THE EFFECT OF THE ASIAN FINANCIAL CRISIS
ON THE KOREAN AMERICAN COMMUNITY

GRADE LEVEL: 10-12 AUTHOR: Ken Hung

SUBJECT: World History, Asian American Studies

TIME REQUIRED: 3 class periods

OBJECTIVE:

1.

2.

3.
4.

Understand the causes and effects of the recent (1998) financial crisis in Korea and
its impact on the Korean American community in Philadelphia

Discuss some of the conditions present in international trade that led to the Asian
financial crisis

Understand the causes and effects of Asian financial crisis

Discuss the effect of the financial crisis on the Korean American community. In par-
ticular, what effect will the weakening won have on Koreans in the US?

MATERIALS REQUIRED:

Two encyclopedias separately labeled “A” and “B”

READING SET #1:

Storey, Robert. "Economy." Lonely Planet: Korea. Lonely Planet: Hawthorne, Victoria,
Australia, 1997.

Hechtman, Ted. "The Shell Game." Philadelphia Forum, March 1998.

Zielenziger, Michael. "More Troubles up ahead for Asian Marketplaces.” Philadelphia
Inquirer, 4 January 1998.

READING SET #2:

Raghavan, Sudarsan. "Koreans Here Suffer Along With Homeland." Philadelphia
Inquirer, 11 January 1998.

Handout #1 of foreign exchange rates (from the Philadelphia Inquirer, 23 August

1998) and graphs from Reading Set #2

For further reference, the journal Third World Resurgence has a special issue dedi-

cated to the Asian financial crisis (Issue 89).

PROCEDURE:

CLass PerioD 1: Free Market Simulation

Often times, we read that the crisis occurred because Asian countries, such as Korea, did
not subject their economies to the "market". What does this mean?

1.

2.

Tell the class: You are all American customers who want to buy an encyclopedia.
Everyone has $1 to spend.

Ask two volunteers to be encyclopedia salesmen. Give one volunteer an encyclope-
dia with the letter "A" and the other volunteer an encyclopedia with the letter "B". Tell
the class that the salesmen with the "A" encyclopedia is a salesman from the U.S.
and the "B" encyclopedia is from Korea.

Ask them to try to sell their encyclopedia to the class by bargaining (pretending they
have as many copies as there are students portraying customers). Each encyclope-
dia costs 50 cents to make, so the salesmen have to sell them as high above 50 cents
as possible to make a profit. In the end, it will boil down to whomever can sell the
cheapest encyclopedias or get enough customers to break even.
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4.

to

Explain that this is a free market because COMPETITION is the only thing that deter-
mines which encyclopedia salesmen makes the most money.

Then explain that there is no such thing as a free market because most countries
have some sort of policy aimed at making their country more competitive. Use this to
define and discuss "tariffs.” If the U.S. wanted to protect its market from foreign com-
petition what could it do? On the other hand, if a foreign country like Korea wanted

remain competitive in the U.S. what could it do?

HOMEWORK ASSIGNMENT 1:
Have the students read Reading Set #1 and answer the following questions:

a. What are the causes and effects of the Asian financial crisis?

b. What measures did Korea take to protect its own markets?

c. What measures did Korea take to be competitive in other markets?
d. How did these measures contribute to the Asian financial crisis?

CLAss PerioD 2:

1.

Divide students into three groups, and assign each student one of the first three arti-
cles that was read for homework. Using a jigsaw technique, have students break
down the article and make a list of causes and effects of the Asian financial crisis.

After providing the background to the IMF crisis in Korea, discuss and answer the fol-
lowing questions:

a. Are the policies set by the IMF fair? Why or why not?

b. What effect will the crisis have on Korean families?

c. To what extent is the financial crisis the result of Korea's policies? To what

extent is the crisis the result of other countries’ policies, such as the United
States’ considering that it the country was trying to buy Korean exports.

HOMEWORK ASSIGNMENT 2:
Have the students read Reading Set #2, and answer how the financial crisis has affected
and impacted Korean Americans?

