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I. Introduction

There has recently been an increasing attention drawn about the sogo shosha,
Japanese general trading companies(GTC), both in Japan and elsewhere.”
Especially in the countries which experience trade deficits vis-a-vis Japan, there
has been an increasing interest in this unique institution as a partial answer
to a country’s less than satisfactory export performance. These countries include
not only less developed countries such as Thailand, Malaysia, Brazil and Korea
but also the industrialized countries such as the U.S., Canada and some
Eurcopean countries.

This paper attempts to provide partial answers to the questions of whether
it is possible to create an institution like a GTC and if so, what it takes to

create a GTC. Answering these questions are, of course, not easy. In the first

* This is an abstract of the paper presented at the spring-symposium of 1983 by the title of
Korean-American Business Scholars Symposium.

** Associate Professor, College of Business and Economics, Yonsei University

(1) Two terms of sogo shosha and general trading company are used interchangeably in this
paper.

(2) The sogo shosha, in general, refer to nine companies of Mitsubishi, Mitsui, C. Itoh, Marubeni,
Sumitomo, Nissho-Iwai, Kanematsu-Gosho, Tomen and Nichimen. Sometimes, however, six
other smaller companies are included: Chori, Itoman, Kinsho-Mataichi, Nozaki, Okura and
Toshoku.
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place, the sogo shosha® itself is so diverse in terms of products, activities,
resources and areas of operation that even the persons working in it cannot
quite define it satisfactorily.® Secondly, researches done so far, including this
one, on the topic only provide an incomplete answer as to the rationale for
the existence of the sogo shosha.

There have been three approaches in the researches of the sogo shosha.
The first approach, a historical one, usually goes back to the early Meiji
period and attempts to explain how the GTC has been started in the beginning
and evolved over time.® The second approach is to focus on the entrepreneurial
role (“spirit™) of the shosha man. And the third one is to analyze the func-
tions performed by the GTC and find there the economic rationale for the
existence of the GTC. Although each one may have some merits of its own,
the last approach seems to provide the best avenue in answering the questions
at hand. In the next section, it is explained in detail how the questions are

approached in this paper.

II. Research Framework

Why do we need a GTC? One would create a new institutions only when
existing institutions cannot perform a socially desirable and necessary function.
In the case of a GTC, that function is usually foreign trade, especially exporting.
Thus a relevant question is whether the creation of a GTC will improve a

country’s export performance. If there is a benefit of increased exports, this
¢3) One can define a company's mission in such a way as “providing transportation means” {in
case of General Motors) or “satisfying energy needs” (in case of Exxon). It is difficuit to
define the sogo shosha’s mission. The main mission should have been historically that ot
“serving customers through minimizing distribution costs”. Since the 1960s, however, the sogo
shosha has been involved in such non-distribution areas as direct investment, resource devel-
opment, and construction. One manager stated that the sogo shosha's mission is “not to say
‘n’ to any reasonable business proposal as long as it is legal and ethical”, which is really
saying that the sogo shosha does not have a well-defined mission.
(£ In the literature survey, I have benefited from Tom Roehl's paper, General Trading Companies:
A Survey of Japanese Language Sources” (a paper presented at the Lake Wilderness Work-
shop on the Japanese Economy Seattle, Washington, July 14-18, 1980).
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benefit has to be compared with the cost of creating such an institution. The cost
would include the cost of setting up foreign branches and subsidiaries and
staffing those offices with capable and experienced employees.®

Alternatively, one can review functions Japanese GTCs are currently per-
forming and ascertain whether those functions can indeed be performed better
by the GTC than by some other institutions. The following is a list of the
functions that are often associated with the Japanese GTC.®

1) exporting and importing

2) domestic trade

3) financing

4) information service

5) market research and development

6) transportation and other physical distribution

7) resource development

8) organizing big projects

9) investing

10) construction
Out of these ten, the former six functions may be termed “traditional functions,”
while the latter four are the functions more recently undertaken by the Japanese
GTCs. In other countries where there is no GTC, who is performing all these
functions? In most developed countries, these functions are performed by
different institutions in a division-of-labor fashion. For example, foreign trade
and domestic trade are usually conducted by different types of institutions.
Financing, information and market research, and transportation are also sepa-
rately handled by financial institutions, marketing research firms and freight

forwarders respectively. More recent four functions are also done by various

(5) For example, a medium-sized GTC has 80 branch offices and 40 subsidiaries in 80 countries.
These overseas organizations are staffed by some 650 expatriate Japanese and 1,500 local
employees.

