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Executive Summary

During 1997 South Korea (Korea) imported almost $300 million in primary and secondary wood products from the
US, making it the third largest export market for US wood producers. While ailmost 41% of the value of wood
product exports was derived from unprocessed logs, this number is down 85% since 1983. The standard of living
for most South K oreans hasimproved phenomenally since the end of the Korean War, and expenditures on housing
and secondary processed wood products imported from the US have increased. The value of wood frame homes and
secondary wood products from the US increased 203% from $14.5 million in 1990 to $43.8 millionin 1997. Asa
result, exports of secondary processed products to Korea, as a share of total solid wood exports, increased from
3.9%1in 1990 to 14.6% in 1997.

While access to the K orean market continues to improve and demand for wood products appearsto increase, US
exporters still face many challenges. While some barriers are specific to wood products (i.e., restrictive and
inadequate building codes), others are more generic (i.e., complicated distribution system, cultural differences, a
complex business permitting system). The challenge confronting US exportersisto develop a better understanding
of the Korean residential construction industry; viable end-marketsfor USwood producers; the extent of repair and
remodel activity in residential and commercial structures; Korean business practices; the competitive position of
USwood productsin Korea; consumer preferences; and marketing strategies that may provide US wooden building
materials with a competitive advantage in this market.

Thisreport is based on information gathered during May 1998 through interviews of Korean industry analysts,
importersand distributors, architects, construction companies, editors of trade publications, and manufacturers. US
manufacturerswere also interviewed in order to gather information about specific obstaclesthat US companiesface
and strategies they may employ. Theresult isacompilation of supply and demand trends, import statistics, primary
competitors, competitive factors, information about the distribution system for wood materials within Korea, and
analysis of risksinvolved with exporting to Korea. Finally, recommendationsfor companies either currently selling
productsto Koreaor for those interested in entering the market are provided.

TheKorean Housing Market: Viable Marketsand Barriers

Themost promising sector for solid wood interior products appearsto bethe single-family and low-rise multi-family
residential construction sector. Single-family and low-rise multi-family homes comprise approximately 20% of the
housing units built in Koreain 1997. While the mgjority of consumerslive in high-rise concrete apartments, more
single-family homeowners are purchasing higher-priced, solid wood products. Among single family homeowners
product appearance and quality are more important than price. Wood frame homes are becoming increasingly
popular among upper income consumers. The number of homes built was rapidly increasing until the Korean
economy took adownturnin late 1997. The number of western-style wooden housing startsincreased from 97 units
in 1994, to approximately 800 unitsin 1996, and an estimated 1,100 homesin 1997. Many importer/wholesalers
and industry analystsin Korea expected the number of wood frame homesin 1998 to have reached 1,500 if Korea
had not entered a recession.

US manufacturers supply approximately 60% of the 2x4 wood frame construction sector. According to interviews
of wood frame construction companies, consumers generally useinterior wood products from the same country that
produced their home. Therefore, while no statistics exist, it is estimated that US manufacturers maintain
approximately 60% of the interior wood products market within the 2x4 wood frame home sector aswell. US
interior wood product manufacturers are significantly less competitivein the high-rise apartment sector, where solid
wood and composite products manufactured by lower-cost domestic and Southeast Asian producers are popular.
The Korean mortgage system requires consumersto pay approximately 80% of the home price up front, and pay the
remaining loan in 5-20 years. Therefore, many consumers cannot afford to purchase expensive finishes when they
initialy buy their apartment.

The system of awarding contractsto supply materialsto construction projectsin Koreacan makeit very difficult for

small, particularly foreign, companiesto succeed. About 30 large construction firms build approximately 70% of
apartments. Small companies hired by condominium associations build the remaining apartments (CERIK 1998c).
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L arge construction companies purchase not only products, but also product installation from the same company. In
high-rise apartments, approximately half of all construction work is subcontracted in this manner. In addition, the
subcontractor or supplier provides financing to the construction company. The key to winning acontract may not be
subcontractor ability or low price, but the ability to extend financing. If acompany istoo small to be ableto provide
financing, they may partner with a product manufacturer.

Problems may arise when subcontractors cannot purchase materials for upcoming jobs because they have not
received payment from past contracts they financed. It iscommon for large construction companiesto obtain
financing from multiple companies, then pre-sell the apartment units and use the funds received from the financing
for other construction projectsor financial ventures. Prior to Korea seconomic crisis, many large corporationsused
financing from smaller suppliersto leverage other investments and business ventures. When these investments
failed, many large firms declared bankruptcy and defaulted on debts, forcing many smaller companies who had
provided financing into bankruptcy aswell.

Opportunities Created by the Korean Recession

While the Asian economic crisis sharply curtailed prior financial growth in Korea, it appears that the current
economic crisis may have positive long-term impacts on future foreign i nvestment and trade. President Kim Dae
Jung and his cabinet launched one of the most aggressive economic restructuring campaignsin Asia. Many of the
Korean government's reforms are supplementary to reforms required by the International Monetary Fund (IMF). In
an effort to stimulate the domestic economy by attracting foreign capital, the Ministry of Finance and Economy
(MOFE) instituted several economic reform policiesthat will relax real estate and foreign investment lawsto attract
foreign capital. First, the MOFE instituted a policy to increase the maximum allowabl e foreign ownership of
domestic companies from 55% to 100%. The limit on government-run companies has been expanded from 25% to
30%. Second, new legidlation called the"Law on Land Acquisition by Foreigners,” adopted in May 1998, allows
foreign companiesto purchase and develop land in Korea. Residential land devel opment, which was strictly
confined to government and public land development, is now open to both domestic and foreign private sector
development and all land ownership restrictions imposed on foreigners have been removed. Fourth, administrative
proceduresfor foreigninvestment inreal estate are being streamlined. To facilitate land transactions of government-
held debt properties, aseriesof asset-backed securitieswasissued starting in July 1998, after approval fromindustry
experts and foreign investment banks. Fifth, the Korea Trade Investment Promotion Agency (KOTRA) was
established as aone-stop office for processing and facilitating real estate transactions for foreign investors
(Construction and Economy Research Institute of Korea (CERIK) 1998a). Finally, hostile mergers and acquisitions
by foreign corporations of domestic firms are now allowed (Korea Trade and Investment 1998).

While the Korean economy has not been restored to pre-recession conditions, economic reform measures are
causing the economy to recover at afaster rate than projected. Economic recovery isin part aresult of US $58.35
billioninrelief funds from the IMF, the World Bank, and the Asian Development Bank. In an effort to restructure
the banking system, the MOFE al so announced that unstable banks will be merged with relatively healthy banks or
will be obliged to transfer their assets and liabilities to viable banks. Financial institutions and large corporations
were also required to establish cost accounting systems as a means of making their business operations more
transparent (Korea Trade and Investment 1998a).

The combination of foreign financial aid and domestic restructuring in the financia sectors has resulted in tangible
changesin Korea's economy. Since first quarter 1998, the K orean government converted US $21.8 hillion of
outstanding foreign short-term debt to medium-term debt (AF& PA 1998b). By May 1999, the Korean stock market
reached the 842 points, or 1.4 million won, the highest point in almost three years. The purchasing power of the
won has also rebounded. The won-US dollar exchange rate increased from low of 1,960 won per US dollar in
December 1997, to 1,184 won per US dollar in June 1999, Kored's strongest exchange rate since November 1997
(US Federal Reserve Board 1999). Market interest rates also dropped from apeak of 40% to 10-12% in July 1998.
Projections for further economic recovery are al'so promising. The Organization for Economic Cooperation and
Development (OECD) raised its growth forecast for the Korean economy from a 0.5% to 4.5%, while other official
and private researchers also agreed on a 4% range of growth for Koreain 1999 (Korea Times 1999). J.P. Morgan, a
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US-based investment firm, forecasts 4% growth for the Korean economy for 1999, and 4.5% growth for 2000
(Korean Trade and Investment 1999).

Foreign investment has also surged. According to Korean Ministry of Commerce, Industry, and Energy analysts,
foreign investment is expected to reach US $15 billion by the end of 1999 after reaching arecord US $8 millionin
1998 (Korea Trade and Investment 1999).

The consumer market is also starting to improve. Consumer prices increased 8.6% during first quarter 1998
compared to first quarter 1997. However, by March 1998 consumer price increases decelerated slightly dueto the
decline in domestic consumer demand and a gradua improvement in the stability of the won (Bank of Korea 1999).
Despite a0.05% decrease in the monthly average income per household, average urban household consumption rose
8.9% during the first three months of 1999 compared to 1998, according to the National Statistical Office. Thiswas
thefirst timesincethe onset of the economic crisisin late 1997 that urban household consumption recorded positive
growth (MOFE 19994). Imports have also increased. By the end of 1998, total imports declined almost 36% and
imports of wood products declined almost 60%. During the first quarter 1999, however, imports of wood products
increased from 30% to 200% (depending upon product) from year-end 1998 levels. Forecasts for housing starts
predict that 460,000-500,000 will be constructed during 1999, an 80% increase from 1997. Industry analysts expect
the demand for wood products from the US to follow the upward trend in the housing sector (AF& PA 1999).

Despite improvement in consumer prices and spending, the unemployment rate continues to increase.
Unemployment reached 1.88 million or 8.6% by first quarter 1999, the highest since July 1982 when Korea started
to record employment statistics (MOFE 1999). Analysts state that the increase isthe result of the aftermath of the
economic slump combined with theimpacts of business restructuring (Digital Chosun 1999). Government officials
expect that the unemployment rate will begin to contract following the overall strengthening of the economy starting
during the second quarter 1999 (MOFE 1999a).

Results

Korea's economy isundergoing adramatic transition that promisesto restructure the financial system, construction
sector, and business environment comprehensively. Banks and chaebol, or large Korean conglomerates, are being
required to make their accounting systems more transparent. Chaebol are also being forced to raise capital by
divesting some of their business holdings. The government has also lifted limits on foreign investment and business
partnerships. The result will likely be an open business market where consumers are given more products to choose
from, and where international products will be more competitive with Korean-made products. Thisis an opportune
time to begin educating consumers and advertising the benefits that consumers can get by using wood products.
When housing was in short supply, construction companies were able to use low to moderate quality building
materials and still sell units. Now that there is an oversupply of housing, consumers realize they have achoice and
they expect higher quality aternatives.

An open market islikely to have significant implicationsfor product marketing. Korean consumersare very fashion
conscious and are influenced by popular trends in advertising. Consumers tend to purchase products they see on
television shows, in print advertising, or endorsed by celebrities. Journalists from major daily newspapers are al'so
very influential in guiding consumer preferences. Therefore, newspapers can be very effective in terms of educating
Korean consumers about products. After the Korean market is open, product literature, articles, and advertising
should focus on the benefits that can be derived from using US products in general or aparticular company's
product. Advertising that highlightsinnovationsis directly related to product success. Sinceindividuals did not
have awide range of high-quality affordable products prior to the market restructuring, specia features and benefits
derived from the product should be highlighted. Since US suppliers cannot compete with many domestic and
Southeast Asian producers on the basis of price, product marketing should focus on quality, durability, and design
attributes.

In general, US companies can increase sales if they market their productsin Koreamore aggressively. The market
for solid wood interior productsisfar larger than the US market share. For example, according to Korean
respondents, US manufacturers have not aggressively marketed kitchen cabinets. 1n 1997, US companies supplied



only 0.02% of the $118,000 imported kitchen cabinet market. On the other hand, US manufacturers have actively
marketed wood frame homes through advertising and trade shows. As such, they maintain 60% of the imported
wood frame housing market and an estimated 60% of the interior products used in wood frame homes. US
companies can take advantage of the recent economic downturn to educate K orean consumers and builders about the
benefits of using USwood products. |If US companies establish brand recognition in Koreanow, when the economy
fully recovers K orean consumers may be primed to purchase US goods.

Both Korean and US respondents agree that Europeans, and Italian manufacturersin particular, are more aggressive
in their approach to the Korean market, which has translated directly into greater market share. Many trade
magazine editors derive the content of the magazines from product literature and promotional articles from
manufacturers. US manufacturers do not appear to be capitalizing on trade magazines as a means of advertising.
The importance of architectsin selling products a so appears to be overlooked by US manufacturers. Architects
most frequently specify materials. As high-income apartments become more prevalent, architects may be the best
route to enter the apartment sector. They rely upon trade magazines, product literature, and trade showsto learn
about products, yet based on interview response, US firms do not appear to be reaching this segment. According to
architectsinterviewed, they find most information on US products by attending trade showsin the US.

Foreign companies must al so invest time and resources to learn about Korean consumer preferences and product
needs. For example, Korean consumers do not like do-it-yourself projects. Instead, retailers provide full service
with the goods they sell, often assembling break-down furniture as part of after-sales service.

While the mgjority of consumerslivein high-rise concrete apartments, thismay not bethe most viable sector for US
solid wood products. 1t can be both complicated to understand the distribution system and to establish a contract
with large companies. It can also be financially risky to try to sell materialsto these firms. More viable markets
include 2x4 wood frame homes, wood townhomes, nortwood single-family and low-rise multi-family homes, and
the remodeling sector.

While North American interior wood products dominate the single family 2x4 wood frame home market, alimited
number of individuals are capable of affording single family homes and the larger lot size that asingle family home
requires. The desire to own awood frame home, however, is widespread, particularly among the younger
population. According to asurvey conducted by the KyungHuan Daily Newspaper and LG Advertising, many

young people indicate that they prefer wooden homes in a suburban setting even if it means along commute to their
jobs (AF&PA 1999). Therefore, the market for American-made interior wood products may increaseif US policy-
makers and builders are able to increase the number of affordable townhomes. The current building codein Korea
places height and construction restrictions on wood frame housing, which requires buildersto modify their building
plans to include more fire protection measures. However, anew building code that more closely resembles US
codesis currently being reviewed by the Ministry of Construction and Transportation (MOCT; AF&PA 1999a).
The Korean government has aready made land available in outlying areas around Seoul to encourage the
development of "Satellite Cities.” Builders might look to these areas for sites for townhome developments. The
benefits of making wood frame housing affordable are two-fold. By building and marketing townhomes as an
affordable alternative for wood frame homes, builders may not only reach alarger segment of the population, but
since Korean consumers are heavily influenced by fashion trends and word of mouth advertising, townhomes may
catch on asapopular new trend.

Another aspect to consider is product presentation. Many US companiesthat sell products to Koreacommonly sell
materialsto US exporters and consolidators who supply the wood frame home market. One US company found that
exporters were not packaging their products with complementary goods, therefore, only components were being
supplied to the Korean market, which added one more obstacle to winning Korean customers. |f aconsumer wants
to use US made materials they may go through the extrawork required to locate, purchase, and make them fit with
Korean appliances. However, most consumers select their flooring, kitchen cabinets, moulding, appliances, and
other home products from retail outletsthat carry all of these goodsin one place.

US companies may stimulate local sales by using multiple product showrooms. Product showrooms offer away to
reach consumers, contractors and builders. Since architects specify materials used, and contractors make



recommendations to customers, it isimportant to focus on reaching theseindividuals. Showrooms and trade shows
allow these important customers to see products first hand. Showrooms may also help companies develop brand
recognition. If consumers see products at showrooms they may be more likely to specify US products to their
contractor when upgrading their homes. 1t may be useful for US firmsto partner with Korean firmsto open a
showroom featuring products from the US and Korea that work together. For example, if a US kitchen cabinet
manufacturer partnered wi th a Korean appliance and fixture supplier, customers could pair avariety of cabinet styles
with appliances. A drawback of showroomsis capital investment. A stair manufacturer estimated a showroom
would require approximately $80,000 in inventory for itsproduct alone. The opportunity to realizefar larger returns
isgreat however. During 1996, the stair manufacturer sold $350,000-$400,000 without ashowroom. Since product
showrooms help manufacturers reach more consumers, the potential to increase sdes further could be great.

Further research is also needed to understand how North American building components such as doors and windows
can be used in traditional post and beam construction. This research would require agreater understanding of the
structural aspects of post and beam construction and the distribution system and selection process for materials
within this sector. Thistype of endeavor would also require more interaction between US wood industry
promotional associations and Korean architects in order to encourage architects to incorporate US products into
homes of traditional design.

Thereisadefinite need to educate consumers and builders about US products and product attributes. Asincome has
increased, the public knows that it wants wood homes and interiors. However, consumers base their decisions about
quality primarily on appearance and are unaware of species differences. US firms should market their products to
trade magazines, architects, builders, and consumers based on cost competitiveness, product innovations and
benefits derived from using a particular brand or species.

US products are not generally cost competitive with Southeast Asian products on avolume basis, yet lesswood can
be used to deliver equivalent durability. Therefore, suppliers and manufacturers need to teach builders how to use
US products efficiently. For example, instead of using a1 9/16" thick door frame (40 mm), US suppliers and agents
can teach Korean buildersthat 1 1/4" door jambs are structurally sound and cost competitive.

The reluctance to extend credit al so appears to hinder use of US productsin Korea. Korean importers reported that
it iseasy to source awide variety of wood products, but they are constrained by the fact that invoices must be paid
in full upon delivery. Several Korean respondents stated that suppliersin other countries extended 90-180 day
payment invoices, which has hel ped introduce their products to the Korean market. However, there can be
significant risksinvolved with extending credit to firms that do not have an established credit history with the
supplier. US suppliers reported both positive and negative experiences with extending financing to K orean firms.
Some stated that it had "proved over the yearsto be a credit risk,” and that some K orean companiestried to re-
negotiate the price of goods after they were received. Other companies reported that they had not had problems
receiving payment. Most US firmswere willing to extend credit to firms with which they had along working
relationship. In light of the Asian economic crisis and itsimpact on the construction industry, the risk of extending
credit in hope of expanding sales may be excessive.

