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Abstract

This paper is an attempt to identify the role of the state in the development
of the Korean and Turkish automobile industries. South Korea and Turkey
started to produce passenger cars at around the same time in the early 1960s.
Turkey was the leader in production in the early 1970s, but from 1978 onwards
Korea took the lead and finally became the fourth largest automobile
manufacturer in the world in 1999. The Turkish automobile industry, on the
other hand, was marginalized. This paper suggests that one of the main reasons
for this has been the diminishing role of the state in the industrialization efforts
in Turkey from the late 1970s on. In light of a comparative historical analysis of
the development of Korean and Turkish automobile industries, it is argued that
the pace of industrial transformation can be accelerated by well-directed pro-
active state intervention.

1. Introduction

Production and trade in the world automobile industry have been strongly
dominated by the core producers of Japan, North America and Western Europe.
However, despite the traditional dominance of the advanced countries in the
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industry, a developing country,’ South Korea (hereafter Korea), emerged as a
global automobile producer. The Korean automobile industry has come from
almost nowhere to just behind the world leaders in less than thirty-five years.
From its inception in 1962 at 1777 units per year, its production expanded to
2843114 units by 2000 (see Table 1). As a result, Korea overtook advanced
countries like Canada, Italy, the UK and France in terms of automobile
production and, as early as 1995, became the fourth largest automobile producer
in the world after Japan, the USA and Germany in 1999. Korean-made cars
have recently reached a standard of high quality equal to the level of those
produced in the advanced nations especially in the field of small passenger cars.
This success is spectacular given the fact that the automobile industry is
strongly market-oriented and historically production has developed within large,
affluent consumer markets in which high levels of demand have permitted the
achievement of economies of scale. Korea, by contrast, had a per capita GNP
as low as $87 in 1962. Accordingly, the amount of capital investment necessary
in the industry was barely available and domestic demand was hardly enough
to initiate automobile production in Korea in the 1960s.

Korea and Turkey started to produce passenger cars almost at the same
time in the early 1960s and Turkey had the lead in the early 1970s.
Nevertheless, from 1978 onwards Korea took the lead and achieved a
spectacular growth. Its annual passenger car output reached more than 10 times
that of Turkey by the end of 1999. The irony is that, although the present
situation isjust the opposite, in the early 1960s Turkey's GNP was almost three
times more than that of Korea. Therefore, logically Turkey should have
performed better in an industry that requires huge investment and where initial
domestic demand is vital. This paper, by focusing on the development of the
Korean and Turkish car manufacturing industries, aims to unveil the reasons
behind these two countries' significantly differing performances.

This paper suggests that one ofthe main reasons behind this success was
the well-directed pro-active intervention ofthe Korean state in the industry since
its establishment. As will be documented later in the paper, the Korean state
intervened extensively in resource allocation and resource mobilization.
Investment programs were closely coordinated by the state on the basis of
designated priorities in the development plans. Intervention has taken place in

Until very recently South Korea was classified as a developing country. A recent World
Development Report (1997: 235), published by the World Bank, placed Korea among the high-
income countries.

This was achieved despite the 1997 financial crisis, the worst the country has experienced since the
Korean War.
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an unusually disciplined and performance-based manner that substantially
influenced the course of transformation in the Korean automobile industry.

On the other hand, although the Turkish state has also played an important
positive role in the establishment of the Turkish automobile industry, the
outcome has been different at least since the late 1970s. This paper suggests that
one of the main reasons for this has been the diminishing role ofthe Turkish
state in industrialization efforts in Turkey. As Senses (1994: 70) indicates,
although a certain degree of state intervention in Turkey still exists, the policy
framework for industrialization has been radically transformed in the post-1980
period and the role of the price mechanism increased.

The aim ofthis paper is to contribute to the body of knowledge on the role
of the state in economic development by identifying the state's role in the
development of the Turkish and Korean car manufacturing industries. This is
not because ofthe insignificance ofthe private sector in this process. Rather, it
is because ofthe premise of this paper that, state policies are too important in
the development of industry to ignore. Since state intervention is successful in
some countries while it is not in others, the second section of this paper looks at
the role of the state in economic development by focusing, particularly, on the
concept of the 'developmental state'. The third and fourth sections look at the
Turkish and Korean car manufacturing industries and the role of the state in
their development in a historical context. The fifth section evaluates the
competitiveness of the two countries' car manufacturing industries. Finally, the sixth
section summarises the main findings ofthe paper.

2. The role of'the state in fostering economic development

The role of the state in the capitalist economy has been one of the most
controversial issues in economics since the birth of the discipline. Almost
everyone agrees that the state has a role to play, but there is little agreement as
to when and how it should act. The question regarding the respective roles of
the state and the market in the development process has been debated
continuously particularly after the Great Depression of 1929, which showed
clearly that the price was too high when the market was left to the realm ofthe
"invisible hand'. Both Keynesian economics and development economics emerged
as a rejection ofthe neoclassical view that it is generally not possible to improve
upon the market outcome. While Keynesian economics replaced neoclassical
economics in the study ofadvanced capitalist economies, development economics
replaced neoclassical economics in the study of underdeveloped countries (Woo,
1990:404).

The predominant approach to economic policy in the 1950s and 1960s
assigned the state a substantial role in correcting market failures. Development
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economists highlighted the greater scope of market failure in less developed
countries compared to developed economies, thereby providing a rationale for
enlarging the scope of state intervention (Shapiro, 1994: 4). But the perception
that neoclassical economics had expired was greatly exaggerated. The forces of
orthodoxy have regrouped and proved themselves to be much stronger than
expected. The late 1960s and early 1970s saw a downgrading ofthe role of the
state in both developed and less developed countries (LDCs). The upshot of
these new circumstances and arguments was that by the second half of the
1970s, if not earlier, the mainstream of thinking about development policy
(especially in the English-speaking academic community and international
development agencies) had decisively shifted from the prescriptions of the
1950s and 1960s towards a neoclassical view of 'the appropriate' roles of
markets and states. Consequently, developing countries have come under
unprecedented pressure to integrate into the world economy and reduce state
intervention® and the need for a special economics of development was
rejected. The application of neoclassical suggestions means shrinkage in the
size of government and a concentration of public attention on a much more
limited set of tasks. It means substantial economic liberalization and
privatization (Wade, 1990: 8-14).

In neo-liberal circles, such policies are justified by reference to the history
of industrialization in developing countries over the last four decades. It is
argued that policies in pursuit of import substitution have not furthered
economic development (except in their early stages) and export-oriented
industrialization under liberal policies has been so successful that LDCs in
general should follow this route. The operating assumption of imperfect markets
has been replaced by the presumed inevitability of imperfect states. Indeed,
according to some neoclassical economists, there are few inherent market
failures and that existing market imperfections are often due to state actions
which distort markets (see, for example, Srinivasan, 1985; Krueger, 1990).

However, this 'paradigm shift' is not based on a sound understanding of the
dynamics of political economy. It is rather an ideological preference, which was
mainly promoted by powerful international institutions such as the International
Monetary Fund (IMF) and the World Bank (WB), in addition to many bilateral
donor organizations.* The World Bank took an active part in pressuring several
governments into pursuing neoclassical policies by making its structural

It may be noted, however, that the liberalizing state under leaders like Thatcher became more
interventionist in its liberal fervor than were its predecessors.

4 As Amsden (1994a: 627) suggests, the World Bank is 'inherently a political organization'. She
indicates that '[i]Jts middle management is comprised of many highly respected economists while
its top management is comprised of political appointees who serve at the discretion of the
industrialized countries, especially the United States' (Amsden, 1994a; 627). The same is also true

for the IMF.
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adjustment loans conditional on acceptance of its 'recommendations'. The
neoclassical approach of regarding the market economy as a largely sufficient
means of realizing economic development is quite unrealistic. Such models are
highly abstract and their assumptions do not reflect real world practices. In
reality, many difficulties arise. Markets may be imperfectly competitive,
production may be subject to decreasing unit cost, consumers may lack
sufficient information or be misled by advertising, and so forth. For these
reasons, the market mechanism is not as ideal a provider of private goods as it
is made out to be.

There can be serious failures in the provision of correct signals from free
markets. As Scitovsky (1954: 146) emphasised more than four decades ago,
inherent market failures are not exceptional phenomena. In fact, as he put it,
'the exceptions are too great and obvious to be ignored, especially in
underdeveloped countries'. One of the widely accepted reasons for market
failure is the existence of public goods. Since, even neoclassical economics
does not deny the need for state intervention in this respect, we need not focus
on this issue. Another very important source of market failure relates to the
diffusion of new processes: externalities. As Stewart and Ghani (1991: 569)
indicate, '[e]xternalities occur where market-priced transactions do not fully
incorporate all the benefits and costs associated with transactions between
economic agents.' Stiglitz (1989: 198) notes that among the "commodities" for
which markets are most imperfect are those associated with knowledge and
information. There are always unappropriated spillovers of knowledge. When
spillovers of knowledge within a country (as one surely expects) are less than
perfect, then markets will never be perfectly competitive. However, investment
in knowledge involves a natural externality. The creation of new knowledge by
one firm is assumed to have a positive external effect on the production
possibilities of other firms because, as Romer (1986: 1003) put it, 'knowledge
cannot be perfectly patented or kept secret.'

Some sectors or products are far more important to the economy's future
growth prospects than others. Such industries tend to generate major external
benefits which the market mechanism fails to take into account. These key
industries or sectors are typically those which require a large commitment of
time and capital in production. If production decisions are left to the free
market, investment in industries with a high potential for externalities may not
be undertaken. The greater part of investment will instead be directed towards
projects that yield quick returns.

Any one ofthe above mentioned market failures could result in investment that
is socially sub-optimal. Justman and Teubal (1991: 1181) suggest that 'over and
above "simple" or orthodox market failure, the growth process encounters more
fundamental failures associated with discrete strategic choices among alternative
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development paths or types of structural change ("strategic" failures). These involve
not only market failures, but also the possible failure of public and private decision-
making mechanisms and institutions to coordinate the infrastructural elements
required for new industries at the junctures of structural change: physical
infrastructure; technological capabilities; marketing infrastructure; and financial
institutions. Justman and Teubal rightly suggest that there is no reason to believe that
either the unaided market or the pre-existing body of institutions will be able to
tackle this challenge appropriately. Given the inherent uncertainty concerning
future demand, firms are more likely to stick with the existing and familiar
product lines rather than venturing into new products or industries. Hence, non-
market forces or mechanisms are needed to stimulate such shifts, to lead
economic agents from shorter to longer term investment and marketing
strategies, to channel projects from currently profitable activities into
investment in those likely to become profitable overtime. In terms ofthe purpose
ofthis paper, this leads us to the most important reason for state intervention: to
promote the generation of'the right structural change to move up the ladder of
comparative advantage. As Sawyer (1996: 102) points out, “[i]n a world where
international trade is no longer governed by comparative advantage given by the
endowments of nature but rather by the creation of competitive advantage, there
is a need for an industrialized strategy which will aid the securing of
competitive advantages".

While the deficiencies of markets are apparent, neoclassical economics
prefers to limit the role ofthe stateio the establishment and policing ofrequisite
property rights and the maintenance of perfect market conditions;’ It is
pessimistic about politicians' willingness to resist the temptation to misuse the
power to make economic policies, and still more pessimistic about the ability
of governments to detect opportunities which private entrepreneurs have
missed. In the light of the experience from the East Asian high-growth
countries, the new state theories have emphasised that not all states in
developing countries have failed to promote growth and economic
transformation. These new state theories, however, do not make the naive
assumption ofa rational state which, under the right guidance from economists,
can and will opt for effective development-promoting policies. The implicit
assumption that the state has unlimited capacity to intervene effectively in the
economic system was the major weakness of 1960s-era development
economists. As Shapiro (1994: 10) points out, '(t)hose theorists had focused on

*  As Duff(1997: 12) highlights, 'the perfect competition model is useful as a way of explaining how
the price mechanism works, but it is limited in explaining how competition works. Competition is
something, which is broader, incorporating time, risk and the interrelatedness of things. One ofthe
paradoxes ofthe perfect competition model is that profits motivate producers, but that this process
continues until profits are eliminated. It can be argued that there is no competition in a perfectly
competitive market'.
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whether to intervene, but they stopped short of explicitly considering the State's
political and institutional capacity to meet its prescribed role... Because the
academic debate concentrated only on the existence of market imperfections,
the superior capacity of the State to allocate resources remained an article of
faith'. By challenging the underpinnings of this faith, the new literature has
successfully shifted the terms of the debate from imperfect markets. It is no
longer sufficient to justify state intervention by demonstrating market failure.
Thus, effective institution building is seen as the critical explanatory variable
for relative growth rates among latecomers. According to recent statist
approaches, what has distinguished countries such as Japan, Korea, and Taiwan
from other twentieth-century industrialisers has not been unwillingness to
subsidise and protect, but underlying productive structures and states with the
fiscal and institutional capacity to discipline firms and to formulate coherent and
strategic economic policy (Shapiro, 1994: 8).