CLass PEerIOD 3:

1.

Provide handout #1 and ask students to pretend that they are American tourists plan-
ning a vacation based on the handout and the graphs from reading set #2. What
kinds of things would they buy while on vacation?

Explain what an exchange rate is. Define “appreciate” and “depreciate.” Countries
where the value of the dollar has appreciated over the last year are places where the
dollar is worth more; therefore, one can buy more.

Ask students to figure out which countries they would visit in order to save money.
Would it be a good time for Americans to visit Korea?

Divide students into two groups. Group 1 will represent Americans. Ask all the stu-
dents to make a brief list of what they would need to survive in the U.S. for a month
(e.g., food, clothes, utilities).

Assign students in Group #1 $100, and ask them how they would spend their $100
to cover the cost of whatever they need to survive.

Asian Financial Crisis
85



6.

Ask students in Group #2 to pretend that they are Koreans who have immigrated to
the U.S. and have 80,000 Korean won. Because the dollar is used as the standard of
exchange, if the dollar has appreciated and the won has depreciated, the won is
worth less. As a result, 80,000 won in December 1997 would be worth only about $50.
How does the exchange rate affect what Koreans are able to purchase?

Drawing on the homework article, discuss how the weakening value of the won is
affecting Korean Americans. Such examples include the following:

* How Korean Americans are sending money to Korea

* Impact on Korean exports and American imports

e Changing attitudes toward Korean immigration

» Decrease in Korean tourism

* Spending habits of Korean expatriates

EVALUATION:

As a final assessment, have students write an essay predicting what the
Korean/Korean American community will be like a year from now. Students could also
present this in a "story" format.

ENRICHMENT

a

Ask students to research how exchange rates are determined. To what extent does

country's ability to export/import goods from another country set its exchange rate
with that country?

Present a position paper speculating on how the crisis will effect future Korean immi-
gration to the United States, or research the effect of the financial crisis on other
Asian countries and their corresponding communities in the United States.

Have students research the history of the IMF and the effects of its "structural adjust-
ment" programs.
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READING SET #1
Robert Storey

ECONOMY

South Korea is one of Asia's ‘little tigers'
(also called “litde dragons'). In the 1950s
Korea began an industrial revolution based
on the polluting, low-wage and labour-inten-
sive maoufacture of cheap goods for export.
These industries are now dying as the

country moves upmarket into high technol-
ogy and service industries. South Korea now
enjoys a standard of living approaching that
of Hong Kong, Singapore and Taiwan - with
significant differences. Unlike the ‘olhcr
tigers, South Korea's economy is dominated
by huge, corporate conglomerates (chaebol).
These companies are concentrated a:ou.fnd
Seoul, but there are some manufacturing
plants in Taegu and Pusan. In more or less
descending order, the "big 10" are: Hyundai,
Daewoo, Samsung, LG (Lucky-Goldstar),
Sunkyong, Hanjin, Ssangyong, Kia, Hanhaw
and Lotte. . )
Complaining about burcaucracy and hgh
labour costs, most large Korcan companies
have started fo move manufacturing facilities
abroad. At the same time, the chacbol have
been trying to grab a larger slice of foreign
markets and acquire foreign technology. One
way to do this is to buy forcign companics
and the chacbol have gone on a shopping
spree over the past few years. For example,
Samsung has purchased AST Research (an

Amencan compuler manufacturer) and FGT
(a German glass bulb company), though
their. attempt to*buy Fokker (a bankrupt
Dutch airline manufacturer) fell through.
Hyundai has bought AT&T GIS, a US chip
maker. Daewoo purchased FSO, a Polish car
manufacturer and at the time of writing was
trying to buy Lotus, a British car company. LG
bought Zenith, the last American TV maker.