The decision to select a particular country as a supplier seemsto depend heavily upon the agent the K orean company
interacts with. Some Korean builders base their opinions about finished products from the US on past experiences
with lower grades of lumber that have been common in Korea. Thus, opinions about the quality of US products
vary greatly from company to company. While most importers reported that producersin the US and Canada
provide the highest quality temperate hardwood and softwood products, others cited other countries such as
Switzerland, Germany, and Russia. These varying opinions may be a case of a supplier or agent failing to provide
materials that are appropriate for the intended final use. It isimportant in an emerging market such as Koreawhere
reputation is highly dependent upon word of mouth advertising, that agents and sales people take the time to
understand what their customers' product needs are before supplying the product. Attentive after sales serviceis
alsovital. Itisvital to understand if and why acustomer is not satisfied with the product. Without an active
customer satisfaction evaluation, customers are more likely to switch suppliers than voluntarily explain product
problems.
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Resear ch Objectives

The information presented in this report is a consolidation of existing literature, South Korean (Korean) statistical
publications, government publications, web sites, and interviews that took place during June 1998 with K orean
manufacturers, import companies, wholesalers, construction companies, architects, and US and Korean trade
specialists and manufacturers who have done businessin Korea. The objectives of this research project are to:

I dentify the types of non-structural secondary processed wood products that are being exported to Korea.

Identify market constraints (tariff and non-tariff) that impact, or may impact, the competitiveness of US
vaue-added wood productsin Korea.

Identify distribution channels and export strategies currently being used to export secondary processed
wood products and wooden building materialsinto Korea.

Assess the future market potential for value-added wood products in Korea.
Sample end-user perceptions of US value-added wood productsin Korea.

Identify factors that affect the competitiveness of US vaue-added wood productsin Korea and assess their
marketing strategies.

Provide recommendations on improving US competitivenessin thisindustry.
Resear ch M ethodology

A researcher from The Center for International Tradein Forest Products (CINTRAFOR) traveled to Seoul, South
Korea, to interview representatives from government and industry who are involved in the market for non-structural
interior wood products. Interviewees were selected through contacts with the AF& PA Korea office, independent
research, and industry referrals. Few formal government statistics exist regarding domestic production and imports
of value-added wood products or the size the of the interior wood products market. Therefore, research focused on
obtaining information from individuals representing industry associations, large domestic manufacturing firms, and
industry experts. Statistical information was gathered from the US Department of Commerce, the Korean
government, Korean banking institutions, and existing literature.

Korean wholesalers, importers, and architects were also interviewed to determine consumer perceptions of interior
wood products, product requirements, competitive advantages between suppliers, and specific constraintsto using
imported materials. Respondents were also questioned about the distribution process for imported wood products
and how products are procured by large and small construction firms. Further information was gathered from
responses to a questionnaire administered at a 2x4 wood frame construction class taught in Seoul, Korea.

US manufacturers and wholesalers were al so interviewed about their experiences with exporting wood products to
Korea

Introduction

During 1997, South Korea (Korea) imported almost $300 million in primary and secondary wood products from the
US, making it the third largest export market for US wood producers. While ailmost 41% of the value of wood
product exports was derived from unprocessed logs, this number is down 85% since 1983. The standard of living
for most South Koreans has improved phenomenally since the end of the Korean War, and expenditures on housing
and secondary processed wood products imported from the US have increased. The value of wood frame homes and
secondary wood products from the US increased 203% from $14.5 million in 1990 to $43.8 millionin 1997. Asa
result, exports of secondary processed products to Korea, as a share of total solid wood exports, increased from
3.9%1in 1990 to 14.6% in 1997.

The market with the greatest potential for long term growth appears to be the residential construction sector. This
sector has performed well in response to high level s of economic growth, increased standard of living, anincreasein



the housing supply ratio, a declinein the price of land, and increased urbanization, al of which haveincreased the
demand for improved living conditions. 1n 1992, the Korean Ministry of Construction and Transportation (MOCT)
estimated that there was a shortage of almost 3 million housing units, primarily inurban areas. To dleviate this
shortage, the Korean government implemented a program to build 2.5 million new housing units during the 1992-
1996 period. Over the past five years, the combination of public and private housing starts have totaled 3.1 million
units and by 1997, the housing supply ratio reached 92%. In order to achieve a 100% housing supply by the year
2002, the Korean government plans to construct 500,000 new units per year (AF& PA 1998b).

Concrete high-rise apartments comprise approximately 80% of the housing unitsin Korea with the remaining 20%
either low rise multi-family units or single-family homes (Korean Embassy 1998). It appearsthat consumersliving
in single-family or low-rise multi-family homes consume the greatest amount of solid wood products. However, in
February 1998, the Korean government lifted a government-imposed price ceiling on the selling price of newly
constructed apartments. This move means that consumers can now specify what materials they want used in the
interiors of new apartments. It also means that as the housing supply increases and private construction companies
are forced to compete more aggressively for consumers, they will likely begin using more expensive materials,
including wood, in high-priced apartments as a means to attract customers. The ban on price controls also
encourages buildersto use more high quality finish materials because they will be able to recoup construction costs
by selling apartments at a higher price.

While access to the Korean market continues to improve and demand for wood products appearsto increase, US
exporters still face many challenges. While some barriers are specific to wood products (i.e., restrictive and
inadequate building codes), others are more generic (i.e., complicated distribution system, cultural differences, a
complex business permitting system). The challenges confronting US exporters are devel oping better understanding
of the Korean residential construction industry, viable end-markets for US wood producers, the extent of repair and
remodel activity inresidential and commercial structures, K orean business practices, the competitive position of US
wood productsin Korea, consumer preferences, and marketing strategies that may provide US wooden building
material s with a competitive advantage in this market.

Economic Growth and Current Economic Situation

Since 1962, when the K orean government instituted itsfirst in an ongoing series of Five-Y ear Economic
Development Plans, the economy has grown at one of the fastest ratesin the world. The Korean government
promoted economic growth by providing incentives for high value-added, capitd -intensive domestic manufacturing.
Given the limited size of the domestic market, the Korean government promoted exports through several initiatives.
A single exchange rate was adopted, short-term export financing was made available, and foreign investment was
encouraged. Customs procedures were simplified, and exporters could more easily import raw materias. The
Korean government also encouraged businesses to focus on key industries by providing incentives such as tax
breaks, subsidies, low interest loans, and manpower training (Y 0o 1997).

Economic stimulus initiatives have had significant positive impacts on Korea's economy. Since thefirst Five-Y ear
Economic Devel opment Plan, the country'sreal Gross National Product (GNP) has grown at an average rate of more
than 8% per year. Between 1960 and 1996, the per-capita GNP increased from less than $150 to over $10,500
(Table1). Asaresult of the Asian economic crisis, per capita GNP declined during the latter half of 1997, which
negatively impacted the annual average. Prior to the economic crisis, the US government predicted per-capita
income would reach US $15,000 by the year 2000 (Korea Army Area Handbook 1997). Economic growth has
directly benefited Korean consumers. Koreatraditionally has avery high rate of persona savings. The gross
savings ratio increased from below 30% of gross consumer incomein 1985 to 34% in 1996. Growing personal
incomes, high average savings rates, increased overall housing supply, and a ban on government imposed price
ceilings on newly constructed apartments have enabled consumers to consider higher quality and higher priced
interior finishes. Prior to the economic crisis, more individuals were also purchasing single-family wood-frame
homes, alarge end-market for solid wood interior products.



Table 1. Leading economic indicators 1975-1998.

Real GNP  Per Capita Gross Exports GNP
Population Growth GNP Unemploy  Savings asa% (200 hill. GNP
Y ear (million) Rate (Us$) ment Rate Ratio of GNP won) (US$mill.)
1975 35.3 na $5H na na na na $20,928
1980 38.1 na $1,597 na na na na $60,631
1985 40.8 na $2,242 na 29.8% 32.6% na $91,095
1990 429 9.5% $5,883 2.4% 35.9% na 1,782 $251,793
1991 429 9.1% $6,757 2.3% 36.1% 24.6% 2,142 $292,039
1992 43.2 5.1% $7,007 2.4% 34.9% 25.1% 2,404 $305,702
1993 43.6 5.8% $7,513 2.8% 35.2% 24.8% 2,655 $330,769
199 44.5 84% $8,508 2.4% 35.4% 25.4% 3,037 $378,005
1995 44.8 8.7% $10,037 2.0% 36.2% 27.6% 3489 $452,609
1996 45.2 6.9% $10,548 2.0% 34.0% 27.0% 3,864 $480,430
1997 459 8.1% $9,500 2.6% 33.4% 30.8% 4,509 $442,600
1% hlf 459 5.6% $5,213 na na na 2,102 $239,300
2" half 459 4.5% $5,120 na na na 2,406 $235,600
1998 46.1 -1.7% $6,823 6.9% 33.2% 42% 4431 $318,500
1% half 46.1 -2.8% $3117 6.3% n‘a na 2,154 $143,700
2" half 46.1 -5.3% $3,792 7.4% na na 2277 $174,800
1999 46.9 n‘a n‘a 8.6% na na n‘a n‘a
1% qtr. 46.9 na na 8.6% na na na na

Sources. Foreign Agriculture Service 1998; Korea Army Area Handbook 1997; Korea Overseas Information Center 1998; Korean Embassy
1998; Ministry of Finance and Economy, Korea1999; National Bureau of Economic Research 1998; National Statistical Office, Korea 1999;
Bank of Korea1999; Korea Trade Investment Promotion Agency 1999.

During thelate 1980's and early 1990's, the K orean economy began to slow under the government-guided economic
system. Inflation increased and the balance of payments declined asinternational competitiveness escalated and
Korea's once plentiful supply of low-cost skilled labor began to disappear. In 1993, Korea's government adopted a
new economic program called the"New Economy.” As part of the plan to revitalize the economy, Korea not only
strengthened its trade relations with its main trading partners such as the US and Japan, but also expanded itstrading
partnersto include Southeast Asian nations, Eastern Europe, and Third World countries (Yoo 1997). Sincethis
program was adopted, Southeast Asia has become a mgjor supplier of raw and finished wood-based products and
has become amajor source of competition for the USin trade with Korea.

The Asian economic recession had an immediate and profound effect on the residential construction sector and the
wood frame housing and wood-based building materialsindustriesin Korea. Private sector housing orders declined
43% from 1997 to 1998, and 100,000 new apartment unitsremained unsold by April 1998 (AF& PA 1998d, KOTRA
1999). Theimpact on the wood frame housing sector has been profound, forcing approximately half of the wood
frame construction companies in Koreato declare bankruptcy from the time the economic downturn began to the
first quarter 1998 (AF& PA 1998a). During the first quarter of 1998, total imports of pre-packaged wood frame
homes declined 69% to $2.5 million, from the same period in 1997. Imports of pre-packaged wood frame homes
from the US declined from $6 million during the first quarter 1997 to $1 million during the first quarter of 1998
(AF&PA 1998bh).

Therecession in Korea started as many of the country's largest corporations declared bankruptcy and bad loans were
accumulated by many of Korea's leading lending organizations. These failures reveal ed unstable business practices
among many of the country'slargest companies, and the Korean economy incurred alossin domestic and
international investor confidence. By June 1998, the Korean stock market fell to its lowest level in eleven years
(The Korea Times 1998). The value of the Korean won rebounded to around the 1,300 won per US dollar in July
1998, after dropping to 1,960 won per US dollar during the last quarter of 1997. However, the weakened purchasing
power of the won caused prices of productsimported from the US to double over mid-year 1997 prices. The
situation was exacerbated as large corporations downscaled and employees werelaid off. By April 1998, more than
1.4 million Koreans were unemployed. The number of people unemployed as aresult of the Asian economic crisis
is expected to exceed 2 million by the end of 1998. Total import expenditures declined amost 15% during the
fourth quarter 1997 and by January 1998, import spending had declined by almost 40% to an al time low (Bank of
Korea 1998).



Rapid depreciation of the Korean won impacted the Korean economy in two ways. Not only did the reduced
spending power of the won limit the volume of imports of value-added goods, but it was also more difficult for
Korean manufacturersto purchase raw materialsin order to manufacture goods for export and, in turn, stimulate the
domestic economy. Declining production created a trade surplus of US $3.3 hillion during the fourth quarter of
1997 and US $3.1 hillion by January 1998 (Bank of Korea 1998). Higher raw material costs caused the price of
Korean goodsto increase sharply in early December 1997. Producer pricesincreased 8.3% during December 1997
and 4.9% during January 1998. From 1997 to 1998, consumer pricesincreased from 4.5% to 7.5%, yet by April
1999 increased only 0.4% (Bank of Korea 1998, Korean Embassy 1999). Despite the economic crisis, Korean
consumers generally have a considerable personal savingsrate. Sincetheinterest rate on certificates of deposit and
savings accounts reached approximately 15-20%, individual s earned avery strong return on their savings. However,
consumer confidence was shaken and spending declined.

While the economic crisis sharply curtailed prior financial growth in Korea, it appears that the current economic
crisismay have positive long-term impacts on future foreign investment and trade. President Kim Dae Jung and his
cabinet launched one of the most aggressive economic restructuring campaignsin Asia. Many of the Korean
government's reforms are supplementary to reforms required by the International Monetary Fund (IMF). In an effort
to stimulate the domestic economy by attracting foreign capital, the Ministry of Finance and Economy (MOFE)
instituted several economic reform policiesthat will relax real estate and foreign investment laws to attract foreign
capital. First, the MOFE instituted a policy to increase the maximum allowabl e foreign ownership of domestic
companies from 55% to 100%. The limit on government-run companies has been expanded from 25% to 30%.
Second, new legislation called the "Law on Land Acquisition by Foreigners,” adopted in May 1998, allowsforeign
companiesto purchase and develop land in Korea. Residential land devel opment, which was strictly confined to
government and public land development, is now open to both domestic and foreign private sector devel opment and
all land ownership restrictions imposed on foreigners have been removed. Fourth, administrative procedures for
foreigninvestment in real estate are being streamlined. To facilitate land transactions of government-held debt
properties, a series of asset-backed securitieswasissued starting in July 1998, after approval from industry experts
and foreign investment banks. Fifth, the Korea Trade Investment Promotion Agency (KOTRA) was established asa
one-stop office for processing and facilitating real estate transactions for foreign investors (Construction and
Economy Research Institute of Korea (CERIK) 1998a). Finally, hostile mergers and acquisitions by foreign
corporations of domestic firms are now allowed (Korea Trade and Investment 1998).

While the Korean economy has not been restored to pre-recession conditions, economic reform measures are
causing the economy to recover at afaster rate than projected. Economic recovery isin part aresult of US $58.35
billion in relief funds from the IMF, the World Bank, and the Asian Development Bank. In an effort to restructure
the banking system, the MOFE also announced that unstable banks will be merged with relatively healthy banks or
will be obliged to transfer their assets and liabilities to viable banks. Financial institutions and large corporations
were also required to establish cost accounting systems as a means of making their business operations more
transparent (Korea Trade and Investment 1998a).

The combination of foreign financial aid and domestic restructuring in the financial sectors has resulted in tangible
changesin Korea's economy. Since first quarter 1998, the Korean government converted US $21.8 billion of
outstanding foreign short-term debt to medium-term debt (AF& PA 1998b). By May 1999, the Korean stock market
reached 842 points, or 1.4 million won, the highest point in almost three years. The purchasing power of the won
has also rebounded. The wortUS dollar exchange rate increased from low of 1,960 won per US dollar in December
1997, t0 1,184 won per US dollar in June 1999, K orea's strongest exchange rate since November 1997 (US Federa
Reserve Board 1999). Market interest rates also dropped from a peak of 40% to 10-12% in July 1998. Projections
for further economic recovery are also promising. The Organization for Economic Cooperation and Devel opment
(OECD) raised its growth forecast for the Korean economy from a 0.5% to 4.5%, while other official and private
researchers also agreed on a 4% range of growth for Koreain 1999 (Korea Times 1999). J.P. Morgan, aUS-based
investment firm, forecasts 4% growth for the Korean economy for 1999, and 4.5% growth for 2000 (Korean Trade
and Investment 1999).



Foreign investment has also surged. According to Korean Ministry of Commerce, Industry, and Energy analysts,
foreign investment is expected to reach US $15 billion by the end of 1999 after reaching arecord US $8 millionin
1998 (Korea Trade and Investment 1999).

The consumer market is also starting to improve. Consumer prices increased 8.6% during first quarter 1998
compared to first quarter 1997. However, by March 1998 consumer price increases decelerated slightly dueto the
decline in domestic consumer demand and a gradua improvement in the stability of the won (Bank of Korea 1999).
Despite a0.05% decrease in the monthly average income per household, average urban household consumption rose
8.9% during the first three months of 1999 compared to 1998, according to the National Statistical Office. Thiswas
thefirst timesincethe onset of the economic crisisin late 1997 that urban household consumption recorded positive
growth (MOFE 1999a). Imports have also increased. By the end of 1998, total imports had declined almost 36%
and imports of wood products almost 60%. During the first quarter 1999, however, imports of wood products
increased from 30% to 200% (depending upon product) from year-end 1998 levels. Forecasts for housing starts
predict that 460,000-500,000 will be constructed during 1999, an 80% increasefrom 1997. Industry analysts expect
the demand for wood products from the US to follow the upward trend in the housing sector (AF& PA 1999).

