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Joint Ventures

A Fruitful Union

Shinsung Packard stays on course.

he joint-venture between Shin-

sung Tong Sang, associated

with Daewoo, and Packard

Electric, a division of General

Motors Corporation, has been
one of increasing growth and understand-
ing. Bick Lesser, executive vice presi-
dent at Shinsung Packard Co., Ltd.
(SSP) says that it took him awhile to
understand that “I could not run the
company myself and my Korean
counterparts to come to understand that
the way they had done things in the past
was not always right.” Although the
Plant start-up was very successful and
exceeded expectations, it seemed like at
first there was “one relationship crisis
after another, but now we have a very
good working relationship.”

This is a comment from a man who is
not new to doing business international-
ly. Before coming to Korea two and a
half years ago he was the engineering
manager at Packard’s Portuguese opera-
tion for almost three years and before
that he assisted in the start-up of
Packard’s Mexican operation in the
US-Mexico border towns of El Paso,
Texas, and Juarez, Mexico, spending six
years there in various engineering
assignments.

His new position is to provide
management and technical expertise and
to oversee Packard Electric’s interests in
their 50-50 venture with Shinsung Tong
Sang company. Daewoo Corporation
owned approximately 13 percent of Shin-
sung Tong Sang at the time the joint-
venture was consumated but currently
has no ownership stake in the company.
It was through this relationship with
Daewoo along with the insistence of
Pontiac (General Motors division) that
Packard Electric be involved in the sup-
ply of any wiring sets coming to them,
that SSP obtained the contract to sup-
ply electrical harnesses for all Daewoo

GM

SHINSUNG

Motors Lemans automobiles, both
domestic and export versions, and about
half of the Daewoo Royales.

According to Packard Electric, SSP
provided wiring harness sets for about
130,000 cars in 1988. This year they are
projecting that sales will approach
180,000 wiring harness sets. As Daewoo
Motors continues to expand, SSP will
continue to grow with them.

Lesser said that in order to meet this
growth, a new facility is being con-
structed. In addition to gaining more
floor space to accommodate growth, the
new plant will increase the company’s
ability to service customers as well as give
them access to the new port being built
on Korea’s west coast. Shinsung Packard
expects to be awarded the contract to
supply harnesses for the new J-car in
1990 and hopes to become a supplier for
the minicar facility that Daewoo Cor-
poration is planning to build near Pusan.

One of SSP’s biggest dreams is to
begin breaking down barriers that exist
in doing business cross-Chaebol. SSP
will actively pursue business oppor-
tunities outside of the Deawoo group
companies. In addition to manufactur-
ing world-class automotive wiring
harnesses, SSP is now acting as a
distributor for Packard and Reinshagen
components. SSP is also planning to
begin the manufacture of automotive ig-
nition sets in a few months and would
like to develop non-automotive wiring
harness customers as well in such areas
as appliances and electronics. Another

goal is to pursue related business oppor-
tunities in Japan, hopefully benefiting
from G.M.’s interest in both Isuzu and
Suzuki.

When the venture was started-up, SSP
imported about 75 percent of its raw
materials (dollar-value), primarily from
West Germany and the United States. By
increasing the localization of items such
as plastic connectors, rubber parts and
metal terminals they have been able to
cut imports by about 20 percent, and
they hope to increase this by more than
ten percent per year on a percentage basis
over the next few years.

An area of major concern with
overseas manufacturing in general, and
wiring harness manufacturing in par-
ticular, according to Lesser, is quality.
This is the reason for Pontiac’s insistence
that Packard Electric be involved with
the Lemans’ wiring manufacturing as a
precondition for importing and selling
the vehicles. To insure a smooth start-up,
eight SSP employees were sent to
Packard’s Portuguese operation to
receive intensive training, especially in
the area of quality. In addition, training
and support has been provided by other
Packard technical personnel. SSP has
also used quality training and support
resources available in Korea. To date
more than 20 SSP personnel have at-
tended the quality training program at
the Korean Standards Association
(KSA).

This emphasis has apparently paid off.
The quality level of SSP harnesses at the
Daewoo assembly plant has been very
high. Currently the harness rejection rate
at the factory is less than 0.2 percent. Ac-
cording to a recent product evaluation
study, the product quality level from the
Shinsung Packard facility is comparable
to the best of Packard Electric’s North
American or European plants.