A unifying theme among these theorists is that market forces alone will not
lead to successful economic outcomes. Regardless of their attitude to market
signals, these theorists are distinguished from their neoclassical adversaries by
the contention that it is differences in state capacity that largely explain
variation in economic performance among latecomers. Although they
acknowledge that 'where there are rents, there are rent-seekers', their solution
is not to restrict the intervention of the state in the economy but to build a
competent bureaucracy to block rent-seeking behavior (see Evans, 1989, 1995).
For those who defend price-distorting interventions, a state with enough
countervailing power over the private sector is required to impose performance
standards on firms receiving support. Amsden (1989), for example, argues that
the source of Korea's success, and what distinguishes it from other late-
industrializing countries with similar strategies, is the state's power and
willingness to discipline private firms. It rewarded firms with low-cost financing
and access to foreign currency in exchange for increasingly stringent export
requirements. It had a broad array of instruments at its disposal, including
control ofthe banking system and prices, to curb monopoly power. It also had
the fiscal authority to tax the middle class and the political leeway to keep social
expenditures relatively low, which freed state funds for long-run investment. As
a result, Korea did not degenerate into a pure rent-seeking society where the
state distributed spoils only to politically favored groups. Despite a concentrated
and protected industrial structure, state policies generated intense competition
that forced firms to 'learn' and become ever more productive. Other countries
have been less successful in creating this type of reciprocity between the state
and private firms. Those who support the adoption of export-led industrial
policies argue that this strategy, too, must be accompanied by economic and
institutional reforms. Most LDC states, for historical and political reasons, have
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not had the capacity with which to implement these reforms and to make hard
policy choices (Shapiro, 1994: 9-10).

Evans (1995:12) suggests that the transformative capacity ofa state requires
a combination of corporate coherence and external connectedness, to which he
gives the name 'embedded autonomy'. He focuses on three features of a
developmental state: relative autonomy, capacity, and embeddedness. Evans has
clearly enriched our understanding in a substantial way by indicating the importance
of these three features for developmental states. Nevertheless, he failed to
understand the importance of four other features, which are essential for a state to
become and stay developmental. These are the legitimacy ofthe state, unity in
society, political stability, and motivation for economic development.® Every
country has these features in differing degrees and the importance of these
factors also tends to change in different periods of a particular country's history.
When a country possesses these seven features at a satisfactory level we can cal 1
it a developmental state. As I have argued in detail elsewhere (Erdogdu, 1999,
2000), the extent to which these features emerge, as well as the mode, manner
and extent of their interaction with one another, determines the level of
developmental capacity of a particular state in a particular period.

These seven factors can crucially affect the making and implementation of
developmental policies in a country. First of all, in order for state rulers to
pursue developmental policies successfully, their goals need to be perceived by
society as legitimate. If state rulers are not perceived as legitimate and do not
apply 'legitimate policies', state actions are likely to face non-compliance or
outright opposition from society which might thwart the policies. Second, there
must be sufficient national unity for the state to mobilize the society for rapid
economic development. If there is little unity in society, conflicts that arise
might lead to negative repercussions or even to civil conflict. Obviously, it
would be almost impossible to follow effective developmental policies under
such circumstances. Third, as Rueschemeyer and Evans (1985: 49) indicate,
"the state must acquire a certain degree of 'relative autonomy' from the
dominant class in order to promote economic transformation effectively".
Autonomy is necessary not only to formulate collective goals but to implement
them as well. Fourth, the state must have enough administrative capacity to
make and implement economic decisions. When such state capacity is lacking,
even ifthe correct policy choice is made fortuitously, satisfactory results might
not be achieved because of poor implementation ofthe policies. Fifth, as Evans
(1989) indicates, states need to be not merely sufficiently autonomous to
formulate their own goals, but also sufficiently embedded in particular industrial
networks to implement them. There must be 'a concrete set of social ties which
bind the state to society and provide institutionalized channels for the continual

6 For a detailed analysis of this view see Erdogdu (1999, 2000).
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negotiation and re-negotiation of goals and policies' (Evans, 1992: 162). These
linkages provide the relevant agencies with a vital mechanism for acquiring
adequate information and for maintaining agreement with the private sector over
the content and implementation of policy (Weiss, 1998: 55). Sixth, there must
be sufficient motivation for economic development. If there is not enough
incentive or requirement, it is unlikely that a country will push for economic
development. This is because of'the fact that development requires sacrifices
today for benefits to be enjoyed in the future, which can hardly be popular in
society at large. Finally, a substantial degree of political stability is needed to
implement developmental policies effectively. Otherwise, political turmoil leads
to uncertainties and diverts attention from economic development to issues of
conflict. Such a situation makes it very difficult to carry out coherent
development policies, and uncertainties cause unwillingness in the private
sector to make investments. These seven features of developmental states are
interrelated and their presence determines the level of a particular state's
developmental capacity.

One of'the most effective government interventions for economic development
was observed in South Korea. Korean policy makers, starting with the Park regime
in the early 1960s, have been concerned with achieving international
competitiveness rapidly and catching up technologically with the industrial
economies. In order to achieve these goals, the Korean government intervened in the
economy extensively and allocated the scarce capital to industries that would
generate the highest growth for the overall economy. It established a synergistic
interaction between the state and the market and carried out necessary policy
reforms which created and maintained an environment conducive to rapid economic
growth. The state heavily subsidized and directed selected industries and
subsequently exposed them to international competition (Amsden, 1989; Wade,
1990; Onis, 1992).

In 1961, the Park regime established the Economic Planning Board for
economic planning, foreign capital management, and statistics. Korean banks were
nationalized providing the government with exclusive control over the allocation of
investible funds in the economy. The government quickly prescribed solutions to
problems, constantly monitored their progress, and adjusted policies as necessary.
It exercised its powerful influence to direct the flow of economic resources to the
industrial areas, which were strategic for rapid economic development. In addition,
the government spread or socialized the risks attached to long-term investment, and
steered the allocation of investment by methods which combine government and
entrepreneurial preferences (see particularly, Amsden, 1989; Wade, 1990; and
Chang, 1994). In this environment lumpy and long-term investment projects were
undertaken that probably would not have been undertaken in an economy with free
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trade and capital movements, because they would be inconsistent with short-term
profit maximization.

In contrast to the Korean developmental state, on the other hand, the Turkish
'moderately developmental state’ has had less autonomy, less developed
bureaucratic capacity, less well organised external ties, and has been less
selective in the tasks it undertook. As a result, the Turkish state's relation with
industrial capital was quite the reverse of the combination of support and
discipline that Amsden (1989) describes with regard to Korea. The relationship
between the state and the private sector was not reciprocal and the support
given to the private sector yielded little improvements in industrial upgrading
and competitiveness. The kind of embeddedness that might allow policy makers
to achieve information dissemination, consensus building, tutelage, and
cajolement to entrepreneurs seems almost entirely absent from the Turkish
scene, with few if any examples of a sectorally specific network that binds
together the state and private capital.

Moreover, meritocratic civil service examinations, which were an extremely
important factor in building state capacity in Korea,” have functioned much less
successfully in Turkey. This is the main reason why public servant recruitment
in Turkey could not be insulated from political pressures. In contrast to Korea,
the Turkish state became a place to absorb politically favoured unemployed
masses. The real income level of public servants has steadily declined in
comparison to private sector employees. Since 'the best and brightest' are
increasingly preferring private sector careers, the quality and prestige of Turkish
public servants has been declining. These two factors have caused deterioration
in both state capacity and autonomy. Turkey's income distribution has been one
of'the worst in the world and there has been no significant improvement since
the 1960s. This has fuelled ideological conflict in the country and contributed
to a weakening ofunity in society and a decline in political stability, along with
an erosion of the legitimacy of the state and weakening in motivation for
economic development. Decay and dismantling of state institutions in Turkey
since 1980 makes the state currently closer to the predatory type, although it
preserves some developmental characteristics.

Having established that states are crucial actors in promoting rapid economic
development, the following sections will look at development of the automobile
industries in Turkey and Korea and the role ofthe state in this process.

As Evans (1992: 155) indicates, meritocratic civil service examinations have been used for
recruiting incumbents into the Korean state since AD 788; the bureaucracy has been able to pick
its staff from among the most talented members of the most prestigious universities. Despite a
sevenfold increase in the annual number of applicants to the higher civil service between 1949 and
1980, only about 2 % ofthose who take the exam are accepted.



METU STUDIES IN DEVELOPMENT 35

3. The Turkish automobile industry

3.1 The current outlook of the Turkish automobile industry

The Turkish automobile industry is dominated by joint-venture operations
developed with Western and East Asian vehicle producers. Despite the small size
of'its domestic market, two medium and five small-size passenger car producers and
thirteen very small commercial vehicle producers are currently operating in the
Turkish automobile industry. This is one of the conspicuous differences between the
Korean and Turkish car manufacturing industries. For instance, although its
automobile output was 8.7 times that of Turkey at the end of 1999, the total number
of Korean automobile producers was only six. Three of them were big, one of them
was medium, and two ofthem were small. Except the newly established medium-
size Samsung Motors, Hyundai and Daewoo own all these companies. As a result,
they can benefit from scale economies. On the other hand, mainly because of its
fragmented structure, production capacities of the Turkish automobile producers are
either substantially lower than worldwide minimum efficient scales or just close to
it, which is generally regarded as minimum 250000 units of cars per annum.® In
addition to having production facilities under minimum efficient scales, the firms
utilize only a limited level oftheir production capacity. This is due to the fact that
the domestic market is small and the companies cannot achieve worldwide
competitiveness to export more of their products. Despite a recent dramatic export
drive, the export share of production in the Turkish passenger car industry was only
35.0 % in 1999, compared to 63.9 % in Korea in the same year (see Table 11). As
a result, the industry still depends on the domestic market and is very sensitive to
adverse developments in the domestic economy. Thus, its performance is closely
related to macroeconomic stability and GNP growth.

Annual car production in Turkey reached 222041 units at the end of 1999. This
level of production, however, was well below the peak level of 348095 units of
1993 (Table 1). This fall in production reflects the collapse in domestic demand due
to the general downturn in the economy in 1994. Domestic demand was very veak
until very recently. It only started to recover significantly in 2000. The recent figures
suggest that after so long, domestic demand finally may surpass the peak level of
1993. The recent buoyant demand seems to be mainly the result of long postponed
demand and availability of consumer credits at low interest rates.’

Most production engineers believe that the minimum efficient scale for a single, basic design is
200000 - 300000 units per annum and that economic viability requires an annual production of 1 -2
million vehicles (Amsden and Kim, 1989: 582). For a similar view see also Dicken (1992) and Gersbach
et al. (1994).

This is the by-product of the Turkish disinflation program, which has been put into effect at
the end of 1999.
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Table 1
Turkish and Korean Motor Vehicle Production
Turkey Korea
Years Passenger Commercial Passenger Commercia
Cars Vehicles Cars Vehicles

1962 - — 1,710 67
1963 30 11,082 1,063 191
1964 100 11,089 216 33
1965 60 10,390 106 35
1966 18 18,129 3,117 313
1967 1,760 25,475 4,983 1,621
1968 2,852 28,157 11,630 6,027
1969 3,902 29,362 19.494 11.500
1970 3,660 19.863 14.487 14,332
1971 12,888 27,471 12,428 10.574
1972 29,628 42,264 9,525 9.123
1973 46,855 58,804 12,751 13,563
1974 59,906 ' 53,660 9,069 21,221
1975 67,291 72,269 18,498 18,781
1976 62,992 83,103 26,701 22,844
1977 58,245 72,792 43,981 41.229
1978 54,085 42,275 87.823 72.135
1979 43.808 43,155 113,564 90.883
1980 31,529 36,288 57,225 65.910
1981 25,306 47,300 68,760 65.474
1982 31,195 62,978 94.460 68.130
1983 42,509 76,193 121,987 99.032
1984 54,832 83,555 158,503 106.858
1985 60.353 75,105 264,458 113,704
1986 82,032 58,943 457,383 144.163
1987 107,185 67,708 793.125 186.614
1988 120.796 59,133 872,074 211.581
1989 118.314 46,041 871.898 257,572
1990 167,556 71,459 986,751 334,879
1991 195,574 67.228 1,158,245 339.573
1992 265,245 79,237 1,306,752 422.944
1993 348,095 105.370 1.592,669 457.389
1994 212,651 55,190 1,805,895 505.768
1995 233,412 88,741 2,003,146 523,254
1996 207,757 121.580 2,264,709 548.005
1997 242.780 157,137 2,308,476 509,799
1998 239,937 165,065 1,625.125 329.369
1999 222,041 103.256 2,361.735 481,379
2000 222,262" 110,674" 1,899,289* 382,185

Source.  Calculated from AMA (2000a, 2000d); KAMA (1998); AAMA (1997); and
www.kama.or.kr/eng/y8621 htm.