Despite improvement in consumer prices and spending, the unemployment rate continues to increase.
Unemployment reached 1.88 million or 8.6% by first quarter 1999, the highest since July 1982 when Korea started
to record employment statistics (MOFE 1999). Analysts state that the increase is the result of the aftermath of the
economic slump combined with impacts of business restructuring (Digital Chosun 1999). Government officials
expect that the unemployment rate will begin tocontract following the overall strengthening of the economy starting
during the second quarter 1999 (MOFE 1999a).

Financial analysts predict aminimum of two yearsfor the Korean economy to fully recover, with athreeto five year
time range more likely. Recovery will be stimulated by restructuring in thefinancial sector, which should resultina
broader availability of credit throughout the economy. The construction sector in Koreais heavily dependent upon
the availability of credit and has the highest debt/asset ration and the highest rate of bankruptcies among all Korean
industries (Foreign Agriculture Service 1998).

Opportunities Created by Korea's Economic Reform Program

In addition to relaxed real estate and foreign investment laws detailed above, several new programs are stimulating
domestic spending. Given the recent oversupply of approximately 100,000 unsold new apartments, the Korean
government established aUS $23.5 million (~27.8 billion won; US $1= 1184 won) loan fund. The fund will
provide individual buyerswith loans up to US $21,200 (25.1 million won) to purchase already completed new
apartments. Loans up to US $25,340 (30 million won) will be available to consumers to purchase apartments that
are either planned or under construction (AF& PA 1998b). Asof June 1999, The National Housing Fund (NHF) has
also been increased by 1.7 trillion won so that the planned housing construction for this year can be increased from
400,000 unitsto 500,000 (MOFE 19994). The NHF aso alowsindividualswho want to buy new housesto borrow
approximately 70% of the purchase pricein long term loans (AF& PA 1999a).

Restructuring the tax system may particularly benefit the wood frame housing and interior wood product market.
Prior to the recent economic restructuring, multiple taxes were associated with purchasing a home including
ownership, registration, property, and transfer taxes. Asof July 1998, the transfer tax, which is applied to owners of
multiple homes, was removed (AF& PA 1998c). Abolishing the transfer tax may make multiple homeownership
easier and may potentially make more funds available for more expensive homes constructed with high-quality
wood materials. Since owners of wood frame homes commonly use non-structural wood details on the interiors as
well, policies that make wood homeownership more accessible by removing some of the financial barriers could
have a positive effect on the nontstructural interior wood market in Korea.

Land Supply

In order to increase the supply of availabl e housing after the Korean War, the Korean government imposed strict
land-use lawsto encourage construction of concrete high-rise apartments rather than single-family residences. Since



Korea srapid industrialization and urbanization in the late 1970's, land prices, particularly in urban areas, have been
at apremium. Land prices stabilized during the late 1980’ s when the MOCT adopted several land devel opment and
supply policiesto convert morelandtoresidential use (MOCT 1997). Since 1992, these policies helped start atrend
of stable land prices, which continued until recently when prices declined significantly (Figure 1). More recently,
the government reduced the number of land classifications from ten categoriesto five, making it easier to develop
availableland. The Quasi-agricultural and Forestry Area Plans increased the availability of land for development
from 15% to 42% of Kored stotal land area (MOCT 1997).

Land prices declined 0.18% in 1997 and 9.49% during the second quarter of 1998. Prior to the Asian economic
crisis, many individuals and large business conglomerates placed their money in speculative land investment. Since
the crisis, conglomerates have sold large volumes of land to raise cash to solvetheir liquidity problems, which drove
the average price down (CERIK 1998a).

Apartment pricesin Seoul declined 11.6% during the first quarter of 1998 with higher-priced units experiencing the
most significant price drop. However, the liberalization package instituted by the Korean government that includes
tax incentives and deregulation of property transactionsis expected to help boost the real estate market during the
second half of 1998 (CERIK 1998a). By thethird quarter 1998, average apartment and home prices declined 11.7%
and Seoul home prices declined 12.8% from December 1997, which may provide a buying opportunity for those
with available funds (MOFE 1999a).

Low market prices have many experts stating that there has never been abetter timeto invest in land. The Korea
Land Corporation estimates shortages in the long-term supply of industrial and residentia land. While speculative
investment always has a degree of risk, current depressed land prices coupled with tax reforms and removal of
previous restrictions on foreign land owners have increased the amount of land in Korea owned by foreign interests.
During the two months after the real estate market was opened to foreign investment, foreign investors purchased
4.4 million m? of real estate valued at US $350 million. These land transfers occurred in 483 transactions, double
the number of transactionsin July, when the Law on Land Acquisition by Foreigners was passed (CERIK 1998b).
More recently, from the end of June 1998 to the end of March 1999, foreign real estate investment totaled an
estimated at US $1.7 billion (17 million square meters), a450% increase over the previous nine months (KOTRA
1999b).
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Figure 1. Land price fluctuations 1989-1999 (MOCT and CERIK 1998b).
Domestic Forest Resources. Demand and Supply.

With aland size slightly larger than the state of Indiana (38,031mi?), Koreais populated by almost 46 million
people. The country is primarily mountainous, with approximately 80% of the country’s population concentrated in
lowland urban areas (Encyclopedia Britannica 1996). Migration to urban areas has increased in recent years and by
1998 Korea's population density reached 1,185 people per square mile in urban centers, making Korea one of the
most densely populated countriesin Asia (World Almanac 1998). Korea'slargest cities include Seoul (10.9
million), Pusan (3.8 million), Taegu (2.2 million), Inchon (2.1 million), and Kwangju (2.0 million) (US Department
of State 1997).

Almost two-thirds of the country is covered by forestland, yet forestland totals only 1,594,324 acres, or 0.37 acres
per capita, one-quarter of the world’ s average (K orea Overseas Information Service 1997). Much of Korea'stimber
resource was depleted as a result of the Korean War, increasing demand for fuel wood, and population growth.
Since the 1960's, the Korean Forestry Administration has embarked on areplanting effort. The Korean Forestry
Administrationinitiated the National Forest Extension Policy with thelong-term goal to increase the size of national
forests from 30% to 40% of total forestland in Korea (Y 0o 1997).

Public forests comprise approximately one-third of Korea'sforestland, an amount deemed insufficient to achievethe
government's reforestation goal. Not only isthe total volume of publicly owned forestland low, much of the public
forestland is subdivided into many small plotsin inaccessible areas. Private forests occupy approximately 70% of
total forestland, most of which isowned primarily by private individual s and cooperative groups. Ninety-six percent
of private owners own less than 25 acres (10 ha) of land, used primarily for burial plots and personal property, and
thistrend isincreasing (Y 0o 1997).



Approximately 46% of Korea sforests are coniferous, predominately Korean white pine, red pine, larch, and
Japanese cedar. The mgjority of the timber supply islow quality due to forests comprised of slow-growing,
immature timber and earlier overharvesting. Since most of Korea's timber resources were destroyed during the
Korean War, most of the domestic growing stock is under 30 years old with the greatest proportion made up of
coniferoustrees 11-30 yearsold (Table 2). Small diameter logs (below 30 cm) represent 97% of total 1og
production. Because the timber resource quality islow and the majority of trees are small diameter, domestic
roundwood is primarily processed into pulp. A governmentimposed cutting restriction limits harvest to amaximum
of 11% of the annual timber volume increase, which also limits domestic timber production. Thetimber that is
harvested equals only 20-30% of total timber volume, much of which islow quality. Inferior and pest damaged
trees equal more than 50% of total harvested timber volume (Y 0o 1997).

Table 2. 1996 Growing stock by age of trees (1,000 m°).

Growing Stock Type 11-20years  21-30years 31-40years  41-50years 5lyears+ Total

Conifers 57,956 57,042 20,212, 3,506 1,925 140,641
Non-conifers 16,129 37,083 18474 11,431 2,557 85,674
Mixed 32,072 33,551 11,936 349 1457 82,510
Total 106,157 127,676 50,622 19431 5,939 308,825
Percent of total 34.3% 41.3% 16.4% 6.3% 1.9% -

Source: Korea Forestry Administration 1997

Prior to the economic crisis, the Korea Forestry Administration predicted that increases in population and annual
income would increase demand for total “timber,” which includes all wood products such as chips, pulp, logs, and
lumber to 26.42 million m® by 2000 (Table 3; Korea Forestry Administration 1997). These projections estimate
that only 10% of Korea's demand for timber will be available domestically. Table 3 also indicates that while self-
sufficiency is projected to increase, domestic demand is expected to outpace that growth. Projectionsindicate that
by 2040, over one-third of Korea'sdemand for timber will be grown domestically. Sincethereplanting effort started
inthe 1960’ s, timber volume per acre has steadily increased. Whilethe goal of the National Forest Extension Policy
has not been accomplished, there has been an increase in the volume of standing timber. Table 4 shows that
between 1960 and 1996, the volume of all availableforestland declined 4% from 16.56 million acres (6.7 million ha)
to 15.93 million acres (6.4 million ha). However, during the same time, timber volume per acre increased 426%
from 3.86 m°® per acrein 1960 to over 20 m® per acrein 1996. Figure 2 showsthe steady increasein timber volume
in comparison to the declinein growing area. Allowable harvest area on public lands also declined dramatically
between 1984 and 1994, with agradual increase between 1994 and 1996. Timber harvest volume removed from
public lands has been erratic during the 1984-1996 period. Between 1984 and 1992 timber harvest volume from
public lands declined 22% from over one million m® to 986,000 m®. Since 1992, timber harvest on public lands
increased 28%, yet it remains low at only 986,000 m®. (Figure 3).
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Figure 2. Growing stock and timber volume per acre, 1960-1996 (K orea Forestry Administration 1997).

Table 3. Projected demand and supply for timber, 1992-2040 (million m®).

Cubic Meters per Acre

Classification 1992 2000 2010 2020 2030 2040
Demand 22.28 26.42 30.74 34.56 37.39 38.80
Supply 22.28 26.42 30.74 34.56 37.39 38.80
Domestic supply 112 254 4.79 7.53 10.85 13.80
Import 21.15 23.88 25.95 27.03 26.54 25.00
Sdf-sufficiency 5% 9.6% 15.6% 21.8% 29.0% 35.6%

Source: Yoo 1997



Table 4. Change of forest areaand inventory, 1910-1996.

% Change
Classification Unit 1910 1945 1960 1970 1980 1990 1996 1960-96
Area mill. acre 38.80 40.77 16.56 16.34 16.23 16.00 15.93 -3.8%
Volume mill. 71.00 21.90 6.40 6.88 1457 24.84 32.38 405.9%
Vol. per acre m’ 18.30 537 3.86 421 8.98 15.52 20.32 426.4%
Source: KoreaForestry Administration 1997
Table5. Projected forest resource change, 1992-2040.
Agency Forecasting units 1992 2000 2010 2020 2030 2040
FA Area mill. acres 15.97 15.83 15.72 15.65 15.63 15.63
Volume mill. mr? 272.00 413.00 563.00 686.00 781.00 854.00
Vol. per acre m° 17.00 26.00 36.00 44.00 50.00 55.00
KFEI Area mill. acres 15.97 15.88 15.79 1571 15.64 15.58
Volume mill. 272.00 405.00 524.00 642.00 714.00 830.00
Vol. per acre m’ 17.00 25.00 33.00 41.00 46.00 53.00
Source: Yoo 1997
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Figure 3. Permitsof annual timber cutting, 1984-1996 (K orea Forestry Administration 1997).

Table5illustrates projections of domestic timber resources to the year 2040 by the Forestry Administration and the
Korean Rural Economic Institute (Y 0o 1997). Because the two agencies used different assumptionstheir forecasts
are not identical, but both predict that forest areawill decline approximately 173,000-247,100 acres by 2040. At the
same time, domestic timber volume will increase approximately 220% compared to 1992, and average volume will
be approximately 53-55 m® per acre (Y 0o 1997). Even with Korea's advances in the forestry sector, a 64% supply
gap between demand and domestic production is expected. Korea'swood recycling program is also considered
inefficient. Lessthan 30% of waste wood is re-utilized (Dongwha 1998). Therefore, while domestic timber
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resourceswill increase, Korea' s domestic timber availability remainslower than demand and Koreawill continueto
rely heavily on imported logs and processed wood.

Despite Korea's limited domestic timber resource it has been one of the world's leading producers of plywood and
veneer. Consequently, it isalso one of the world' sleading consumers of timber. Asshown in Figure 4, the demand
for logs and the domestic log supply increased between 1982 and 1991, yet declined thereafter (K orea Forestry
Administration 1997). Kored srate of self-sufficiency declined during the 1990's, and reached 13% in 1996. One
explanation for the declinein demand for logsis that increasing domestic wage and capital costs have forced many
sawmills out of operation.

K oreaimports 90-95% of the wood it consumes. In 1997, Koreaimported 7.0 m* of softwood logs, 231,864 m® of
temperate hardwood logs, 1.1 million m® of tropical hardwood logs, 352,000 m® of softwood lumber, and 402,000
m® of hardwood lumber (FAS 1998). Already historically low, total domestic timber production declined 15%
1982-1997 to less than 1.1 million m®, making K orean manufacturersincreasingly reliant on foreign suppliers
(Figure 4).
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Figure 4. Domestic log demand, supply, and imports, 1973-1996 (K orea Forestry Administration, 1997).
Domestic Production, Supply, and Imports of Wood Products

Domestic manufacturers, largely dependent on imported raw materials, have found themselvesincreasingly less
competitive as the price of logs rises and lower-cost producers enter the market. They therefore are beginning to
focus on producing higher-value wood products. Thismay signal a significant source of competition for foreign
manufacturers of value-added wood products such as furniture, cabinets, flooring, windows, and doors. Tariffson
plywood were lowered in 1988, which severely curtailed the domestic primary processing sector. Thenin 1994, the
Uruguay Round Agreement eliminated tariffs on plywood, which further stimulated plywood importsinto Korea.
Between 1991 and 1995, primary wood product production increased 14% to keep up with a23% annual increasein
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Figure5. Tota domestic timber production by use 1982-1997 (Korea Forestry Administration 1997).

the domestic construction market (Kim 1997). However, increased competition from lower-cost Southeast Asian
producers coupled with higher domestic wage and capital rates and tariff reductions resulted in a32% increased in
the volume of processed wood imports (Table 6).

Table 6. Trendsin manufacturing and supply of wood productsin Korea, 1991-1997 (1,000 m®).

1991 1992 1993 1994 1995
Total (A) 22,285 22,275 24,648 24,178 25,325
Domestic logs (B) 1,286 1123 1184 1,173 1,055
Import logs (C) 8,861 8,059 7,648 7,710 8,229
Imported processed wood (D) 12,138 13,093 15,816 15,295 16,041
Share of processed wood (%) [D/C+D)] 58% 62% 67% 66% 66%
Sdf-supply rate of logs (%) [B/(B+C)] 13% 12% 13% 13% 11%

Source: KoreaForestry Administration 1997

In an attempt to retain competitiveness in the international wood market and to supply the domestic demand for
processed wood products, domestic manufacturers are producing less lowvalue raw materials and more high-value
processed materials. For example, as shown in Figure 5, production of pulpwood and pitprops declined 84%
between 1982 and 1997, whereas during the same time period, timber for general use increased 116%. Logsfor
general use are processed domestically into productsincluding flooring, cabinets, MDF, and composite furniture.
Imported and domestic plywood is predominately used for concrete forms, furniture, and, to amuch lesser extent,
interior applications (Hutton and Bethel 1986).

Restructuring in the domestic manufacturing sector is also apparent in timber imports by end use. Asshownin
Table 7, imported plywood log volume declined 57% between 1975 and 1996. While logs for plywood
manufacturing made up almost 70% of total log importsin 1975, they totaled only 18% in 1996. During the same



time period however, logs for general use increased from less than one-third of total log import volumein 1975 to
over 80% in 1996 (K orea Forestry Administration 1997).

Table 7. Timber imports by end use, 1975-1996.

Classification Unit 1975 1980 1985 1990 1995 1996
Total Quantity 1,000 7 5119 6,141 5578 8,285 8229 8,030
Vaue mill. US$ 269 858 479 990 1047 962
Plywood logs Quantity 1,000 7’ 3576 3328 2,028 2,092 1,483 1,407
Vaue mill. US$ 179 474 172 246 218 197
General use logs Quantity 1,000 1,543 2813 3,550 5,964 6,546 6,623
Vaue mill. US$ %20 384 307 716 786 688

Note: Figureson plywood log imports are estimated from plywood production
Source: Korea Forestry Administration 1997, Korea Plywood Industries Association 1998.

Domestic producer prices have aso played an important role in determining the types of products made and in
encouraging expansion in domestic secondary manufacturing. Asshown in Figure 6, producer prices for al wood
products increased sharply in 1992. Since 1992, the producer price index has been highest for less processed
products such as lumber and plywood, meaning that tariff reductions, domestic labor costs, and raw material costs
aremaking it more costly for Korean manufacturersto produce primary wood products. Since 1992, producer prices
for lumber and plywood, the two commodities with the highest production costs, have increased 55% and 45%,
respectively. However, producer prices for underlaid plywood and non-specified wood productsincreased 18% and
19%, respectively, since 1992.