(6) This list is taken from a pamphlet put out by the Japan Foreign Trade Council, titled “The
Sogo Shosha: What They Are and How They Can Work for You. (pp. 4-5) The organization
is made up of sogo shoshas and smaller trading companies.
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different multinational corporations (MNCs).

In less developed countries (LDCs), not all of these functions are performed
by their indigenous companies. In fact, many of the functions listed above are
conducted for LDCs by foreign MNCs and Japanese GTCs. Therefore, the
question for a developed country (DC) concerning the necessity of a GTC is
different from the one for an LDC. For a DC it is a matter of replacing
various current institutions with a GTC, while for an LDC it is a question of
creating a new institution.

This line of reasoning can be shown as in the following flow chart. As was
mentioned earlier, for the first question in the flow chart, the answer usually
would be “yes”, and that function is most likely to be exporting. Then the next
question will be whether a country’s export performance can be improved by the
creation of the GTC. A country’s export performance is certainly a function of
many variables other than the existence of a trading company. The question is,
given the other variables as constant, whether the creation of a GTC will improve
one’s export performance. Here the export performance means an increase in the
volume of and/or profit from exports. If the creation of a GTC means the impro-
vement cf one’s marketing and financing capabilities, it will certainly have a
benefit of increased performance. Then the relevant question becomes: “what does
it take to create an indigenous GTC.” In other words, can the cost of creating

an indigenous GTC be justified by the benefit of improved export performance?
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A key characteristic of the Japanese GTC in terms of its organization is its
diversity both in products and geograpnical areas of operations. Omne may
justifiably ask whether the economy can be better served by many smaller
independent trading companies than by a giant. The question really is what
advantages and disadvantages the diversity and resulting bigness of the GTC
have. The advantages are (i) risk diversification, (ii) the ability to provide a
“bundle” of services to customers,” and (iii) the ability to support the huge
world-wide organizational set-up. On the other hand, the diversity and bigness
should have disadvantages: (i) a high cost of administering a huge organization,
(ii) a possible reduced competition hecause of the oligopolistic structurs, and
(iii) a difficulty in maintaining an entrepreneurial spirit of the organizaticn.
We do not have a ready method to weigh these advantages and disadvantages.
Nevertheless, this question seems to be the one that has to be borne in mind

in discussing the creation of a GTC.

This paper started with the questions of the necessity and possibility of
imitating a Japanese-type GTC by other countries. After some discussions, the
question is boiled down to the one of what it really takes to create an indige-
nous GTC. Two pieces of analyses will te used in answering this question.
The first one is to look at the operations of Japanese GTCs in specific procucts.
By analyzing how a GTC performs its functions in a typical transaction, it is
hoped that the foundation of the Japanese GTC can be detected. For this part
of the research, in addition to searching the literature, I visited six sogo shoshas
in Tokyo and interviewed area marketing managers as well as product mana-
gers.

The second piece of analysis is reviewing Korean experience with its own

version of the GTC. For this part of research, I visited the headquarters of

(7) This bundle includes information service, financing, risk taking, balancing of supply and
demand, supply of raw materials, market development, and technology procurement. This
nature of the bundle makes it difficult to analyze each function separately. One has to take
into consideration of the interactions of different functions.
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eight Korean GTCs and their marketing subsidiaries and branches in the U.S.
and Japan. The total of twenty-four visits were made with Korean companies,
eight each in Seoul, the U.S. (New York and Los Angeles) and Tokyo. Again,
questions were directed at marketing policies and practices in specific products
and markets. These two analyses will be presented in the next two sections.

A synthesis of these works will be attempted in the last section.
III. Foundations of the Sogo Shosha: Domestic Ties

A trading company is a middleman. It usually does not have a manufacturing
base. Its income takes the form of a margin between buying and selling (in
case of merchant middleman) or a commission (in case of agent middleman’.
It is essential in order for any middleman to survive to maintain a stable level
of business volume. If his customers are not loyal to him and switched all the
time, his life will be indeed unstable, being forced to looking for new customers
constantly.

