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SUBMITTAL
This report 1is being respectfully submitted on the 14th day
of February, 1984, to Alaska House of Representatives

Speaker Joe Hayes by
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ATTACHMENT "A~~

Letters from Korean business leaders.
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KOLONT K265S1

Mr. Joe L, Haye3 January 16, 19B4
Speaker of the Hous? of Representatives.

Alaska State Legislature

It is an honor for us to express our sincere gratitude to YOU for Alaska

State®"s intention to open a trade office in Seoul. He firmly believe this
planned office will do much to increase trade and business relations between

Alaska and Korea.

Corp., very much welcome your proposal, and as an
be foremost to use this plannned-office
any

We, Kolon International

importer-cxporter and investor, will
in the fucure. And we sincerely hope that we may be able to offer you

assistarce in the establishment and functioning of this office.

In tho nour future your plun will include a trip to

We hope that nomotima
offer us the opportunity of rugyi.ving you

Korea and at thut time you will
at our main offices.

We send you our best regurds and intentions both to you und entire state

of Alaska. , ,

Sincerely Yours,

KOLON INTERNATIONAL COUP

CCt Mr. Michael M. Gay



The International Division of Samsung lirouii------

SAMSUNG CO.,LTD.

c.ko eo* 117, sroin.noFfA rit :>¥i 3Lii*sunsr. J4H//Z,ua/Mii>
Jan 10, 1984

Mr. Joo L. Hayes
Speaker of The House
Pouch V

State Capital
Juneau, Alaska 99811

Dear Mr, Hayes i

It is my great pleasure to take this opportunity to give our
. yh*l n-hanrted .}ialEpmp_"an4 support, to your initiating—*.-TeawJUi.tity- ..

study of opening a trade office in Seoul.

Samsung Co., Ltd. 1is already participating in the Bering coal field
development project through our KADCO consortium since 1981 and now

we are uloo studying timber development project with Souluaka corp.

Moreover, wo have expressed our keen Interests in the Alaskan LNG
and petrechomicul project; whun Mr. Hlokol visited soeul last Dooe.-.iber
To facilitate our efforts, Samsung is opening an Anchurage offices,

beginning tills January,

If your trade office would be established in seoul, reciprocating
our Korean efforts as soon as possible, wo ai'o sure a bilateral
trade between Alaska and Korea cun bo tunglbly activated.

Economic cooperation, especially in the fields of natural resources,
agricu lture, Cv istruction and plants for Alaska based industry

etc., would be something to watch with great expectations.

We hop. your wise vision, would bring success and good results.

Sincerely,

Joo flyon Kyong
President
Samsung Co., Ltd
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Date: January 15, 1984

His Excellency

Mr. Joe L. Hayes
Speaker of the House
Alaska 9*feate-kegislature

Your Excellency

Few days ago, | had an opportunity of meeting
Mr. Michael M. Gay who was introduced to me by Mr. Pio Y. Park.
At this meeting we discussed many interesting topicB regarding
the Korea-Alaska businoas potentials and possibility of

establishing a Alaskan office here in Korea.

As | am in the position of developing oversea businesses
within our corporation, | am keenly aware of the fact that
overall informations about the state of Alaska or lack of them
may influence significant future business decisions. Most of
the Korean business men, including myself, have very romatic
notions about the Alaska but see few business potentialities.
To be more specific, we do not know the details of the natives
and Alaskan State, the commercial laws, the labor relationships
and other federal laws that may govern the Korean side involve-

ments .
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By establishing the Alaskan office in Korea w ill solve
and clear all of these questions. What is more important in
my opinion is that it will create both Alaska and Korean

exposures that are both benefitial to each other.

In our judgement, the timing is right and hope that

you w ill set up such an office in Korea.

Very truly yours,

Kukje-1CC Corporation



STATE OF ALASKA 1984 LEGISLATIVE SESSION
FISCAL NOTE 1 .

Revision Date:

REQUEST FISCAL DETAIL
Bill/Resolution No.: HB 654 Agency Affected: Commerce & Economic Development
Title: "An Act relating to Alaska Program Category Affected:
Foreign Offices . Economic Development
Sponsor: Haves BRU, Program or Subprogram(s) Affected:
Requestor; House Labor/Commerce Economic Development Advocates BRU__
Date of Request: International Trade Component
EXPENDITURES/REVENUES. __ (Thousands of Dollars)
FY 84 Fy 85 Fy 86 Fy 87 Fy 88 FY 89
OPERATING
100 PERSONAL SERVICES 101.1 106.2 1115 117.1 123.0
200 TRAVEL 25.0 26.3 27.6 29.0 30.5
300 CONTRACTUAL 293.9 308.5 324.0 340.2 357.2
<o SUPPLIES 14.0 14.7 15.4 16.2 17.0
510 EQUIPMENT
600 LAND & STRUCTURES
700 GRANTS, CLAIMS
800 MISCELLANEOUS
TOTAL OPERATING 434.0 455.8 478.5 502.5 527.7
I CAPITAL
I REVENUE
FUNDING: (Thousands of Dol ars)
GENERAL FUND 434.0 455.8 478.5 502.5 527.7
FEDERAL FUNDS
OTHER
TOTAL
POSITIONS:
FULL-TIME 1.0 1.0 1.0 1.0 1.0
PART-TIME
TEMPORARY
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ANALYSIS: Attach a separate page for analysis

prepared By: Lois Cook, Director Phone:_  4-65-2505
Division: Administrative Services Date:

Approved by Commissioner: Richard A/TyorT - Date: /~—m
Agency: Commerce & Economic Development

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor

Office of Management and Budget
Impacted Agency(ies) . 12/1/83



Personal Services - 101.1 - One Far East Representative
Travel - 25.0

Contractual - 293.9

Communications - 35.0
Printing & Advertising - 13.0
Space Expense & Fees - 90.C
Repair & Maintenance - 2.0
Equipment Rental - 4.0
3 Contract Nationals - 78.0
Contractual Funds - 17.9
Hospitality - 37.3
Miscellaneous - 16.7

Commodities - 14.0
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State Foreign Trade Offices



WESTERN COIMFEREtMCE
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December 19, 1983

John Sherwood

Alaska House Research Agency
Pouch Y

Juneau, AK 99811

Dear uohn:
Enclosed are the materials | found on states' foreign trade promotion offices.

Enclosure 1 is from a publication that the Council of State Governments (CSC.) did

earlier this year, Eeonomic Development: A Survey of State Activities. The information
from the study was gathered in a survey sent in September of 1982. Bob Reinshuttle, the

contact person at CSC that I gave you, produced the finished report.

Enclosure 2 is from a report produced by the National Governors' Association in 1981.
The report, Export Development and Foreign Investment: The Role of States and its
Linkage to Federal Action, was developed using information NGA gathered through a
survey of state officials.

Enclosure 3 is excerpted from a book written by John Kline, State Government Influence
in U.S. International Economic Policy (Lexington Books, 1983). The chapter 1have sent
you provides more detailed background on state export promotional activities, including
foreign trade offices. | recommend the entire book if you are looking for information on
other aspects of state foreign-trade activities.

The National Association for State development Agencies (NASDA) did its own survey on

states' export promotion activities (I gave you Marsha Clarke as a contact there). The
NASDA survey is probably the most recent work in that area.

| hope all of this is helpful to you. Call me if you have any questions if our office can
provide you with further assistance.

Sincerely,

Mark Klcnder
Policy Analyst
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PUBLICATIONS

Comparison between .- oenditures for
non-tcurist advertising a., uiotion in fiscal
1932 shows a striking contrast. Six states spent
nothing, while 11 spent over 5500,003. The largest
expenditures for advertising and promotion were
by New York (S6.95 million), Maryland (51.2 mil-
lion), and Kentucky ($1 million). Other significant
expenditures were by Florida, Louisiana, Massa-
chusetts and Pennsylvania.