While Shinsung Packard is price com-
petitive, it is counting on gaining addi-
tional business based on quality, delivery
and service. In the future the company
hopes to become a full-service supplier as
opposed to its current status as a build-
to-order manufacturer. To pursue this
goal, they have sent two engineers on a
six-month program to Packard Electric’s
Warren, Ohio headquarters. When they
return to Korea, a Packard engineer will
accompany them in order to continue
their training.

Shinsung Packard is an example of a
company that overcame initial problems
of start-up and is definitely headed in the
right direction. A direction that signals
continued learning, growth and ex-
pansion. [T
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That Phone Away From
Home (and the Office)

new toy that is quickly

becoming a “must have”

for status conscious busi-

nessmen in this growing city

of commerce is the mobile
cellular telephone.

No longer is the busy executive out of
contact with his office just because he is
stuck in one of Seoul’s eternal traffic
jams. If a high-powered executive needs
to get in touch with a client or is expec-
ting an important call from a customer,
this modern executive can take the call
from the comfort of his automobile or,
with some phones, while he is walking
down the street. The innovation of the
cellular telephone means that busi-
nessmen do not need to stay tied to their
desks in order to conduct business.

Firms such as Samsung, Hyundai,
GoldStar and Motorola supply a variety
of phones that can meet their customers’
needs. Yoo Ho-hyun, general manager
for cellular subscriber operations at
Motorola, said that his company cur-
rently offers two models.

The cheapest model that Motorola of-
fers is their model 3000. This model is
mounted in the customer’s car and sells
for 950,000 won including VAT. The
most expensive model that Motorola cur-
rently offers is the 8000S which sells for
a staggering sum of 2.45 million won.
The 8000S is a truly mobile telephone
that does not need to be connected to an
external power source, except to recharge
its batteries. Sometime toward the mid-
dle of June 1989, Motorola will begin to
offer their Convertible Vehicle Com-
munications system (CVC) which will
allow the user to have the benefits of
both models currently offered.

In some of the wealthier residential
and business sections of Seoul, salesmen
litter neighborhood cars with adver-
tisements for mobile telephones shoved
under the windshield wipers.

The phenomenon of commercial
mobile cellular communications in Korea
is a fairly recent occurrence. The
popularity of cellular phones has quick-
ly grown to the point that it is com-
monplace to see cellular antennas
sprouting from cars all over the city.

Until fairly recently, cellular telephone
communications capabilities were only
offered in the greater Seoul and Pusan
metropolitan areas. By the end of
January 1989, service is supposed to be
extended to the cities of Taejon, Kwang-
ju, Taegu and Cheju. Lee Byung-hee,
business department director for the
mobile telephone business group at
Korea Mobile Telephone Corporation,
said that “service will be extended to In-
chon and some other areas by 1991.”

The cost of this service does not come
cheap. After the initial outlay for the
telephone, the user will find that there
are many other fees. To subscribe to the
service the user will be faced with an
equipment cost of 650,000 won and an
installation fee of 30,000 won.

User fees are set at 27,000 won per
month. The cost of a call depends on the
distance to the place being called. Up to
50km, the call is 25 won every 10
seconds. A call further than 50km but
less than 101km is 25 won for 5 seconds.
Calls that exceed 101km cost 25 won
every 3.5 seconds.

These fees mean that to
purchase, install and make the
first call on the cheapest model
will cost a minimum of
1,695,840 won, or approxi-
mately $2,516.

.

On top of these charges, the user is
faced with obtaining permits to use the
telephone. The application fee is 12,000
won and the inspection fee is 26,840

won.

These fees mean that to purchase, in-
stall and make the first call on the
cheapest model will cost a minimum of
1,695,840 won, or approximately $2,516.
The cost of such a system must not be
too prohibitive, though, since Motorola,
which claims to “may be” have a 30 per-
cent marketshare in Korea, has sold
2,000 units so far.