In this section, we will see how a sogo shosha does this job of maintaining
a stable relationship with its customers. We will look at two products: iron
and steel, and textiles. A sogo shosha is generally organized by product lines.
It will have strategic business units {SBU) along major product lines such as
machinery, metal, textiles, chemicals, energy, etc. Each SBU will again have
its sub-divisions. For example, the Machinery SBU may be made up of the
following departments: electrical and electronic machinery, transportation equip-
ment, industrial machinery and plant construction. Each department is usually
managed as a profit center, and a department manager (bucho) has a substan-
tial authority in making decisions. By delegating authority to middle managers
(department and section managers), a shosha can maintain a spirit of entre-
preneurship. Since each product department is run like an independent company,

it is best to look at the sogo shosha by its product lines.
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1. Case Study I: Textile Division

Textile products are still an important line of business for sogo shoshas. For
five sogo shoshas who originally started as textile traders in Osaka areas, the
average weight of textiles out of total business is about 15.6 percent and for
the rest four companies the ratio is 3.9 percent.®? When we divide a sogo
shosha’s sales into four parts (domestic trade, export from Japan, import to
Japan, and offshore trade), the domestic trade has the share of about 46
percent of the total sales based on FY 1980 sales figures.” In the case of
textiles, the weight of domestic trade out of the total business is substantially
higher than the overall average, almost 70 percent in 1975. However, if we
realize that exports and imports are also based on the domestic connection, it
can be said that more than 80 percent of the sogo shosha’s textile business is
based on the domestic ties. This is not to say that the GTCs are not important
in the external trade. They are important, accounting for about two thirds of
textile exports and imports.

The GTCs are involved in almost all phases of textile business. The follow-
ing table summarizes how GTCs are involved in the textile industry, begin-
ning with the procurement of raw materials for fibre manufacturers, moving
through “upstream” and “downstream” manufacturing, and finally distributing
through wholesalers and retailers. It is noted that, from a manufacturer's
viewpoint, GTCs are involved in both supplying inputs (both domestic and
foreign) and selling outputs (again domestic and foreign). This seems to be
a key characteristic of the relationship between Japanese manufacturers and

GTCs. The relationship between the two is not dependent upon one transaction

(8) Five companies include C.Itoh, Marubeni, Tomen, Nichimen and Kanematsu-Gosho. These
ratios are based on the sales in FY 1980. It may be noted that the weight of textiles has
been constantly decreasing ever since the early 1960s. In 1963, the ratios were 43.3 percent
and 11.7 percent for the two groups respectively.

(9) This rate has decreased drastically in the last several years from the base of about 60
percent. This trend indicates the increasing internationalization of the sogo shosha.
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Table 1. Functions of the Sogo Shosha in the Textile Industry

Toward Synthetic Fiber Makers | Toward Knitting, Weaving and { Toward Super

and Large Spinners Apparel Manufacturing CompaniesJ Stores and Department Stores
* Supply raw materials from 1*Organize small companies i*Import'mg
overseas “ along production process . % Physical distribution
* Joint venturing overseas j*Supply intermediate products * Joint investment in warehou-
together % Sales promotion ses and stores
* Planning downstream opera- i>l<Management advice *Help brand licensing from
tions together '#Helping overseas investment | overseas
* Selling products in the dom- : and operations % Joint product planning
estic and foreign markets g*Supplying technology from * Financing working capital
% Financing sales credit and | overseas
risk taking ‘i*Long-term and short-term finan-
i cing

r * Physical distribution

-k Information service

i Product Planning

Source: Shosha Kino Kenkikai, Gendai Sv'égb Shosharon (A Theory of Modern General TradTnE
Company), Tokyo: Toyo Keizai Shimposha, 1975, p.163.

but a multitude of transactions. If these multi-channel relationships are main-

tained over a long period of time, then there will develop a state of “trust”

between the two parties.

The GTCs themselves are also directly involved in the domestic wholesaling.
The GTCs usually have many subsidiaries both in Japan and overseas. It is well
known that Japanese GTCs invest in foreign manufacturing ventures together
with Japanese manufacturers, acting as an organizer in many cases. In those
overseas direct investment, the GTCs usually take a minority share and are not
very interested in the managerial control. In domestic investment, however,
GTCs invest in order to control the operations of subsidiaries.!® Although a little
outdated, financial statements for 1974 show that the domestic direct investment

for 10 companies was 63 percent of the total foreign direct investment.'?

710) Motives for domestic investment are threeford: (i) to participate in the domestic distribution
channel, (ii) to diversify into a new line of business, and (iii) to be forced to take over a
company which defaults on its debts. Setting up a domestic subsidiary also gives an advantage
of securing less expensive manpower.

(11) Shosha Kino Kenkyukai Gendai Sogo Shosharon, Tokyo: Toyo Keizai Shimposha, 1975, p. 83.
Ten companies include Ataka which was later merged with C. Ttoh.
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Table 2. Number of Affiliated Companies of Six Sogo Shoshas

DOMESTIC’ 1973) ’ FOREIGN(1977)
All Affiliates ETextile Afﬁliates| All Affiliates |Textile Affiliates

Mitsubishi 138 6 234 21
Mitsui ; 200 | 8 283 34
Marubeni i 164 i 32 ‘ 258 41
C. Ttoh | IET a 219 40
Sumitomo | 68 ’ 5 f 129 4
Nissho-Iwai f 9 ; 8 | 120 10

Note: The definition of an “affiliated” company varies with the companies. In general, an affiliated
company is the one with which the mother company has a managerial and financial
affiliation.