Critics of the chaebol say this strategy is
fraught with risks: leading edge companies
are seldom for sale and the Koreans have had
difficulty retaining the loyalty of their newly
acquired foreign staff. Late in 1996 an
attempt by Daewoo to buy a French electron-
ics firm, Thomson Multimedia, met with
strong opposition from French workers. The
French government bowed to domestic pres-
sure and cancelled the deal, which caused the
Koreans considerable loss of face and led 1o
accusations of racial discrimination. The
jury is still out on the success or failure of
this latest corporate buying binge, but for
now it scems certain that the chubby chaebol
will continue to grow even bigger.

South Koreans often decry the centralisa-
tion of wealth into so few channels. The
chacbol have not only enormous wealth but
also considerable political power; their
‘charitable’ contributions to the govemment
have raised more than a few eyebrows. The
trail of the Hanbo scandal in early 1997,
whereby political connections ensured that
the bankrupt steel company was kept afloat
with bank loans, led perilously close to the
door of the Blue House itself. .

Not surprisingly, the cosy relationship
between big business and govemnment has
often provided fertile ground for corruption.
Many large companies admit having to pay
bribes in order to avoid tax audits, price
controls and other problems. Those compa-
nies which have offended the government
(as happened in 1992 when Hyundai chief
Chung Ju-yung ran for president) have sud-
denly scen their access to cheap credit cut
off.

If all this sounds vagucly similar to the
Japancse system, that's because jt is, Former
president Park Chung-hee based the formula

for Korea's economic development on the
Japanese model (Park was educated in
Korea, but studied in a Japanese-run military
academy). Indeed, the notion of ‘Korea Inc'
seems even more valid than the familiar
*Japan Inc’.

As in Japan, the South Korean economic
model is nof a true freewheeling capitalist
system. Rather, the govemment is heavily
involved in all sectors of the economy and
has built up a formidable bureaucracy to
regulate everything from the price of auto-
mobilestothe types of snacks restaurants can
serve. Bureaucratic controls extend through
the chacbol and the banking system, right
down lo the smallest enterprises. The regu-
lations are ofien used to keep imports out ~
one importer of foreign ice cream was told
he could only import flavours that were
already being produced by Korean manufac-
turers because ‘foreign Mavours might hunt
Korean stomachs’.

Bureaucratic meddling is widely believed
to be doing far more harm than good to South
Korea’s economy. Many foreign firms have
also found Korea's investiment climate too
harsh and pulled out. This alarmed the
Korean government and there were calls for
reform. Kim Young-sam's government has
commilted itself to follow the more liberal
trading policies set by the General Agree-
ment on Tariffs & Trade (GATT) and hopes
to have South Korea admitted to the OECD
(Organisation for Economic Cooperation
and Development), which has even stricter
rules aboul economic liberalisation. The
government is gradually trying to ease up on
regulations governing land use, the banking
system, interest rates, forcign exchange con-
trols, price controls and import barriers.

. Korean farmers can be very vocal about
defending their interests and can generale a
good deal of political heat. In 1994, Korea
opened 1% of ils rice markel to imports®
farmers protested and students quickly took
up their cause, leading to riots. Although the
government has bent over backwards to
protect domestic farmers from cheap
imports, agriculture is clearly declining and
import barriers are not likelv to save it. If you

travel through the countryside at times other
than school holidays, you will notice that it
scems to be populated almost entirely by the
elderly. Indeed, most Korean farmers are
over the age of 60; young people flock to the
cities in search of a better life. South Korea
will almost certainly have to import food in
ever larger quantities in the years ahead.

Despite its paternalistic approach to the
economy, the government goes light when it
comes to social welfare programs. Given the
large amounts that South Korea must by
necessity spend on defence, there is fittle
cash left over to shovel into free medical
care, unemployment benefits and retirement
schemes.
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. Ted Hechtman @ Nl""ﬂu

Asia’s shell game

financial debacle in Southeast Asia for

three reasons,

First, evervbody else is wriling aboul it

Second, | wanted to lind something
wondd 10 say about the whole thing and |
cerkla't find one,

Third. everybody else i writing about il.

With that <aicl, | shall move Torward.