For those that cannot bear the cost of
a real cellular telephone system, there is
always the possibility of keeping up with
the Joneses in looks only by purchasing
a fake car phone and antenna. [Tl
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Signs of Things to Come

illiam D. Grossman, vice
president-managing direc-
tor for the Chicago Board
of Trade’s Asia-Pacific
representative office, was
in Seoul on January 19th to announce
both the opening of the CBOT’s Asia of-
fice, located in Tokyo, and the CBOT’s
acceptance of the first international
membership in the Korea Futures
Trading Association (KFTA).

According to Grossman, the CBOT is
the largest institution for the trading of
agricultural commodities and financial
futures. The CBOT already receives
hedging business from Koreans. This,
coupled with the recent announcement
that the Korean government will open
the capital markets in 1992, convinced
the CBOT that they needed to move
toward closer ties with Korea. With the
CBOT becoming the first foreign trade
board to become a member of KFTA,
they apparently have a leg up on their
competition in encouraging Korean com-
panies to hedge their markets on the
CBOT’s trading floor. Grossman said
the CBOT “will emphasize the benefits
of hedging.”

Hedging is the process by which com-
modity futures are bought or sold in an
attempt to protect against financial loss
due to price fluctuations.

Another reason for Grossman’s press
conference was to announce the opening
of the CBOT’s new office in Tokyo. Ac-
cording to Grossman, this office will be
responsible for all of the CBOT’s ac-
tivities in Asia.

Grossman said the CBOT will begin to
increase its support to Korea following
this announcement. The CBOT, accord-

ing to Grossman, does not view Asia in
a homogenous context, but rather as
needing a country by country approach.
Although, when asked if the CBOT was
considering opening a liaison office in
Seoul Grossman said that the CBOT did
not currently have any plans for such a
step.

The CBOT’s office in Tokyo will act
as a clearinghouse of information for
both the board in Chicago and for
traders in Asia. Grossman says that since
the Tokyo office will be in this time zone,
it will be able to be more responsive to
traders needs.

The CBOT controls 48 percent of the
futures market in the United States and
approximately 33 percent of the futures
traded in the world. Grossman said that
as Korea continues to grow it will need
to take advantage of the CBOT’s
resources in hedging to offset price fluc-
tuations in raw commodities.

According to Grossman, some Korean
companies are reluctant to hedge on the
commodities market because they view it
as speculative and do not really under-
stand the use of a hedging vehicle.
Grossman said that “those who do not
use hedging are open to price risks and
are the ones who are speculative. Those
who hedge are behaving prudently.

To help increase understanding of the
hedging vehicle, the CBOT will send
representatives to Korea this year to pro-
vide education about the futures trading
market.

Grossman stated that the CBOT can
provide an advantage for businessmen in
that it has people who are willing to ab-
sorb the risk of price fluctuations, a risk
that most businesses do not want to deal

with. Due to the technology that the
CBOT has installed, order taking and
order execution are faster and more
reliable. According to Grossman, the
CBOT is the cheapest trading floor in the
world. Orders are two cents per transac-
tion for member firms and 50 cents for
non-member firms, Grossman said that
the CBOT is “not there to make a pro-
fit, we are there for our member firms to
make money.”

Grossman hopes that the Korean gov-
ernment will study the U.S. model for
futures trading regulation. In the U.S.,
the commodities markets are regulated
by a single government commission.
Grossman said that this format has been
very effective.

Lee Hyun Yol, secretary general,
KTFA expressed his association’s hap-
piness at having the oldest and largest
trading board in the world become a
member of his association.

Lee stated that currently KFTA has 85
members of which 27 are involved in the
securities or banking business.

The concept of futures markets was
first brought to Korea fifteen years ago
by Merrill Lynch. The utilization of
futures markets by Korean business has
been growing slowly ever since.

Hopefully, with the addition of the
CBOT and continued monetary liber-
alization by the government, the futures
market will begin to grow dramatically
here in Korea. Lee stressed what a big
event this was for KFTA in having the
CBOT join them and for the need of the
government to encourage continued
growth in the futures markets. [

The photographs above illustrate the finger signals for grain prices. They are, left-to-right, 1/4 cent,
1/2 cent, 3/4 cent and 1 full cent.

52

KOREABusinessWorld, February 1989




	Cover.jpg
	Masthead.jpg
	Page44.jpg
	Page51.jpg
	Page52.jpg