Domestic Plywood Production

Between the late 1960's and the early 1980's, K oreawas one of the world’ s leading plywood suppliers. The Korean
government promoted the domestic plywood processing industry to be amajor export sector utilizing Southeast
Asianlogs. The US purchased approximately 80% of Korean production as door skins and interior paneling. Due
to limited domestic timber resources, domestic plywood processors relied entirely on imported logs (Leo Tak and
Associates 1999). During the Korean plywood industry's heyday, amost 70% of imported logs were processed into
plywood. During the 1980's however, domestic plywood production declined sharply in light of rising international
log prices, rising domestic wages, and competition from lower-cost Southeast Asian producers such asMalaysiaand
Indonesia (Kim 1997).

In 1995, the domestic plywood industry began to recover and become lessreliant onimports. In response to losses
in competitiveness, domestic plywood processors haveinvested in new facilitiesto process small-diameter softwood
logs (Kim 1997). Facilities utilizing raw materials previously rejected asinferior have been successful. Between
1993 and 1997, domestic output increased 28% and import volume declined 18%. By 1997, domestic production
comprised more than half of total domestic supply (Table 8).

Table 8. Domestic production and imports of plywood, 1993-1997 (1,000 m°).

1993 1994 1995 1996 1997
Domedtic 795 798 861 869 1,014
Imports 1,153 1,003 1,307 1,079 949
Tota 1,948 1,801 2,168 1,975 1,963

Source: KoreaPlywood Industries Association 1997
Domestic Particleboard, Hardboard and M DF Production

While domestic plywood production has started to recover since theindustry'slow in 1994, particleboard and MDF
used in manufacturing of composite wood flooring and furniture are increasing at arapid rate, posing a significant
source of competition for Korean plywood manufacturers. Asshownin Figure 7, during 1997, Korea's four local
particleboard manufacturers produced 721,000 m®, a 38% increase between 1994 and 1997. MDF, used primarily
for shelving and moulding, has had the most dramatic rise and has increased from 1,158 m® during its first year of
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production in Koreato 750,000 m® in 1997. MDF production volume almost doubled between 1994 and 1997
(Korea Plywood Industries Association 1998).
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Figure 7. Domestic production of processed materials, 1993-1997 (K orea Plywood I ndustries Association 1997).

Increased M DF, particleboard, and plywood production not only indicates an increase in competition among
domestic manufactured board producers, but also indicates that Korean manufacturers are attempting to become
more competitive with foreign producers of manufactured boards and value-added products that utilize composite
materials.

Composite board millsin K orea have taken advantage of the ability to use low quality and small diameter timber,
which has enabled them to compete with plywood and sawn lumber in the primary wood products market. The
ability to utilize lower-cost, abundant raw material contributed to a substantial increase in production capacity.
Wastewood accounts for 80% of the raw materials used by Korean composite board mills. Further, asshownin
Table 9, while composite board mills have higher capital costs than plywood mills and sawmills, labor and overhead
costs are lower (Kim 1997). Since many domestic furniture mills use more low-cost, domestically-produced
composite boards, their raw material costs are also much lower than Korean plywood mills and sawmills, which
depend primarily on imported materials. Thisisagood indicator of the competitive advantage that Korean furniture
mills have over imported furniture and kitchen cabinet suppliers.

A low cost structure has helped the composite board industry withstand supply restrictions resulting from the 1992
Forest Principles Plan adopted by the United Nations Commission for Economic Development, that instituted
international rules for environmental conservation. Asshown in Table 10, after 1992, prices for composite boards
increased 9% compared to 49% for plywood and 82% for hardwood lumber (Kim 1997).



Domestic production of particleboard, used to make kitchen cabinets, office furniture and composite flooring,
increased 66% between 1993 and 1997 whileimport volumewas cut in half during the sametime period (Table 11).
Korean manufacturers have increased their share of the domestic particleboard by one-third in only four years and
now maintain almost 75% of the domestic market (Korea Plywood | ndustries Association 1998).

Production volumes of MDF, used in kitchen cabinets and composite furniture, have also increased. Asshownin
Table 12,in 1997 domestic production of MDF constituted 91% of domestic consumption, a85% increase between
1993-1997 (Korea Plywood Industries Association 1998).

Table9. Cost distribution of Korean manufacturing operations.

Non-wood

Cost Sawmill Plywood MDF Furniture M anufacturing
Materias 66% 68% 52% 53% 66%
Labor 16% 14% 10% 18% 12%
Overhead 18% 18% 38% 2% 22%
Source: Forestry Research Institute 1996
Table 10. Wholesale priceindex for wood productsin Korea, 1990-1994 (1990=100).
Year Composite board Plywood Tropical hardwood lumber
1990 100 100 100
1991 100 103 120
1992 100 111 134
1993 109 160 276
194 109 165 244
Source: The Bank of Korea 1996
Table 11. Domestic production and imports of particleboard 1993-1997 (1,000 m°).

1993 1994 1995 1996 1997
Domestic 435 524 548 659 721
Imports 516 401 434 355 253
Total 951 925 982 1014 974
Source: Korea Plywood Industries Association 1997
Table 12. Domestic production and imports of MDF, 1993-1997 (1,000 m°).

1993 1994 1995 1996 1997
Domedtic 407 506 614 744 750
Imports 144 152 96 68 74
Total 551 658 710 832 824

Source: Korea Plywood Industries Association 1997
TheRole of Interior Wood Applicationsin Korean Housing

Koreahas along tradition of using wood in home construction and interior applications. In traditional Korean
homes wood was a sign of affluence, yet wood detailing was a so used in homes owned by the working class
(Hutton and Bethel 1986). Asindividuals migrate to urban areas, the cultural appreciation for wood still continues
with astrong desire for wood flooring, doors, window frames, and furniture. In the Korean culture in general, items
that are viewed as beneficial to personal health are very popular. Wood is considered both aesthetically pleasing and
healthy. In addition, since amgjority of the population livesin concrete high-rises, interior wood detailing ishighly
sought as away to give individua's homes a more natural appearance.

Wood has aways been a popular decorative material; however, the trend to use wood in homes boomed after the
1988 Seoul Olympics. The Olympics brought international products and designsto Koreathrough new construction
projects built to accommodate Olympic activities. During the late 1980's and early 1990's, dark wood mouldings
and furnishings were popular and the interior wood products industry was supplied primarily by tropical wood
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producersin Malaysiaand Indonesia. More recently, the fashion trend in interior design is rapidly moving away
from dark wood in favor of natural looking décors that use light colored wood with minimal grain appearance.
Beech, oak, cherry, and maple are particularly popular.

Approximately 99% of the population reside in apartment buildings, almost 92% of which are privately owned
(CERIK 1998c). Sincethe mgjority of apartment dwellers are in the moderate to low-income range, they are more
likely to use lower-cost wood products, wood composites, or non-wood componentsinitially. However, there may
be amarket for higher-grade wood products in apartment remodeling. Since the mortgage system requires
approximately 80% of the home priceto be paid up front with the remaining loan to be paid within 5-20 years, many
homeowners do not have enough cash available to buy high-quality interior products at the same time they purchase
their apartments. However, aUS kitchen cabinet manufacturer stated that his company found that prior to the Asian
economic recession, consumers were dissatisfied with the quality and durability of some domestically produced
materials and were remodeling their apartments with US products. For example, Hanssem, Korea's largest kitchen
cabinet manufacturer reportedly expectsits kitchen cabinetsto last only 3-5 years, yet Hanssem's highest quality
cabinets are reportedly comparable to some US supplier's moderate quality cabinets. Often, homeowners buy
domestically produced cabinetsinitially and upgrade in afew years, using higher quality materials. The number of
individua s residing in apartments who will use higher cost solid wood interior applications may also increase since
the ceiling on the purchase price of apartments has been lifted. A point to remember isthat not al individuaslivein
apartments out of economic necessity and they may have the meansto purchase higher priced imported components.

The most promising sector for interior solid wood applications appears to be the single-family home market and the
low-rise multi-family or villa market. Prior to the Asian economic crisis, the number of wood frame homes was
rapidly increasing. The number of western-style wooden housing starts increased from 97 unitsin 1994 to
approximately 800 unitsin 1996 and an estimated 1,100 homesin 1997 (AF& PA 1998d). Many
importer/wholesalers and industry analystsin Korea expected the number of wood frame homesin 1998 to have
reached 1,500 had Korea not entered a recession.

Growth in the wooden home sector is apparent from statistics shown in Table 13. While concrete high-rises
dominate the housing market, wooden construction totaled 179,000 m?in 1997, a79% increase since 1989. Single-
family homes and townhomes are al so becoming increasingly common, representing almost one-quarter of new
housing startsin 1997. American-style housing dominates the single-family home market. More than 90% of
detached suburban homes are American-style-wood frame houses (L ah 1998).

Table 13. Floor areaof building permits by construction material, 1989-1997 (1,000 m?).

Construction Material

Year Total Concrete Brick & Stone Wooden Other
1989 88,600 70,800 17,100 100 500
1990 116,400 92,900 22,200 100 1,200
1991 105,200 88,700 14,100 200 2,200
1992 94,700 80,100 11,400 200 3,000
1993 117,800 99,000 12,200 200 6,400
1994 116,211 102,727 8,527 123 4,854
1995 117,327 103134 9,086 89 5,022
1996 113,820 101,940 7,193 131 4557
1997 113,374 104,214 5,105 179 3,881
% Change 28% 47% -70% 7% 676%

Source: Foreign Agricultural Service 1998

While no statistics regarding the volume of interior wood consumption exist, it is apparent from interviews of
industry analysts and construction companies that consumersin both wood and non-wood single-family and low rise
multi-family homes are the largest end-market for solid wood products from North America. The most natural and
most easily accessible market for American-made interior products appears to be the North American-style 2x4
wood frame home sector. Single-family homeowners base their purchase decisionslesson price and more on style,
appearance, and quality. They arelikely to seek interior and exterior designs that suit their taste as opposed to the
lowest price available. Wood frame homeowners also make the decision to purchase 2x4 wood frame homes



Table 14. Housing unit construction by type, 1992-1996

Housing Type

Y ear Total Detached Apartments Row houses

1992 575,492 53276 496,551 52,665

1993 695,319 52,004 540,006 103,309

19%4 622,854 42,380 521,322 59,152

1995 619,057 55,710 497,273 66,074

1996 592,132 61,263 462,548 68,321
% Change 3% 15% -1% 3%

Source: Nationa Statistical Office (Korea) 1997

Table 15. Imports of wood frame housing by country, 1992-1997 (US $1,000).

1992 1993 1994 1995 1996 1997
us 2,181 1,227 2,282 7,665 14,440 17,152
Canada 131 171 434 1,138 5,305 8,627
Finland 284 453 1,058 724 1,148 1,424
Sweden - - 320 45 4 98
New Zealand - - - 304 121 345
Augrdia - - - 106 443 515
Russa - - - 10 218 189
EU - - - 744 478 473
Others 3 7 72 307 503 470
Total 2,599 1,858 4,166 11,043 22,660 29,193

Source: Foreign Agricultural Service 1998.

because they like American design. Therefore, they are likely to purchase interior products made by the same
country that produced their home in order to achieve a consistent appearance throughout the house. Further, 2x4
wood frame homes are often sold as a compl ete package where the consumer can select al of theinterior finishes at
the time they chose the home they will have built. Sinceit isdifficult for North American producers to compete
with Southeast Asian producers on the basis of priceit appears best to target high-income segments of the
population who place alower priority on price and greater emphasis on quality and specific appearance.

While no statistics regarding the volume of interior wood consumption exist, it is apparent from interviews of
industry analysts and construction companies that consumersin both wood and non-wood single-family and low rise
multi-family homes are the largest end-market for solid wood products from North America. The most natural and
most easily accessible market for American-made interior products appears to be the North American-style 2x4
wood frame home sector. Single-family homeowners base their purchase decisionslesson price and more on style,
gppearance, and quality. They arelikely to seek interior and exterior designs that suit their taste as opposed to the
lowest price available. Wood frame homeowners also make the decision to purchase 2x4 wood frame homes
because they like American design. Therefore, they are likely to purchase interior products made by the same
country that produced their home in order to achieve a consistent appearance throughout the house. Further, 2x4
wood frame homes are often sold as a compl ete package where the consumer can select all of theinterior finishesat
the time they chose the home they will have built. Sinceit isdifficult for North American producers to compete
with Southeast Asian producers on the basis of priceit appears best to target high-income segments of the
population who place alower priority on price and greater emphasis on quality and specific appearance.

If chaebol decideto enter the 2x4 wood home and solid wood interior products market they could pose a significant
source of competition for small import companies. Competition in the imported log and lumber market between
large importers and chaebol isintense. In addition to acting as an importer/wholesaler, chaebol often own overseas
timber holdings and/or processing facilities, which often allowsthem to reduce costs and therefore offer lower prices
than direct import companies. However, chaebol believethat the 2x4 wood home market and associated solid-wood
interior products market istoo small for them to enter at thistime.
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Interior Wood Products Mar ket

Few statistics exist regarding the size of the domestic market for non-structural wood products such as flooring,
moulding, windows, doors, and kitchen cabinets. Thisis most likely because the market for non-structural wood
productsisvery small, estimated at 1% of thetotal interior products market (AF& PA 1998€). Industry analysts
estimate that approximately 70-80% of interior wood products are used in residential projects and 20-30% are used
in commercia buildings such as office buildings, hotels, restaurants, and retail stores (Foreign Agriculture Service
(FAS) 1998c). The type of wood used also varies depending upon the project. Since commercial buildings are
renovated approximately every three years, contractors typically use composite materials such as core doors with
veneer overlays and veneer panels. Construction companies that build large residential buildings commonly source
their materials from lower-cost suppliersin Southeast Asia. However, some construction companies that were
interviewed for this report stated that they import logs from the US for domestic processing. Priceisasecondary
consideration since chaebol-owned construction companies may havethe facilitiesto produce the finished products
domesticdly.

Prior to the Asian economic crisis, the demand for interior wood materials was increasing and the repair and
remodel industry was growing as consumers upgraded from vinyl to wood materials. According tothe FAS, in
terms of salesrevenue, kitchen cabinets are the most common improvement, followed by doors, mouldings, and
flooring (FAS1998c). Prior to the recession, declining prices made wood products attai nabl e for apartment owners.
For example, pine panels cost approximately $900/m° during the 1980's but prior to the Asian economic crisisthey
dropped to approximately $500/m® (Hana Corporation 1998).

Market Barriers

In addition to economic barriers, structural barriers also make it difficult for US goods to be used in the Korean
apartment sector, making the single-family home market more promising for foreign manufacturersand distributors.
For example, American-made windows are not constructed to withstand wind |oads above 5-6 stories. Above six
stories North American wood windows must be used as interior windows with auminum or vinyl windows as
exterior reinforcements. Conversely, German and Korean-made wood windows are built to withstand higher wind
loads and can be used in both single-family homes and concrete high-rise apartment buildings (Jel d-wen 1998).
Further, Korean window manufacturers can replicate the design of North American or European-made windows at a
lower cost.

It also appearsthat it isvery difficult for new businesses, both domestic and foreign, to enter the Korean
construction market. The MOCT is heavily involved in regulating the industry and reportedly limits access to new
businesses. The complex organizational structure of the MOCT, multiple laws regarding new businesses, and
numerous government standards, makes it difficult for small companiesto become licensed. However, in an effort
to stimul ate the economy, the K orean government is restructuring the licensing process to minimize the number of
regulations and government offices and to simplify licensing procedures for domestic and foreign companies
(CERIK 1998c).

Product Distribution and Payment

The system of awarding contractsto supply materialsto construction projectsin Koreacan makeit very difficult for
small, particularly foreign, companies to succeed. Approximately 70% of apartments are built by about 30 large
construction firms. Small companies hired by condominium associations build the remaining apartments (CERIK
1998¢). Large construction companies purchase not only products, but also product installation from the same
company. In high-rise apartments, approximately half of all construction work is subcontracted in this manner. In
addition, the subcontractor or supplier provides financing to the construction company. The key to winning a
contract may not be subcontractor ability or low price, but the ability to extend financing. If acompany istoo small
to be able to provide financing, they may partner with a product manufacturer. US companies generally insist ona
letter of credit or cash on delivery and therefore lose contracts to suppliersthat will extend a shipper'sissuance or a
180-day credit (Sezter 1998).



Problems may arise when subcontractors cannot purchase materials for upcoming jobs because they have not
received payment from past contracts they financed. It is common for large construction companies to obtain
financing from multiple companies, then pre-sell the apartment units and use the funds received from the financing
for other construction projectsor financial ventures. Many large corporations used financing from smaller suppliers
to leverage other investments and business ventures. When these investments failed in the recent financial crisis,
many large firms declared bankruptcy and defaulted on debts, forcing many smaller companies which had provided
financing into bankruptcy aswell.

While US companies may |ose contractsto companiesfrom other countriesthat extend financing to their customers,
several interview respondents stated that being selective in extending financing is a good business approach. It is
prudent to make sure that the Korean customer has aletter of credit from a Korean bank that ensures that the
company purchasing goods has sufficient financial assetsto pay creditors. However, aletter of credit is not aways
an adequate guarantee that the customer will pay. US suppliers reported both positive and negative experiencesin
getting paid for delivered goods. One leading supplier stated that the Korean market has "proved over the yearsto
be a substantial credit risk" and added that his company would only extend credit if there was along business history
between the US supplier and Korean company seeking a credit payment plan. Other companies reported no
problems if the customer is backed by aletter of credit.

