: more than 7 000
subcontractors were registered in 1987 in about
65 to 70 such associations, the largest associations
having each 100 to 200 affiliated small enterprises
(186 for Daewoo for instance).

Subcontracting has mainly been based on big
orders from the large scale industry and it has
produced a very segmented answer among various
small firms dividing and sub-dividing the initial
cake. This kind of division of labour has often
created difficulties related to the lack of opera-
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tional coordination between subcontractors,
which affects both the quantity and quality of the
goods delivered to the big customer. The enor-
mous size of orders has also pushed many small
enterprises to expand their capacity and to get
banking support against such orders, but these
small firms would face major problems and even
disappear in case of sudden slow downs in orders
as it was observed in electronics in the mid-80s.
Because of strong subcontracting orders from the
chaebols, small firms have not been able to develop
the production flexibility of their Taiwanese coun-
terparts and they have probably been more
inhibited than in Japan, from where the model of
compact industries was however drawn.

Just a few examples might illustrate some of the
above comments. As well detailed by Lee (1987),
the subcontracting system in the automotive in-
dustry has not yet gone beyond a single-stage
division of labour. If local small firms may feel free
in principle to supply several big scale assembly
firms, more than 53% of them (a total of 800 small
firms in 1987) have an exclusive relationship with
only one, and another 20% with only two. This is
very different either from Japan, where there is a
strong multi-stage and multi-directional vertical
division of labour, or from USA, where division of
tasks is horizontal and quite egalitarian between
main assemblers and specialized suppliers, also
working for non automotive industries. As pres-
ented by J. W. Kim (1983), the case of Korea's
machinery industry is another example of single-
stage division of labour between major contractors
and subcontracting small firms. As this branch of
industry is still relatively underdeveloped (com-
pared to car or heavy industries), neither con-
tractors nor subcontractors like to work with a
multiple stage structure of production involving
second or third order small subcontracting firms,
which are poorly considered because of the unreli-
ability of their supplies and the low degree of their
specialization. Since the subcontracting market is
still rather small, big firms and subcontractors
tend to keep a variety of productions within
themselves. Compared to Japan or other industri-
alized nations, it seems that there is little correla-
tion between machinery subcontracting success
and the age of the subcontracting firm; the most
active small firms are even those established since

the late 70s/early 80s putting more emphasis on
light industry and economic diversification.

All these informations gathered in the field
of qualitative production/technology and sub-
contracting tend to indicate that the Japanese type
of vertical and multiple subcontracting systemati-
zation, which emphasizes capital/technology/
expertise/personnel close links between contrac-
tors and subcontractors, does not exist much yet in
Korea. The debate is whether it is totally transfer-
able or not, and whether Korean big and small
firms will prefer to go their own way between the
Japanese or Taiwanese models.

6.2 Internationalization of Korean small firms

Since the 60s and 70s, the Japanese conglomer-
ates have progressively expanded their direct
presence overseas in both the developed and
underdeveloped nations. Because of rapid cur-
rency appreciation and increasing trade pressures
since the mid-80s, this trend has not only been
reinforced but a lot of Japanese small firms have
begun in their turn to internationalize, first
through the subcontracting networks of Japanese
big firms, then, after some first experience, on a
more autonomous basis. Little doubt that similar
moves should be expected from the Asian NIEs in
the next years, especially from Korea and Taiwan.
Because of rising production costs and social
unrest at home, mounting monetary and trade
pressures from OECD countries, and new re-
gional market developments in Europe and
America, the big Korean chaebols and some other
labor intensive industries have started to diversify
their foreign markets and to delocalize overseas
some segments of their productions. Even if
statistics still show modest figures, some Korean
small firms have also started to invest overseas (32
million US$ officially registered in 1988 against
almost zero in the early 80s, with a sharp accelera-
tion since 1986) or to look for more foreign
imputs at home. No doubt that the most promising
small firms are looking today for much closer
relations with OECD partners in intemational
trade, technology, know how and even financial
venturing.

There is much scope for future research in the
field of existing and potential internationalization
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TABLE rv
Investment Overseas by Korean Small and Medium-sized Firms in 1988. (in '000 USS)

Japan/SE Asia N. America L. America Others

Manufacturing
Trade services
Other sectors
TOTAL

4,550
1,813

514
6,877

12,591
2,579
1,505

16,675

4,287
0

242
4,529

2,003
1,925

150
4,078

Source: Central Bank of Korea, August 1989 (investment over 1 million US$ must be declared)

of Korean small firms, especially in the following
areas:

Firstly, a detailed knowledge of the real capaci-
ties of the local small firms in the different strong
sectors of the Korean economy is absolutely
necessary to make evaluations and prospecting
into the future, and all the official and grey
documents made available by the government and
semi-public agencies might be very insufficient. So
far, the small firm already represented overseas
are mainly those looking for low production costs
in Southeast and Northeast Asia (textile and
clothing, footwear, plastics, simple electronic
parts) or for marketing channels to big regional
markets in North and Central America (elec-
tronics). Eastern and Southern Europe could be
another target in the near future.

Secondly, a detailed evaluation of the types of
potential small business activities to be interna-
tionalized is also necessary in several areas like
trade of goods and services, technology and know
how, finance and investment.

Thirdly, the above evaluation has to be com-
bined with a geographic differentiation of existing
and potential partnerships with foreigners, both
big and small-medium sized firms. Much emphasis
should be put on the two giant partners of Korea,
Japan and USA, but also on the rest of Asia
(China and ASEAN countries in particular),
Europe, and the Middle East.

Finally, many questions shotild be addressed
whether the best instruments and means have
already been set up or not in Korea in order to
promote the future internationalization of small
firms. Apart from those very promising small
enterprises, which can do or have already done
most of the job by themselves (especially medium-

sized ones) but which are not very numerous
compared to Taiwanese or Hong Kong small and
medium-sized firms, the majority of the local small
enterprises and their potential foreign partners
could use several instruments like existing/future
economic research dealing with industrial subcon-
tracting in manufacturing or in services existing
expertise and know how made available, though
on a costly and confidential basis, from loc£il and
foreign consulting firms and also from the public
and private universities in Seoul where the quality
and social position of senior scholars (often
trained in Japan and USA) are highly considered;
existing expertise and on going assistance pro-
grams from the most reliable semi-public agencies
mainly the Industrial Bank of Korea and the Small
and Medium Industry Promotion Corporation.
SMIPC is particularly involved with the interna-
tional promotion of small firms from both its
headquarters in Seoul and its overseas offices
(Frankfurt, Tokyo, Chicago). SMIPC Centre for
Foreign Investment Services is in charge of foreign
joint ventures with small enterprises in Korea and
has implemented so far special investment pro-
grams with Japan, USA, West Germany, France,
and United Kingdom. SMIPC Centre for Overseas
Investment Services advises Korean SMEs looking
for investment abroad and it provides various tax
incentives and overseas investment insurance
schemes in association with Korean Exim Bank.

Notes

* A first draft of this paper was presented in Berlin at a
conference on "The Role of Small Firms and Entrepreneur-
ship: A Comparison between East and West Countries"
organized by the Wissenschaftszentnim Berlin fur Sozialfors-
chung on July 6-7,1990.
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' See also Choi (1970).
^ The period 1975—85 is one of strong consolidation of the
chaebols. All but three from the 1975 list of the top ten
chaebols have maintained their top position in 1985 (see
Jung, 1988).
' Based on an interview with Mr. Chang Boon Yoon of the
Korea Institute for Economics and Technology, in August
1988.
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