In fiscal 1983 budgets, the recession was
reflected in nearly every state, and there was
much debate in the legislatures and executive of-
fices as to whether promotional budgets should
be increased to attract more business and indus-
try to the state, or reduced as part ol an overall
budget reduction plan. Eight states chose the lat-
ter by reducing expenditures (Arizona, Florida,
Georgia, Hawaii, Kentucky, Mississippi, Montana,
and Wisconsin). Most states, however, decided
that a greater commitment should be made to pro-
mo e their stale as a good place to do business.
At a result, five states will spend above a million
dollars on that activity: New York (S9.38 million re-
quested), Michigan (S1.5 million), Maryland (S1.3
million), Massachusetts (S1.05 million), and New
Mexico (51.033 million).

Of the states whose budgets have received final A

approval, the largest percentage increases will
take place in lllinois, Michigan, Oregon, Ten-
nessee, Utah, Vermont, Wastiington and West
Virginia. It is interesting to note that many of
these states have sulfcred the most severe bud-
getary and economic difficulties during the past
lew years.

Caution should be used in making direct com-
parisons between state budgetary figures. Stale'
which spend very different dollar amounts fur
advertising and promotion may nevertheless be
spending comparable percentages of their total
budgets lor that purpose, and in a few cases a
special promotional effort may have swelled the
promotion budget out of proportion to past expen-
ditures.

Ol the 45 states responding to this question, 24
indicated that the amount allocated lor promotion
and advertising is determined exclusively by the
legislature, while 19 said expenditures are deter-
mined by administrative decision. In Nevada and
Virginia, the decision is made by both legislative
and administrative action. (See Table 13)

Advertising Media

Forty-lour states indicated that they advertise
through one or more of the following media: news-
papers, magazines, radio, television, billboards
and direct periodicals. California, Minnesota and
New Hampshire do not advertise but produce
their own publication. Colorado does not budget
for advertising and promotion. (See Table 14.)

Field Representatives

Field representatives cover two basic areas: in
state, to provide services to local industry, com-
muivties and development groups; nnd out-of-
state, to make contact with industrial prospects,
provide them with information on locations in . '
sta-e, and render location assistance to prospects
once they move into the state. Overall, field
representatives provide information, technical
and coordinating services.

Twenty-four states employ in-state field repre-
sentatives. Kansas has such a proposal under
consideration, nnd Alabama uses regular line stall
to meet these responsibilities. Eight states use
field representatives tor work outside the state,
and 19 use field representatives outside the
Uniled States.

Seven states reported having information cen-
ters located outside their own jurisdiction. The
two most popular locations are New York City and
Washington, D.C. Centers there primarily provide
industrial development and trade facility informa-
tion to interested persons.

Foreign Offices to Promote
Industrial Development and Trade

Twenty-three slates reported having at least
one foreign ollico engaged in promoting state pro-
ducts, providing information, and assisting
foreign corporations who may be interested in
locating a plant within their state. Most states
have their ollices in Japan, Belgium and West Ger-
many; however, other locations include England,
China, Canada, Mexico, Brazil Switzerland,
France nnd The Netherlands. Most loreign offices
focus on a region rather than merely concen-
trating their efforts on the country in which they
are located. The exceptions are Michigan, whose
office in Tokyo works only with Japanese repre-
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Canada. Virginia employs lhe largest stall in its
foreign offices (six in Japan and eight in Belgium).
The average number of staff per foreign office is
ttirec; however, larger staffs are commonly placed
in European offices.

Within Ihe past five years, 10 states have ex-
panded their foreign opcrations{Alabama, Florida,
Georgia, lllinois, Maryland, Missouri, Nebraska,
New York, North Carolina, Pennsylvania and
Virginia), while two states have reduced their
visibility in other parts of the world (Louisiana and
Washington). Ohio recently shifted its West Ger-
many office to Belgium. Three states (Maryland,
Missouri and Ohio) plan to expand their foreign
operations in 1983, and Illinois opened an office in
Japan in January. (See Tables 15 and 16)



Alabama
Connecticut
Florida
Georgia
lllinois
Indiana
lowa
Kansas

Louisiana

Maryland
Massachusetts
Michigan
Missouri
Nebraska
New York

North Carolina
Ohio

Pennsylvania
South Carolina
Texas
Vermont
Virginia
Washington

Yes except Japan
Yes
Yes
Yes
Yes
Yes

Yes

Yes

Yes

Yes except Japan
Yes
Yes

Yes except Japan
/Canada

Yes

Yes

Yes
Yes
No
No

Yes

+ Consultant on contract.

4 1 2
2
) 2
3 3 1
1 7 2
1 2
2
1
2 3
2 58
2 3 1
2 2 2 A
2 2
3 A
. L] »
2
2.8
C e

3 contract staff

Expand
None
Expand
Expand
Expand
None

None

fteduclion
Irom2tol

Expand

None

Expand
Expand
Expand
Expand.
Japan opened

W. Gur. replaced
by Oelg.

Expand
None
None
None
Expand

Reduction

None
None
None
None
Japan o
None

None

None

Expand

None
Expand
None

None
None
Expand

None
None
None
None
None

None



Foreign Offices

An important part of trade organization for many states 1is the
overseas offices. Although there has been some debate in the past
over their utility and cost effectiveness, the continuing increase in
the number of overseas offices indicate their 1importance to states”
commercial interests overseas. Data compiled 1in L976 show nineteen
states with overseas offices. This survey, conducted in October 1980,
indicates that thirty-three states are represented overseas and that
there are sixty-six offices. Some of these offices (those organized by
regional commissions) are shared by several states, while several

states have more than one office to represent them around the world.

States have this kind of continuous representation in all parts of

the r-orld. Europe wasthe firsttarget when states began to set up
these offices more chan a decade ago. Japan then became a focus of
activity. Now seventeen different countries host state
representatives. Most of these offices have regional responsibiliites,

making it clear that state economic activities reach 1into most parts

ofthc world.

Our survey data showed that overseas offices could be categorized
by the type of authority administering them. _.First, there are offices
maintained by the state unit charged with primary responsibility for
inr“easing international commerce (the economic development office or
similar department) or by closely allied offices (such as those in
charge of tourism). Secondly there are offices maintained by
quasi-public, semi-autonomous state organs, such as port authorities.
Finally, there are offices operated by regional organizations such as
non-state port authorities or planning commissions. Some states,

particularly in the West, work through this kind of office rather than



ol )\l
m tabu: 114 - state oekices abroad

ARKANSAS
California
COLORADO
00::recricuT
DELASiARE
FIORIRA
GEORGIA X*
RAW/MI .
IEAHO ick
ILLINOIS
INDIANA
ICMA
KANSAS
KENTUCKY
LOUISIANA
MAINE
MARYLAND X
MASSACHUSETTS X
MICHIGAN
MINNESOTA
MISSISSIPPI
MISSOURI .
MONTANA K* W
NEBRASKA Int irk
NEVADA
NEW HAMPSHIRE
NEW JERSEY
NEW MEXICO
NEW YORK
NORTH CAROL INA
NORLH n-VKOEA ik Wt
OH10 X
OKLAHOMA
OKFJGON irk
PENNSYLVANIA mmkirk ik
R‘K)DE 1SIAND
SiXxJm CAROLINA X
SOOTH DAKOTA irk irk
TENNESSEE
TEXAS
UTAH
VERVONT
VIICINIA
WASHINGTON X
LEST VIRGINIA
WISCONSIN
wycmjng rd(
X = one or nore st.ite offices
* - Regional Ports Authority offices
** = Regional Planning Cannission offices
MY = private state grexjp offices



maintaining their own facilities abroad.” Appendix 11l lists

state overseas offices of all types.

Staffing arrangement? 1lor overseas offices also varied. In some
cases the staffs were employed by the state and solely represented the
state. In other cases, the state retained only a consultant or
business contact, either on its own or through a regional planning

commiss ion.

Different state departments, such as economic development offices
and port authorities (or even the same) sometimes maintained separate
offices in different foreign country. In other cases, different
departments from the same state shared offices or consultants in the
same Tforeign country. For a list of overseas representation by state

and councry, 1iee Table 11.4.