Notes: Commercial vehicle figures include special vehicles, such as tractors and passenger car figures
include multi purpose vehicles (MPVs).

* The first nine months.
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Tofag and Oyak Renault (under Italian and French licenses respectively) are the
two major domestic passenger car producers with a total production share of 85.8%
in 1999 (see Tables 2 and 3). Most of the other firms in the industry were

established in the 1990s with small production scales.

Table 2
Companies in the Turkish Passenger Car Industry, 2000
Companies Location Start-up  License Foreign Capacity
Capital
Tofas Bursa 1971 Fiat 37.86 250.000
Oyak Renault Bursa 1971 Renault 51.00 160,000
Toyota Sabancr* Adapazari 1994 Toyota 75.00 100,000
Hyundai Assan Alikdhya 1997 Hyundai 50.00 100.000
Anadolu Honda Gebze 1997 Honda 50.00 30.000
Ford Otosan Istanbul 1966 Ford 41.00 25.000
Opel Tiirkiye izmir 1990 GM Opel 100.00 25,000

Source'. Source: AMA (2000a).

Toyota Motor Corporation increased its share in the company to 65% in June 2000 and the name ofthe

company was changed from Toyotasa to Toyota Sabanci.

Table 3
Passenger Car Production in Turkey by Make
1997 1998 1999
Volume Percent Volume Percent Volume Percent
Tofas 105,181 43.3 92,994 38.8 65,510 29.5
Oyak-Renault 91,326 37.6 88.506 36.9 125.026 56.3
Hyundai Assan* 4,647 1.9 22,024 9.2 10.714 4.8
Toyotasa 22,577 9.3 14,513 6.0 9,041 4.1
Anadolu Honda** - - 8,251 3.4 6.649 3.0
Opel Tiirkiye 9,469 3.9 7.030 2.9 4,297 1.9
Ford Otosan 9,580 3.9 6,619 2.8 804 0.4
Total 242,780 100.0 239,937 100.0 222,041 100.0

Source.. AMA (2000a).

(*) Hyundai Assan started production in September 1997.
(**) Anadolu Honda started production in December 1997.

After this briefoverview of the current situation, let us look at the development
ofthe Turkish automobile industry in a historical context.

3. 2. The development of the Turkish automobile industry

In the early 1960s, Turkey had only the beginnings ofan industrial base and
virtually all vehicles had to be imported. In addition to technological inability,
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the limited size of the Turkish market was a constraint for the viability of a
domestic automobile industry. The initial inefficiency and scarce foreign
currency for required technology transfer were the main problems.
Nevertheless, there was a sizeable amount of private capital and enthusiasm to
invest in the automotive industry.

On the orders of the leader ofthe 1960 military coup, the first passenger car of
Turkey, 'Devrim', was produced in 1961. The production was basically
experimental, very costly, and far from building a base for later production (Azcanli,
1995: 109-11). Thus, the automotive industry had to wait five more years in order
to begin assembling cars in an organized 'mass' production system. Since the
technology required for manufacturing automobiles did not exist in the country,
the transnational companies (TNCs) had to be convinced to build the industry.
Without the state's assurances of protection from external competition and further
support when necessary, TNCs probably would not have invested in the Turkish
automotive sector. The state offered the risk-shy TNCs incentives and subsidies,
largely in the form of favorable exchange rates in investment and financing, as
well as exemptions from various duties and taxes. In addition, the state joined
some of'the major auto projects as a shareholder.

3. 2. 1. The import substitution period

An import substitution industrialization (IS1) strategy was adopted in Turkey in
1960 to shift the economy's focus from raw material exports to domestic
industrialization. Because ofits high backward linkages to the supplying industries,
the automotive industry was seen as one ofthe prime candidates for launching the
process (Ansal, 1990: 1514; Nedimoglu, 1995: 66). In order to convert assembly
activities into a locally integrated industry and promote the development ofa local
components industry, 'Regulations of Assembly Industry' (RAI) were issued by the
state in 1964. The RAI set minimum standards for investment in machinery and
equipment and the rules for foreign exchange allocation among the automobile
companies (Ansal, 1990: 1514; Ceylan, 1992: 2). To increase the positive effects
of foreign investment on indigenous suppliers and to reduce the level of
imported materials and components, the RAI set local content'® requirements.
Each year, vehicles had to contain an increased percentage of domestically
purchased components. The system of import permits required that certain parts
be imported only with a permit issued by the state. These parts were designated
as mandatory local content by the RAI. A permit to import a mandatory local

" Local content is the sum of the cost of locally produced parts and materials and the value added

accruing to domestic factors of production as a share of total cost of production.
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content part was issued when domestic production could be demonstrated to be
inadequate (Aksoy, 1990).

Although car production was not proposed in the First Five-Year Development
Plan, a domestic truck assembler firm, Otosan, ' began to produce the Anadol cars
with a 'dealer-assembler agreement' with Ford in 1966 (Ansal, 1988). The annual
passenger car production capacity was 6000 units and the company could start to
produce cars with a local content of 53% (Ceylan, 1992:'2). The Anadol was
basically a Reliant Motor Co. model with its engine technology supplied from Ford
of Britain. Reliant also planned the Otosan factory and produced detailed assembly
work sheets (IMB, 1988: 51). Since it was not possible to establish a wholly
equipped plant initially, some intermediate solutions were developed to suit the
conditions ofthe time. For instance, fiberglass reinforced plastic was used instead
of steel for the outside body of automobiles, which needed expensive equipment
(Azcanli, 1995: 138).

An unexpectedly high demand for passenger cars led to the establishment of
two new passenger car plants in the Second Five-Year Development Plan period.
With the support of the state, Tofas and Oyalc Renault signed joint venture and
licensing agreements with Fiat Auto SpA and Renault SA, and began to establish
their plants in 1968 and 1969 respectively. To encourage local value added and
improve the linkages between local component suppliers and assemblers, the
state negotiated specific terms with the two investing TNCs. In contrast to
Korea, however, the Turkish state did not actively bargain with TNCs over the
terms of technology transfer and the sectoral composition of foreign investment. The
state's bargaining was limited to localization rates, minimum level of production
capacity,'” the sale price and profit margin of the cars, royalty payments, and equity
participation. The state also required that each company reach the capacity to
produce 20000 units within 30 months with a local content of 67.5 % at the end of
a 1.5 year period and 85 % at the end ofthe 5" year. In return, the state guaranteed
the joint-venture firms fiscal and financial incentives and massive tariff and
non-tariff barriers against foreign competition. It granted a 70 % corporate tax
incentive and a 80 % custom duty reduction in investment goods and also supplied
incentives to import CKD (completely knocked-down) kits and inputs for a five-year
period for both companies (Aksoy, 1990). As a result ofthe requirements imposed
by the state, the local content of passenger cars reached 60-65 % at the end of 1973
(Nedimoglu, 1995:67).

""" To reflect the change in the ownership structure, the name ofthe company was changed Irom Otosan
to Ford Otosan in 1997.

2" The minimum level of production capacity was chosen to be only 20000 vehicles per year for each

of the two passenger car plants.
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In the early years ofthe Third Five-Year Development Plan (TFYDP) period,
because of buoyant domestic demand, car production expanded rapidly and the
firms reached the limit of their production capacity. Thus, the state offered a double-
incentive package for capacity expansion and the realization of 85 % local content.
As a result, both Tofas and Oyak-Renault increased their production capacity to an
annual volume 0f35000 units each. Due to the lack of a sufficiently-developed local
supplier industry, the assembly firms had to undertake vast in-house production of
parts and components to fulfil the 85 % local content requirements imposed by their
permit agreements (Parlak, 1996: 99-100).

One ofthe main objectives ofthe TFYDP period was to meet the demand for
high value-added inputs of automobiles, such as engines and power trains, through
domestic production. To this end, TUMOSAN was established in 1975 by the state
to produce power trains and engines locally. Instead of finding support, the
establishment of this plant caused annoyance in the private sector. In 1977, Otosan
established a rival engine plant. However, because ofthe insufficient demand ofthe
domestic market in the second half of 1970s, the plants were not operational until
the mid-1980s. Although local content reached 85 % at the end of 1975 as
demanded by the state, the requirement for automobile companies to export 5 % of
their output could not be achieved (Nedimoglu, 1995: 67). The structural problems
of the sector such as high cost, low quality, lack of standardization and so on,
remained unsolved (Ansal, 1988).

The Fourth Five-Year Development Plan (FFYDP) that was supposed to cover
the 1978-82 period could only be prepared at the end of 1978 and was put into effect
under extremely unstable political and economic conditions. Significant increases
in oil prices, the decline in Turkish workers' remittances, and low levels of exports
resulted in shortages of foreign exchange and seriously restricted the importation of
necessary parts and components in the automotive industry. All these problems,
combined with daily electricity cuts of up to 3 hours, led to dramatic declines in
production levels (Ansal, 1990: 1515). The FFYDP principally sought to encourage
exports of automotive production and increase capacity utilization. However, it did
not formulate dramatic measures to overcome the structural problems of the industry
and did not sufficiently tackle the export difficulties ofthe industry.

3.2.2. The liberal period: 1980 onwards

As a response to the 'exhaustion' ofthe ISI and the acute economic crisis, the
government introduced a stabilization and structural adjustment program on January
24, 1980. This marked a major policy shift from ISI to an export-led development
strategy (Senses, 1994: 51; Nedimoglu, 1995: 69). Some major implications of this
strategy change for the automotive industry were a gradual reduction oftariffs and
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liberalization of imports. This course was adopted with a view to increasing
competitive pressures on both vehicle and component manufacturers by gradually
decreasing import protection (Hillebrand ez al., 1986: 45, 49).

As Ozkale (1995: 157) points out, since the government adopted an export-led
development strategy in 1980, later national plans seem to have been prepared just
for the sake of formality. In line with the general trend of'its basic economic concept
of liberalization, state policy after 1980 has followed a relatively liberal, non-
interventionist course with regard to production licensing and price policy in the
automotive industry (Hillebrand et a/, 1986:49). In order to promote export efforts,
the state changed its previous policy of giving investment incentives to export
incentives. In this way, the state expected to increase exports and capacity utilization
levels (Nedimoglu. 1995: 69). However, because the problems of exporting stem
from the very structure of the industry, export incentives and subsidies proved to be
inadequate (Ansal, 1988: 330).

As a result of the restrictive monetary policy that was adopted, demand for
passenger cars continued to shrink in the beginning ofthe 1980s. This trend was
further exacerbated by the liberalization of interest rates. The declining demand
pushed the automotive industry into an acute crisis that led to sharp declines in
capacity utilization. Passenger car production declined to 25306 units in 1981,
compared to 67291 units in 1975. In order to ease the situation, the state reduced
taxes and liberalized credit sales. To some extent, this boosted demand and
passenger car production started to increase after 1981 (see Table 1). In 1983, the
'Regulation of Manufacturing Industry' (RMI) was introduced, with two inter-
related objectives. The first objective was to save foreign currency through the
restriction of imports and the second objective was to increase exports. The main
differences of the RMI from earlier state policies were that it replaced the investment
incentives with export incentives and relaxed the local content rate requirements
(Parlak, 1996: 101).

During the 1984-88 period, one of the main objectives of the state was to
abolish protective barriers in those industries that were ready to compete
internationally. In accordance with its policy, the state introduced a new import
regime for the automotive sector in 1984 and all the quantitative restrictions on
imports in the industry were abolished. Although high customs duties and levies
were still in effect so that import prices were as high as two to three times their
original level (Ansal, 1990:1516), imports of passenger cars increased 175% within
one year. As a result, the market share of imported cars increased from 7.6% in 1983
to 16.1 % in 1984, indicating that a growing number of people were prepared to pay
for higher quality.

The restrictive foreign investment regime has been progressively dismantled

during the course ofthe 1980s and replaced by a highly liberal trade regime. In
addition to quantitative restrictions, bureaucratic barriers against direct foreign
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investment were eliminated in 1984. Finally, the restrictions on foreign ownership
were abolished in 1986. After this fundamental change, Turkey's FDI inflow
increased steadily (Nedimoglu, 1995: 74).