Another respondent stated that in light of how Korea entered the recent financial recession, the practice of financing
may gradually disappear, resulting in a more competitive market. Recent government legislation to open Koreato
foreign investment may make the financing system less favorable to chaebol and other domestic companies.

Aside from financing, the distribution system can become extremely complicated. Businessmen in Korea have
stated that the distribution system in Koreais one of the most complex aspects of doing business. The exact route
that products can take is often confusing for even local business people and can be a significant obstacle to
penetrating the Korean market and in particular, supplying the residential high-rise apartment industry. Much more
investigation into the distribution system in Koreais necessary, however there are afew simple routes that can be
explained. According to alumber agent, 40% of end usersimport raw materials directly. Other largeand small end
users purchase material s through importers and wholesalers (Delta 1998). Construction companies may import
materialsdirectly or work with awholesaler, depending upon the size of the company and the size of the project. As
shown in Figure 8, raw materials may beimported by adomestic manufacturer, processed into the finished goods, at

Logs/Lumber
Finished Goods
Credit-Based Imported by large Cash-Based
Sygem import company System
Domestic Domestic < Small Import
Manufacturer Manufacturer Wholesaler ( o Company
| | ‘ Products)
MRa:tl;flacottJItrg s Wholesaler Buyers Small End-user
| - Single Family (Carpenters)
| . Home Construction Co.  -Single Family Homes
Small End-user Retailers - Manufacturers -Remodeling
(Carpenter) |
Small End-user
(Carpenters)

Figure 8. Distribution system for wood productsin Korea.
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which point products are either sold to a wholesaler, a large end-user, or sold through the manufacturer's own retail
outlet to small subcontractors. Finished goods may be imported either by a large import company or directly by a
wholesaler. Second, wholesalers may either import materials directly or purchase from large importers. Goods are
then sold to retail outlets or directly to contractors. Third, small importers who specialize in the wood frame
construction and remodel market import materials and sell directly to builders. Small importers may also sell more
specialized products to wholesalers for special orders. Finally, foreign manufacturers may have product
representatives in Korea who import products directly from the manufacturer and supply Korean contracts.

Another outlet for structural and non-structural wood products is an area in Seoul called Ulchiro, which is a popular
location for retailers and wholesalers of all types of building materials ranging from lighting and plumbing to a wide
variety of primary and secondary processed wood products. Figure 9 shows an example of a retail/wholesale store
in Ulchiro that sells moulding and millwork. Many small millwork outlets mill products on-site. Small contractors
regularly buy their materials in this area. Ulchiro can be considered the Korean counterpart to the Home Depot in

' the US. Small showrooms are also
beginning to appear around Seoul in an
area called Non Hyun. One small retail
center that opened in July 1998 contains
a total of 2,400 fi* of showroom floor
space dedicated to kitchen cabinets,
windows, bathroom fixtures, siding, and
structural building materials including
lumber, structural panels, and I-joists.
Others feature both wood and non-wood
fixtures such as flooring, fireplaces, stair
systems, and bathroom and kitchen
fixtures.

According to an importer/wholesaler,
more small importers are beginning to
import materials for direct sale to end-
users. Small import companies who do
not have adequate collateral to secure a
letter of credit enter financing
agreements with large trading
companies. Small importers use the
financing to import materials directly
and pay a fee to the trading company
based on the total value of the shipment
(Andromeda 1998).

When small construction companies
purchase materials directly, they
reportedly tend to purchase materials
from domestic manufacturers because
they can buy a wide variety products in
small volumes as opposed to purchasing
from foreign suppliers who require large
volume orders (Gutchess 1998).

S

Figure 9. Example of a building materials store in Ulchiro, a
building supply retail and wholesale area in Seoul.




The distribution route that materials take is based both on the volume required and on whether the customer can pay
cash or whether the transaction is credit-based. The distribution system for small companiesin the wood materials
industry is understandably reliant on cash transactions and fast inventory turnover. Small importers may sell
directly to small construction companies, retailers, or less often to multiple product wholesalers. Wholesalers are
not preferred customers because they generally require small import companies to extend credit. Wholesalers
generally only purchase goods from small import companiesif they need a special product that a small import
company carries. The wholesaler must then pay for the goodsin full. Small import companies may also sell
products directly to large construction companiesif the importer acts as a subcontractor as well (SK Global Co.
1998).

While large importers have a scale advantage that enables them to import and sell products at alower price, small
import companies provide customers with personal attention and technical advice. The small size of these
companies requires salespeople to be very knowledgeable about wood frame construction and appropriate usesfor
the productsthey sell. Since 2x4 construction isrelatively new to Korea, many construction companies rely upon
their suppliersfor information about product use, afeature many large companies do not have the time or expertise
to provide. Relationship building isakey component of doing businessin Korea, particularly in the 2x4 wood
frame construction industry. Interview respondents highlighted the importance of relationships by stating that
contracts can be decided literally on whether the two partiesinvolved attended the same university or grew up in the
sametown. Interview respondents stated that prior to the Asian economic crisis, it was aso common for companies
to help ensure that their company would be selected for a contract by paying bribes. However, it was reported that
thisisless common since companies have been required by the Korean government to adopt detailed cost
accounting practices.

The most common method for obtaining financing in Koreais by obtaining abank draft or an eoeum. There are no
qualifications to obtain an eoeum, there is no cash limit, and the bank takes no financial responsibility for the draft.
The eoeumis similar to a second or third party check. For example, a construction company may use an eoeumto
pay acontractor, who can sign the eoeumover to aretailer, who can sign it over to the wholesaler. Theeoeum can
be signed to multiple parties so if the first party declares bankruptcy, successive creditors are not paid. When
several large conglomerates in Korea defaulted on their debts, many smaller companies that accepted an eoeum as
payment were forced into bankruptcy.

A multiple product retailer reported that his company primarily supplies small construction companies that build
single-family homes and low-rise multi-family homesin order to ensure invoiceswould be paid. While there may
be ademand for interior wood detailing in apartments, this manufacturer is reluctant to sell materialsto large
apartment contractors because contractors use the eoeumform of payment, which is not a secure payment method.

Tariffs

Most interview respondents reported that tariffs do not represent a barrier to importing and using non-structural
wood products. The tariff for imported wood products ranges from 1-8% with an additional 12% for other import
taxes and fees that are applied to most imports (FAS 1998a). Finished goods such as kitchen cabinets, windows,
doors, flooring and moulding have atariff of 8% applied. Since many consumerswho purchase solid wood products
arein medium to high-income brackets, they are not influenced by the higher cost of these products. Other
respondents stated that the tariff was excessive considering that cars, a much more value-added product are al'so
charged an 8% tariff.

Inan effort toincreaseinternational freetrade, the Asian-Pacific Economic Cooperative (APEC) isattempting to get
members to agree to Early Voluntary Sector Liberalization (EVSL), aplan to eliminate tariffs on imported forest
products. APEC proposes that members with Uruguay Round commitments eliminate tariffs on paper by January 1,
2004, and all other members eliminate tariffs on wood products by January 1, 2000, with flexibility to delay fina
removal until January 1, 2002 or 2004. The Korean government has opposed this proposal, fearing that eliminating
tariffs could destroy domestic wood processing industries such as lumber, plywood, furniture, particleboard, and
MDF mills. The Korean government believesthat if these industriesfail, the collapse would eventually extend to



the country's domestic forest resource. The government has continuously tried to reforest since the end of the
Korean War. It hopesto encourage forest growers to continue by rejecting tariff elimination (FAS 1998b).

Consumer Perceptions

US manufacturers must continue to eliminate the perception among K orean carpenters and consumers that products
produced from American softwood species are inferior quality. This perception started as the Korean government
instituted price ceilings as a means to increase the supply of affordable housing. Asaresult, contractors used the
lowest priced material they could find in order to maximize their profits. Due to the housing shortage, units sold
regardless of quality. When purchasing softwood logsfrom the US, Korean lumber mills, seeking the lowest priced
material commonly imported low-grade k-sorts. Now, many Korean manufacturers and builders associate all North
American softwoods with lower quality k-sorts (Setzer 1998). The perception that USwood is either high or low
quality varies greatly from business to business, which indicates that there is a need to continue to educate Korean
end-users about the quality and cost benefits that users can derive from US wood and wood products.

Builders also perceive that American-made wood products are more expensive than those from other countries
because Korean carpenters tend to overuse materials. For example, it is common for Korean carpentersto use 1
9/16" thick door frames (40 mm), where the US standard is 1 1/4”. Therefore, when construction companies
calculate costs on avolume basis, US products appear expensive. Importersand distributorsreport that it iseasier to
sell US products to construction companies that build single-family homes or low-rise multi-family apartments,
single-family homes, and villas as opposed to large apartment buildings because many construction companies base
their purchase decision on total cost. Construction companies do not appear to mind spending more on interior
products for 20-30 units, but they tend to experience "sticker shock" when purchasing materials for buildings with
many units. Aversion to spending more on high-quality materials may change however, asthe removal of capson
the selling price of apartments allows construction companies to recoup their investment in expensive interior
finishes.

Imports

Although logs, lumber, and chips are leading imports, the general trend in import revenue from 1992 to 1997
indicates adecline in primary products such as logs, and an increase in secondary products such as windows, doors,
kitchen furniture and cabinets, and prefabricated homes. Revenue from logs, lumber, veneer, and plywood remain
much greater than secondary manufactured products, however, secondary processed goods exhibit strong growth.
According to FAS statistics, expenditures on logs, particleboard, and fiberboard have steadily declined, whereas
expenditures on lumber, veneer, plywood, wooden doors and windows, and wood frame homes have increased.
Wood frame homes display the most significant growth of al the products tracked, with a 2800% increase since
1994, and expenditurestotaling $29.2 million in 1997 (Table 16). Growth in the wood frame home market directly
relates to sales of non-structural wood products since owners of wood homes commonly use solid wood interior
detailing aswell.

Table 16. Total forest product imports, 1992-1997 (US $ millions).

% Change
Product 1992 1993 1994 1995 1996 1997 1992-1997
Logs 919 1,183 1012 1,047 963 877 -0.05%
Lumber 250 452 373 409 465 453 81%
Veneer 30 37 55 46 64 112 270%
Particleboard 72 91 72 a1 77 54 -25%
Fiberboard 28 56 69 40 26 25 -9%
Plywood 351 552 536 594 531 449 28%
Windows na na 13 17 22 24 88%
Doors na na 27 4 49 5 99%
Wooden homes 2.6 19 1.2 11.0 22.6 29.2 1023%
Total 1,790 2,599 2,413 2,605 2,568 2,375 33%

Source: Foreign Agriculture Service 1998



Statistics also show that K orea has become an increasingly important market for the US. The US exported $43.8
million in secondary processed productsin 1997, a178% increase since 1989. The Asian economic crisis severely
curtailed export revenue from salesto Korea, resulting in an almost 70% declinein one year. By 1998, exports of
secondary processed wood products totaled $13.6 million. However, the economy is already starting to show signs
of stahilizing, and as the economy recovers, US exports to Korea are expected to be restored. Sinceit isimportant
to understand which products were in highest demand prior to the economic crisisin order to plan marketing and
business activity after consumer demand is restored, this discussion will focus on pre-economic crisis trends.

Asshown in Figure 10, in 1997 the ten leading products constituted 94% of total secondary product exports (US
Department of Commerce 1999). According to US Department of Commerce statistics, secondary processed
products such aswindows, doors, and prefabricated homes continued to increase during the eight-year period. Tota
primary product revenues, however, were more volatile during the same time period and declined from $344.7
million in 1989 to $256 millionin 1997. By 1998, revenue from primary processed wood product exports dropped
to $72.6 million, a greater than a 70% declinein oneyear (Figure 11). Primary product export may not recover the
way that secondary processed wood productsare predicted. Prior to the Asian economic crisis, lower-cost suppliers
of softwood lumber, such as New Zealand, supplied approximately three times more lumber to Koreathan the US
suppliers. Since commodity products are much more price sensitive than secondary processed products, and Korea
isahighly price-driven market, it islikely that even after the economy recoverslow cost leaders will continue to
gain market sharein the primary product sector. The opportunity to gain market share in markets where product
attributes and quality can be highlighted appear more promising for US manufacturers.

Competition

While North America dominates the prepackaged wood frame home industry, North American suppliers must
compete with many low-cost producersin the non-structural wood products market, which makes the market much
more pricesensitive. Lower-cost Southeast Asian producers dominate non-structural product imports. For example,
in 1997, Indonesia and Malaysia supplied 80% of the $54 million imported wooden door market and almost 90% of
wooden windows. In 1997, the US supplied 5% of the imported wood door market and 7% of imported wood
windows.

The market for interior wood productsis primarily based on price, and the inability of US manufacturersto compete
onthebasisof priceisreflected by itslow market share growth for US doorsrelativeto its share of the prefabricated
home market. US producers have lost 12% of the K orean door market since 1992. Individuaswho livein
apartments often use products made of low cost Southeast Asian hardwoods, wood composites, or hon-wood
materials. However, single-family homeowners who are often less restricted by price, frequently select products
solely on quality and appearance. Owners of single-family homes are more likely to purchase interior products
made by the same country that produced their home. For example, Scandinavian homes are often used as cabins or
recreational homes. As such, the homeowner often uses Scandinavian interior finish work, windows, and doorsas a
way to maintain a consistent appearance. Appearance and quality are the leading factors that influence purchases of
consumers of wood home. They arelikely to seek interior and exterior designsthat suit their taste as opposed to the
lowest price available. Therefore, while no market statistics exist regarding the proportion of US products used in
wooden homes, it is estimated that the US share of theinterior and building components used in prefabricated homes
issimilar to the US share the wooden home market in Korea.

The US has been able to remain one of the leading suppliers of wood to K orea because it offers high-quality
products. Given the recent trend favoring light colored woods, the market for US made products could be
promising. However, the USisless competitive in product markets where competitors offer lower priced
substitutes, such as moulding and skin doors. Even though light color wood is popular, competition in the hardwood
market may be moreintense now that the price of tropical timber has declined. The mgjority of the publicislooking
for low price when selecting interior wood detailswhile asmaller segment hasthe luxury to select products based on
appearance.
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Aside from competition from Southeast Asian producers, New Zealand, Chile, and European countries are leading
suppliers. Respondents report that since the US has a strong domestic market, they do not place a high priority on
marketing their productsin Korea or accommodating the Korean market. For example, one respondent stated that
Canadian manufacturers are increasing sales through two methods. First, they price their products lower than
competitors as ameans of increasing future market share. Second, Canadian suppliers manufacture productsthat are
specific to the end market, such as products madeto fit metric grid systems. For example, Korean kitchens arelaid
out on a 150 mm grid, so cabinet units are build in increments that fit this system as opposed to US cabinets, which
are constructed on threeinch increments. The answer isnot simply to list measurementsin metric units, but to build
componentsin sizesthat fit Korean kitchen layouts. AsKoreaistheworld’ sleading consumer of radiatapine, Chile
and New Zealand also have a significant market share. Whiletheir priceis not the lowest, Chile for example,
focuses some of its production exclusively on supplying the Korean market. Finally, Scandinaviacountriesfocuson
producing specialty products such as custom sizes or products, which are not as price dependent as commodity
products.

US products are promoted in Korea through the AF& PA Korea office, the Softwood Export Council (formerly the
foreign markets division of the Western Wood Products Association), the American Plywood Association, and the
American Hardwood Export Council. These organizations distribute promotional literature, technical literature,
sponsor trade show booths, and organize and contribute materials and expertise to an annual AF& PA 2x4
construction training program. The AF& PA Korea office aso sponsors atrade mission to bring Korean architects
and buildersto US trade shows and manufacturing facilities. Other foreign suppliers, governments, and industry
organizations are also attempting to promote their goods in Korea however. The Canadian government and industry
associations sponsor trade missions that bring Canadian manufacturers to Korea and Korean architects and builders
to Canada. The Canadian government has also sponsored del egations to meet with Korean government officials and
industry leaders to promote Canadian lumber and 2x4 wood homes. Canadian industry a so organizes technical
seminars about 2x4 wood frame constructionfor Korean buildersand devel opers. Wood frame home exportersfrom
New Zealand are also using technical seminars to improve sales of radiata pine lumber for structural usein 2x4
wood frame homes (AF& PA 1997). Finally, governmentsin Canada and Europe reportedly help pay registration
fees for manufacturersto display their products at international trade shows.

Another important factor that limits US suppliers ability to expand their market shareistheir inability to supply
customer orders quickly. It iscommon practice for US manufacturersto avoid stocking large product inventories.
Asaresult, once an order is placed it takes 4-5 weeks to manufacture the products then a few weeks for shipping
(Setzer 1998). Other countriesthat primarily supply foreign markets are ableto fill customer order more quickly
than USfirms.

According to asurvey of 35 architects, contractors, and interior designers, fast delivery ranked 2.5 inimportance on
a5 point scale (Figure 12). Product quality was rated asmost important (3.8), followed by price (3.2). A copy of
the survey that was administered isincluded as Appendix F. Statistical results from the survey are included as
Appendix G.