Policy Implications and Recommendations

This <chapter outlines the continuing increase 1in foreign trade
activities by states. Figures on overseas trade missions, the
hosting of foreign delegations (whether or not visits are directly tied
to commercial exchanges), and the proliferation of state offices
overseas suggest the scope of the states"™ activity. Organizational
developments also give expression to expanding overseas interests.
Traditional bureaucratic organs have been given new responsibilities
and in some cases specialized agencies have been created. The
emergence of a substantial number of trade-related interests within
states has required special mechanisms to foster cooperative relations
between state governments nnd their trade communities. Advisory
councils in which the entire trade community 1is representedhave been
organized by some governors to deal with this situation. In other

states the proliferation of trade activities and interests remain to be

*0/ A fourth type, unofficially representing the state of
Pennsylvania, was. operated by a private state regional economic

developni. nt association.



area within the state. New Hampshire, which targeted both rural and
cconnmi ealiy depressed areas, noted that a labor market sufficient to
meet an industry"s needs was one of its basic criteria used in
assisting firms wishing torelocate there. Table HI1 .8 provides a

summary of internal targeting by the states.

Foreign Area Targeting

A look at where states choose to market state products or to seek
overseas 1investors 1is instructive 1in several ways. It suggests the
extensiveness of state-based commercial networks around the world.
Foreign areas where state effort 1is most concentrated are identified,
as is the presence of state activity in those international markets with

the greatest potential.

Taken collectively, state over“t.is ir'.i rests reach into most areas
of the world. The major regions 1identified for market development are
Europe, Asia and Latin America. It does not appear from the survey
that states have given much attention to the trade opportunities

available in Eas:ern Europe, Africa, or West Asia.

That states”™ export promotion efforts do give greater focus to
well-established markets isapparent if we notr those cases where
specific countries are mentioned, In questionnaire responses, states
tended to identify regions or continents rather chan individual
countries. The 1list of countries which were also specified 1includes
only modern or rapidly modernizing countries. For the most part,

specific countries within Tnird World markets were not 1identified.

The survey provides no surprises in the area of targeting

investment. For most statesthe ma} ir sources of foreign investment
are the developed countries. Western Europe, Canada, and Japan focus
moststate effort. A few states do look to the rapidly modernizing

economies of Taiwan, Mexico, and South Korea.



A detailed breakdown of where states concentrate their overseas
activities 1is provided in Table 111.9. It illustrates the considerable
diversity of states in their targeting of international business. of
the forLy-four states from which data was collected regarding foreign
targeting and export promotion,”~* thirty-one concentrated on
particular geographical areas. Vermont, while not engaging in
targeting per sc, has participated in trade shows and missions held in
West Europe and Latin America. Wyoming had no targeting policy; it
confined 1its international business activities to participation in the
Old West Regional Commission, leaving to that, organization such policy
decisions. The eleven states did not specify any specific region or
country for export promotion include: Arizona, Colorado, Delaware,
Georgia, lowa, Nebraska, Nevada, North Carolina, Pennsylvania, South

Dakota, and Utah.

Among the thi ~y-two states targeting foreign areas for export
promotion, regions or continents were specified sixty-two times,
particular countries twenty-four times. Preferences for European and
Asian regions were equal (twenty each), followed closely by Latin
America (eighteen). Two states 1identified the Pacific Rim countries.
The particular countries mentioned as targets for export promotion
were: Canada (by 5 states); Mexico (by A states); Japan (by 3 states);
Germany (by 2 states); and Taiwan (by 2 states). Argentina, Australia,
Brazil, China, Denmark, New Zealand, South Korea, and Venezuela were

each mentioned by one state.

0f the forty-six states for which data was collected regarding
foreign targeting and reverse 1investment, thirty-five concentrated on
particular areas overseas. As in the case of export oromotion, Wyoming
loaves such targeting up to its regional commission. "me twelve states

that do not target specific foreign areas for attracting investment

v Insufficient data for Louisiana, North Dakota, South Carolina,



ALABAMA

ALASKA

ARIZONA

ARKANSAS

CALIFORNIA

COLORADO

CONNECTICUT

DELAWARE

FLORIDA

GEORGIA

HAWATI

IDAHO

ILLINOIS

INDIANA

10WA

KANSAS

KENTUCKY

TABLE LI1l.9 - REGI1ON/COUNTRY TARGETS OF STATE
INTERNATIONAL BUSINESS ACTIVITY

Export Prompt ion

Central/South America,
Far East, Europe

Japan, Germany
Denmark, Taiwan

NONE —

Europe, Far East
Mexico, Canada
Pacific Rim Countries,
E.E.C., South America

NONE —

Europe, South America,
As ia

-~ NONE—-

Lot in America,
Europe, Far East

NONE —-
Japan, Canada,
Asia/Paci fic

Latin America,
Asia, Europe
E.E.C., Far East

South America,
Europe, Far East

NONE —

South America,
Far East, Europe

Europe, South America,
Far East

Reverse Investment

Eurt pe, Far East

Germany, Denmark, Taiwan

Japan, West Europe,
Taiwan, South Korea

Europe, Japan

Japan, E.E.C.

NONE —-

West Europe (Germany,

Switzerland, England, Belgium,
Netherlands), Scandinavia
(Sweden, Denmark), Asia-Japan

NONE ——
Canada, Europe, Japan
Japan/Far East,
Europe, Canada

Japan, Canada

NONE- -

NONE —

Europe, Tapnn

Europe

Europe

Europe, Japan
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LOUISTANA
MAINE

MARYLAND

MASSACHUSETTS
MICHIGAN

MINNESOTA
MISSISSIPPI

MISSOURI

MONTANA

NEBRASKA
NEVADA

NEW HAMPSHIRE

NEW JERSEY
NEW MEXICO

NEW YORK

NORTH CAROLINA
NORTH DAKOTA

OHIO

OKLAHOMA

A9

TABLE 111.9 (CONT)

Export Promotion
@
Europe, Canada, Far East

Far East, West Europe

West Europe
Latin America, Asia, Europe

Europe, Canada
Latin America

Central America,
South America

West Europe, East and
Southeast Asia, and
Latin America

Pacific Rim Countries,
South America

NONE —
NONE ——

Europe (all countries),
South America (Venezuela,
Brazil, Argentina),
Australia-Asia (Australia,
New Zealand, Taiwan,
South Korea, Japan, China)

Latin America

Mexico

Asia, Latin America,
West Europe

Canada, Mexico
West Germany

Reverse Investment
m
Europe, Canada, Far East

Far East/China,
West Europe, Canada

West Europe, Japan, Canada

Europe, Japan

NONE —

Germany, England, Canada

West Europe, East Asia,
and Canada

- none I——

- NONE—

- NONE—
Europe (England, France,
Germany, Italy, Spain,

Scandinavia), Canada,
Australia, South Africa

West Europe, Japan
NONE —

North Europe,
United Kingdom, Japan

West Europe, Japan

m

West Europe, Japan

Canada, Mexico,
West Germany, Japan



OREGON

PENNSYLVANIA

RHODE [ISLAND

SOUTH CAROLINA

SOUTH DAKOTA

TENNESSEE

TEXAS

UTAH

VERMONT

VIRGINIA

WASHINGTON

WEST VIRGINIA

WISCONSIN

WYOMING

50

TABLE 111.9 (CONT)

Export Promotion Reverse Investment

Far East, Southeast Asia Europe, Japan

Western Latin America

—— NONE — Japan, West Europe
E.E.C. West Europe
co )
~— NONE--—-- —— NONE ----

Latin America,
Asia, Europe

Mexico

— NONE-

3

Japan, Germany,

Ocher European Countries

— NONE—-
—— NONE-

Canada, Europe

Europe, Far East West Europe, Japan

Latin America

Asia-Pacific Europe, Asia

€)) Japan, West Germany,
Engl and

South America, Far East Europe, Far East

(A) (A

(1) 1 .._.sufficient Data

(2) Target specific areas, but none listed

(3) No specific targeting, but have part i<~tpatcd
in trade missions/shows in West Europe and
Latin America

(A) Left up to regional planning commission



include: Colorado, Delaware, ldaho, Illinois, Minnesota, Montana,

Nebraska, Nevada, New Mexico, South Dakota, Texas, and Utah.