Source;: DOMESTIC—Shasha Kino Kenkyikai, Gendai Sogo Shasharon, Tokyo: Toyo Keizai
Shimposha, 1975, p.93. FOREIGN—Toyo Keizai Shimposha, Kaigai Shinshutsu Kigyo
Soran(Japanese Multinationals: Facts and Figures), Tokyo, 1978(as compiled by Kobe
University Research Institute for Economics and Business in 1979).

{Table 2] shows the number of affiliated cornpanies of the top six GTCs. For
example, Marubeni has thirty-two affiliates in the textile industry alone. These
affliates seem to include both manufacturing companies and sales and distribu-
tion companies. It is ceen that, in the textile industry, GTCs maintain a stable
source of trade flows mainly through two ways: (1) by providing a multitude
of transactions and services to independent manufacturers and distributors, and
(ii) by directly investing in and controlling affiliated companies. In a sense,

GTCs act as an overall organizer of the whole textile industry of Japan.
2. Case Study II: Iron and Steel Division

Steel products are one of the most stable sources of transaction for the GTCs.
Here again the GTCs are involved both in the procurement of raw materials
and the sale of manufactured products. In order to produce 100 toms of pig
iron, one needs 138 tons of iron ore, 58 tons of coal and other minerals. Japan
imports 100 percent of its iron ore needs and 85 percent of its coal needs.'?
The GTCs have been involved in the procurement of these raw materials for

steel companies from the very start of the iron and steel industry in Japan.

ZZ) Marubeni Corporation, The Unique World of the Sogo Shosha, 1978, p.77.
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Fig. 1. Distribution Channel of Steel Products in Japan
There has been a division of labor between steel companies and GTCs, the for-
mer concentrating its resources in the production and the latter assuring a
stable supply of raw materials and also a stable demand for products. It is no
wonder then that the GTCs are heavily involved in resource development pro-
jects in Australia, Brazil and some other countries.

In this section, we would like to draw attention more to the involvement of
the GTCs in the domestic distribution of steel products. This will highlight a
strong relationship GTCs maintain with steel makers. The distribution channe!
for steel products in the Japanese domestic market can be shown as in the fol-
lowing simple figure. Which particular channel is used by particular end users
will depend primarily on the amount of purchase. For example, big end users
such as automobile manufacturers and shipbuilders will buy directly from stee!
makers. Majority of steel products, around 80 percent, will go through the
hands of wholesalers. And important wholesalers are none other than the GTCs
themselves. Major steel producers have a group of “designated” wholesalers
who exclusively handle products {for the manufacturing companies. For example,
Nippon Steel Corp. has twelve designated dealers and all except three are
GTCs. In Nippon Kokan's case, six out of nine designated wholesalers are
GTCs. It is about the same picture with Kawasaki Steel(seven out of ten),
Sumitomo Metal(three out of eight), and Kobe Steel(nine out of fifteen).
Although there are around 80 wholesalers specialized in steel products, nine
GTCs as a whole handle around one half of the total demestic steel trade.!'¥
It is also noted that all the five GTCs who originally started as textile traders

acquired existing specialized steel wholesalers in the process of diversifying into

(1'3) éhé;harK’in() Kenkyikai, op. cit., p.103.
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the iron and steel industry. This shows that a GTC needs a strong domestic
base in order to play a role in a certain industry.

The functions that GTCs perform are again multiple:

(1) financing

(2) physical distribution

(3) setting up processing centers, both domestic and foreign

(4) balancing demand and supply

(5) jointly participating in establishing steel industry overseas

(6) securing sources for raw materials.
Through this multitude of functions and services, there develops between man-
ufacturers and GTCs a kind of “commercial sanctuary” where outsiders cannot
easily invade. A similar pattern emerges in the steel industry just as in the
textile industry. By providing a package of services to the customers and by
getting directly involved in the distribution channel, GTCs have established a

strong foundation on which continuous transactions flow through.