According to a State Planning Organization (SPO) Report (1993: 112-3),
while the nominal rate of protection in the motor vehicle industry was 70.7% in
1984, it was gradually reduced to 27.7% in 1992 (see Table 4). These
reductions significantly increased the competitive pressures on the domestic car
manufacturers.

Table 4
Protection Rates in Turkish Industry (%)
Motor Vehicle Industry The Industry Average
Year Nom. Pro. Rate Effec. Pro. Rate | Nom. Pro. Rate Effec. Pro. Rate
1984 70.70 94.93 70.19 74.71
1985 37.00 42.20 16.10 19.20
1991 45.14 76.33 28.25 38.38
1992 27.70 35.00 8.70 8.90

Source: SPO (1993).

During the 1980s, passenger car production increased swiftly from 54832
in 1984 to 120796 in 1988. This was in response to growing domestic demand
as a result of relatively rapid GNP growth'® and availability of consumer credit
at low interest rates and long-term instalment payment campaigns during the
period. Thus, production capacity of automobiles, which had remained
unchanged between 1975 and 1985, began to increase (Nedimoglu, 1995: 69).
Tax rates on car sales were increased significantly in 1988. As a result, taxes
constituted 45 % ofthe sale prices. The detrimental effect of high tax levels,
however, was easily covered by the introduction of consumer loans programs
so that domestic demand continued to increase (Parlak, 1996: 104).

The state reduced the customs duties and levies dramatically in the second
half of 1989. As can be seen in Table 5, while they were between 81% and
154% for cars under 2000cc-engine capacity, these duties and levies were
reduced to between 33% and 62% at the end of 1989. A further reduction was
made at the beginning of 1990 and a uniform 32% tariff started to be applied.
As a result, the cost of imported cars became roughly equal to the current prices
of'locally manufactured cars and imports increased sharply in 1990. The result
was that the number of imported cars sold in the country was 9 times greater
than a year earlier. Although custom duties and levies were increased to 48%
in the last quarter of 1990 because ofthis sharp increase in imports, they were
reduced again to 39% at the beginning of 1991 (Seving, 1996: 140-1).

" The average GNP growth rate between 1984 and 1988 was 5.9 % (SPO, 1996: 4).
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The policy of encouraging the global incorporation ofthe car industry was
set in 1989 through the new investment permits. This new policy led General
Motors (GM) to establish its fully owned small-scale car assembly facility, Opel
Tirkiye in 1990. This, combined with tariff reductions, increased the
competitive pressures in the domestic market and caused an acceleration of
modernization investments in the industry. In the meantime, the demand boom
for passenger cars that started in the mid-1980s accelerated in the early 1990s as a
result of significant real wage increases in this period and postponed the demand for
cars. This demand boom led car production to reach its peak with 348095 units at
the end of 1993.

Table 5
Total Customs Duties and Levies for Cars under 2000cc: 1989-91
Year EU Countries Other Countries
1989 First Quarter 81-154% 81-154%
1989 Third Quarter 41-74% 41-74%
1989 Fourth Quarter 33-62% 33-62%
1990 First Quarter 32% 32%
1990 Fourth Quarter 48% 48%
1991 First Quarter 39% 39%

Source: Seving (1996: 134-5); AMA (1996: 8-10).

The economic recession of 1994 severely affected the Turkish automobile
industry. Because ofreduced demand, automobile production recorded a sharp
decline of 39%. As a result, all car manufacturers reduced their workforces,
some by as much as 50% in 1994. Overall, employment in the motor vehicle
industry fell from 29433 people at the end of 1993 to 21591 a year later (MBI,
1995: 58). As an important development, Toyotasa began production in late
1994. 1t became Turkey's third largest car producer immediately after the end
of its first year by reaching a production share of 9.2%. In order to remain
competitive in the domestic market after the arrival of Toyotasa and other
prospective entrants and the scheduled customs union with the EU in 1996, car
manufacturers continued their investments even though profits declined sharply
in 1994 (AMA, 1996: 18). The slow recovery in the market after the crisis
revitalized the interest of foreign investors who had suspended their investments
and Hyundai Assan and Anadolu Honda started to establish their production
facilities.

From 1994 onwards, further reductions have been made on custom duties
and levies. As a result ofthe customs union agreement with the European Union
that was put into force at the beginning of 1996 they were eliminated altogether on
EU-made cars. However, they will remain in place on cars imported from non-EU
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countries, remaining between 21 % and 33% in 1996, although they were scheduled
to be reduced 10% by 2001 (see Table 6).

Table 6
Total Customs Duties and Levies for Cars under 2000cc: 1994-98
Year EU Countries Other Countries
1994 First Quarter 33-34% 38-39%
1995 First Quarter 30-31% 38-39%
1995 Second Quarter 23-25% 32-33%
1996 First Quarter 0% 32-33%
1997 First Quarter 0% 30.7%
1998 First Quarter 0% 28.4%

Source: Seving (1996a: 134-5); AMA (1996: 8-10).

As a result ofthe customs union agreement with the EU, all subsidies that the
state used to give were phased out. A period of 5 years is granted for transition
and during the transition period the products ofthe industry and its distribution
system are expected to comply with EU norms. The customs union agreement
with the EU has profound effects on the domestic car manufacturers. Since customs
duties and levies were eliminated on EU-made cars, imported car sales have
increased significantly. While the share of imported cars in the domestic market
was 10 % just before the customs union with the EU, it increased continuously and
reached 52.9% in the first nine months 0f2000 (AMA, 2000d).

In addition to tariff reductions that significantly increased competitive
pressures in the industry, a decree, drafted by the government on 9 September
1996, permitting Turkish expatriate workers duty-free imports of used cars up
to four-years-old, on condition that they opened a one-year term account of DM
50000 at the Central Bank before the end of 1996 (with no limit on the number
of accounts one individual can open'*), made things worse for the automobile
producers. The damage that such a policy caused the industry is plain since it
was suffering from insufficient economies of scale and underutilization of
capacity. The policy exacerbated the existing problems for the industry, because
the companies were forced to reduce their production levels further. Production
costs per car increased, making them less competitive. Thus, instead of taking
measures to raise the capacity utilization rate in the industry, the government did
the opposite. The contradictory nature ofthese policies becomes clear when we
take into consideration that the government was at the same time providing

' The decree also granted a 20% tax rebate on additional cars purchased abroad by account holders, and
extended the same advantage to Turkish citizens in Turkey purchasing new cars, on condition, again, ofa
DM 50000 deposit with Ziraat Bankast (MBI, 1996, 4tli quarter: 122).
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incentives for any new entrants who could produce 100000 cars per annum,
although even this figure is well below the minimum optimum capacity in the
passenger car industry.

Production of new entrants permitted by the state was based on assembly
rather than actual manufacture and their local content was between 25% and
50%. With this level of localization, it is overly optimistic to expect positive
effects on the local suppliers. Indeed, since the new entrants are likely to source
most oftheir parts and components from international suppliers, the effects on
production levels of domestic suppliers should be expected to be negative.
Under limited demand conditions, any increase in their market shares will be at
the expense of other producers' market shares. Unless automobile producers can
increase their export levels, their capacity utilization rate is likely to go even
further down. To increase their export levels, however, they need to reduce their
production costs, which is extremely difficult with low capacity utilization.
Thus, the fragmented character ofthe industry has created a vicious circle. This
is clearly related to the Turkish state's misguided policies. Instead ofrestricting
entry of new producers or indeed rationalizing them, it promoted over-capacity
in the industry by providing incentives for companies that are well under the
optimum scale for the industry. Recently, domestic producers have expended
intense effort to increase their exports in order to overcome this vicious circle.
One effective way to increase exports is to be the sole producer of a new model
which has mass appeal. Thus, domestic producers have put a lot of effort into
convincing their licensors to give them such a privilege. These efforts have
started to give fruit and the export share of production in the Turkish passenger
car industry reached 35.0% in 1999. Although this may be regarded as an
achievement, it is far from solving the low capacity utilization problem in the
industry, because the share of imports in the domestic market for passenger cars
has been increasing even more than exports. The import share ofthe domestic
market for passenger cars reached 45.0% in 1999 (see Table 11) As a result,
despite buoyant domestic demand and increasing exports, realization ofcapacity
utilization in the industry was as low as 32.2% in the same year (AMA, 2000a).

The Turkish automobile industry is highly fragmented and needs substantial
consolidation to achieve cost competitiveness and technological self-reliance to
survive and seek international opportunities independently. However, this is
very unlikely without effective state intervention, which is currently not a well-
regarded option in Turkey. Accordingly, the destiny ofthe automotive industry
has been almost exclusively left to free market forces, as ifthe 'invisible hand'
would solve every economic problem. Now let us look at a quite different story:
the development ofthe South Korean automobile industry.
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4. The development ofthe South Korean automobile industry
4. 1. The current outlook of the Korean automobile industry

Indigenous producers, Hyundai Motor Company (hereafter Hyundai) and
Daewoo Motor Co. Ltd. (hereafter Daewoo), dominate the Korean automobile
industry. Although there are six companies currently operating in the industry,
except Samsung Motors' they are owned by Hyundai and Daewoo'® (see Table
7 and Table 8). The Korean motor vehicle industry was the fourth largest in the
world in 1999 and it produced 2361735 passenger cars in the same year. This
is 10.6 times what was produced in the Turkish passenger car industry in the
same year. Korea's export share of production is also very high compared to
Turkey, being 75.6% in 1998 and 63.9 % in 1999 (see Table 11). Domestic
market share of imported cars, on the other hand, has never been more than 1%
in Korea. This constitutes another striking contrast with Turkey where domestic
market share of imported cars was 45.0 % in 1999 (AMA, 2000c: 4). After this
brief overview of the current situation, let us look at the development of the
Korean car industry in its historical context.

Table 7
Korean Domestic Passenger Car Production Capacity, 1998

Companies Start-Up Date License Foreign Capital, % Capacity
Hyundai 1967 - 19.92 1,800,000
Daewoo" 1972 Honda 0.00 1.070.000
Kia** 1944 Ford & Mazda 16.90 830.000
Ssangyong*** 1954 Mercedes-Benz 18.91 50,000
Asia*#*® 1965 n/a 0.00 n/a
Samsung***** 1998 Nissan 70.10 240,000

Source:. KAMA (1998); MBI (1996); IMB (1994); AEM (1997); and AEM (1998).
Daewoo bankrupted in November 2000.
Hyundai bought Kia in October 1998.
Daewoo bought Ssangyong in January 1998.
Hyundai bought Asia in October 1998.
Renault SA bought Samsung Motors in April 2000.

L Renault SA over took Samsung Motors in April 2000.

' However, Daewoo announced its bankruptcy in November 2000.
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Table 8
Passenger Car Production in South Korea by Make
1996 1997 1998
Volume % Volume % Volume %
Hyundai* 1,101,571 47.5 1.046.952 45.4 661,640 40.7
Daewoo** 606,391 27.2 736,427 31.9 607.469 37.4
Kia 511,667 23.0 465,738 20.2 280,053 17.2
Ssangyong 43,232 2.0 56,329 2.4 32,643 2.0
Asia 6,274 0.3 3.030 0.1 1,727 0.1
Samsung - - - - 41,593 2.6
Total 2,222,989 100.0 2,308,476 100.0 1,625,125 100.0
Source-. KAMA (1998: 21-2); and KAICA (1999: 8).
Note : Figures include multi-purpose vehicles (MPVs).

* Includes Hyundai Precision.
™ Includes Daewoo Heavy Industries.

4. 2. The development of the Korean automobile industry

The history of Korea's automobile industry dates back to the 1930s when, under
Japanese colonial rule, agencies existed for Ford and Chevrolet, and some
maintenance shops were operated by the Japanese (McDermott, 1995:25). Afterthe
outbreak of World War II, Japan began to produce some automobile parts in Korea.
After 1945, technicians and salesmen who had worked either in parts manufacturing
plants or in repair shops began to produce parts for the Korean and later the US
army. The procurement of automobile parts financed by the US army reached $1.2
million in 1957. Inspection and US army standards contributed to improvements in
products and process (Amsden and Kim, 1989: 581). However, the main impetus
for the development of the automobile industry in Korea came much later and the
role ofthe state in this process has been crucial. The state intervened extensively in
resource allocation and resource mobilization. Investment programs were closely co-
ordinated by the state on the basis of designated priorities in the development plans.
Moreover, as Porter (1990:475) observed, the state made investments in a range of
industry-related R&D institutes, as well as the effort to encourage clustering through
the establishment of industrial centers, built around technical and educational
facilities. Furthermore, the Korean state also sought to secure the best terms of
foreign technology licenses in chosen industries, which lowered the cost of
obtaining technology and speeded up the process by which Korean firms developed
their own technical capabilities.