Europe and the Far East are, almost exclusively, the regions where
states go to seek investment. A rank order of specific countries
mentioned by number of states suggests what are regarded as the best

sources of investment money. This pattern is 1illustrated 1in Table

11.10.

TABLE 111.10 - COUNTRIES TARCETED FOR STATE INVESTMENT
PROMOTION BY NUMBER OF TIMES MENTIONED ON QUESTIONNAIRE

Country No. Of Times Mentioned
JAPAN 20
CANADA 1

GERMANY/WEST GERMANY
ENGLAND/UNITED KINGDOM
DENMARK

TAIWAN

AUSTRALIA

BELGIUM

FRANCE

ITALY

MEX1CO

NETHERLANDS

SOUTH AFRICA

SOUTH KOREA

SPAIN

SWEDEN

SWITZERLAND

Six states targeted specific foreign areas for expor promotion, but

not for reverse investment. These states include: Idaho. Illinois,

Minnesota, Montana, New Mexico, and Texas. In terns o general policy,
all of these states strongly encourage export promotion and strongly

discourage, mildly discourage, or at least arc neutral coward, reverse



foreign 1investment. Six states also targeted specific foreign areas
for reverse investment, but not for export promotion. These states
include: Arizona, Georgia, lowa, North Carolina, Pennsylvania, and
Vermont.

Policy Implications nnd Recommendations

To speak of state trade policy 1is really only to refer to the
collective activities that states perform 1in promoting international
business. No state appears to have anything approximating an
articulated policy relating to trade. A few states are so minimally
involved 1in 1international trade it would be difficult to accurately
identify a trade posture, much 1less a policy. Yet the idea of trade
policy, and 1ir.s development 1in the states, gives an instructive focus

to the findings of this chapter.

From the collective activities of the typical state it 116 possible

to derive the elements of a policy framework. Foreign investment and
export promotion are both strongly encouraged. The longstanding
interest of states in inve" * continues, although there is
increasing interest 1in export pconi./c ion. The higher priority given
exports is evident. Larger allocations of the state"s international
budget go for trade expansion. States offer a full range of export

services in response to a whole vrange of needs within an expanding
state trade network. It seems that states have generally rejected a
strategy of making state exports more profitable. That approach would
only serve one category of business within the state - the experienced
exporter. In providing a number of programs, the state reaches firms
with no experience, those who might export but don®"t know how, those
who want to but need assistance, and those who do export and want
greater market opportunities. By sponsoring a variety of promotion
programs, states assure that there 1is an appropriate program for most
businesses in the expanding trade environment. This strategy 1is
compatible with the finding that state programs are generally geared to

small manufacturing firms with fewer than five years of experience in

52



£pES5 State Trade-and-
Investment Promotion

The most obvious manifestation of statc-govcrnment involvement in interna-
tional economic matters is the growth of state tradc-and-invcstment promo-
tion activities. These efforts have developed a structural dimension that dem-
onstrates some of the organizational changes states experience in responding
to international economic forces. While the national government encouraged
initial s ate involvement in international promotional activities, this intergov-
ernmental relationship has recently exhibited some competitive as well as co-
operative aspects in both programmatic and policy terms.

Statc-government promotional efforts affect U.S. policy outcomes pri-
marily through indirect means as 'he program-implcmentation level. Trade
activities generally support the ac <cv. acnt of national cxpor'.-expansion
goals while state investment promotion .an conflict with national policy re-
garding the use of public incentives. The growth of state promotirnal pro-
grams thus offers evidence of the overlapping government interests created by
intcrnational-intcrdcpendence trends and resultant state influence on U.S.
policy outcomes.

The State Economic Interest

The growth of state promotional activities, including their interface with na-
tional programs, can be understood only within the context of their impor-
tance to state economic interests. Chapter 3 detailed some of the broad impact
of interdependence at the state level, but a clearer picture emerges when one
considers the role intcrnational-markct factors can play in a state scconomic-
dcvclopment strategy.

A growing export sector, for example, can provide adynamic base for the
expansion of production and employment within a state. In case after case
during the 1970s, states reported growth in production for exports running
two or three times higher than general manufacturing production. Benefits to
a states economy from increased exports, especially when indirect and other
“multiplier” effects arc considered, can also go far beyond immediate produc-
tion jobs into area such as transportation, finance, insurance, and greater state
tax revenues.

The particular experience of several states might help to illustrate both the
economic importance and the organizational support now given to interna-
tional trade as a central facet of a state's economy. lllinois became involved i t

53



54 Stale Government Influence in U.S. International Policy

actively promoting exports in 1967, utilizing the lllinois Department of Busi-
ncss and Economic Development in which an International Marketing Dc-
_ i pertinent was established. Hy 1976 over 346,(>'v sirkcrs in Illinois were em-
ployed full lime in manufacturing exports, nth < -rcent of the state's total
work force earning all or part of their in.conu export activities. Exports
jumped from 4.3 percent of the gross stale product in 1972 to 102 percent in
1974. The following year, the state exported S6.8 billion in manufactured
goods. S2.2 billion of agricultural products, and in the process collected S650
million in taxes from this export production.

In the Chicago area, manufacturing employment declined from the mid-
1960s to the mid-1970s, but jobs attributable to manufacturing exports almost
doubled during this decline. The Chicago Association of Commerce and In-
dustry estimated that the city's export growth had added 60,000 jobs in the
area over this ten-year period. More doliar shipments of manufactured goods
were sent out of Chicago than any other statistical metropolitan area.1

Florida is another state that consciously set out to tic its economic for-
tunes into the foreign-trade sector. The oil-pricc shocks in the early 1970s
nearly decimated the tourism and construction industries that formed the
backbone of Floridaseconomy. In response Florida conceived a strategy of
aggressively promoting foreign trade, especially focusing on its port activities,
which by 1978, had paid off handsomely. Exports from the Tampa and Miami
areas alone generated $4 billion annually in revenue nnd involved over 167,000
people. Statewide the export trade accounted for 8 percent of total personal
income, double the propo.'ion for the 1960s. State initiatives in terms of trade
missions, information, establishment of foreign-trade zones, authorization of
forcign-bank activity, and others helped link the state more securely into ex-
panding world markets.1

While exports have provided a beneficial area for state business develop-
ment, the importance of this r )lc goes beyond its utility asa timely area of cco-
nimic growth, as useful as that may be. Many other purely domestic sectors
have also provided spurts of economic activity at different times. The export
area, however, offers some additional benefits in terms of the countercyclical
potential of forcign-markct sales.

Countercyclical benefits of foreign trade stem from the normally different
economic growth rates prevailing in various parts of the world at any given
time. While there arc occasions when the worst-casc scenario of global reces-
sion setsin, it seldom occurs simultaneously, and the more normal pattern has
I>car. for some countries to be gearing up their economies while others are slid-
ing into slowcr-growth periods. Exports can help stabilize U.S.employment if
demand from abroad counters declining U.S. sales, while later U.S. economic
recovery then could cushion a falloff in overseas economic activity.