3. Factors Affecting the Relationship between a GTC and Its

Customers

In the preceding two case studies, we tried to establish the fact that Japan-
ese GTCs have a strong domestic foundation upon which their stability depends.
Textiles and steel products are, of course, not the only products that GTCs
handle, and the steel industry may be a extreme case where the tie between
GTCs and manufacturers are unusually strong. There are some industries
which do not rely very much on GTCs in domestic and international trade.
Conspicuous examples would be the automobile and consumer electronics.
industries. Even in the industries which rely heavily on the GTCs for
distribution, one can sometimes hear cases of switches and changes in the
tie between a maker and a trading company. Here is a major question about
the strength of a tie between a manufacturer and a trading company: namely,

what are the factors which affect the relationship between a GTC and its cus-
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tomer?

There seem to be four factors. The first is a product characteristic. GTCs
are best in handling standardized products(commodities) in large quantity.
Examples are metal products, industrial chemicals, energy products, wood and
pulp, grains and feedstocks, and other raw materials. In these products, even
when manufacturers are large, GTCs seem to have certain advantages in terms
of the scale economies and the information network.

When a product is differentiated, either by high technology content or by
marketing efforts, the size of a customer becomes a factor.!¥ When a customer
is large enough to handle his own marketing activities, domestic or foreign,
he tends to bypass a GTC. Any manufacturer should have a strategic motive
to control his market, but he can afford to do so only when he has sufficient
resources. Large autcmobile and consumer electronics manufactures are again
good examples. Even these companies rely upon GTCs when a particular foreign
market is not big enough to warrant their own operations.

In the Japanese machinery industry, one can see how this size factor works.
For example, in case of bulldozers, two manufacturers have between them 85
percent of the Japanese market. They have distribution channels of their own,
and GTCs handle only 15 percent of the trade.'® On the other hand, in the
case of power shovel, the competition is rather keen among ffteen manufact-
urers, and 70 percent of the domestic trade is handled by trading companies.
If one assumes that these manufacturers are relatively small compared with bull-
dozer makers, there is one evidence that a customer’s size is a factor in the
relationship between the two.

A similar case is also found in the distribution industry. There has been a
significant change in the retail industry in Japan. A new type of institution
called “superstore” has emerged and now accounts for a higher share of

retail sales than department stores do. Some of these large chainstores have

(14) This variable, size, may be substituted with the degree of concentration in the industry.
(15) Ibid., p.147.
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extended their sales arms overseas bypassing GTCs, setting up buying offices
in foreign countries. Again, a large size of GTCs  customers seems to play a
role.

Another factor which determines the stability of the tie between a GTC
and a customer is, of course, the repetitiveness of the transactions. A “stable”
relationship depicted in the two industries above can develop only when they
have continuous, recurring business transactions. Whenever a new market
or customer emerges, one can see a flerce competition developing among
GTCs. It will take some time before a stable relationship settles in. Also,
when a transacton is just one-shot deal, such as supplying steel products to
the construction of a subway system or petroleum pipeline, there usually is a

very fierce competition and no time for a stable relationship to develop.

There is another environmental factor which acts as a constraint for the
relationship between a GTC and a customer. Industrial structure and interna-
tional competitiveness change over time. When a country begins to lose compa-
rative advantage in a certain product, GTCs are forced to adjust to the new
reality. Or when a country develops a new industry, such as petrochemical
complex, then the country would not need to import as much chemical products
as before. GTCs again have to adjust to this new market situation. The name
of the game in these situations is the “flexibility”. GTCs have to adjust to
changing industrial and market situations. To the extent that these changes
take place, a seemingly strong tie between a GTC and a customer has to alter
itself,

There are these factors, which are beyond the control of GTCs, that de-
termine a relationship between the two parties. Nevertheless, under these limi-
tations and boundaries, GTCs thrive to maintain as strong a tie as possible
with a customer. And it is a contention of this paper that Japanese sogo shoshas
have those stong ties with manufacturers and distributors in the domestic market.

If and when these ties are severed or become weaker, GTCs will be forced

to venture into a riskier or less profitable business field. Before that happens
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(if it is not already happening), however, there seems to be another line of
defense for GTCs. There are indications that sogo shoshas may be developing
similar kinds of strong ties with some foreign customers. The share of so-called
third-country trade out of total sales has been steadily increasing in the last
10 vears. The average share for ten shoshas was 5.9 percent in 1972; in 193]
it was 12.6 percent. The announced efforts by sogo shoshas to indigenize their
branches and subsidiaries may be a sign that sogo shoshas are forced to find
growth outside Japan in the future.'® On this account, however, we do not
have sufficient evidence whether sogo shoshas are indeed developing those

strong ties with foreign customers.

I1V. Korean Experiment: Success or Failure?