The Korean state exerted a strong hand in shaping the automobile industry from
the very beginning. To help promote the industry and to control its development, the
state announced its Five-Year Plan for the Automobile Industry in April 1962. In
order to back up this plan, it promulgated the Automobile Industry Protection Law
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in May 1962. The main features of the plan and the law were: 1) approval
requirement for new entrants into the automobile industry; 2) inspection of the
automobile and parts quality when produced; 3) regulation of production costs; 4)
prohibitions on the import of completely built up (CBU) vehicles; 5) tariff
exemptions for the auto parts which could not be produced locally (Lew, 1992:128).
Moreover, the state set majority domestic ownership as a requirement for vehicle
assembly (Waverman and Murphy, 1992: 287) and sponsored the creation of the
Korean Automobile Industry Association to serve as an intermediary between the
responsible state agency and the emerging private producers (Chu, 1994: 147).

The first modern assembly plant of Korea, Saenara Automobile Co. (hereafter
Saenara), was established in technical collaboration with Nissan of Japan.
Production commenced in August 1962 with semi-knock-down (SKD) kits of
Nissan's Bluebird model in a plant with a capacity of 6000 passenger cars a year
(Amsden and Kim, 1989: 580). At the time the plant went into production, the
government instituted tight import controls on finished vehicles, duty-free
import of components, and tax exemptions for the producer (Wade, 1990: 309).
The state designated the Saenara as the sole producer of small-size vehicles; Shibal
Automobile Co. as the sole producer of large and medium-size vehicles; and Korea
Machinery as the sole producer of diesel engines (Lew, 1992:129).

In August 1964, the government announced the 'Automobile Industry
Promotion Plan'. The policy was as follows: 1) In order to strengthen the auto parts
industry, auto parts firms will be systematically affiliated to one assembler and will
get financial aid from the government to enhance facilities. The single assembler
will be in charge of meeting the entire domestic demand; 2) Shinjin Automobile Co.
(hereafter Shinjin) will be designated as the sole assembler of automobiles. With this
background, Shinjin, later to become Daewoo Motors, took over the Saenara plant
in the following year (Lew, 1992:136-8). As domestic capacity expanded, the state
established a domestic content schedule in 1966, which it implemented through
various incentive policies. For instance, the preferential allocation of foreign
exchange was tied to the degree of localization achieved (Amsden and Kim, 1989:
581).

An attempt by the government to consolidate the industry around one firm,
Shinjin, as an assembler of Toyota cars was blocked by other Korean firms (Doner,
1993: 407). Confronting various pressures from firms and the bad reputation of
Shinjin, the state in 1967 abrogated the monopolization policy and allowed other
firms to establish auto assembly companies. In order to prevent the situation of too
many firms operating in a small market, however, the state announced guidelines for
setting up new auto plants in April 1967 (Lee, 1993: 71). According to these
guidelines, only the companies who had tie-ups with the advanced countries were
allowed to produce automobiles (Lew, 1992: 76).
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On 27 December 1967, the state gave permission to establish Hyundai Motor
Company (hereafter Hyundai) on the condition that by May 1968, the company
build an automobile factory in co-ordination with Ford (Lew, 1992: 78, 142). The
state announced the Automobile Industry Basic Promotion Plan at the end of 1969.
The Plan set two further phases of development: first, the construction of an engine
plant and a body press plant along with mass production of auto parts culminating
in one-hundred percent parts localization; and second, the mass production of a
single model. The main objective ofthe plan was to accelerate complete domestic
manufacture of small cars by 1972 and of standard automobiles by 1974, and to
expand domestic content.'” Through a number of incentives, emphasis was given to
local sourcing, and production volume was allocated according to the actual
performance ofthe domestic content schedule (Morales, 1994: 137). Preferential
access to foreign loans was given to the auto firms that satisfied the local
content schedule (Lee, 1993: 72).

To achieve economies of scale, the MTI (Ministry of Trade and Industry)
announced in February 1970 that it would give monopoly rights for engine
production to the best-prepared company. The chosen firm was expected to
dominate the industry because other assemblers would become dependent on the
engine producer. Thus, each firm made a special effort to be chosen by the state.
The consensus among policy makers at that time was that joint ventures were the
best way to develop the auto industry for a late developer like Korea. Therefore,
joint-venture operations were encouraged by the state. This policy prompted auto
firms to find foreign partners (Lee, 1993:72-3). The state's encouragement ofjoint-
venture operations finally bore fruit in June 1972 when GM and Shinjin agreed on
their 50-50 joint venture by each investing $24 million in the new firm, GM-Korea.
Along with its direct investment, GM provided a $90m loan to GM-Korea for its
credit sales (Lee, 1993: 74-5). An assembly plant at Bupyong, near Seoul, with an
annual capacity of 35000 vehicles and an engine plant with a capacity of 50000
units were opened in 1972 (Bloomfield, 1978: 266).

Yet, in spite ofa formal agreement and government approval, Hyundai's three
years of negotiation with Ford to establish a partnership failed. Hyundai tried to form
alliances with other advanced global auto manufacturers including Volkswagen of
Germany. Each time, because of Hyundai's insistence on keeping managerial
control local, these negotiations failed (Hyun, 1995: 5). After the breakdown of

7 According to Lew (1992: 151), 'these policies, however, were short-lived and/or badly implemented

because the government did not consider the current status of the industry, did not have the proper
means of implementation, and did not have a vision of the industry's future". While this is a valid
criticism, it needs to be pointed out that it is overly optimistic to expect the state bureaucracy in that
period to determine the best sequencing for establishing the automobile industry and the political
base to implement necessary policies. Besides, nobody is immune from the uncertainties of the
future and certainly private initiatives are not failure-proof.
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protracted negotiations, Hyundai decided to stand on its own feet (Lew, 1992: 81).
In 1973, six years after its establishment, Hyundai began work on the development
of its own compact car - the Pony. In the same year, technology for producing the
1.2-litre engine was transferred to Hyundai from Mitsubishi (Kim, 1997: 258).

State policy towards the automobile industry changed dramatically in 1973-74,
in the aftermath ofthe oil crisis and the state's plan to build up heavy industry. In
1973, the Korean government adopted the Heavy and Chemical Plan which
identified the automobile industry as a priority industry. A new set of guidelines, the
Plan for Nurturing the Auto Industry, was set forth in the same year (Stern ef al.,
1995:153). The industry was then covered by the various special financing schemes
set up for the promotion of the general machinery industry. The next year, a
comprehensive sector-specific promotion plan, Long-Term Plan ofthe Automobile
Industry was promulgated. With this plan, the government mapped out the blueprint
for developing the industry over the next ten years and revealed its intention to use
the limited domestic market to support the expansion ofa few selected automakers.
It outlined its ambitious goal of achieving full local production (more than 90 %
domestic content) of small passenger cars by the end ofthe 1970s and turning the
automobile industry into a leading export sector by the early 1980s. The plan called
for the production ofso-called citizen cars at certain designated manufacturing sites.
These cars were to be Korean models with more than 95 % domestic content and
with engines limited to 1.5 litres (Chu, 1994: 148). The plan also set an export target
of 75000 automobiles by 1981 and called for limiting the number of assemblers to
four: Shinjin, Hyundai, Asia, and Kia (Stern et al., 1995: 155). This policy change
represented a radical policy departure from assembly production on a CKD basis,
which had characterized both policy and Korean automobile production until then
(Amsden and Kim, 1989:581). To augment this strategy, the state began to promote
development ofthe supplier industry. To upgrade the quality of parts production and
increase its export competitiveness, the state encouraged mergers and joint ventures
(Morales, 1994: 138). Moreover, it required the companies to cooperate in the
production ofstandardized parts and components and it empowered the MTI to
implement a policy of selecting components and their assigned producers for
special promotion, with a complete import ban once domestic production ofthe
component met the government's price and quality standards (Wade, 1990:
310).

In implementing the new strategy, the MTI restricted manufacturing of small
passenger cars to three primary auto firms: Hyundai, Kia, and GM-Korea. Each was
required to submit its citizen car development plan for approval. Once approved the
producer was not allowed to introduce replacement models within the period set by
the MTI. Moreover, the MTI launched a supplementary long-term plan for the parts
and components sector in 1974. The plan included a domestic content schedule for
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parts and components producers (Chu, 1994: 148-9). The domestic content
schedule was implemented through a variety of incentives such as import
licenses, preferential access to foreign exchange, and 'administrative guidance'
(Stern etui, 1995: 157). From 1974 onward, the MTI constantly selected new auto
part and component items and their designated domestic suppliers for special
promotion. These designated producers were to be governed by the domestic content
schedule. Once the local production of a particular component met governmental
standards, it was protected under a complete import ban. All three primary producers
were also required to cooperate in the joint development of standardized parts and
components (Chu, 1994: 148-9). These measures played a decisive role in
promoting investment by parts manufacturers as well as increasing technology
licensing (Stern et al, 1995: 157).

In accordance with the state's new strategy, two new vehicles soon made their
appearance: the 'Brisa' brought out by Kia (which started as a manufacturer of
motorcycles) in 1974; and the Hyundai *Pony', which went into production in 1975.
While both companies continued to depend on imports of key components and on
foreign technology and design assistance, both cars were uniquely Korean and not
simply localized foreign designs. This was not true of the subcompacts eventually
introduced by the one joint venture which was allowed to continue to operate in
Korea's automobile industry: the 'Chevrolet 1700" and the 'Gemini' that followed
it. Both cars embodied GM designs (Amsden and Kim, 1989: 582).

The 1974 policy had a crucial impact on the historical trajectory of the Korean
auto industry in a number of ways. First of all, because ofthis policy, GM-Korea
could not utilize its relative advantage as ajoint-venture firm with the most powerful
global firm. Instead, because ofits self-reliance policy Hyundai was best suited to
become the dominant firm in the Korean auto industry (Lee, 1993: 96). Hyundai
showed an impressive performance for an infant producer and quickly absorbed the
necessary technologies. From 1974 to 1976, Hyundai acquired technologies for
engine block design, transmissions, and rear axles from Japan; factory construction
and layout and internal combustion engines from England; and car designs from
Italy. Eighteen technology transfers took place before the first indigenous Korean
car Pony's introduction (Amsden and Kim, 1989: 585).

Automobile production soared after 1974 as the growth rate of the Korean
economy accelerated as a result of the government's turn to heavy industry and an
upsurge in Korea's light manufactured exports despite the world recession (Woo,
1991: 142; AAMA, 1994: 79). However, Korea's limited domestic market was not
large enough to make car production at the existing plants viable. In order to realize
scale economies and to prepare domestic producers for future export expansion, the
state gave exports the highest priority and designed its policies accordingly to
encourage exports. Responding to strong state incentives, all three major automakers
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began working on foreign marketing in 1975. Actual exports started in 1977, with
9136 units sold, increasing to 31486 units in 1979 (Chu, 1994: 152). Korean
automakers did set export prices below cost of production, with domestic sales
subsidizing exports. The Hyundai Pony cost US$3700 in 1979, sold
domestically for $5000, and sold abroad for $2200 (Bhaskar, 1980: 335; Wade,
1990: 310). Although it was largely in developing areas, Hyundai's Pony model
was selling in 46 countries during the late 1970s (Bhaskar, 1980: 334-5).

In 1978, the state adopted measures to develop the subcontracting system
as an effective means of promoting the parts and components industry. Fifty
items were selected for subcontracting, while the production of functional items
such as engines, transmissions, axles, and bodies was left to assemblers. The
state also designated firms to specialize in the production of particular items.
These designated firms were given access to numerous supporting measures
including subsidized loans, in the belief that the development of an effective
subcontracting system would contribute to the standardization of specialized
parts and components. In addition, numerous technical licensing agreements
and joint ventures, as well as the establishment of research centers by auto
assemblers, assisted the progress of the auto parts industry. Beginning in the
mid-1970s, product quality improvement enabled exports of component parts
to increase (Stern et al., 1995: 157-8).

By the late 1970s, the Korean automakers accomplished most of the policy
goals laid down in the 1974 long-term plan. However, the Korean automobile
industry was badly hit by the oil crisis of 1979, which sent world demand
plummeting just as the country had invested heavily in increased capacity. The auto
industry suffered a major setback and the investment spree came to a standstill under
the 1980 stabilization program. Indeed, capacity utilization rates for passenger cars,
never higher than 61.6 % of capacity, fell to 23.5 % in 1980 (Stern e/ al., 1995:
160). This prompted another change in state policy. With severe over-capacity and
projections of future declines, the newly installed Chun government moved swiftly
to impose a comprehensive rationalization plan on all of heavy industry in August
1980. The automobile industry was designated a strategic export industry, and steps
were taken to increase specialization, develop mass production systems, and
improve international competitiveness. Competition among producers was to be
sacrificed for the achievement of greater scale economies to pare production costs;
Hyundai and the GM-Daewoo joint venture were to be merged; and Kia and Asia
were to cease producing passenger cars altogether (Amsden and Kim, 1989: 583;
Chu, 1994: 154).