Developing good supplier-customer relationships can help avert customer frustrations. Asaway to aleviate the
frustrations many customers have, severa suppliers stated that they continually educate builders about appropriate
lead-time to factor into their construction jobs when using imported materials. Setzer and AF& PA Korea also
promote US products in K orea through trade missions that bring Korean carpenters and manufacturersto US
production facilities. Setzer also teaches carpentershow to use materials properly and cut overall construction costs
asaway to encourage them to use US products. Several interview respondents stated that developing aclose
relationship with their supplier wasimportant, some even equated their relationship with their supplier to a
friendship.

Domestic Competition
There are severa price points within the interior wood products market that make wood based interior products

availableto individuals of amost all income levels. Tropical hardwoods from Southeast Asia can be less expensive
than softwood and hardwood products from North Americaor Europe, and therefore, they can represent a
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formidable source of competition. Many Korean firms also own timber resources and production facilitiesin
tropical timber producing countries, which eliminates the cost of working with an intermediary and simplifies the
distribution process, in turn making the products more cost competitive. Another source of competition for North
American productsis domestically produced solid wood or wood composites. Domestic manufacturers often
replicate styles produced in North Americaor Europe at alower cost. The fact that a product is made by an
internationally recognized company of high-quality material appears to be important only to high-income
consumers. Many moderate-income consumers appear satisfied with lower-cost products that look good but may
not be the highest quality.

After Sale Service

Fast Delivery

Product Guarantee

Price

0 05 1 15 2 25 3 35 4 45 5
Importance Ranking

Figure 12. Ranking of importance for service factors (1=least important, 5=most important).
Product Assessment
Windows

Korean Window Contractors estimate that in 1997, the Korean market for wood and nor+wood windowstotaled US
$831.5 million, but expected the market to shrink to US $344 million in 1998 (Lah 1998). While no formal data
exists, the Korea Specialty Contractors Association, Door and Window Contractors Committee (DWCC), estimates
that only a small portion of the doors and windows installed are wooden. According to the DWCC, the number of
wooden windows and doors in apartments is declining, while windows made of vinyl and aluminum are becoming
more common (DWCC 1998).

According to the Foreign Commercial Service (FCS), in 1997, 1,427 small and medium sized domestic window
manufacturersin Korea produced US $756 million (1 trillion won) of windows. Approximately half of the
domestically produced windows are made of aluminum, approximately 22% are PV C or vinyl, and approximately
22% arewood. Production declined 50% since 1997 in response to diminished demand for new housing following
the Asian economic recession (Lah 1998).



As consumers seek more high-quality components, system windows are becoming more popular, yet the market is
gtill small. System windows are used most often in expensive condominiums and single-family homes. Theterm
"system window" signifies high-quality windows that include more features than standard domestically produced
windows. Featuresinclude: air/water resistance; wind load durability; energy efficiency; noiseresistance; glass
thickness exceeding 16 mm; multiple functionsthat alow tilting, diding, turning, and lifting; and high-quality
hardware including metal fittings, gaskets, hinges, and rollers. 1n 1997, sales estimates of system windowstotaled
US $57.8 million, or approximately 5-7% of total window sales. The system window market is expected to depend
heavily on advanced processing technologies of foreign firms. The Korean window sector lags behind other
industriesin both new technology and productivity, making it a potentially promising market for foreign suppliers
(Lah 1998).

Low price and durability appear to be primary factors in consumer decisions to use non-wood windows and doors.
Also, as previously mentioned, US-made wooden windows must be used with non-wood exterior windowsin
apartments above six stories high in order to withstand high wind loads. On the other hand, wood windows and
doors are becoming more popular among affluent residents of single-family wood homes and low-rise, hon-wood
villas where price and wind loads are not primary issues. Respondents noted that Marvin and Anderson windows
are among the most popular brands of imported wooden window in Koreaamong owners of family and villahomes.

Another important factor in the window market is product styling. Most Korean consumers prefer the modern look
of European styleinteriors and furniture. While the DWCC reports that the price of European windows and doors
may be the same or higher than US made windows and doors, demand for products made in Europeisincreasing.
According to the DWCC, even though US and European manufacturers use the same hardware, homeowners believe
these European products look stronger and have more interior details (DWCC 1998). Since the largest end market
for wood windows and doorsis high-end single-family homes or villas, price is not aforemost consideration.

According to data from the Korean Customs Service, Indonesia and Malaysia dominate the imported window
market, primarily because they offer low prices. Together, Malaysia and Indonesia supplied 88% of Korea's
imported wood windows during 1997. As shown in Table 16, Indonesia dominates the market, but Maaysia has had
the most notable increase in market share. Between 1994 and 1997, Malaysian producers increased their share of
the Korean window market from 5% to 25% and revenues increased 876% (Table 17). While these two countries
dominate the imported wood window market, firms from Indonesiaand Malaysia primarily supply half-finished
framesthat are not considered competitive in the system window market (Lah 1998). The USisthethird leading
supplier with 7% of the imported window market. However, the US share of the Korean market has declined and
Chinais becoming an increasingly important supplier. Korean distributors explained that Chinese manufacturers do
not provide the best quality or design, yet Chinese products are low price leaders.

While datawas not available at the time of this report, window imports were expected to decline 55% from 1997 to
1998 dueto the economic crisis (Lah 1998). US Department of Commerce statistics show a50% declinein wooden
window export revenue from salesto Koreafrom 1997 to 1998. US producers export substantially more non-wood
windowsto Korea. During 1997, the US exported US $106 million in wood and non-wood windows to Korea, with
wood windows representing less than 2%.

According to amarket report from the FCS, US products are perceived to be higher quality than Korean windows
and are priced more affordably than German windows. An existing joint venture between a Korean firm and a
German firm has established a reputation for producing high-quality windows, but the price of these windowsis
very high. One of the main reasons that Korean consumers favor German system windows is related to the noise-
and dust-reducing features of the windows. Sincemost Koreanslive in urban areas with few trees surrounding their
apartments or homes, the features associated with system windows are a strong selling point among those who can
afford them. There appear to be two inroads for US firms to expand their share of the Korean window market
beyond the wood frame home sector. First, they could start producing system windows that include the same noise
and wind resistant features as German windows. Second, Korean industry experts believe that US manufacturers
may increase their salesin Korea by developing promotional campaigns and by partnering with Korean firmsto
introduce cost competitive wood-based system windows (Lah 1998).

28



Tablel7. Koreawooden window imports by country of origin, 1994-1997 (HS 4418.10) (US $ thousands).

% Change

Country of Origin 1994 1995 1996 1997 1994-1997
Indonesia $10,819 $14,677 $14,830 $15,040 3%
Mdaysa $631 $574 $4,317 $6,159 876%
us $1,087 $1,716 $2,063 $1,707 57%
China na $3 $113 $202 na
Austria na na $446 $131 na
Chile $52 $65 n‘a $40 -23%
Canada na $45 $150 $13 na
Tota $12,637 $17,146 $22,193 $23,739 88%

Source: Korea Customs Service 1998

Doors

Wooden doorswere one of the most popular wood products prior to the Asian economic crisis. Solid-wood exterior
doors are used predominately in single-family homes and represent approximately 10% of the Korean wood door
market, MDF/skin doors represent approximately 45% of the market, and plywood/skin doors comprise the
remaining 45% of sales (Dongwha 1998). Oak, beech, maple, and cherry isused predominately in villas and single-
family homes, whereas domestically produced wood and non-wood composites and Southeast Asian woods such as
lauan are more commonly used in apartments. Some popular designsin solid wood doors are shown in Figure 13.

Indonesiais consistently the leading supplier of wood doorsto Korea. By 1997, two-thirds of the imported door
market were produced by Indonesian suppliers, an 11% market share increase since 1994. Asshownin Table 18,
Indonesia, Malaysia, and China, al low cost suppliers, have consistently increased import revenues. Whilethe US
had a greater share of the wood door market than Malaysiain 1994, imports from the US declined 50% between
1994 and 1997.

Table 18. Koreawooden door imports by country of origin, 1994-1997 (HS 4418.20) (US $ thousands).

% Change
Country of Origin 1994 1995 1996 1997 1994-1997
Indonesia $15,104 $19,952 $30,441 $35,752 137%
Mdaysa $4,719 $5,031 $8,343 $6,872 46%
China $137 $323 $1,723 $3,906 2751%
us $,812 $5,715 3,723 $2,494 -48%
Ity $1,522 $1,209 $1,810 $1,350 -11%
Chile $309 $407 $129 $690 123%
Total $27,233 $33,488 $49,118 $54,281 9%

Source: Korea Customs Service 1998

Flooring

The wood flooring market in Koreabegan to gain attention during the early 1990's, and experienced a huge boom
1993-1996 as aresult of word of mouth and print and television advertising. Consumers have responded positively
to advertising that portrays wood flooring as an environmentally beneficial product that is good for personal health.
Between 1993 and 1994, the number of apartments and homes upgraded with wood flooring increased 30-40%.
During 1997, 994,000 pyong (116 million ft?) (1 pyong = 3.3 m? = 35.4 ft) of solid and composite wood flooring
was sold in Korea (Figure 14) (Flooring Magazine 1998). No formal government data exists regarding the size of
the wood flooring market; however, the editors of Flooring Magazine, aK orean trade publication, stated that wood
flooring isthe most popular home improvement and has demonstrated the highest rate of growth among all other



Figure 13. Solid wood door display.

interior wood applications during recent years. Further, because only 5-10% of apartment units are laid with wood
flooring, the market growth potential isgreat. Consumers appear to be drawn to wood flooring because they
associate it with traditional Korean wood homes. Traditional homes were common prior to the Korean War, so
many people have positive, first-hand memories of wood homes that bel onged to their parents or grandparents and
want this ook for their own homes (Flooring Magazine 1998). Figure 15 shows an example of wood laminate
flooring used in amodel apartment unit.

Prior to the economic crisis, pricewasnot acentral consideration for high-income consumers. Since the economic
decline, consumers still want wood flooring, but priceisamore important. Thisis particularly the case for
construction companies and subcontractors who build single-family homes and |ow-rise apartments. In an attempt
to increase profit margins, companies select the lowest priced material or supplier. Based on past popularity of
wood flooring, the market potential appears promising. The editors of Flooring Magazine predict that asthe
economy recovers the demand for wood flooring will follow.

Korean heating systemsinherently restrict the type of wood flooring that can be installed. Korean apartments and
homes are heated with radiant floor or ondol heating systems. There are two problems associated with using solid
wood flooring with radiant floor heating systems. First, moisture released by this system and the constant heating
and cooling that occurs can warp solid wood flooring. Second, solid wood flooring cut at a standard thickness used
inthe US does not efficiently transfer heat from the heating elements into the room. Fore these reasons, new
flooring materialsintroduced for residential applications take time to obtain acceptance by contractors and
consumers. Only after the product has been used in homes with ondol heating systems and performs well under
seasonal changesin ahomes moisture content, do contractors and consumersfeel comfortable using the product. It
has been reported that there have been many cases where expensive imported wooden flooring has not held up well
when used with ondol heating systems after one or two winters (Tak 1999).
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Figure 14. Koreawood-based flooring sales, 1995-1998 (Flooring Magazine 1998).

Figure 15. Anexample of laminate wood flooring used in a Korean model apartment.
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Composite wood flooring made of layers of plywood and veneer or non-wood laminate material is much more
common. Consumers are also attracted to composite flooring because it is considerably |ess expensive than solid
wood flooring and it is easy to install. Composite flooring for residential use istypically made of 8mm to 12mm
thick plywood overlaid with 2-6 mm veneer and sold in tongue and groove sheets 4 flooring planks wide. Flooring
made of 18mm plywood is common aswell. Non-wood laminate flooring is also popular. Thereisastrong market
among middle-income consumersin Korea for Japanese-made non-wood laminate flooring primarily becauseitis
low priced.

According to arepresentative fromalarge design and construction firm that specializesin public buildings, flooring
from the US and K orea costs approximately $35/nt and Japanese made flooring costs approximately $45/n.
Therefore, the company sources most of itswood flooring from US suppliers. For durability reasons, flooring used
in public buildingsis either solid or made of parquet panels of plywood with 18-20 mm veneer overlay (Ridge Co.
1998).

During 1997, plywood/veneer overlay flooring dominated solid and composite wood flooring sal eswith 54% market
share (79.9 million ft?, 684,000 pyong). Solid wood flooring comprised 19% (22.4 million ft%, 192,000 pyong)
(Flooring Magazine 1998). Approximately two-thirds of total wood flooring is used in apartments. The remainder
isusedin small businesses and single-family homes (Flooring Magazine 1998). Middle-income consumers
purchase more low-priced domestically produced composite wood flooring. One of the most popular domestic
brandsis Sung Chang. Sung Chang has a production capacity of 600 m* per month. The company has developed a
thermal conductive laminate flooring called Ondol Maru& , which now makes up 70% of the Korean laminated
flooring market (Sung Chang 1998).

Korean consumers are heavily influenced by television and print media, especially ads that appear in mgjor daily
newspapers, and home shows, yet flooring manufacturers do not appear to be tapping the market to its fullest
potential. Advertising for wood flooring is mainly limited to print media. Companies can also clearly gain
competitive advantages using agentsin Korea. For example, Pergo, a Swedish composite-flooring manufacturer has
helped gain a substantial market presence in Korea through a combination competitive pricing and product
promotion that involves both print advertising and sales agents. Conversely, the editors of Flooring Magazine are
not aware of any US flooring representativesin Korea. Since there are no large retail home centers (comparable to
Home Depot in the US), contractors commonly purchase building materials from wholesalers.

Flooring imports have fluctuated widely during the past four years and declined two-thirds from 1996, arecord year
for flooring imports, to 1997 (Table 19). Thismay be the result of increased domestic production. Import datafor
parquet panelsis used here asageneral indicator of supplier trends in wood flooring and should not be considered
total flooring imports. The Korean Customs Service also includes wood flooring as part of HS 9403.40.9000
(siding, flooring, and moulding). The Korea Customs Service does not include a separate listing for wood flooring.
Japan consistently supplies the majority of the parquet panel market although imports from Germany areincreasing

Table19. Parquet panelsof wood by country of origin, 1994-1997 (Wood flooring) (HS 4418.30) (US $

thousands).

% Change

Country of Origin 1994 1995 1996 1997 1994-1997
Germany $200 $542 $1,639 $1,184 492%
Japan $1,721 $1,102 $1,603 n‘a n'a
Switzerland $640 $1,267 $1,740 $656 2%
Sweden na $286 $68 $42 na
us $100 $243 $150 $25 -75%
China na $71 $38 $93 na
Italy n‘a $154 $1,810 $69 n'a
Norway $137 $241 $230 N/A na
Total imports $3,655 $4,486 $7,332 $2,285 -37%

Source: Korea Customs Service 1998



considerably. Between 1994 and 1997, import revenue from flooring shipped from Germany increased almost
500%. German-made parquet panels have reportedly been successfully introduced into the commercial construction
sector, which would explain their large share of the total parquet panel market (Tak 1999). Since 1995, ahigh point
in Korean flooring imports from the US, imports declined 90% and totaled only $25,000 in 1997.

Moulding

Crown mouldings are common interior details in homes and apartments but much of the moulding is made from
either inexpensive hardwoods from Southeast Asia or of awood composite. It isdifficult for US manufacturersto
compete in commodity markets where |ess-expensive substitutes can be used. One supplier noted that most
moulding used in apartments is a 60% wood, 40% melamine composite. Large and small domestic suppliers also
commonly import lumber and mill it into moulding.

Much of the moulding used in Koreais domestically produced. Numerous small retail outlets mill moulding from
lumber on site, making it impossible to estimate domestic moulding production.

Total imports of softwood siding, flooring and moulding increased steadily between 1994 and 1996, but declined in
1997. Asone of the world'slow-cost softwood lumber producers, it isnot surprising that Canadais Korea'sleading
supplier. Asshown in Table 20, Canada supplied almost one-quarter of the Korean softwood siding, flooring, and
moulding market in 1997. Sweden, the second leading supplier, increased its share of the market 10% since 1994
and now supplies 15% of the market. US suppliers have increased export revenues since 1994, but US revenues
have not been as consistent as revenues from other countries. Exports from the US increased more that $770,000
during 1994-1996 but declined in 1997. One reason for the decline may be Pacific Northwest harvest restrictions,
which have caused the price of wood to increase. Chile has become aconsiderable source of competition. 1n 1994,
Chile supplied only 3% of total imports; by 1996, it supplied one-quarter of the market, although imports from
Chile declined in 1997.

Table20. Koreasoftwood siding, flooring and moulding by country of origin, 1994-1997 (HS 4409.10.0000)

(US $ thousands).

% Change

Country of Origin 1994 1995 1996 1997 1994-1997
Canada $574 $439 $1,126 $1,146 100%
Sweden $112 $51 $234 $756 575%
us $216 $305 $988 $726 236%
Chile $69 $487 $1,606 $653 846%
Finland $18 $20 $25 $422 2244%
Indonesia $90 $222 $366 $218 142%
Taiwan $99 $674 $554 $204 106%
Total $2,359 $3,716 6,422 $4,927 109%

Source: Korea Customs Service 1998

The market for low-cost hardwood moulding, flooring, and siding is substantially larger than the softwood flooring
and moulding market. Asshownin Table 21, demand for hardwood flooring and moulding, indicated by import
expenditures, increased steadily until 1997. While Indonesiais by far the leading supplier, it has consistently lost
market share to other suppliers. 1n 1994, Indonesia supplied 85% of the Korean market for imported flooring,
siding, and moulding. By 1997, Indonesia's market share declined to 71%. Although Maaysia, China, and
Denmark still supply asmall amount of the market, suppliersin these countries have gradually increased their sales.
Based on interviewswith suppliers, architects, and designers, growing consumer preferencesfor light-col ored wood
interiors should increase the demand for moulding and flooring made of oak, beech, and maple.