The practical utility of ties to broader world markets became apparent in
business experiences during the 1974-1975 U.S. recession. At a series of public

hearings around the country sponsored by the U.S. Commerce Department in
1976, numerous witnesses testified to the production and employment impact
of export sales during the recession. Typical of the stories were these:

More than 6.0U0 cmploycesfout of 31,000 total) at DowChcmicalCorpo-
ration were engaged in S650 million of export business in 1975. Exports
provided enough of a cushion during the recession that only 100 employ-
ees were laid off even though production volume declined 20 percent->

Emerson Electric Company of St. Louis, Missouri concentrated on do-
mestic growth until 1970, when international market development became
a corporate objective. By the 1974-1975 recession, Emerson's interna-
tional business was growing by 22 percent while domestic business de-
clined by 5 percent, counterbalancing by some 900 jobs the employment
loss brought on by the recession.4

The Executive Director of the Texas Industrial Commission {which in-
cludes the state's International Tradc Division) testified that the state was
one of the least nffccted during the recession due to involvement in the
export sector, information from major Texas companies showed that
expansion of international sales had allowed them to maintain or even
add to their labor forces during the recession.1

This last testimony pinpoints the direct interest of state governments in
the countercyclical benefits of foreign trade— keeping people employed (and
paying taxes rather than drawing state unemployment-compcnsation bene-
fits). An international-trade base is best built, of course, during relatively good
economic periods when time and resources arc available to develop the strong
export position needed to help counteract later cyclical downturns. Studies by
the Indiana Department of Commerce showed a large number of small- to
medium-sized companies interested in exporting that needed assistance to
enter overseas markets. The state reportedly concluded that cxporl-promo-
lion efforts also offered the best avenue for increasing and diversifying the
state's economic base in the face of declines in the domestic dtirablc-goods
market. As a result, a private nonprofit corporation, Indiana Export, Inc.
(IEI), was created to provide specialized counseling to firms on how to expand
into export operations. It is estimated that up to 20,000 jobs may be created
over the next five years as a result of expected increases in export sales.”

International-trade ties thus help provide a better, broader *cushion™
against hard times than business plans limited to inlra-or even interstate eco-
nomic expansion. Along with the positive benefits of normal industrial expan-
sion from increased exports, this countercyclical potential helps provide an
additional rationale for un active statc-govcrnment role in trade promotion.



Structuring State Promotional Activities

From rather modest beginnings, state promotional activities have expanded
tremendously over the last decade. This section discusses the nature, growth,
and current dimensions of these programs, using both aggregate measures and
specific state examples. It should be noted, however, that the rapid changes
occurring in thi: area quickly overtake specific, snapshot examples, which arc
therefore employed f >7illustrative purposes only. Descriptions of individual
state programs and statistics would need to be updated almost continuously,to
retain their complete accuracy.

While foreign-trade promotion can be seen as an extension of traditional
state busincss-dcvclopment programs, the actual methods employed demon-
strate a mix of both normal and rather unconventional state services. Pro-
grams include trade missions, information and training seminars, trade shows
at home and abroad, export directories and newsletters, computerized dis-
tributor of trade leads, and other such aids, administered through interna-
tional bu.incss departments and often with the assistance of overseas state
offices.7

The organizational pattern for administration of state (radc-promotion
activities reflects the diversity one might expect given the fifty states”histori-
cal, geographic, economic, and policy priority differences. While rnostclToris
seem to be coordinated out of international divisions within a states com-
merce department, a significant and sometimes lead role is played in other
states by the agriculture department. Other forms of public and sometimes
private bodies can also serve as central directing, coordinating, and/oradvis-
ory devices. Linking mechanisms within astute are essential since many “part-
ners” arc often required to formulate an effective tradc-promoiion program,
including port authorities, tourism agencies, forcign-lradc-zonc authorities,
transportation and economic development departments, chambers of com-
merce, world-trade councils, and local governments. (For a more complete
discussion including examples of several state organizational structures, sec
the 1981 NGA report ON Export Development and Foreign Investment: The
Role of the Slates and Its Linkage to Federal Action.)*

State expenditures on trade promotion have become very substantial in
dollar amounts as well as in the establishment of specialized program mech-
anisms and state cxccutive-timc commitment. As shown in table 5-1, the
states in 1980 reported spending $18,855,550 on cxport-promotion activities.
Utah was the sole state with no direct expenditures, while nearly two-thirds of
the states allocated S100.000 or more to export promotion and four states
(Ohio, Illinois, Virginia, and Maryland) spent over SI million.

The allocation of state personnel to international business activities
shows a similar impressive commitment. While the numbers include indi-
viduals working on investment promotion as well as trade activities, some

Stale Tradc-nnd-Investmoni promuuun

Table 5-1

State Expenditures on International Business Promotion

AJjbama
Alaska
/Witona
Arkansas
California
Colorado
Connecticut
Delaware
Florida
Georgia
Hawaii

Idaho

lllinois
Indiana

lowa

Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York
Norili Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utah
Vermont
Virginia
Washington

Total

International

llusiness
Expenditure

3/_00
745,007
134.000
350.000
403,835
132.000
250.000
100.000
684.000
795.000
195.000
50.000
1.642.000
929,541
358.616
100,000
994.500
250.000
174.000
1,980,491
450.000
1100000
200.000
300.000
900.000
298,529
197,688
5,000
50.000
450.00*
90.000
1.300.000
950.000
102.000
2.320.000
334.600
393,225
478,700
45.000
500.000
145.000
440,100

795,477
0

52,500
2.564.115
370.000

Export

Promotion

273,750
372.500
107,200
175,000
234,224

75.000
30.000
458,280
310.050
107,250
47.500
1,527.060
752.042
240,273
70.000
576.810
25.000
90.740
1.287.319
45.000
682,003
188.000
150.000
729.000
277.632
195.711
5.000
20,000
315.000
70.000
845.000
503.500
99,960
1.832,800
247.604
361.767
263.285

11 250
100000

139.200
193.644

739.794
0

6,825
1.487,187
333.000

Reverse
Investment
Promotion

101.250
372,500
26,807
175.000
121,151
11,880
150.000
70.000
225.720
484.950
27,300
2.500
114,940
158.022
118.343
30.000
417.690
225.000
22.685
693.172
405.000
418.000
12.000
12000
153.000
20.897
1,977

30.000
135.000

455.000
446,506
+2.040
487.200
80.30"
15.729
215.415
3J.750
400.000
5.800
290,166
47.729
0
45.675
1,076.928
7.400

61.075

Neolooe
18.000

20.000

6,692
15.729

7.955
0

29.600
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i Lmlage to Federal Anion (Waihingion, D.C.: Naiiorul Governors' Association, 1981).

50 personnel were engaged in stale international business activities in 1980.
inly two states devoted less than a full-time position to these tasks while the
vecrage state designated eleven individuals to this function and Virginia
opped the list with fifty-nine employees. While fully comparable data is
.ot available from all slates for preceding years, reported figures for at least
inc-half the stales demonstrate a clear expansion in both pcisonncl and bud-
rt expenditures from 1976 to 1980. New Mexico was the only state in twenty*
our to show a decrease, while the average state quadrupled itsexpcnditurcs
nd ai least doubled us personnel commitment.”

Few states provide direct financial incentives for exports (in contrast to

nvesttneni promotion, as will be discussed). New York offers an export tax
ncentivc, Michigan subsidizes booth space in state-sponsored trade shows,
ml several states provide free product advertising through overseas export
atulogs or other promotional devices. A few stales arc now exploring various
xport-ftnancing aids. The recent NGA study speculates that this interest in
lute export incentives rr ay expand in the future,l0Oand indeed there is incrcas-
ng evidence of such a development.
r The primary objectives of state trade-promotion programs arc to intro-
lucc new firms to the export market and to expand the ovcrscassalcs ofcom-
unics alicady exporting, essentially matching up instate firms with overseas
uuycrs for their products. To this end the slates employ trade missions, trade
hows, overseas offices, catalogs and advertising, computerized information
systems, how-to export seminars and virtually a.sy other nonfinancial device
used at the national level or elsewhere. Through coordination and referral with
national-governincnl agencies, the states can also link their clients up with other
services, including such aids as the Export-Import Hank or now, the new
Fotcign Commercial Service.