As a result of the state's rationalization program, Kia (the second largest
producer at that time) was ordered to stay out ofsmall passenger car production
until 1987, but to compensate for this decision it was given a monopoly in the
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light truck business, as Hyundai and Daewoo had been forced to vacate this
sector (Chu, 1994: 154). Mergers were also part of the plan. Hence, Kia
acquired Asia Motors and Dong-A took over Keohwa (McDermott, 1995: 25-
30). After the reorganization, other supplementary measures soon followed. In
1981, the government reduced the excise tax on cars to stimulate domestic
demand, halved the export targets, and greatly increased the volume of
concessional credit (Wade, 1990: 311). Also in 1981, the MTI pumped $120
million in low-interest relief loans into the auto parts and components sector to
bail out the troubled suppliers. Under the new and more streamlined market
order, the investment spree was resumed as soon as the Korean economy began
to recover from the recession. Late that year Hyundai launched its plan to build
a US$550 million plant with a 300000 unit annual capacity. To meet the
government's downward-adjusted but still ambitious export schedule, Hyundai
also invested heavily to improve safety and emission performances and began
establishing a marketing infrastructure in potential foreign markets (Chu, 1994:
155).

Even though Hyundai developed the indigenous Pony in 1976, it could not
enter the crucial American market since the Pony failed to pass safety and
emission tests. This factor forced Hyundai to strengthen co-operation with
Mitsubishi for the Excel project to produce a more advanced small car on a
large scale of 300000 per annum (Womack et al., 1990: 261-2). In April 1982,
Mitsubishi Motors and Mitsubishi Corporation (the trading house) won approval
from the government to acquire jointly a 10 % equity share in Hyundai Motor in
exchange for technical assistance. This marked a significant consolidation in a
relationship that dates back to 1973. In this way, Hyundai could also take advantage
of Mitsubishi's worldwide distribution network (IMB, 1985: 81). In the meantime,
as soon as Daewoo took over the management of Sachan, it began pushing GM for
an export-oriented expansion plan aimed at developed country markets. In 1984,
GM signed up Daewoo to produce the Pontiac LeMans sub-compact for the US
market. GM also signed a separate $40 million joint venture deal with Daewoo to
make starter motors, ignition distributors, alternators, and other complex parts for
its worldwide operations (Chu, 1994: 158-9).

From the early 1980s, Korea managed to expand production and enter the
international market, particularly with Hyundai's completely restyled '"New Pony’
model that was launched in February and met the EEC noise, safety, and emission
standards (Stern el al., 1995: 161). Hyundai's Pony achieved a breakthrough in
the Canadian market, selling 25000 units in 1984 and 80000 units in 1985
(Hillebrand ef al., 1986: 18). As a LDC vehicle producer, Hyundai is permitted to
ship cars to Canada free of duty and other restrictions. But in return for its duty-free
status, Hyundai undertook to procure selected components in Canada (IMB, 1985:
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83). In response to ample evidence of Korea's automobile manufacturing
capability, Ford and Chrysler rushed to establish joint ventures with Korean
partners in order to catch up with GM's already existing joint venture with
Daewoo. Ford tried to line up with Hyundai, which declined the offer; then
reached agreement with the second biggest, Kia, with the help of its Japanese
equity partner, Mazda, which had an 8 % equity stake in Kia. Chrysler lined up
with Samsung, but Samsung failed to get government permission to start an
export-oriented joint production plant (Wade, 1990: 311).

The state announced its trade liberalization plan in 1985 to defuse an imminent
trade war with the United States. However, the trade regimes for all strategic sectors
including automobiles were to be governed by a new Industry Development Law
enacted in 1986. This meant that the auto trade would be liberalized at a planned
pace. At the first step, the import ban on finished motor vehicles, in effect for almost
a quarter century, was lifted at the end of 1986, starting with commercial vehicles.
The next year, the liberalization measure was extended to small passenger cars, with
the exception of Japanese cars. To achieve economies of scale and to prevent
excessive investment in facilities, the state introduced legislation in July 1986
prohibiting new entrants into the car manufacturing sector (McDermott, 1995: 29).

The Korean automobile companies knew that unless they could enter the US
market, the world's largest automobile market, it would be unlikely that they could
become efficient producers. Thus, the biggest of them, Hyundai, began to plan a
new model, the Excel, which would be built in a massive new factory in Ulsan,
mostly for export to the United States and Europe (Womacke/ al, 1990: 261-2). In
1985, Hyundai finally met the stringent US standards and exports to America
began in the next year. Hyundai entered the US market through its own distribution
system and broke the sales record for any new import (Chu, 1994: 159). The initial
export target was 150000 units, but nearly 170000 units were sold during the
first year. The second year, 1987, saw sales of over 260000 units, and in 1988,
270000 units were sold. The appreciation ofthe yen and the voluntary export
restraints imposed by the US against Japanese cars, which forced Japanese
companies to move up to mid-sized cars, left the subcompact car market open,
an export niche that Hyundai exploited with extreme success (Stern et. al., 1995:
161).

Satisfied with the spectacular recovery of the industry and with the hope to
provide added impetus for suppliers to improve product quality, the Korean Ministry
of Industry permitted Kia back into the auto market on January 1987. Kia would
build a small car based on the Mazda 121 to be sold in the United States by Ford as
the Festiva. In addition, Daewoo was allowed to build a second, smaller model,
based on the German Opel Kadett, for sale in the United States through General
Motors dealers as the Ponticic LeMans (1MB, 1985: 81). Along with Hyundai,
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therefore, Kia and Daewoo began exporting in 1987 (mainly to LDCs) and overseas
sales grew dramatically to 11 times their 1984 level, making Korea in 1987 the ninth
biggest producer of motor vehicles and the 12th largest auto exporter in the world
(McDermott, 1995).

The MTI slashed the tariff rate for imports from a prohibitive 200% rate for
small passenger cars to 100% at the end of 1987 and to 30% in 1988. On the
surface, the cut in the nominal rate was decisive. However, in addition to the 30%
nominal protection rate, buyers of imported cars have to pay an extra acquisition tax
and extra consumption tax for large and medium-sized cars, bringing the total rate
to well over 70%. Even at this high protection rate, all imported cars encountered
other non-tariffhurdles: inspection red-tape and a government-sponsored campaign
against consumption of foreign luxury goods that happened to be very effective
since large corporation executives are expected to set an example for the rest of the
society (Chu, 1994: 162-3). Thus, the market share for foreign automobiles
remained at less than 1 % ofthe Korean car market even in the second half of 1990s.

By the end ofthe 1980s the Korean motor vehicle industry was experiencing
major problems. Wage costs rose substantially as part of the country's transition to
democracy and North American car demand declined dramatically in 1989, because
ofthe perceived unreliability ofthe Korean vehicles. Hyundai ofthe 1980s was an
old-fashioned mass producer, with low wages but a large number of hours expended
per car. When the Korean currency began to strengthen rapidly against the dollar in
1988, and Korean auto workers demanded high wage increases, a large part ofthe
Koreans' cost advantage disappeared. At that point, the question of quality emerged.
The early Hyundai cars sold in the United States were of very poor quality. In 1987,
when the average Japanese car was reported by consumers to have about 0.6 defects,
the Hyundai cars had 3.1. As the word began to spread, the Korean producers found
it necessary to slash prices to sustain sales, just at the point when their production
costs were soaring (Womack et al., 1990). The consequence was that Hyundai's
exports to the US fell sharply from a peak 0£263000 units in 1988 and have not
been able to recover since. It sold only 90200 units in the US in 1998 (Asian
Wall Street Journal, 1 August 2000). After the slump in exports to North
America, the Korean government and companies tried to recover the loss in
exports by developing other, new markets such as Eastern and Western Europe,
Central and South America, the Middle East and Asia. Due to these efforts, the
ratio of export dependence on the US market declined from 85 % between 1986
and 1988 to 26 % in 1992 (Mizuno, 1995: 11).

In 1992, the joint venture agreement between Daewoo and GM ended and
Daewoo bought GM's shares. However, despite the 'divorce' Daewoo continued
its close relations with GM; it maintained two joint ventures with GM in the motor
parts industry and collaborated in technology transfers and bilateral parts supply
(Kim, 1997: 283). The Korean state announced a program in 1992 to enhance the
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motor industry's technological capability, with the aim ofreducing dependence on
foreign manufacturers. Under this program, the government and the vehicle
manufacturers pooled funds for the development of a range of technologies. The
Korean government promised to provide $565 million with $435 million to come
from the vehicle manufacturers. The program has been led and coordinated by the
Korea Automotive Technology Institute, with support from the Ministry of Trade,
Energy and Industry and the Ministry of Science and Technology (IMB, 1993: 19,
32; IMB, 1994:61).

Prior to 1992, Korean passenger cars failed to increase their US market share
because oflack of price competitiveness and problems concerning quality (Mizuno,
1995: 11-2). This made it difficult for Korean vehicle producers to compete in the
advanced country markets. Therefore, the Korean vehicle producers swiftly changed
their export strategy in the 1990s from Marge volume exports to major markets' to
'small volume exports to diversified markets' and began exploring new markets.
The 1990s have seen a steady improvement in export performance, with motor
vehicle exports in 1999 amounting to 1509660 units, of which 1390072 units were
passenger cars (www.kama.or.kr/eng/ex.html).

From 1993, aggressive investments to secure overseas production sites were
started by Daewoo, and Hyundai responded by entering the competition for
overseas production in 1995 (Kim, 1997: 253). The two companies have
advanced into the LDCs in joint ventures with other relevant car parts companies,
in bids to facilitate car production technology in such countries. While Hyundai has
set up auto plants in 12 nations with a total capacity 0f455000 units a year, Daewoo
has been more aggressive and set up auto plants in 9 nations with a total production
capacity of 823000 units a year (AEM,, 1997: 25). After a decade of rapid and
ambitious growth, however, the Korean automobile industry has been experiencing
major difficulties. The global ambitions of the major automobile producers have led
to over-investment in facilities both in Korea and overseas. This excess capacity
presents a serious problem for the industry. Domestic demand bears little correlation
with the installed capacity within Korea. Since the domestic market is thought to be
near saturation point, exports will have to spearhead the industry's further
development. However, this is not an easy task, even with very competitive prices,
because export markets have become increasingly difficult to penetrate. In addition
to its excess capacity problem, the financial turmoil that started in Asia in 1997 has
hit the Koream automobile producers very hard. Domestic demand for cars halved
in 1998 (.KAICA, 1999). The producers had to reduce their passenger car output by
29.6% in 1998. Hyundai implemented a massive redundancy program and all the
automobile producers reduced wages by as much as 30% in the same year. The
industry underwent drastic consolidation. Daewoo bought the troubled Ssangyong
in January 1998. Kia went bankrupt and eventually was sold to Hyundai in October
1998. Renault acquired the fledgling Samsung car brand and DaimlerChrysler
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acquired a 10% stake in Hyundai Motors. This dramatic change in the industry
healed its wounds much sooner than most analysts predicted. It recovered at an
amazing speed and production registered a roaring 45.5% year-to-year growth
reaching an all-time high level 0f 2843114 units at the end of 1999 (see Table 1).
Despite this quick recovery, it seems that the turmoil in the Korean automotive
industry is not over yet. The industry is undergoing a restructuring that encompasses
mergers and acquisitions. For instance, the debt-burdened Daewoo entered into a
reorganization process under court receivership in November 2000."® Daewoo has
been the subject of takeover talks with GM and Fiat. Analysts believe the carmaker
will be broken up and sold piecemeal. Another adverse development for the industry
is that Hyundai Motor's sister company, Hyundai Construction, may go bankrupt.
Although Hyundai Motor is expected to survive in good shape (.Financial Times, 13
November 2000), there is no guarantee that such a situation will not have an effect
on it. Despite all these difficulties, we can say that these shortcomings are not likely
to remove Korean motor vehicle producers from the global scene since they have
established a sound production base and accumulated technological capabilities to
design and build vehicles within Korea.