Kitchen Cabinets

In 1997, kitchen cabinets and kitchen furniture sales were estimated at almost US $6.8 billion (Gagu Guide
Magazine 1998). According to furnitureindustry analysts, the kitchen cabinet market isthe most promising for US



Table2l. Koreahardwood siding, flooring and moulding by country of origin, 1994-1997 (HS 4409.10.0000)

(US $ thousands).

% Change
Country of Origin 1994 1995 1996 1997 1994-1997
Indonesia $74,123 $86,834 $97,970 $82,435 11
Maaysa $7,136 $12,221 $18,442 $105% 48
China $1,325 $1,352 $2,832 $5,620 324
Denmark $78 $2,289 4,571 $4,082 5133
Taiwan $1,259 $1,654 $2,604 $2,54 106
us $1,495 $1,696 $3,144 $2,639 7
France $145 $170 $535 $1,918 1223
Total $87,436 $110,440 $136,048 $114,813 31

Source: Korean Customs Service

manufacturers. Industry analysts also expect that solid wood kitchen cabinet sales will grow substantially after the

economy recovers. Presently, natural products and appearances are popular in Korean interior design and in kitchen
designin particular. Consumersrelate country-style interior design with the United States (Gagu Guide Magazine
1998). Figures 16 and 17 show two kitchens in single-family homesand illustrate a popular style of wood cabinets.

Consumer groups can be broken down into roughly three categories. upper, middle, and lower income. Upper-
income consumers are brand conscious and select products based on quality and appearance rather than country of
origin. The recent economic downturn has impacted middle-income consumers the hardest; many are reportedly
falling i nto the lower-income bracket. Lower income consumers make up the largest category. Thisgroupis
influenced by European style trends and has preconceived ideas about European versus USinterior design. They
perceive that US-made interior furnishings and accessories are large, bulky, and have atraditional appearance,
whereas European-made furniture and cabinets are sleek and modern. Since the economic crisis, moderate-income
consumers are purchasing more cabinets made of composite materials and fewer solid wood cabinets.

Kitchen cabinet sales have declined since the economic crisis began, although sales of functional furniture such as
sofas, beds, and dining room sets have not declined as dramatically. Productsthat feature innovations, particularly
those marketed as health benefits, continue to sell (FCS 1998).

Gagu Guide Magazine, atrade magazine for the kitchen cabinet and furniture industry, draws much of the
information for its feature articles from advertising literature received from manufacturers. The magazine editor
reports that the magazine receives product literature from European manufacturers or their Korean agents and uses
thisliterature in the magazine. Therefore, European and particularly Italian companies dominate the advertising and
feature article spacein the magazine. International interior design magazinesinfluenceGagu Guide editors' choices
of what styles and products to feature in their magazine. Conversely, the editor of Gagu Guide reports that he
receives limited literature from US manufacturers.

Italian products are particularly popular because Italian designsin genera have the reputation of being cutting edge.
Italian furniture and cabinet manufacturers operate in much the same way as clothing manufacturers. They produce
new designs on aregular basis, whereas North American manufacturers typically produce more traditional designs
and are slower to change. Korean consumers are heavily influence by European fashion designs so it naturally
follows that they follow European home designs aswell. However, Korean consumers are becoming more familiar
with American products as more Americans move to Korea.

Among upper-income consumers who can afford imported solid wood products, North American style kitchen
cabinets are very popular. White and red oak are the most popular. Recently cherry, maple, birch, beech, and alder
are becoming more popular. Currently, oak cabinets make up half of solid wood cabinet sales. US manufacturers
may face some competition problems with Korean and European kitchen cabinet manufacturers, however. Aside
from specific size and appearance preferences, the manner in which goods are bundled and sold is different in Korea
than in the US. High-end kitchensin Korea are commonly sold as packages that include cabinets, appliances, a
dining set, flooring, and even in some cases, lighting fixtures. North American kitchen cabinet companies may
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Figure 16. Example of kitchen cabinets used in a 2x4 wood frame house.

Figure 17. Solid oak kitchen cabinets used in a 2x4 wood frame home.



therefore beinherently less competitive than European and Korean manufacturersfor four reasons. First, appliances
used in Korean kitchens are often domestically produced or imported from Europe and fit smaller space
requirements. Second, as mentioned earlier, the mgjority of US manufacturers do not build their cabinet modulesin
incrementsto fit the 150 mm grid layout that Korean kitchen designers use, so US cabinets are more difficult to use.
Third, ailmost al US kitchen cabinet manufacturers sell only cabinets and not complete kitchens. Finally, Korean
manufacturers often import raw logs from the US and reproduce US style cabinets in order to be able to provide
consumers with the look of US cabinets at alower price. While US manufacturers may not be as competitivein the
compl ete kitchen market, Korean consumers purchase kitchens as componentsaswell, although this practiceismore
common among middle-income consumers who may not be the most appropriate target market for high-priced solid
wood cabinets.

Domestic manufacturers dominate the K orean wood and norrwood kitchen cabinet and kitchen furniture market.
Approximately 1,000 domestic firms supply 90% of the Korean kitchen cabinet and kitchen furniture market. Sales
revenue from domestic production totaled $6.8 billion in 1997. Solid wood kitchen cabinets and furniture salesin
1997 totaled $2 million or 40% of total sales. The leading domestic firmsin order of sales revenue are Hanssem,
Enex, BIF, Livart, and Family. Name brand manufacturers, which are generally more expensive, supply
approximately 70% of domestic demand, and less expensive small independent cabinet manufacturers supply the
remaining 30% (Gagu Guide Magazine internal statistics 1998).

According to arepresentative from Hanssem, the largest Korean kitchen cabinet manufacturer, the company sold
260,000 kitchen setsduring 1997. Of these kitchens, 20% of the company's 45,000 solid wood setswere imported.
Membrane doors made of MDF with aveneer overlay constituted over half of Hanssem's sales, and nhon-wood
melamine cabinets represented almost one-third. A representatitive from Hanssem stated that the company sources
most of this cabinet parts from Italy because Hanssem believes Italian manufactures offer acompetitive price, high-
quality products, and the "world's best" design (Hanssem 1998). Hanssem sources lower-quality oak cabinets from
China. Whilethe quality and design of Chinese-made cabinetsis not the best, they offer avery low price. Hanssem
used to import cabinets from an American company named Conestoga, but stopped six years ago when the price
became too high (Hanssem 1998).

According to the Korean Customs Service, imports of kitchen cabinets and kitchen furniture totaled $18 million in
1997, a132% increase since 1994. The popularity of European designsisevident intheimport statistics. Together,
German and Italian manufacturers supply almost half of the imported cabinet market, a 17% increase in market
share during 1994-1997 (Table 22). At the same time lower-cost Southeast Asian suppliersare losing market share.
Southeast Asian (Indonesia, China, Thailand, and Malaysia) supplier's share of the imported cabinet industry
declined from 49% in 1994 to 37% in 1997. According to arepresentative from Hanssem, Italian furniture
manufacturers are becoming more cost competitive, which helps them increase their share of the Korean market.
Not only arewagesin Italy lower than wages in many other developed nations, but Italian manufacturers are willing
to lower their pricesto undercut both domestic and international competitors (Hanssem 1998).

Table22. Korean kitchen furniture and kitchen cabinet imports by country of origin, 1994-1997 (HS
9403.40.9000) (US $ thousands).

% Change

Country of Origin 1994 1995 1996 1997 1994-1997
Germany $942 $1,495 $5,062 $5,208 453
Ity $1,3%6 $2,045 $2,980 $3,199 129
Indonesia $1,834 $2,031 $3,238 $2,766 51
China $315 $977 $1,011 $1,102 250
Thailand $704 $2,090 $1,522 $1,506 114
Mdaysa $945 $470 $2,095 $1,379 46
us $612 $770 $669 $407 -21
Total $7,755 $11,436 $18543 $18,013 132

Source: Korea Customs Service 1998
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The US has clearly not been competitive in this market. In 1997, imports from the US totaled $407,000, a 20%
decline since 1994. US share of the Korean kitchen market declined from 7% to 5% during 1994-1997. US
manufacturers may be able to capitalize on the recent popularity of American-style oak kitchen cabinets; however,
domestic competitors make this a difficult market to enter. Since high-income consumers are most able to afford
solid wood cabinets, they may purchase complete kitchen packages that are produced by domestic manufacturers as
opposed to purchasing kitchen components from US suppliers. The most promising end market for US cabinets
appears to be the 2x4 wood frame home market. Wood frame homeowners already view American-style homes and
interiors positively and US-made kitchen cabinet components easily fit into western style homes, both in terms of
appearance and size.

According to a representative from a US kitchen cabinet manufacturer, prior to the economic crisis his company's
sales to Korea for remodeling projects were increasing. His company sold kitchen cabinets to consumers who were
dissatisfied with the quality of domestically produced cabinets. Reportedly, Hanssem's highest quality cabinets are
equivalent to this US manufacturer's medium quality cabinets, which are sold at half the price of the Korean
manufacturer's cabinets. The challenge is
overcoming the perception that US
cabinets are naturally higher priced than
domestically produced cabinets and
making imported cabinets easy for Korean
consumers use with Korean fixtures and
appliances.

Other Non-structural Products

Natural-finish wood, turned-spindle
staircases were used in every wood frame
home visited (Figure 18). US producers
dominate this market. While no import
statistics exist regarding stair system
imports, a representative from a leading
US supplier to Korea stated that during
1996, the company sold $350,000-
$400,000 to Korea, all to the 2x4 wood
frame home sector. Since the Asian
economic crisis, sales have dropped to
approximately $180,000. The company's
leading competitors are other US firms
with little competition from other foreign
or Korean suppliers. Beams and columns
made of laminated wood were also viewed
in some of the homes visited and wood
mantels on fireplaces appear to be very
common in wood frame homes (Figures 19
and 20).

Figure 18. US made stair system used in a
Korean model home.
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Figure 19. Example of US made laminated columns and beams in a 2x4 wood frame house.

Figure 20. Wood fireplace mantels are popular in single frame homes.
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Do-it-Yourself Home Repair

The do-it-yourself (DI'Y) market in Koreais almost non-existent. Some respondents reported that many
homeowners believe that home repair is laborer work that is somewhat beneath them. It is more likely that they do
not have time to make home repairs and upgrades. A couple of companiestried to enter the DI'Y market, but these
businesses quickly failed. Even asameansto save money the average consumer thinks that home repair and
remodeling istoo difficult. Many Korean salesincludeinstallation or assembly, so DIY isadifficult concept
culturlaly for peopleto accept. The subcontracted repair and remodel industry however, is growing. According to
Mr. Choi of the FAS, in terms of sales revenue kitchen cabinets are the most common improvement, followed by
doors, mouldings, and flooring.

A wholesale building materials company reported that it owns two building supply centers, 25,000 m? outlet in
north Seoul and a 1,500 m® outlet in south Seoul. Currently, contractors are the only customers, however, the
company plans to attempt to increase salesto the DIY market. Last year the company sold US $3.2 million to
contractorsthrough their retail outlets. Representativesfrom the company believe saleswill increase 10-20% within
five years and 20-30% withinten years as it becomes too expensive for consumersto hire independent contractors.

Future of Market

The government initiative to remove the price cap on apartments may create a new market for interior wood
products. With builder education about species attributes, product attributes, and proper product use, sales of US
interior wood products could increase. Thereis misinformation that chaebol only build middle class high-rise
apartments. Instead, these companies also build high-priced, 15-20 unit villas. Large construction firmsare
becoming increasingly interested in using high-quality materials as ameansto sell the units for ahigher price. In
Korea, apartmentstypically fall into two categories, high-income and low-income. Now that the price ceiling on
middle class apartments has been lifted, the potential for these companiesto use moreinterior productsin thistype
of housing is also greater. In the past large construction companies have not used much wood because they were
primarily building lower priced apartments constructed with tropical woods and non-wood composites. Now isthe
timeto start educating builders about the cost and engineering advantages that can come from using North American
wood and wood products. As mentioned earlier, however, selling materials to large construction firms can be
difficult in terms of distribution, financing, and reliable payment.

A representative from Y oung Lim Lumber, one of Korea's largest wholesal e distributors predicts that the market for
interior wood products has apromising futurein Korea. In fact, prior to the economic crisis, Young Lim was
focusing more marketing on the growing number of luxury apartments that use wood products throughout the unit.
Thewood market is closely tied to other markets, the real estate and construction marketsin particular. Asthe
exchange rate improves there will be greater market opportunities for wood products. The improved exchange rate
coupled with government instituted banking reforms should restore consumer confidence, and thus spending on
luxury goods. Government reforms that allow the market to determine apartment prices and facilitate foreign
businesses will a so create amore promising environment for wood products. In the meantime, wood product
importers and manufacturers should advertise their products in Korea as a means to increase consumer awareness
when the exchange rate does improve (Y oung Lim Lumber 1998).

Even as the economy improves and consumer confidence is restored, price will continue to be a primary
consideration when substitute products are readily available and quality is not aprimary concern. For example,
Young Lim Lumber purchases all of the doorsit imports from Malaysiaand Indonesia because they offer the lowest
price. However, the company imports most of its hardwood materials from the US because US suppliers offer the
best quality (Young Lim Lumber 1998).

Conclusion
Kored's economy is undergoing adramatic transition that promisesto restructure the financial system, construction

sector, and business environment comprehensively. Banks and chaebol, large K orean conglomerates, are being
required to make their accounting systems more transparent. Chaebol are also being forced to raise capital by
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divesting some of their business holdings. The government has also lifted limits on foreign investment and business
partnerships. Theresult will likely be an open business market where consumers are given more products to choose
from, and where international products will be more competitive with Korean-made products. Thisis an opportune
time to begin educating consumers and advertising the benefits that consumers can get by using wood products.
When housing was in short supply, construction companies were able to use low to moderate-quality building
materials and still sell units. Now that there is an oversupply of housing, consumers realize they have achoice and
they expect higher quality aternatives.

An open market islikely to have significant implications for product marketing. Korean consumersarevery fashion
conscious and are influenced by popular trendsin advertising. Consumers tend to purchase products they see on
television shows, in print advertising, or endorsed by celebrities. Journalists from major daily newspapers are a'so
very influential in guiding consumer preferences. Therefore, newspapers can be very effective in terms of educating
Korean consumers about products. After the Korean market is open, product literature, articles, and advertising
should focus on the benefits that can be derived from using US products in general or aparticular company's
product. Advertising that highlightsinnovationsis directly related to product success. Sinceindividuals did not
have awide range of high-quality affordable products prior to the market restructuring, special features and benefits
derived from the product should be highlighted. Since US suppliers cannot compete with many domestic and
Southeast Asian producers on the basis of price, product marketing should focus on quality, durability, and design
attributes.

In general, US companies can increase sales if they market their productsin Korea more aggressively. The market
for solid wood interior productsisfar larger than the US market share. For example, according to Korean
respondents, US manufacturers have not aggressively marketed kitchen cabinets. 1n 1997, US companies supplied
only 0.02% of the $118,000 imported kitchen cabinet market. On the other hand, US manufacturers have actively
marketed wood frame homes through advertising and trade shows. They maintain 60% of the imported wood frame
housing market and an estimated 60% of the interior products used in wood frame homes. US companies can take
advantage of the recent economic downturn to educate Korean consumers and builders about the benefits of using
USwood products. If US companies establish brand recognition in Korea now, when the economy fully recovers
Korean consumers may be primed to purchase US goods.

Both Korean and US respondents agree that European companies, and Italian manufacturersin particular, are more
aggressive in their approach to the Korean market, which has trand ated directly into greater market share. Many
trade magazine editors derive the content of the magazines from product literature and promotional articlesfrom
manufacturers. US manufacturers do not appear to be capitalizing on trade magazines as a means of advertising.
Theimportance of architectsin selling products a so appears to be overlooked by US manufacturers. Architects
most frequently specify materials. As high-income apartments become more prevalent, architects may be the best
route to enter the apartment sector. They rely upon trade magazines, product literature, and trade showsto learn
about products, yet based on interview response, US firms do not appear to be reaching this segment. According to
architects interviewed, they find most information on US products by attending trade showsin the US.

Foreign companies must also invest time and resources to learn about Korean consumer preferences and product
needs. For example, Korean consumers do not like do-it-yourself projects. Instead, retailers provide full service
with the goods they sell, often assembling break-down furniture as part of after-sales service.

While the mgjority of consumerslivein high-rise concrete apartments, thismay not be the most viable sector for US
solid wood products. It can be both complicated to understand the distribution system and to establish a contract
with large companies. It can also be financially risky to try to sell materialsto these firms. More viable markets
include 2x4 wood frame homes, wood townhomes, nortwood single-family and low-rise multi-family homes, and
the remodeling sector.