1. A Brief History

A Korean version of GTC was officially launched in 1975. In April of that
vear, Korean Government started a system of designating a GTC. By 1978,
thirteen companies were designated as GTCs.'” Most of these companies act-
ually existed before 1975, and some of them had already more than twenty
vears’ history behind them when they were designated as a GTC.

There were more than 2,000 “licensed” trading companies and many more

smaller trading companies in Korea at the time when the government initiated

the GTC designation system. What then were the motives for this new system?
It is a well-known fact that the export has been the main engine of growth

for the Korean economy. The GTC system was specifically aimed at increasing

717, Mr. Yohei Mirura, President of Mitsubishi Corporation, recently made a statement to that
effecct:.... we begin to see the underlying elements of a Jong-term sogo shosha growth
strotegy. Geographically, more and more stress is coming to be placed on third country. or
offshore, transactions...”. (A speech delivered on Feb. 4, 1982)

7173 Now the number stands at ten. Three companies dropped out in the mean time. In the order
of designated dates, ten Korean GTCs are Samsung, Ssangyong, Daewoo, Kukje, Hyosung,
Bando, Sunkyung, Kumho, Hyundai and Koryo. Koryo Corporation is a semi-public corpora-
tion. specializing in exports of small and medium companies.
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the export volume by consolidating export activities and resources in the hands
of several companies. The government was especially concerned with the cut-
throat competition among Korean companies vis-a-vis foreign buyers. Korean
exports of the early 1970s was, and in consumer products still is, the nature
of “sub-contracting”, which means that foreign buyers came to Korea to find
subcontracting manufacturers for their products. Most of marketing activities
were done by foreign buyers; the task of Korean subcontractors was to make
products according to the specifications. Buying activities of foreign buyers were
not confined to Korea, but included Hong Kong, Taiwan and Singapore. Foreign
buyers were constantly looking for the least inexpensive source of supply.
Under these circumstances, exporting was not a very stable activity. The
government wanted to make trading companies bigger and have these companies
extend their marketing arms overseas.

There may have been other factors, too, which facilitated the initiation of
the GTC system: (i) the apparent limitation of the government incentive
program for exports, and (ii) the uncertain export market following the first
oil crisis. And importantly, there was a clear model next door of the seemingly
efficient and successful Japanese sogo shosha.

If we look at the requirements which the government initially set out for the
designation, we can see that the sogo shosha was the model after which the
Korean GTC sysetm was tailored.'® The conditions were:'®

(1) the minimum ten overseas branches

(2) the minimum ten countries with over $1 million exports

(3) the minimum 7 products, each with $ 0.5 million exports

(4) the minimum total exports of $ 50 million

(5) the minimum owner’s equity of 1 billion Won

(6) a publicly listed company (in the stock exchange)

(18) In fact, an executive of C. Itoh was involved in the initial formulation stage of the Korean
systern.

(19) Currently the requirements for the designation are very simple: (i) the minimum export
volume of 2 percent of the nation’s total export, and (ii) a publicly listed company.
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It is clear that the government wanted a big corporation with diversified
products and markets which can develop overseas markets on their own. The
basic motive may be similar to what early Meiji ledders had in mind. However,
the export was the primary concern in Korean case, whereas imports, especially
securing raw materials for new industries without relying on foreign traders,
were the primary concern in the early Meiji petiod.

Looking at the current operations and structure of Korean GTCs, initial
targets of the government seem to have been dchieved. There are several lérge
corporations with diversified products and a world-wide branch network. They
together accounted for over 40 percent of the nation’s exports in 1980, com-
pared with 16. 4 percent in 1976. And there are eviderices that the GTCs have
contributed to the diversification of export products and markets.?® Specifically,
heavy and chemical products accourited for 57 percent of the GTCs' exports
compared with 43 percent for the nation as a whole in 1980. In 1979, the
GTCs share of total exports was 34 percent, while it is estimated that their
share in exports to newly-developed markets was 49 percent of the total.
Notwithstanding these accomplishments, there have been criticisms and pro-
blems. In the next section, we will look at these problems. It will give us some

clues to our earlier question of what it really takes to create an indigenous

GTC.
2. Korean GTCs: Factors Affecting Their Performance

A major criticism against the GTCs comes from small and large manufacturing
companies who are competing with the GTCs. Large manufacturing companies
complain that GTCs are so much volume-minded that they tend to drive down
the export price. If this is true, it is against what government planners initi-
ally hoped for: namely, a reduction of competition among Korean makers in

the export market. Small companies who are subcontractors of GTCs complain

(20) Korea Traders Association, Hangug Jonghabsangsaui Jinlo (The Future of Korean General
Trading Companies), 1981, pp.71-80.