5. The competitiveness of the Turkish and Korean car
manufacturing industries

As Ansal (1990: 1516) points out, because state measures implemented during
the import substitution period in Turkey were not concerned with the structure of the
automobile industry (in terms of exploiting economies of scale and capacity
utilization in the ancillary and assembly sectors) and because there was no explicit
technology policy, the industry was faced with low productivity and quality
problems and the firms could not operate at optimum scales. The same problems
also remained unsolved during the export-led development period that started in
1980. As Ozkale (1995: 161) argues, the measures that were taken by the state
during the later period to increase output and export levels were far from targeting
structural change and building competitive advantages. As a result, the industry
could not become internationally competitive.

The Turkish state attempted to impose a modest export target to overcome the
negative effects ofa limited domestic market on production costs and to reduce the
adverse impact of automobile production on the balance of payments. Nevertheless,
its attempts were not effective. This was because it could not supply needed support
to overcome export difficulties. Moreover, export requirements that it set were not

8 According to Financial Times (10 November 2000), "Daewoo has been brought to its

knees by a combination of ill-controlled borrowings, brutal competition in export markets
and volatile demand at home".
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strict and there were no serious sanctions when the targets were not met.
Consequently, it is not surprising that the targets were not met and that export levels
remained very low. The sector has gained some dynamism since 1984 as a result of
diminished import restrictions and investments by General Motors in 1990 and
Toyota in 1994. The resulting competition has stimulated interest in increased
productivity, quality improvement and product diversity. As the market was
gradually liberalized especially after 1989, domestic producers started to invest in
capacity expansion to benefit from enhanced economies of'scale and to phase out
older models.

Despite modernization of their manufacturing and assembly lines to improve
production quality, the Turkish automobile industry faces many hardships and
obstacles to compete internationally. As Table 3 shows, only Tofas and to some
degree Oyak Renault are close to minimum efficient scale. All the others, including
the two plants that started production in 1997 and 1998, are well below the
minimum efficient scale, which is generally accepted as a production capacity of
over 250000 units per year. Moreover, as can be seen from Tables 9 and 10, the
major Turkish car assemblers lag behind their Korean counterparts in terms of
productivity. The significant productivity difference between the two countries
becomes clearer when we consider that the Korean firms also produce commercial
vehicles, which require a much longer time to build. The only Turkish firm in Table
9 that produces commercial vehicles along with passenger cars is Ford Otosan and
its productivity level is less than halfthat of the Korean firms.

Table 9
The Productivity of Automobile Producers in Turkey (Vehicles/Employee)
Ford Otosan Tofas Ovak-Renault Toyotasa Opel Tiirkive

1975 7.61 12.77 11.39 -
1980 4.30 7.26 6.89
1985 4.42 12.42 12.97
1990 7.72 14.40 16,27 - -
1991 8.13 15.82 16.30 -- 27.54
1992 10.11 17.46 22.44 - 39.01
1993 10.21 22.58 25.19 -- 43.34
1994 10.17 21.38 20.96 - 25.19
1995 11.26 21.09 20.90 26.82 29.66
1996 13.15 17.99 19.31 28.58 36.13
1997 12.81 20.32 25.38 26.10 31.05

Source: Calculation based on company records and AMA figures (various years).
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Table 10
The Productivity of Automobile Producers in Korea (Vehicles/Employee)
1990 1991 1992 1993 1994 1995 1996 1997
Hyundai 17.6 18.9 20.9 23.2 25.7 26.7 27.2 26.8
Kia 19.8 19.2 21.3 23.0 21.4 21.4 23.7 33.9
Daewoo 11.4 11.6 11.1 21.2 233 28.5 25.9 34.9

Source: Calculation based on company records and KAMA (1998) figures.

Table 11
Turkish and Korean Passenger Car Imports and Exports
Turkish Korean
Years Imports Exports Imports Exports
1970 3,400 --
1975 379
1976 19,062 226
1977 8,641 282 -- -
1978 13,511 208 - n/a
1979 12,758 1,194 - n/a
1980 4,887 4,515 - n/a
1981 4,205 5,659 -- n/a
1982 2,795 3,967 -- n/a
1983 3,219 3,343 -- 16,405
1984 8,849 3,888 -- 48,778
1985 12,806 3,760 - 119,210
1986 6,974 4,997 -- 298,879
1987 5,115 4,987 n/a 535,231
1988 4,665 6.818 n/a 564,511
1989 7,094 8.474 n/a 347.273
1990 65,390 5,533 3,034 339,672
1991 33,651 5,790 1,276 378,600
1992 60,134 8,996 1,902 427,513
1993 101,070 6,846 6,011 572,402
1994 28,116 12,802 5,324 648,385
1995 21,651 33,224 9,066 856,368
1996 57,479 33,369 15,787 1,056,399
1997 125,025 22,612 11,231 1,155,893
1998 111,536 25,380 1,033 1,228,144
1999 131,215 77,753 2,379 1,390,072
2000* 177,537* n/a* n/a" 1,114,229*

Source: AMA (1997a); AMA (1997b); AMA (1999); AMA (2000); KAMA (1998); KAICA(1999);
www.kama.or.kr/eng/ex.html; and www.kama.or.kr/eng/fro.html.

Note : Figures include multi-purpose vehicles (MPVs).

* The first nine months.
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The fundamental reason for the low export rate ofthe Turkish companies is high
production costs. Despite the availability of a cheap workforce, their production
costs are higher than most ofthe international car producers because they operate
far below optimum production levels. Although their product quality has recently
increased significantly (mainly because they are active in introducing Japanese-
inspired organizational procedures'”), it is still slightly inferiortotheircompetitors.
Moreover, until very recently the foreign partners ofthe domestic companies have,
so far, not been enthusiastic about increasing exports from Turkey since they are
suffering from over-capacity in their home countries.

Because ofall the above-mentioned difficulties, the level of Turkish passenger
car exports has been very low until recently. As can be seen from Table 11, after the
dramatic increase in exports during the crisis years of 1979-81, the
export/production rate deteriorated and could only improve significantly in 1994,
reaching 16.1% in 1996. The export/production rate was 10.6% in 1998. However,
the export/production ratio improved dramatically in the next year, reaching 35.0%.
Since the domestic producers now see exports as a means of reducing the risks
associated with over dependence on the competitive and volatile domestic market,
export levels are likely to continue rising. For example, while Tofas exported only
0.7% of its production in 1990, it exported 22.2% of its production in 1999.
Similarly, Oyak-Renault exported only 0.69% of'its production in 1990. However,
it has been very ambitious recently. Renault has increased its exports astonishingly
reaching 50.0% of its production in 1999 (AMA, 2000a). Both companies plan to
continue their export drive. Tofas, for instance, started to produce a new multi-
purpose vehicle, the Doblo, with a 100000 capacity per year. It is announced that
Turkey will be the only producer ofthis vehicle and about 90% ofthe production
will be for export markets. Ford Otosan is also working on a similar project. The
company obtained a privilege from Ford to produce a new vehicle solely in Turkey
in a new plant, which is currently under construction. Ford Otosan aims to sell about
95% of'its production in other countries. This policy change ofthe automobile firms
show that they increasingly see export as a survival strategy.

Competitiveness is closely related to technological capabilities and the
development of new products. The Turkish firms almost exclusively depend on their
partners for their technology. Since their partners might withdraw their support
when it is no longer in their interest, this dependence makes Turkish firms
vulnerable. Moreover, the global strategies of their partners may require them to
apply certain policies, which might have negative consequences for the development
of the automobile industry in Turkey. Because there is no national car project or

' My field research in the three Turkish car manufacturing firms suggests that, although the spread
of Japanese-inspired organizational procedures is still in its early stage, a great deal ofheadway has
been made.
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special targeting of the automobile industry, the development or decline of the
Turkish automobile industry seems to depend exclusively on the global strategies
of TNCs. Since partners of the domestic companies are major international
automobile producers, consolidation in the industry looks very difficult unless some
mergers occur between these major TNCs. Without a significant consolidation in
the industry, it is very difficult for domestic companies to reduce their production
costs in order to compete internationally.

Compared to its Turkish counterpart, the Korean car manufacturing industry is
clearly more internationally competitive, which is proven by the high export level
of the Korean car industry (see Table 11). Although wages are much higher in
Korea,? other factors, such as higher productivity, having efficient-scale plants and
higher capacity utilization ofthe production facilities, makes for lower production
costs in Korea compared to Turkey. Moreover, the Korean companies depend much
less on foreign sources for technology. Furthermore, the firms in the industry are
controlled domestically. Therefore, they can independently seek opportunities for
exporting their products without restrictions imposed by a foreign partner.

Korean car manufacturers are currently well positioned to pose a veritable
challenge to their competitors in terms of productivity levels. Six Korean car plants
were among the sixteen most productive car plants in the world in 1997 {MB1,1998,
4™ quarter: 103). All six companies were more productive than their American and
European counterparts. Indeed, as MBI?/(1998,4"" quarter: 107) indicates, "[t]he best
European plants are as efficient as the less productive examples in South Korea".
This high level of productivity, along with the high export ratios (see Table 10) is
an important indicator ofthe progress made by the Korean automobile industry.

The strategy of the Korean motor vehicle producers was to compete in
international markets with a very narrow product range and to rely entirely on price
competitiveness, which rested on low Korean labor costs that were a fraction of
those in developed countries. However, because of significant wage increases since
1987, Korean producers faced the particular challenge of catching up
technologically and of moving from being old-fashioned, low-wage producers to the
capability of competing with advanced countries in terms of technological abilities.
According to Mizuno (1995: 1), although Korea actively introduced the Japanese
system of component procurement to improve quality standards and lower costs, its
vehicles faced difficulties in international competitiveness in terms of price and
quality. Therefore, the present concern of the Korean automobile industry is the
production of higher quality products rather than concentrating on quantity and cost-
effectiveness (KBR, March 1997).

This is despite the dramatic devaluation of the Korean Won in 1997 which made wages
decline substantially in terms of foreign currencies and an almost 30 percent reduction of
the wages afterwards.
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The largest Korean automobile producer, Hyundai, has pursued a vigorously
independent path to develop its own automobile technologies. The company has
developed several generations of'its own engines. Hyundai has been developing its
own complete cars for several years, starting with the Accent of 1994. It currently
offers a full line of automobiles, including nine indigenous passenger car models.”!
The company also recorded major progress in its development of electric cars,
hybrid powered cars and key automotive technologies including emissions
reduction, safety and material recycling {Hyundai Annual Report, 1997. 13).
Hyundai has now established itself as a car producer capable of designing and
engineering cars without input from a technology provider. Mitsubishi, which
provided much technical assistance, including engines, for many years, is now no
longer involved in any of Hyundai's mainstream car projects. Instead, the two
companies are working together on joint projects, including the development of a
new V8 engine for future large cars to be produced by both companies (AEM,
1997: 28). Currently Hyundai has five research centers in Korea and four abroad.
It is spending more than 5% of'its revenues on R&D and aiming to increase it to 8%
in the very near future. In 1999, Hyundai achieved consolidated sales of US § 21.3
billion and an operating profit of US $ 843 million, making it one of the most
profitable automotive manufacturers in the world. In 2000, Hyundai Motor and
DaimlerChrysler formed an alliance. Together with Mitsubishi, DaimlerChryslerand
Hyundai will develop and produce a range ofhigh-quality small cars to compete in
all key global markets (www.hyundai-motor.com).

The technological capabilities ofthe second largest automobile producer, Kia
Motors, can be interpreted as being at an intermediate point between dependence
and autonomy intended to reduce investment risks through co-operation (Kim, 1997:
273). Impressively, in 1997, Kia demonstrated its vehicle development expertise
with the introduction of five new models as well as follow-up versions of four
existing models. During 1997 the company also succeeded in developing a 2.0. litre
Vb gasoline engine and a four-wheel steering system, filing for 4428 patents in the
process {Kia Annual Report, 1997). Hyundai acquired a 51 % stake in the company
in November 1998. The merger is expected to deliver more than US $ 4 billion in
research and development savings along with huge product quality improvements.
The two companies sell in more than 190 countries worldwide and produce vehicles
in 13 countries (www.hyundai-motor.com).