While North American interior wood products dominate the single family 2x4 wood frame home market, alimited
number of individuals are capable of affording single family homes and the larger lot size required. The desireto
own awood frame home, however, is widespread, particularly among younger Korean population. According to a
survey conducted by the KyungHuan Daily Newspaper and LG Advertising, many young people indicate that they
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prefer wooden homes in a suburban setting even if it means along commute to their jobs (AF& PA 1999).
Therefore, the market for American-made interior wood products may increase if policy makers and builders are
able to increase the number of affordable townhomes. The current building code in Korea places height and
construction restrictions on wood frame housing, which requires builders to modify their building plansto include
more fire protection measures. However, anew building code that more closely resemblesthe US codeis currently
being reviewed by the MOCT (AF&PA 1999a). The Korean government has already made land availablein
outlying areas around Seoul to encourage the development of "Satellite Cities.” Builders might look to these areas
for sitesfor townhome developments. The benefits of making wood frame housing affordable are two-fold. By
building and marketing townhomes as an affordable alternative for wood frame homes, builders may not only reach
alarger segment of the population, but since Korean consumers are heavily influenced by fashion trends and word
of mouth advertising, townhomes may catch on as a popular new trend.

Another aspect that should be considered is product presentation. Many US companiesthat sell productsto Korea
commonly sell materialsto US exporters and consolidators who supply the wood frame home market. One US
company found that exporters were not packaging their products with complementary goods, therefore, only
components were being supplied to the Korean market, which added one more obstacle to winning Korean
customers. Consumers who want to use US made materials may go through the extrawork required to locate,
purchase, and make them fit with Korean appliances. However, most consumers select their flooring, kitchen
cabinets, moulding, appliances, and other home products from retail outletsthat carry all of these goodsin one
place.

US companies may stimulate local sales by using multiple product showrooms. Product showrooms offer away to
reach consumers, contractors and builders. Since architects specify materials used, and contractors make
recommendations to customers, it isimportant to focus on reaching these individuals. Showrooms and trade shows
allow these important customers to see products first hand. Showrooms may also help companies develop brand
recognition. If consumers see products at showrooms they may be more likely to specify US products to their
contractor when upgrading their homes. 1t may be useful for US firmsto partner with Korean firmsto open a
showroom featuring products from the US and Korea that work together. For example, if a US kitchen cabinet
manufacturer partnered with aK orean appliance and fixture supplier, customers could pair avariety of cabinet styles
with appliances. A drawback of showroomsis capital investment. A stair manufacturer estimated a showroom
would require approximately $80,000 in inventory for its product alone. The opportunity to realizefar larger returns
isgreat however. During 1996, the stair manufacturer sold $350,000-$400,000 without ashowroom. Sinceproduct
showrooms help manufacturers reach more consumers, the potential to increase sales could is high.

Further research is also needed to understand how North American building components such as doors and windows
can be used in traditional post and beam construction. This research would require a greater understanding of the
structural aspects of post and beam construction, the distribution system, and the selection process for materials
within this sector. Thistype of endeavor would also require more interaction between US wood industry
promotional associations and Korean architectsin order to encourage architects to incorporate US products into
homes of traditional design.

Thereis adefinite need to educate consumers and builders about US products and product attributes. Asincome has
increased, the public knows that it wants wood homes and interiors. However, consumers base their decisions about
quality primarily on appearance and are unaware of species differences. US firms should market their products to
trade magazines, architects, builders, and consumers based on cost competitiveness, product innovations and
benefits derived from using a particular brand or species.

US products are not generally cost competitive with Southeast Asian products on avolume basis, yet lesswood can
be used to deliver equivalent durability. Therefore, suppliers and manufacturers need to teach builders how to use
US products efficiently. For example, instead of using a1 9/16" thick door frame (40 mm), US suppliers and agents
can teach Korean buildersthat 1 1/4" door jambs are structurally sound and cost competitive.

The reluctance to extend credit al so appearsto hinder use of US productsin Korea. Korean importers reported that
it is easy to source awide variety of wood products, but they are constrained by the fact that invoices must be paid
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in full upon delivery. Several Korean respondents stated that suppliersin other countries extended 90-180 day
payment invoices, which has helped introduce their products to the Korean market. However, there can be
significant risks involved with extending credit to firms that do not have an established credit history with the
supplier. US suppliers reported both positive and negative experiences with extending financing to Korean firms.
Some stated that it had "proved over the yearsto be acredit risk,” and that some Korean companies tried to re-
negotiate the price of goods after they were received. Other companies reported that they had not had problems
receiving payment. Most US firms were willing to extend credit to firms with which they had along working
relationship. In light of the Asian economic crisis and itsimpact on the construction industry, the risk of extending
credit in hope of expanding sal es may be excessive.

It appears that the decision to select a particular country as a supplier depends heavily upon the agent that the
Korean company interacts with. It appears that some Korean builders base their opinions about finished products
from the US on past experienceswith lower grades of lumber that have been commonin Korea. Therefore, opinions
about the quality of US products vary greatly from company to company. While most importers reported that the
producersin the US and Canada provide the highest quality temperate hardwood and softwood products, others
noted other countries such as Switzerland, Germany, and Russia. These varying opinions may be acase of a
supplier or agent failing to provide materials that are appropriate for theintended final use. Therefore, itis
important in an emerging market such as Koreawhere reputation is highly dependent upon word of mouth
advertising, that agents and sal es peopl e take the time to understand what their customers' product needs are before
supplying the product. Attentive after sales serviceisalso vital. It isimportant to understand if and why a customer
is not satisfied with the product received. Without an active customer satisfaction evaluation, customers are more
likely to switch suppliers than voluntarily explain product problems.
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Title

Window and Door
Magazine (Monthly)

Monthly Journa of Window
and Door Technology

Modern Homes (Monthly)

Housing Information
(Monthly)

New Homes (bi-monthly)

The Monthly Housing
Magazine

Monthly Korean Architects

Monthly Architecture

The Monthly Magazine for
Flooring

Gagu Guide (furniture
magazine including kitchen
cabinets)

Appendix A

Address

Room 701, Y angji Building
464-4, Jangan-Dong,
Dongdaemoon-Ku

Seoul

613-1, Kuro Bon-Dong,
Kuro-Ku
Seoul

72-1, 3-Ka, Dangsan-Dong,
Y ungdeungpo-Ku
Seoul

Y ounglim Building
52-17, Samsung Dong,
Kangnam-Ku

Seoul

Suite 701, PlazaBuilding, 654-3,
Y uksam-Dong, Samsung-Dong
Kangnam-Ku

Seoul

Second Floor, Korea Business
Center

1338-21, Seocho-Dong,
Seocho-Ku

Seoul

Suite 502, Sinsung Building
283, 6-Ka, Dangsan-
Dong,Y ungdeungpo-Ku
Seoul

273-23, 2-Ka, Sungsoo-Dong,
Sungdong-Ku
Seoul

112-4 Bomun Dong,
Sungbok-Ku, Seoul, Korea

3"floor, Sam hwaB/D 85-13
Chungdam-dong, Kangnam-Ku,
Seoul, Korea 135-100

Korean Interior Wood Products Publications

Telephone

82-2-215-5635

82-2-675-4227

82-2-671-3201

82-2-547-1835
(for advertising)

n/a

82-2-538-9095

82-2-632-2811

82-2-469-4701

82-2-925-2070

82-2-543-0904

Fax

82-2-215-5634

82-2-676-2983

82-2-671-3218

n/a

n/a

82-2-672-4280

82-2-672-4280

82-2-469-7925

82-2-925-2071

82-2-518-1627
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Organization

Korealnstitute of Registered
Architects

K orea Federation of
Furniture Industry
Cooperatives (includes
kitchen cabinets)

Construction & Economy
Research Institute of Korea

Korean Institute of Interior
Design

Appendix B

Korealnterior Products Organizations

Address

1603-55, Seocho-Dong,
Seocho-Ku
Seoul

374-2, Jangan-Dong,
Dongdaemoon-Ku
Seoul, Korea 131-100

70-13 Nonhyun-dong
Kangnam-Ku, Bo Jun BD 12F,
Seoul, Korea 135-010

#602 Daegyung Building,
983-10 Daechi-Dong
Kangnam-Ku

Seuol, Korea 135-280

Telephone

822-581-5711

82-2-215-8838

82-3-441-0770

82-2-564-2598

Fax

82-2-586-8823

82-2-215-9729

82-3-441-0606

82-2-564-2599
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Appendix C

Web Sites. Korean Economy and Construction Sector

Site Name

Construction and Economy
Research Institute of Korea

Governments on the WWW:

Korea

Korea' s Economic Reform
Update

Korean Embassy

Korea Ministry of Finance
and Economy

Korea National Statistical
Office

Korea Overseas Culture and
Information Service

Korea s Pool of
International Economists

KoreaWeb Weekly

Ministry of Construction
and Transportation

Site by Site Global and
Domestic Investment:
Korea

Tradecompass. Korea

Address

Www.cerik.org

Http://inetspl.jri.co.jp/research/asia/

linksg/’korea.html

Www.kiep.go.kr/IMF/hot.html

http://korea.emb.washington.dc.us

Www.mofe.go.kr

Www.nso.go.kr

Www.kocis.go.kr

http://kiep.kiep.go.kr/ENGLISH/ebrol.

html

Www.kimsoft.com/korea.htm

Www.moct.go.kr/e-framel.html

Www.ste-by-

site.com/asi a/korea/astock.htm#tstats

Www.tradecompass.com/library/books/

com_guide/K orea.toc.html

51

Information

Research papers on the
construction sector in Korea

Linksto Korean Government and
Education websites.

Reports regarding policy changes
following the IMF.

Population and economy
statistics, cultural information.

Statistical and narrative
information on the economy.

Statistical information on
population and economy

Cultural and Business
information.

Linksto financial ingtitutions,
reportsand statistical information.

Recent articles about Korean
news events and economy with
links to other news sources.

Official Ministry site including
Housing Plans and programs.

Linksto statistical bureaus,
economic reports, and banks.

Statistics, and information on
trade, investment, and political
climate.






Appendix D

Trade Fair Opportunities

Fair Dates

Kyung Hyang Housing Fair February 23-26 (annual)
Seoul Living Design Fair March 21-26 (annual)
Country Style Housing Fair July 2-5 (annual)

Contact the AF& PA Korea office for help reserving booth space.

Mr. Kyung-Ho. Ahn

Director, Korea Office

AF&PA

ATO Compound, American Embassy

Third Floor, LeemaBIdg. 146-1, Susong-Dong
Chongro-gu, Seoul

Tel: 82-2-722-3685
Fax: 82-2-720-1989
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Appendix E

Map of South Korea
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Appendix F

Non-Structural Wood Products Questionnaire
Administered at the Design Studio Wood Frame Construction Training Seminar

Korealnterior Wood Products Market Survey

Company Name: Your job title:
What is your company's primary business? (please check only one box):

Architect Contractor/Builder Other (please specify)

Number of Y earsin business: How many employees are at your company?.

Number of years your company has used or specified interior wood products

1. In1997, how many remodel or construction projects was your company involved in?
2. In 1998, how many remodel or construction projects do you expect to do?
3. What isthetotal value of atypical project (in dollars or won)?
4. What percentage of the total project cost isinterior wood products?
Wood frame homes
Concrete homes

Apartments

5. Who specifies the use of interior wood products (circle one in each category)

Never Usually Always
Architect 1 2 3 4 5
Builder 1 2 3 4 5
Homeowner 1 2 3 4 5
Other (please specify) 1 2 3 4 5

6. Pleaserank what types of interior home improvement projects are most common?
(1= least common, 5= most common)

Installation of:
Least Most
Common Common
Wood flooring 1 2 3 4 5
Moulding 1 2 3 4 5
Windows 1 2 3 4 5
Doors 1 2 3 4 5
Paneling 1 2 3 4 5
Kitchen cabinets 1 2 3 4 5
Other (please specify) 1 2 3 4 5




7. Pleaserank thefollowing factorsin order of importance when selecting awood products supplier.
(1 = least important, 5= most important)

Least Most
Important Important
Price 1 2 3 4 5
Product quality 1 2 3 4 5
Prompt sales service 1 2 3 4 5
Products guarantee 1 2 3 4 5
Fast delivery 1 2 3 4 5
After-sale service 1 2 3 4 5
Other (please specify) 1 2 3 4 5

8. Pleaserank (from 1to 5) thelevel of easein finding skilled workersto install interior wood products.
(1 = Difficult to find, 5= Easy to find)

9. Pleaselist three factorsthat make using interior wood products difficult?

10. Pleaselist three factors that make using interior wood products easy?

11. Pleaserank (from 1to 5) how often homeowners do their own homeimporvement/remodeling work? (for
example: install moulding, flooring, doors, etc.?) (1= Not Often, 5= VeryOften).

12. Inyour opinion, how well do Korean homebuilders/contractors understand the following ocmponents of
North American wood frame construction? (please circle only one number for each component)

No Some Full
Understanding Understanding Understanding
Foundations 1 2 3 4 5
Lumber Framing 1 2 3 4 5
Insulation 1 2 3 4 5
Drywall (gypsum wallboard) 1 2 3 4 5
Doors 1 2 3 4 5
Windows 1 2 3 4 5
Stairs 1 2 3 4 5
Wood flooring 1 2 3 4 5
Moulding 1 2 3 4 5
Exterior siding 1 2 3 4 5
Roofing 1 2 3 4 5
Roof ventilation 1 2 3 4 5
Architectural Design 1 2 3 4 5
Construction Drawings 1 2 3 4 5
Other (please specify) 1 2 3 4 5

5€



Appendix G.
Non-Structural Wood Products Questionnaire- Wood Design Studio Statistical Findings

Percent of respondents:

Architects Contractors Interior Design Government Unknown

71.4% 17.1% 5.7% 2.9% 2.9%

Most common interior projects:

Doors Moulding Windows Flooring Paneling Cabinets

4.1 39 31 3.7 25 29

Product supplier factors

Product Product Prompt Sales After Sale
Quality Price Guarantee Service Fast Delivery  Service
3.9 3.9 2.7 24 25 24

What aspect of construction do Korean builders understand the best?

Architectural

Flooring Doors Moulding Windows Roofing Framing Design

35 34 34 3.3 3.0 2.8 2.8
Construction

Siding Insulation Stairs Wallboard Foundations Drawings Ventilation

2.8 2.7 2.7 2.6 2.4 2.3 18
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Appendix H.
Non-Structural Wood Products Questionnaire- Field I nterviews
Company Name;

1. What types of wood products do you import?

_ Softwood lumber _ Panding __ Softwood moulding

___ Hardwood lumber _____ Kitchen cabinets __ Hardwood moulding

_ Woodflooring __ Stair systems __ Engineered products (glulam beams, 1-Joists)
___ Wood windows ____Wooddoors ____ Other (please specify):

2. What percent of your sales volume is made up of the following products?
(total should add up to 100%)

Softwood lumber
Hardwood lumber
Wood flooring
Wood windows
Paneling

Stair systems

Wood doors
Softwood moulding
Hardwood moulding
Engineered products
Other (please specify):
Total

SEXER

SER

P

SER

3

3. What wood species do you import and sell the most of ?

4. Approximately what percentage of the volume of your interior building materials are imported from the
following countries? (total should add up to 100%)

P

United States
Canada
Sweden
Finland
Germany
New Zealand
Australia
Malaysia
Indonesia
Other (please specify):
Total

SSSSLKLS

S

H
Q
S
X

61



5.

Using the scale below, how do the following factors affect your building materials purchase decision?
(1=least important, 7=most important)

Price [1 2 3 45 6 7 |
Quality of product | 1 2 3 4 5 6 7 |
Selection [1 2 345 6 7 |
Fast defivery [1 2 3 45 6 7 |
Service [1 2 3 45 6 7 |
Other (please specify): [1 2 3 4 5 6 7 |

Approximately what percentage of your sales volume goes to the following sources? (total should add up
to 100%)

% Directly to home-owner

% To wholesaer(s)

% Toretal lumberyards

% To retail homeimprovement centers

% To contractors of new construction

% To contractorsfor repair and remodel projects
% Other (please specify):
100 % Total

Through what channels do you distribute your interior wood products?
(total should add up to 100%)

% Send products directly to home site

% Send products to home improvement center or retail builder’s supply center
% Sold through your own company’s retail business

% Sold to large home building corporations

% Sold to government organizations

% Other (please specify):
% Total

3

Please describe how you expect your interior wood business to grow during the next five years?

Expect business to be steady
Expect businessto increase

Expect business will decline
Other (please specify):

Estimate the percentage of home remodeling or improvement projects that are done by homeowners
rather than contractors?

%



10.

11.

Do you expect the do-it-yourself market to increase?

Do you think thereis amarket for retail home centers that focus on selling building materialsto
homeowners?

12.

Do you experience any barriersto selling or using imported building materials? (tariff, non-tariff,
building codes, consumer acceptance) If so, please describe

13.

What impacts does the distribution system in Korea have on the purchase and use of imported building
materials?

14.

Please estimate what portion of total imported interior building products each of the following
organizations imports? (total should add up to 100%)

% Chaebol

% Small and medium sized importers
% Government building organizations
% Large retail lumberyards and stores
% Other (please specify):
% Total

3

Company Demogr aphics (used for statistical purposes only)

16.

17.

18.

19.

What isyour job title (or position) within your company?

What is your company’s primary line of business? (please check only one box)

(] Construction company  [] Manufacturer (] Wholesaler

(] General contractor (] Building productsconsolidator  [_] Other (please specify):
(] Architect (] Export trading company

How long has your company been involved in importing construction materials? Years

How many employees are at your company? Totd