Why ix theee a crisis in Southeast Asin?
Ton put it <imply, the crisis exists because
tens much investment money Mowed into
these commtrie<. This would have been a
dandy sitwation had there been reasonable
places to put it all, As Alan Greenspan,
chairman of the Federal Reserve Bnard,
stated in his December 2 speech at The

I have avoided wriling about the huge

Who were these
Asian countries and
companies borrowing

from?

Evanomic Club of New Yark, “In retro-
spect, it is clear that more investment mon-
evs flowed into these economies than could
e profitably employed at reasonable risk.”
S0 money came into these countries,
#nd what exactly were the businesses in
those countries supposed to do with it all?
e probl d from the obviou
in retrospect) fact that these economies

sle

veren't driven on 2 daily basis by what we |

hink of as the "free market.” But keep in
nind here that “free” has nothing to do
«ith cost bul refers to something in mid-air,
~thered by nothing and moving toward
vagmetic centers of profitability, capital and
eneral “pood deals.”

For example, if there are two produce
hops un your bluck and one offers the
ver-desirable clementine at $4 a box and

we edbier s the ame box it 3575, then,

if you have hall a brain and are not related
to the second store's owner, you and your
compadres will gravitate toward the cheap-
er citrus fruits. If Shop A has the fruit al a
cheap price because the owner is 2 smarter
merchant and he paid less for the fruil at
the terminal, then he/she will profit by
increased business and have a glowing bal.
e sheet al Uie cnd of e Gacal year,

But suppose the shop owner is just try-
ing to increase market share by cutting the
price, ao malter what the clemmies cost
Tim? What if hie has decided 1o keep the
prices artificially low, even at the expense
of profilability? What if the increased sales
were able to masquerade internal losses by
the sheer of the increasing cash
Mow? What then?

Well, in that case you'd have a Southeast
Asian contagion NMu sort of sitvation. But

d of cle s we'd be talking auto-
mobiles, TV seis, video games, in-line
skales and all sorts of stulf that the rest of
the world wanied to own al a cheap price.
The prices were kept low because these
economics weren'l truly (ree markets. No,
indeed. These were markels pushed this
way and that by governments eager for for-
cign money lo flow into the countries as il
the dam had just been blown up.

OK. so now we have Asian companies
manufacturing all sorts of stuff that we and
the rest of the developed world are dying for
2l a price that even America’s poorest inhab-
itants can alford. | mean, il it were not for
these Asian producers, 2 greal many people
would nol awn TV sels, compulers or cars,
Withoul these cheap Asian products, what
would relailers sell at the low end of any-
thing? Where would the profit go?

These foreign companies began to
grow ai an extraordinary rate. Even mutu.
al funds dedicated to the Pacific rim began
to expericnce huge inflows of money. As a
consequence, even Ma and Pa
Himmelfarb in Altoona could hitch a ride
on this rocket ship.

Well, # the companies themselves and

othier sorts of forcgen investiments weren't
really able 1o show all sorts of gains on
equily, where was the gain coming from?
Once again, Alan Greenspan: “Nusinesses
were borrowing to maintain high rates of
return on equily, and weak flinancial sys
tems were poorly disciplining this process.”

So now the whole thing becomes even
more complicated. Who were these Asian
countries and companics borrowing the
money from? And how much were they buor.
rowing? Long-term debi, direct foreign
investiment and equily purchases prew from
about $25 billion in 1990 to more than $110
billion in 1996. (The figures come lrom the
alorementioned Greenspan speech)

The maney came from Japan, the US,
Eogland, France, Gormany smd mst of the
rest of the developed workl, We ket scmd.
ing the money because we kinew how much
we were spending al the other end of the
gate. It seemed to be a delightful machine:
We lend the money that's used to increase
production of the very consumer peoducts
we're going lo buy at cheap prices.