190 Korean Management Review

about the lack of financing they receive from the GTCs. On the other hand,
GTC managers say that it is very difficult to maintain a stable group of
domestic suppliers. Bigger companies, who originally depended on GTCs for
exports, very often develop a direct access to overseas markets when the volume
becomes sufficiently large. It is difficult to find reliable subcontractors, GTC
managers contend. Frequently, they complain that there are problem concerning
the quality and delivery dates between the two parties. In short, the relation-
ship between GTCs and their customers is rather fluid and unstable.

Despite this weak tie with their customers, GTCs have a fall-back position.
All nine GTCs belong to a business group, or zaibatsu. Thus they have a
captive source of trade flows. Most of them also have their own manufacturing
facilities. It is estimated that, in 1979, 35 percent of GTCs' exports were
manufactured by their group companies and 16 percent by the GTCs themselves.
Together, around one half of total exports was from a captive source of supply.??
One can go as far as to say that GTCs survival itself may have been shaken
without the affiliation with business groups. In a sense, some of the investments
required for the initial setup of the GTC structure were financed by other
companies in the group.

In order to better understand the factors which affected the performance of
Korean GTCs, a diagram has been constructed as in Figure 2. The central
interest is the performance, which can be measured in terms of the sales volume
growth and profitability. The growth of sales volume for the GTCs has really
been impressive. Nine companies, on the average, increased their sales (in won)
by 8.6 times in four years from 1976 to 1980.?? However, the profitability
has been worsening during the same period.?® This contrasting performance is
seen to be affected by four variables in Figure 2. Two structural variables were
explained above: namely, the unstable relationship with independent customers
and being a member of the business group. Two strategic variables are also

@D Bid., p.176
(22) Ibid., p.148
(23) Ibid., p.207
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shown: too much emphasis on the sales volume and one-sided dependence on
exports. Because of the initial high cost of setup and the necessity to build up
the minimum worid-wide network of organization and communication, GTCs
singlehandedly scught to increase the wvolume. This tendency has also been
reinforced by the government’s pressure to increase export volume. Too much
emphasis on volume adversely affects the profitability. As one can see from a
simple demand and supply diagram, one has to lower the price to sell more.
Sometimes, companies were forced to deal with less than desirable buyers,
resulting in bad debt. Now the undesirable effect of the excessive volume-
orientation is well appreciated by Korean GTCs, and we see more emphasis
placed on the profitability.

The one-sided dependence on exports of Korean GTCs can be seen in
Table 3. Exports, on the average, account for 88 percent of the Korean GTCs’

sales-a striking difference compared with Japanese GTCs share of around 20
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Table 3. Salés Bréakdown of GTc¢s: Korein and Japan (1980)

EXPORT | IMPORT DOMESTIC ' OFFSHORE
Korean GTCs 88.22% F 6.9% 4.6% 0.3%
Japanese GTCs 19.1% | 24. 3% 46. 4% 10.2%

percent. It may not be always true that the dependence on exports is bad for
a company. The export market could sometimes provide higher growth or
better porfitability. Especially in Korea, a relatively small domestic market
forces companies to look overseas even when companies are very small.

More importantly, the one-side dependence on export market by the GTCs
reveals that their relationship with domestic customers is based on a much
weaker foundation compared with the Japanese case. This is shown in the dia-
gram: little involvement of the GTCs in domestic market contributes to the
unstable relationship between the two parties. We have seen that, in case of
Japan, the tie between a GTC and its customer is a multi-channel one encom-
passing export, import and domestic trade. It can be seen that the tie between
Korean GTC and its customer is the one-channel one based on exporting only.

Another factor which contributes to a weak tie is a relatively weak financial
position of Korean GTCs. That was one of initial conditions. Furthermore,
the erratic profit performance so far of GTCs has not secured for themselves
a sound financial position. Another factor is that, unlike in Japan, Korean
business groups do not have banks as a group member. This relatively weak
financial position prevents a GTC from extending a liberal credit to its
customers, and thus the GTC cannot control its customers as much as it
wants.

Going back again to Figure 2, we have shown four major factors which
differentiate Korean GTCs from Japanese GTCs.

(1) One-sided dependence on exports

(2) Unstable relationship with independent customers

(3) Little involvement in the domestic market

(4) Lack of financial capability
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It was also shown that these variables are closely related to each other. There
are, of course, other differences between the two. There is a big gap in terms
of the size, history, and internal resources. However, it is the contention of
this paper that qualitative differences described in the preceding paragraphs
are more important than quantitive differences. There are in Japan thousands
of smaller trading companies which stand on their own. It seems that, in
trading business, even small companies can find enough holes and niches to
survive and prosper. The question is how strong a relationship one develops

with one’s customers.