The third largest Korean motor vehicle producer, Daewoo is used to being
seen as somewhat behind its main rivals Hyundai and Kia in terms of
technology, but is catching up rapidly. Before 1992, Daewoo Motor was locked
into a deal with General Motors, and had virtually no R&D capability of its

They are the Atos, Accent, Tiburon, Sonata, Elcmtra, Marcia, Grandeur, Dynasty and
Equus.
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own. After the joint-venture agreement ended in 1992, however, Daewoo has
sought to offset its relative technological inferiority through novel outsourcing
arrangements. It has been securing advanced technology by building systematic
global R&D networks®* (Daewoo Annual Report, 1997). Its dynamic drive has
successfully transformed Daewoo into atruly global company with an extensive
international network integrating R&D, production, sales and services.
Daewoo's global R&D system is now comprised of 12 strategically located
centers in Korea, the UK, Germany, Poland and other areas linked to local
manufacturing bases. Now Daewoo cars are rolling offthe production lines of
12 plants in 11 different countries, in addition to the operation of five domestic
plants, for a worldwide annual capacity of 2.3 million vehicles
(www.daewoomotor.com). As a result of its multinational R&D network,
Daewoo developed 5 new vehicles between 1996 and 1999.%

Hyundai and Daewoo have opened new plants in 1997 - Hyundai at Asan
and Daewoo at Kunsan. These new factories are among the most automated and
advanced in the world and the levels of automation at both factories are close
to 90%. Hyundai is claiming a remarkable 100% automation in its new factory's
welding shop, compared with Daewoo's 97% in its Kunsan plant (AEM, 1997:
27). Korean-made cars have recently reached a standard of high quality equal
to the level of those produced in the advanced nations and particularly in the
field of small passenger cars. According to AEM( 1998: 3), in Western markets
Korean cars are seen as 'cheap and cheerful' - while in developing markets,
they are seen as successfully walking the line between low price and
technological advancement. As Asian Wall Street Journal (1 August 2000)
indicates, once symbol of shabby quality, the turnaround of Korean vehicles
during the past two years has been one ofthe biggest surprises in the American
auto industry. Currently, Korea's carmakers are escalating their assault on the
US market.

In order to make a fairly good judgement for worldwide competitiveness of
a country in relation to a particular product, it is very important to look at the
export and import level ofthat country for that product. To compare worldwide
competitiveness of Korean and Turkish passenger car production, let us first
look at their passenger car export levels. Despite a recent dramatic export drive,
22 Daewoo's Pupyong R&D Center in Seoul is the central engineering base, connecting
domestic and overseas R&D functions. The company's global network includes the
Worthing Technical Center in the UK, which specializes in body and chassis design, the
Munich Technical Center in Germany, which specializes in engines and transmissions, and
ITtaldesign in Italy for styling.
The company produced a sub-compact car, the Lanos\ a compact car, the Nubira:; a mid-

sized sedan, the Leganza; and a new mini passenger car, the Matiz and a compact car, the

Nubira 11.
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the export share of production in the Turkish passenger car industry was 35.0%
in 1999, compared to 63.9 % for Korea in the same year (see Table 11). This
comparison clearly shows that Korea's export performance is superior. When
we look at import levels, we see that the difference here is much more dramatic.
While the import share in the domestic market for passenger cars was 45% in
Turkey in 1999 (AMA, 2000c: 4), it was only 0.44%) in Korea in the same year
(.Finacial Times, 10 November 2000). As a result, while it is possible to say that
the Korean passenger car industry is internationally competitive, it is very
difficult to reach the same conclusion for the Turkish passenger car industry, at
least for the investigated period.

6. Conclusions

Although South Korea and Turkey established their automobile industries
concurrently, they achieved significantly different results. South Korea's
automobile industry became the fourth largest in the world with a high export
ratio. Turkey's automobile industry, on the other hand, managed to feed less
than halfofits domestic market demand and could only start to export recently
about a third of its products. As argued throughout this paper, these two very
different results are clearly related to the role of the state in these countries.
Both the Turkish and the Korean states have played major roles in the development
of their automobile industries. However, there have been some important
differences. For instance, although both states provided incentives, in the Korean
case they were based on performance and reciprocity while in the Turkish case they
were mainly in the form of give-aways. The Korean state developed institutional
mechanisms to establish clear performance criteria for selective interventions, and
to monitor performance. By imposing performance targets, usually in the form of
export targets, and supporting those firms that meet them, the Korean state has not
allowed the automobile industry to stagnate and has forced companies to show
progress to maintain state support. The companies that have not performed well
have been allowed to go bankrupt and their assets given to their competitors. The
state intervention even took the form of forcing automobile companies to withdraw
from the business to raise capacity utilization levels, as was the case for Kia Motors
in 1981.

The Korean state intervened and guided the industry systematically. Despite
some failures, the support of the Korean state to the automobile industry has been
fairly well-targeted and continuous, although diminishing over time. To create a
comparative advantage overtime, the Korean state protected the automobile industry
in the early stages of its development. This protection induced expansion in
domestic production, and along with it cost-reducing learning. The essential point
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is that the Korean state actively promoted such learning. In promoting the
automobile industry, Korean economic officials always had at their disposal an
extensive array of policy instruments. The application of these instruments was
coordinated into a coherent package that was finalized into a series of official
sectoral plans.

It should be pointed out that sector-specific institutional arrangements for
formulating and implementing industrial policy were also shaped by global
dynamics and existing economic organizations of the sector. Nevertheless, these
external factors did not make state actions powerless and meaningless. It only meant
that the Korean state had to act within a constrained environment which it had to
take it into account. For instance, the state announced its trade liberalization plan in
1985 to defuse an imminent trade war with the United States. However, this was
carried out at a planned pace. Officials at the MTI have maintained a firm grip on
the timetable oftrade liberalization and industry deregulation. They always keep
domestic carmakers well informed as well as prepared. Moreover, even when the
MTI eventually slashed the tariffrate for imports from a prohibitive 200% for small
passenger cars in the early 1980s to less than 15% in the 1990s, all imported cars
encountered other non-tariff hurdles: inspection red-tape and such measures as a
government-sponsored campaign aimed at discouraging the consumption of foreign
luxury goods.

It is true that some external factors helped the Korean automobile industry to
succeed. For instance, the impact of the voluntary export restrictions on Japanese car
exports to the US allowed Korea to exploit a marketing niche. However, as Stern
etal (1995: 161) indicate, "without the prior growth and maturation of the industry,
in part fostered by the HCI drive, Hyundai and the automobile sector as a whole
would not have been in a position to take advantage ofthe marketing opportunity
when it arose". The important point is that as a result of having a developmental
state, Korea avoided the pitfalls that beset many other countries pursuing
technologically advanced industrial development, and by effectively applying
performance criteria it forced automobile companies to be internationally
competitive in a relatively short period.

On the other hand, although the Turkish state also had a pervasive presence
in the economy and was successful in initiating motor vehicle production on its
own schedule, its efforts are hardly comparable to that of the Korean state in terms
of its positive effect on the development of the Turkish automobile industry,
particularly since the late 1970s. The Turkish state lacked certain ingredients
present in developmental states. As a result, the Turkish state's relations with
industrial capital was quite the reverse of the combination of support and
discipline that Amsden (1989) describes with regard to Korea. The relationship
between the state and the private sector was not reciprocal and the automobile
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industry realized little progress in competitiveness in spite of the support it
received from the state. The kind of embeddedness that might allow policy
makers to provide information dissemination, consensus building, tutelage, and
cajoling seems almost entirely absent from the Turkish scene. Nor is it easy to
find an example ofa sectoral ly specific network that binds together the state and
private capital. Without a 'policy network' that incorporates the expertise of
private capital, civil servants are deprived ofa crucial source of information that
might compensate for their generalist backgrounds.

A lack of direct policy instruments and channels of access into the private sector
have hampered the influence of Turkey's economic officials over the national
automobile firms. Moreover, the Turkish state was unable to establish an
administrative capacity to intervene in the private sector effectively and to guide the
industry. As a result, the Turkish state hardly developed consistent policies for
the automobile industry. Lacking any detailed policies, or a master program forthe
automobile industry, the Turkish state's policies were arbitrary and inconsistent.
Since economic officials did not have a long-term trajectory for the Turkish
automobile industry, they consistently failed to overcome the contradiction between
the private sector's short-term business strategy and long-term industrial
development goals. In contrast to the Korean state, therefore, the Turkish state's
support for the industry has been superficial and even inhibiting due to adaption of
wrong policies. In Turkey, misguided policies ofthe past, together with policies
where incentives were provided for any companies who could demonstrate the
capacity to produce 100000 cars a year led to the fragmentation ofthe industry.
This factor alone hinders further advancement. One of the most important
reasons why the Korean auto industry may succeed in becoming a major world
producer is the state's ability to restrict the entry of new producers, and thereby
protect economies of scale. Permitting many firms to establish assembly
facilities had substantial negative effects on the development ofthe automobile
industry in Turkey. These negative effects consisted of the high cost and low
quality ofproducts as a result of extremely small-scale assembly facilities. Since
there are many different brands in production, supplier firms had to produce
demanded parts and components in very small quantities, which lead to
unnecessarily high costs and made it difficult to achieve consistent quality. The
structure of the industry also became an obstacle for the technological
development of the firms because investment in new technologies was not
regarded feasible with the small scale of'the plants.

Another major factor hampering the growth ofthe automobile industry in
Turkey has been the lack of concern about the development of technological
capabilities, either to ensure the quality of local parts and components or to
ensure post-investment technological development ofthe industry. This lack of
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concern ofthe state was probably the primary cause ofthe low quality of cars
until recently. This is also one ofthe main reasons why Turkey could not start
exporting its automotive industry's products in the early years of production,
whereas South Korea managed to do so.

Finally, the duration of protection in the industry was maintained for a long
time without imposing any time-schedule or performance criteria. This too,
contrasts sharply with the situation in Korea where limitations of state support
for the automotive industry were in place for the express purpose of gaining
international competitiveness. Although Turkey's ISI strategy was a necessary
phase in the development ofthe industry, its application could hardly be said to
be successful. Ignoring the problem oftechnological obsolescence and eschewing
any aspirations to participate in global markets, the Turkish state was content to
create a protected environment and allow a largely locally owned, technologically
stagnant industry to supply the domestic market.

A more open strategy of development after 1980, involving the promotion of
manufactured exports and a reduction in the level of protection, failed to remedy the
problems ofthe industry. Merely providing a more liberal economic environment
and export incentives did not suffice to gain access to international markets.
Incentives to export were inadequate because failure to achieve exports arose
from the fragmentation ofthe entire industry. The inefficient scale of firmsand
their low capacity utilization aggravated high production costs. The structural
limitations ofa fragmented, high cost car industry with low capacity utilization are
obstacles that have yet to be overcome in Turkey.

On the other hand, the Korean automobile industry has established itself as a
major competitor in the world market. Recent figures show that light vehicle exports
of Korean producers to the US market have doubled since 1996.2* This shows
clearly the competitive strength of Korean producers since the US market is known
as the toughest automobile market in the world. The current difficulties of Korean
motor vehicle producers are not likely to remove them from the global scene. They
have established a sound production base and accumulated technological capabilities
to design and build their vehicles independently. Even if the current ownership
structure of Korean automobile producers changes, accumulated knowledge and
skills in the industry are there to stay. Accumulated knowledge and skills alone
constitute a major competitive strength and must not be underestimated.

Korean auto makers' share of US light vehicle market increased from less than 1 % in
1996 to 2% in 1999. According to forecasts, it is likely that their market share,will
surpass 2.5% in 2000 {Asian Wall Street Journal, 1 August 2000).
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Ozet

Tiirk ve Giiney Kore Otomobil Sanayileri ve bu Sanayilerin Gelismesinde
Devletin Rolii

Bu calisma, Giiney Kore ve Tiirkiye'nin otomobil sanayilerinin gelismesinde devletin
roliinii ele almaktadir. Giiney Kore ve Tiirkiye'de otomobil sanayiinin kurulusu, 1960'h yillarin
basma rastlar. Tiirkiye, 1978 yilina kadar Kore'ye nazaran daha cok sayida otomobil
iiretmekteyken o yildan itibaren Kore'nin gosterdigi basarih performansin bir sonucu olarak,
iiretim hacminde hizla bu iilkenin gerisinde kalmaya baslamistir. Kore otomobil sanayii siirekli
gelisme gostererek, gelismis iilkelerin teknoloji-yogun olmasi nedeniyle rekabetci iistiinliige
sahip olduklar1 béylesi bir alanda, 1999 yih itibariyle diinyanin en biiyiik dort iireticisi arasina
girmeyi basarmistir. Tiirkiye ise, hi¢ bir zaman 6nemli bir iiretici konumuna ulasgamamistir. Bu
calisma, iki iilkedeki otomobil sanayilerinin performanslarindaki bu biiyiik farkin s6z konusu
iilke devletlerinin kalkinmaci kapasiteleri, dolayisiyla da sanayilesme ¢abalan ve bu ¢abalarin
Kalitesindeki farktan kaynaklandigim ileri siirmektedir. iki iilkedeki otomobil sanayilerinin
tarihsel analizleri 151¢1nda, iyi yonlendirilmis devlet miidahalelerinin sinai doniisiime ivme
kazandiracagl sonucuna ulasilan calismada kalkinmaci devlet yapisinin evrimine de kisaca
deginilmektedir.