You can only keep this up for so long. I
you're not making enough on the goods
you're producing at the same lime you are
borrowing to keep the ship afloat, one day
youll have 1o pay some of that debt. And if
you don’t have the money to pay the debt,
then you default, Or, as we say in Yiddish,
you go mechulah, which tr roughly
as floating belly-up in the Schuylkill on a
hol Augus! afternoon. ’

The problem is that if you lend a guy (or
a country and its industries) a few hundred
billion bucks and they suddenly send you
an e-mail that they can’t pay the loan pay-
ments, exactly who is in charge of that situ-
ation? This quandary leads to the U.S. (in
the guise of the International Monetary

READING SET #1
Ted Hechtman
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Fund or the World Bank) lendig these
countoies a3 greatl deal of money so they can
then turn around and use the ame moncy
to pay off debts to other creditors, Or, it
causes (he troops from Goldman Sachs or
Saloman Drothers to take an expense-paid
jaunt lo, say, Korea, 1o remind the govern
menis there that they can probably repack:
age all the loans in 2 new wrapper, lake
lunger to pay it off, and right their ship
within a few years, All of which, of course,
i« happening as [ lype this column,

We also have a simultancous cvent in
which these countries open up their mar-

Why even poor
Americans can afford
cars and TV sets.

kels and allow “us” to buy whole chunks of
their industrial infrastructure at dreastically
reduced prices. It s, in a sense, a blue light
special in Southeast Asia: "Attention shop
pers. Naw on sale in aisle two—Korean
international banks for unheard-of prices.”

So this is an explanation of hall of the
continuing events concerning the
Southeast Asian crash. How will this crush
affect our economy? 1 will endeavor tu
address this question when [ return to your
good graces in a fortnight. ¢

Ted Hechtman 15 & registered represeatative of MFI
Tovestments Corp. who works in Old Kensington and
lrves in Movnt Airy. His opimions expeessed heve are
solely his own and don’t necessanly reflect those of hos
employer




READING SET #1

Michael Zielenziger
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Kim Song Heng / Lianhe Zaobao, Singapore

For the nations’ leaders
and for others, the road
is perilous, with hard choices.

By Michael Ziclenziger
KNIGHT RIDDER NEWS SERVICE

TOKYO — First came the meltdown. Now
comes the backlash.

Aflter a decade of cnergetic economic
progress, Asia’s stock markets and curren-
cles are collapsing and the region faces un-
expected austerity and joblessness.

South Korea, once thg world's 11th-largest
cconomy, is confronting the crash of its en-
tiro automobile industry, staggering layoffs
and bankruptcies after being forced to sub-
mit to conditions fmposed by the Interna-
lional Monetary Fund in return for massive
aid.

Unaccustomed stagnation and rising
prices have hit Indonesia, Malaysia and the
Philippines. China will have to decide
whether {t can afford 1o restructure its hob-
bled stateowned enterprises as ils export
revenues slow dramatically.

Japan, the world's great creditor nation
and sccond-largest ecconomy, could help
Aslia pull {1self out of its slump by apening
ft1s markets and stimulating its domestic

economy. But that seems unlikely as the
stagnant nation, with its sclerotic political
system, enters a ninth year of recession,
its banking system hobbled by bad loans,
concealed debts and dishonest balance
sheets.

As 1998 begins, these troubles have
sparked a growing debate between advo-
cates of open markets and defenders of East
Asia’s traditional “crony capitalism” that
could spark vigorous trade battles in Wash-
ington, lead to financial instability on Wall
Street, in Hong Kong, Tokyo and elsewhere,
and revive anti-Western nationalism across
Asia.

The impact

The outcome of the debate could help de-
termine whether the region's troubles will
deepen and spread. If Asian political and
business leaders, especially in South Korea
and Japan, allow weak banks and compa-
nies to restructure or die, the underlying
strengths of their economies are likely to
reassert themselves and the crisis of confi-
dence may pass.

But if leaders continue to conceal their
losses, resist reforms and blame outsiders,
Asia’s slump could be deeper, longer and

See ASIA on C4
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READING SET #2
Sudarsan Raghavan, cont.
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HaNDouT #1
Philadelphia Inquirer
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