While state programs arc usually designed to handle a broad range of
companies and products, in reality they ate targeted more at medium- to
smaller-sized companies, especially new-|o-cxport firms that lack thcexpcri-

Slato Tradu-ancl-Invcsimeni rrumuuyu

cnec and resources of major U.S. multinational corporations. In a survey re-
sponsc concerning their cxport-promotion programs, state agencies reported
that nearly two-thirds of their export services arc use 1 by small businesses,
over 30 percent by medium-sized firms and only 5 percent by large companies.
The same essential distribution was maintained when services were appor-
tioned by the length of a firm's experience in export markets, although a few
states, most notably Alaska, seemingly focused on larger, experienced firms.
Probably as a result of this relative inexperience in their usual clients, state
cxport-promotion agencies also appear to target well-established markets
abroad (Europe, Asia, and Latin America over Africa, West Asia, or Eastern
Europe).l1

These major export markets arc also the logical site for overseas state
offices— one of the most evident structural symbols of direct state involve-
ment in the international marketplace. Trade missions abroad, often led by
the governor or other top officials, have long been a useful device to open
doors and facilitate trade contacts for local companies with potential foreign
buyers. A permanent state presence abroad, however, is more novel.

The specific country location of state offices has tended to undergo peri-
odic changes as experience is gained or shifts occur in functional objectives
between export marketing and investment attraction. Change also occurs in
the use of forcign-consultant representatives versus a full office structure, or
thechoscn configuration of individual state, regional, or port-authority spon-
sorship. A fully accurate picture of office loca'ions would therefore require
frequent updating, as svould other elements of a states promotional activity.
A view of recent comparative growth was offered, however, by the NGA sur-
vey report released in 1981

While about twenty states maintained overseas offices at the time of tit:
1977 Council of Slate Governments’study, the NGA data in table 5-2 shows
that by October 1980 thirty-three states were represented by sixty-six offices,
including some organized on a regional basis o through port authorities.
While established European and Japanese market i were the initial locales for
these offices, seventeen countries arc now reported to host state representa-
tives, including Mexico, Brazil, Panama, Colombia, Australia, Hong Kong,
and Singapore.

Developments since the NGA survey have witnessed the opening of addi-
tional state offices in several countries, including Mexico and Canada, as well
as a new venture in Korea. At the same time there has been a decrease in re-
gionally funded representation efforts, partly due to a loss of financial sup-
port and partly to competitive allocation difficulties. Financing has been a
particularly uncertain aspect of these state programs since the existence of an
overseas office costing several hundred thousand dollars annually to operate
can face funding tiifficultics in budget-conscious state legislatures.

For example, an office in Brussels, Belgium, operated by the Pennsylvania
Commerce Department’s Bureau of International Commerce (PENBIC) was
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Table 5-2
Stale Offices Abroad

g

how
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1
1
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Alabama

Alaika X X
Arkanut X
Connecticut X
Ik li wire )

lloridi X X
Georgia X 0 X
Idaho "
Iltinoil X X X
Indiina X X

lowa X

Kentucky
Louisiana
Maryland
Mitiachuictu
Michigan
Mmuuri X

Moniana o

Ncbraika i

New Jency ' * . 1
New Yoik

North Carolina X
North Dakota *
Ohio X
Oregon

Pennsylvania

South Carolina X
.South Dakota 't

lean X
Wrnionl

Virginia X X X
V/aihington X
Wyoming ot R

>

XX X X X
>
>

X X X X

>
AX X -

S

<X

Sourre: Adapted bom Export Developmentand Foreign Investment: The Role ofthe States and
In Linkage to Federal Action (Washington. D.C.: National Governor!1Association, 19SI).
X* one or more state offices.
+ “ Regional |’orti Authority offices.
Regional Planning Commission ofliccs,
«ov * Ifrivkie state group offices.

dosed in 1977 after the Pennsylvania General Assembly passed a general-
appropriations act prohibiting the expenditure of money for offices outside
the stale. Two years later the Pennsylvania Secretary of Commerce was back

State Trndc-and-Investmeni Promotion GT"

before the General Assemblys Appropriations Committees arguing for a state
office in Europe to boost the state’s economy and create mote jobs.1l The
NGA report shows the state as operating through private officesabroad at the
time of its survey, but by 1981 Pennsylvania offices were being established in
multiple European locations, Japan, and later in Mexico.

Other states have been more successful in sustaining supp art for their for-
eign operations. The lllinois Department of Business and Economic Develop-
ntent operates three foreign offices (Brussels, Belgium; Hong Kong; and Sao
Paulo, Brazil) to help lllinois manufacturers sell their goods overseas. This
activity received bipartisan support from four governors and the state legisla-
turell largely because the department has paid close attention to illustrating
the practical benefits of such offices. A report, "On Selling lllinois South of
the Border,” noted that since the Sao Paulo office was established in May
1976, some 1,000 lllinois businesses had received assistance while firms par-
ticipating in the department’s trade shows had nearly S20 million incsiima'cd
first-year sales. 4

Other ovcrscas-offtcc programs claim similar cosi-bencfit successes. The
director of Ohio International Trade Division estimated »hat one dollar of
expenditures generated approximately S260 in export sales for the states
companies. New York state representative in Tokyo reported about SiO
million worth of export business attributable to the office’] operation there.1l

Michigan's Office of Economic Expansion founded an International
Division in 1972, which now maintains offices in Toityo and Brussels. These
offices offer the Exporter's Travel Assistance Program (EX-TAP;, which
helps arrange appointments, make reservations and, at limes, accompany
visiting state businessmen on their calls to potentir ‘orcign distributors.
Donald llufford, President of Hufford Industries, Inc.,aS2-millioncompany
located in Charlevoix, Michigan, was reportedly one of the beneficialics of
such state assistance. He told of answering a state export advcrtiscmer. in a
local newspaper. The state office set up a trip for him to Europe, provided
translatcrs and screened possible distributors. Hufford Industries bt>an
exporting to Britain, West Germany, the Netherlands, and France and pro-
jects that one-half of its market may lie overseas.I/

As is evident from table 5-3, an overseas office is only one part of stair
cxport-promotion progratns(and may actually be more useful for invcstmeiv
promotion, as will be discussed). For example, a number of states have de-
veloped computerized hookups that alio™ them access to general trade lead,,
or even the capability to conduct searches tailored to the needs of specific
state firms, New Jersey’ International Trade Office, which utilizes a com-
puterized information-matching system, also publishes an international trade
directory listing all New Jersey firms engaging in international trade and
sponsors workshops for small businesses seeking to break into the export
market. The tradc-proinotion program in Illinois includes stale subsidized
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Table 5-3

Slate International Business Programs and Activities

uMahama
Alaska
Aiiioru
Aikinut
California
Colorado
Connecticut
Ocljuiic
Honda
Gcoiju
Hawaii
Ujhe
lllinois
Indiana
IOwa
Kansas
Kentucky
lavuiiiana
Maine
MatylanJ
Maiuchuiclll
Michigan
Minnesota
Mississippi
Missouri
M.voianj
Ndnitki
NtttJi
New Hampshire
New Jcncy
New Me sico
New York
North Carolina
S'iMih Dakota
Olivo
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<Vn(.in
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Source: Export Development onJ Foreign Investment: The Rule ofthe State: and Its Linkage to
Federal Action (Washington, D.C.: National Governors' Association, 1981).

trade fairs, trade missions, and catalog shows, with companies charged fees
ranging from S400 to S1,500 per firm for these services that the slate claimed
increases the average companys export sales by S25000I¢

These examples arc simply a few of the many active but diverse tradc-pro-
motion efforts being conducted by state governments and related instrumen-
talities. While legislatcd-funding authorizations have often been difficult to
secure, the growing importance of international trade to the U.S. economy
and the demonstrated success of some sister states in generating increased
trade benefits have brought more and more states into active promotional
programs.