Y. Synthesis and Summary

Creating a GTC means establishing a large trading company with diversified
product lines and diversified areas of operations. It will have a global network
of information and organization, staffed with experienced area and product
specialists. It can be seen that the creation of such an organization will make
a country’s trade activities more efficient. The problem is that the creation of
such an organization is no easy task.

Establishing overseas branches is very costly. It is estimated that an average
expense associated with stationing an expatriate manager in New York is
around $ 48, 000 per year for a Korean company.?* Having a ten-man team
overseas branch requires spending a half million dollars a year, and the branch
needs to generate the minimum of $20 million stable trade flows (assuming
the average commission of 2.5 percent) just to cover its expenses. Stafing is
another matter. It takes a minimum of six to ten years to develop a veteran
trader. He will normally work about three years in the headcuarters before
being sent to overseas. He will be likely to stay in an overseas post three to

five years. Only after he completes one round of duties, he can be consider

24> Korea Traders Association, Haeoe Jisa Unyong Hyonhwang (Operations of Overseas Branches),
1981, p.18.
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an independent trader. Recruiting, training and rotating managers take a lot
of expense.

Having a global network with necessary staffs is a necessary condition to
become a successful GTC, but not a sufficient one. A successful and stable
GTC requires a sable flow of transactions, which can be generated only by
building strong ties with manufacturers and distributors. Building strong ties with
the customers requires a trading company to provide a multitude of services,
not just one or two. Sometimes it is necessary to control manufactureres or
distributors directly by acquiring managerial control over the customers. These
strong ties have been the foundation of Japanese GTCs. Building stong ties
will be easier in one’s domestic market than in foreign market. Japanese GTCs
have those ties in the domestic market. Korean GTCs have not yet developed
such strong ties with independent businesses. Fortunately, however, they had the
support of the affiliated business groups which supplied them with more than 50
percent of the total transactions.

Fulfilling these necessary and sufficient conditions seems to be a formidable
task for any would-be GTC. Establishing a global structure alone requires a
great sum of investment and at least a decade of intensive efforts. Even after
that investment of money and time, there is no guarantee of success because
one still has to fulfill a sufficient condition of establishing stable ties with the
customers. A new starter also faces the competition of established GTCs. The
experience of Korean GTCs in this respect shows that it is indeed no easy
task. Although they have succeeded somewhat in diverting trade flows from
Japanese GTCs in the export, such an inroad is still to come in the import
business. Japanese GTCs are still breaking Korean GTCs in the Korean
Government’s open-bid purchasing deals due to their access to a cheaper
source of supply. Korean GTCs also have not made a dent yet in Japanese
domestic market. A hold of Japanese GTCs in the domestic market seems to be
too strong.

Korean experiment with GTCs is still progressing, and it is too early to make



A Comparative Study of Korean and fapanese General Trading Companies 193

a verdict. Nevertheless, if the experiment were a success, it may be due to
two major factors. The first factor was the GTC's affiliation with business
groups. The second factor, which we failed to mention so far, is the calibre of
people they acquired so far. A GTC is considered by college graduates to be
a prestigeous place to work for, although the life there is very demanding
and requires a full devotion of a man’s soul and body. This statement still
seems to be true in Japan. It is very unscientific to say, but if one puts toge-
ther a group of capable and confident people they will somehow manage tc
survive and prosper even in this turbulent time.

The Japanese GTC may be the most developed kind of the trading company.
Being developed too far, they may be becoming to be something other than a
trading company. This is what we have detected in the process of interviews.
First, there is an indication that they are becoming a holding company. When
a sogo shosha announces its sales and number of employees, that just includes
numbers for the parent company (Honsha) proper. However, a sogo shosha
controls much more than what it announces it has. At the same time, much
of daily transactions seem to be delegated to subsidiaries. For example, a
medium-sized sogo shosha has a subsidiary specialized in exporting of machi-
nery. Most of exporting of the machinery is done by the subsidiary, which alone
employs 360 people. The machinery department of the honsha just does the
overall policy making and controls the subsidiaries.

Another trend is the sogo shosha’s inc-easing involvement in the so-called
“equity-holding, risk-taking” ventures. When a trading company starts to invest
large sums of money (sometimes hundreds of millions of dollars) and hold a
managerial control of manufacturing and resource-developing companies, it
is becoming something more than a trading company. In this respect, the sogo
shosha in its activities is becoming similar to the conventional concept of a

multinational corporation.
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