
Korean companies
are short of cash
but rich i assets

The service sector
offers the. best match

for Canadlan skills

Investors should
beware of the many

pitfails facing
foreigra buyers

of Korean assets

But a warning. New investors should rot delude
thernielves that their progress wi be smooth.
Wihile they may be saviours of the erterprses in
which they invest, they may also find themselves
accepted only as a necessity. There is widespread
resentinent at the need to cede control of
Korean comparues to foreigri investors. New
offshore owners may find this reflected in diffi-
culty in dealing with senior employees. Working
with Korean partriers always prescrits challenges
for Canadians because of the ver different
management styles of each country. Also, any
potentiat irivestor musc cread wich care - and
have good legal advice - wher riegotiatirig to
buy Korean assets: one of the weaknesses of the
Korean finarcial system is that a maze of loan
cross-guarantees often means the sarne assers
have been pledged as collaterat several rimes

FDI REFORMS SQ FAR

Major reforms already undertaken in South
Korea to make foreign investment casier andi
more attractive include:

<Foreigners cati now purchase Up to 55%
equity In a company on the Korean stock
exohange. The. ceiling wilI be removed
entlrely by the end of 1998. Purchase of
up ta 33% equity without the consent Of
the exlsting board, 15 now also permltted
in most companies.

<.Ail but 18 of 1. 148 business areas areflow
open to direct foreign investrnent. Ex-
cluded or stili restrlcted are certain de-
fence-related or cultural industries (for in-
stance, foraign owniership of cable TV Pr0-
gram producers will be limited to 30%)-
In 24 sctors where some restrictions stili

South Korea's urgent need is for new capital and strong management. Ir has a technologically up
to-date industrial base, efficient Infrastructure and a large, skilled workforce. But, the quest by ir_ý
business groups for output growth, at the expense of productivcy improvements and financial
return, made it vulnerable to the break in lender confidence which came in November Without
rapid sales growth, there was insufficient cas h flow in many companies to service outscanding
loans. However, the material assets underlying chose loans are, In most cases, sound - although
usually heavily leveraged. The reforms implemerited or underway are intended to attract foreign
direct investmerrt (FDI) into those assets for both the capital and the management expertise
foreign owners cari bring.

For Canadian companies which already have a good understanding of the Korean markret and
Korean business practices, the reforms have issued an invitation to ftnd a liquidity-strapped busi-
ness in need of the added strength a foreign parrner can offer. There are sourd manufacruring
assets available in areas of Caradian expertise libre food processing and biotechnology products.
However, the best opportunities are probably in more service-oriented sectors, such as environmer
tal services, information technology areas libre value -added network services, specialized compute:
software and sYstems integrarior, management consulting, provision of bow-cost housing and in th
troubled but newly liberalîzed area of financial
services.