The same basic promotional pattern has been followed in the area of
forcign-investment programs. Just as the states started to gear up their trade
activities in the early 1970s, the United States began to experience significant
inflows of foreign direct investment, which added a new dimension to domes-
tic cconomic-dcvclopment activities. In a GAO survey, only ten states were
found to have committed budgetary resources to attracting foreign invest-
ment before 1969. Twenty-one states began active promotional efforts be-
tween 1969-1975 as these rcversc-investment flows picked up, while fourteen
more began in the 1975-1978 period. By the time of the 1979 survey, only three
stales reported no active program to encourage foreign investment. Il

Early state experience with investment promotion stemmed from over-
seas missions led by state governors. During 1977-1978 states reported spon-
soring 113 missions abroad to promote foreign investment as well as partici-
pating in nearly thirty additional missions sponsored by the U.S. government
and oth.-i organization. Many overseas state offices discussed earlier were
actually established largely for investmcnt-promolion purposes to followup
on the iiMial success of Z governor trip.

Evert more than with trade flows, direct investment activities almost by
definition require significant statc-govcrnment involvement. Charters, siting,



ALASKA STATE LEGISLATURE
HOUSE OF REPRESENTATIVES
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I’oiich V. Stair Capitol
Juneau. Alaska V98Il

(W7) 465-3991
January 17, 1984
VEVORANDUM
TO Representative Joe Hayes

Attn: Jeff Day

FROM Jonathan Sherwood L
Legislative Analyst

RE: Alaska State Trade Office in Korea
Research Request 83-245

Jeff Day of your staff requested that our agency provide information on
state foreign trade offices and on Alaska-Korea trade. It is our under-
standing that this information is to be used by a consultant, Michael
Gay, in a study he is preparing on the feasibility of a State trade
office in Korea. Specifically, we were asked to perform the following
research*.

+ Outline t.ie current structure of the State's Asian office including
staffing, duties, and costs.

+ Describe the history of Alaska-Korean trade efforts.

+ Identify and report on activities of other states which have
established offices in Korea and other Pacific Rim countries.

In the course of our research, we have contacted several individuals
familiar with the history of Alaska-Korean trade or with the activities
of other state's trade offices. In addition, we have obtained informa-
tion from the Department of Commerce and Economic Development (DCED)
pertaining to the operations of the State's Asian Office and the extent
of Alaska's trade with Korea and other Asian nations.

Whenever possible we have obtained statistics and other quantitative
data concerning the issues we were asked to address and included many
of these materials as attachments to the memorandum. This has allowed
us to spend more time collecting data whilr still providing the infor-
mation to the consultant in a useful fr.rri--perhaps more useful given
the problems inherent in using secondary and tertiary sources.



Representative Hayes
"January 17, 1984
Page Two

THE STATE OF ALASKA'S ASIAN OFFICE

The State's Asian Office, in Tokyo, is the major component of the Alaska
Department of Commerce and Economic Development's Office of Interna-
tional Trade. In addition to the Asian Office, the Office of Interna-
tional Trade includes one Development Specialist position in Juneau.
However, this position is not currently filled.

Staffing. The State's Asian Office is staffed by one State employee,
a Far East Representative. This position is currently filled by W
D. Overstreet, former Mayor of Juneau. Mr. Overstreet reportsto
Deputy Commissioner Vince 0'Rei7ly or Commissioner Lyon. Four Japanese
employees al«:0 work for the Asian Office; they are hired on a contrac-
tual basis to avoid the complications of having foreign employees in
the State personnel system. These employees, with their current annual
salaries, are listed below:

1 Bilingual Executive Secretary $20,500
1 Translator/Research Analyst $20,000
1 Clerk-Typist/Receptionist $18,000
1 Assistant/Translator $14,500

Duties and Activities. According to the FY 85 executive budget docu-
ments, the purposes and functions of the Office of International Trade
are to:

+ provide the Alaska business community with pertinent intelligence
on market prices and conditions, product utilization, etc.;

+ Jlocate and establish business contacts which are interested in
Alaska products and investments;

+ act as a catalyst to assist Alaska and foreign business persons
to meet and conduct business;

+ establish foreign government contacts which are important to
Alaska, and introduce them to the State's economic trade and
developmental policies; and

+ establish a favorable image of Alaska in foreign countries.

According to the FY 84 Executive Budget, the office serves Alaska and
foreign companies, State agencies, and Alaska and foreign tourists.
Based on conversations with Vince O'Reilly, Deputy Commissioner of
Commerce and Economic Development, and on DCED documents, it appears
that the Asian Office serves all of these functions. Mr. O'Reilly,
strted that the target area of t-he Asian office is currently Japan,
Korea, Taiwan, and the People's Republic of China.
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Mr. O'Reilly was not able to estimate the amount of time the Asian Office
devotes to countries other than Japan; however, based on our discussion
and the Far East Representative's reports, it appears that Mr. Over-
street intents to make a significant effort to expand contacts with
Korea. For example, according to Mr. O'Reilly, the Representative is
participating in the discussions between the St“ce and Korea concerning
liguified natural gas exports.

Based on the monthly repor, from the Far East Representative to the
Commissioner's office, it wuuld appear that a significant amount of
the Representative's time is spent meeting with Japanese business
persons who are interested or involved in Alaska trade activities.
The Far East Representative also meets wich and assists members of the
media who are interested in publishing information about Alaska.

One of the duties of the Far East Representative is to represent the
State of Alaska and, to some extent, Alaska industry at trade shows,
political functions, and business-related social functions. In addition,
the Asian Office hosts receptions and luncheons for visiting Alaska
businessmen and State officials. Vince O'Reilly explained that business
relations in Japan traditionally involve more social activities than
in the United States.

The Far East Representative also serves as the official representative
of the Governor of Alaska at state functions. For example, Mr. Over-
street represented the Governor at the fu.ieral of the Korean government
officials assasinated this autumn.

Another responsibility of the Asian office is 1o provide assistance
and support for trade delegations and visiting State officials. For
example, when Governor Sheffield and his party travelled to Japan and
Korea this last fall, the Asian Office was responsible for some of the
arrangements; Mr. Overstreet and staff members also accompanied the
Governor. According to Mr. O'Reilly, the Asian Office was also
responsible for arranging a tour of the Far East for an Alaska logging
industry group in the spring of 1983; the Office identified appropriate
contacts and arranged meetings with Asian firms.

One of the activities of the Asian Office U the compilation and/or
the dissemination of market information, both for Asian businesses
ir :erested in trade or investment in Alaska and to Alaska f"ms in-
terested in marketing their products in the Orient. Two of the Japanese
support staff translate information published in Japanese to English.

Productivity. One convenient method of determining the productivity
of the Asian Office is to look at the extent to which it meets its
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own performance objectives. The following performance measures were
listed in the monthly reports submitted by the Far East Representative:

+ the number of trade/marketing shows in which staff members
participate;

+ the number of conferences attended,;

+ the numberof firms contacted or assisted;

+ the number of Japanese organizations provided information;
+ the number of pamphlets distributed;

+ the number of Alaska firms provided information; and

+ the number of government representatives assisted.

We have already provided the consultant with two of the Asian Office
monthly reports which provides information on the extent to which each
staff member performs these duties (see Attachment A). At his request,
we will attempt to obtain additional reports from DCED.

Costs. The State Asian Office is included in the International Trade
component of the DCED budget. This component also includes one develop-
ment specialist position in Juneau and some travel funds used for DCED
officials and others to participate in internatinnal trade events.*

The FY 85 Executive Budget request for the International Trade component
is $543,500. According to the FY 85 budget documents (Attachment B),
this represents a maintenance level budget for the new fiscal year.2
Of the total amount, approximately $455,900 is for the Asian Office.
Table 1 provides a breakdown of these costs. The remainder of the
International Trade component budget goes to support the Juneau-based
development specialist and to finance international trade promotion
activity by State officials, legislators, and others.

1 While we have been able to separate most of the costs of the State
Asian office, it should be noted that th“re are a few items, e.g.
office supplies, for which approximations have been used. However,
this should not result in a significant error in our calculations.

2 According to Joan Brown, service level SL 1 (identical to SL 2)
was included in the included in the Governor's budget. Budget levels
for S 1 are used in this memorandum and should be used when looking
at Attachment B.
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TABLE 1
Alaskan Asian Office Costs
(in $thousands)
Personal Services
Salary 85.0
Employee Benefits 18.3
Travel
Field and administrative 35.6
Contractual

Communications

Printing and advertising
Space expense and fees
Repair and maintenance
Equipment rental
Professional fees

O, W
ANV O WO
ecloNoNoNo]

Tokyo office staff 90.0

Contracts™ 9.0
Other fees and expenses, risk management 60.0
Supplies and Materials!
Household and institutional supplies 1.5
Structural materials and supplies 5
Equipment parts and supplies 5
Office and library supplies 11.5
TOTAL 455.9

* Tnis item is for consulting contracts; the amount expended by the
Asian Office varies fron year to year. For our purposes, we have
allocated one-half of the total amount to the Asian Office.

t Some supplies and materials may be charged to the Juneau Development
Specialist position; however, we are unable to separate these expenses

at this

Source:

time.

Department of Commerce and Econoinir Development, FY 85 budget
documents, C series for International Trade Component, and
conversations with Joan Brown, DCED. Table prepared by Mouse
Research Agency, 1984.
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One should note that, the allocation for space rent not only includes
office space in Tokyo, but also an apartment for the Far Eastern Rep-
resentative. According to Joan Brown, administrative assistant with
the Department of Commerce and Economic Development, t-he cost of office
rent is currently about $54,200 per year and the apartment costs
about $32,000 per ypar. The $60,000 shown for other fees and expenses,
and risk management includes $10,000 for membership fees, $8,000 for
conference registration, and $37,300 for hospitality.

History. The Alaska State Asian Office was opened at the end of 1964
following the passage of the legislation which created and funded it
for $25,000 (SILA 1964 Ch. 91 & 92). Originally, it was adminstratively
located in the Office of the Governor; however it was transferred to
the Department of Commerce and Economic Development in 1980.

Based on comments we received in the course of our interviews and on
information included in previous consultants' studies of the Asian
office, it appears that the Office has operated without strong direc-
tion or support from some of the past administrations. For further
information on the past activities of the Asian Office we refer you to
the Alaska Trade Offices Study published for the Alaska Legislature by
Dupere and Associates fn January of 1982 and to the Alaskan State
Asian Office Study, performed by Agritrade International Inc.; these
reports are included with the memorandum. Both contain information on
past operations of the office as well as evaluations of the office's
performance and support from State government in Alaska.
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OTHER STATES' TRADE OFFICES

According to a 1980 survey, 33 states were represented in that year
by trade offices in 66 foreign countries. This had increased from 20
states in 1977.3 While some states may have added or closed foreign
trade offices in the last three years, international trade staff for
such national organizations as the National Association of State
Development Agencies (NASDA), the National Conference of State Legisla-
tors (NCSL), and the Council of State Governments (CSG) indicated
that the level of activity is about the same currently. NASDA is in
the process of compiling an updated list of states' foreign trade
offices, which should be available later this year.

In almost all cases, the foreign trade offices are associated with
their state's economic development agency. In a few cases, the office
represents the state's agriculture agency, and in some states, dif-
ferent agencies share an office. In some cases, rather than represent-
ing a state, an office will represent a port authority or some other
regional entity. For the purposes of our discussion, we have not
included any state offices which are limited to promoting tourism,
although some state trade offices do serve this function in addition
to other duties.

Foreign trade offices are most frequently staffed by personnel employed
directly by state government, as is the case with Alaska. In many
cases, these are regular employees of the parent agency, who are
routinely rotated to their home state. However, some states contract
with one or more foreign consultants to represent their state. In
addition, several western states operate the OIld West Commission,
which has had joint trade offices in both Europe and Asia.

Foreign trade--and consequently the activities of state foreign of-
fices--is often classified into two broad categories: (1) investment;
and (2) trade. Investment, also called reverse ir;estment or foreign
investment, refers to business transactions in which foreign companies

invest capital in the state, frequently by opening a manufacturing
plant.

Trade, the second kind of activity, involves the exporting of goods
to foreign markets. According to Narsha Clarke, with NASDA, state
foreign trade office activity is fairly evenly divided between the
promotion of these two functions, a', least on the global scale. State

3 National Governors' Association, Export Development and Foreign In-
vestment. Ther Role of States aid Its Linkage to Federal Action,
1981, p. 22.
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offices in developed countries like Japan may place a higher priority
on encouraging investment; in developing nations, state offices may
place a greater priority on expanding export markets, as these coun-
tries are less likely to have firms interested in developing operations
in the U.S.

The trade offices of other states also collect trade intelligence for
their state. However, according to Ms. Clarke, it is difficult to
identify how much time is devoted to this activity, as it tends to
be performed in conjunction with the office's promotional activities.

According to a 1982 study prepared for the Alaska Legislature by Dupere
and Associates, once a state foreign office has made contact with a
foreign firm interested in doing business with the U.S., the state's
home office provides the U.S. business contact.

The Dupure report and other articles on foreign trade offices emphasize
the importance of strong direction and support for state foreign offices
from their parent agency. The home office must be able to identify
the appropriate business contacts for foreign business interests \;o
contact the state's foreign office, and to identify which in-sf.rte
businesses expressing interest in exporting their products are serious
candidates for foreign trade.

Ms. Clarke stated that the typical cost for a foreign trade office
would be between $100,000 and $300,000. She noted that the upper limit
generally provides for a large operation, bu' %lso cautioned that Tokyo

was substantially more expensive than othe . fons. A 1982 survey
indicated that the number of employees per . ? varied from 1 to 8,
with 2 or 3 employees being the most commi ffing pattern. The

largest number of employees in the Japanes "~ ces Sirveyed was 6.

Asian Offices. According to Marsha Clarke, her most recent information
shows that 19" states now have foreign trade offices in Japan.4 In
addition, California, which does not have a state office there, has
several port authorities, including Long Beach and Oakland, which
operate offices in Japan. Most of these offices are regional in scope;
however, some of the offices are intended to deal strictly with Japan.
States which currently have offices in Japan are listed below:

Alabama Indiana Mi chi gan

Alaska Kentucky Mi ssouri South Carolina
Florida Loui si ana New York Virginia
Georgia Maryland North Carolina Washi ngton
[llinois Massachussetts Ohio

4This compares with 14 states in 1980.
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In addition, Illinois has an office in Hong Kong and Missouri has an
agriculture representative in Singapore. None of the individuals we
contacted was aware of any state with an office in Korea.5

According to Ms. Clarke, state foreign trade offices in Japan usually
place much more emphasis on encouraging foreign investment and little
emphasis on increasing exports. Ms. Clarke explained that this is a
result of Japan's long-standing trade restrictions on the importation
of manufactured goods and agricultural products. Traditionally, these
have made it very difficult for U.S. businesses to export goods to
Japan. While some of these restrictions have been Ilifted in recent
years, Ms. Clarke stated that the direction of states' trade office
activities in Japan have not changed significantly. The Dupere study
also found that most state offices in Japan devote more time to pro-
moting Japanese investment in the U.S. than to promoting trade.

For additional information, we refer you to the Dupere study, which
includes an examination of eight state offices in Tokyo and ten offices
in Europe. The study provides a substantial amount of information on
their activities and procedures. We also refer you to Attachment C,
which provides several articles on state foreign trade offices sent to
our agency from the Western Conference of the Council of State Govern-
ments.

5 We received an excerpt of a recently published book on foreign trade
office activity which refers to a possible office in Korea. The
excerpt does not provide detail on the status of the office; it
is not clear whether an office has been opened or was merely
planned.



Representative Hayes
January 17, 1984
Page Ten

HISTORY OF ALASKA-KOREAN TRADE

There are very few documents available which specifically address the
past and current trade activities between the Republic of Korea and
the State of Alaska. Most of our information was obtained either through
conversations with individuals familiar with Alaska-Korea trade activi-
ties, or from publications which addressed only a small portion of
trade activities or included information on Korea incidental to other
topics. As a result, theinformation presented in this section does
not represent a comprehensive summary of Korea-Alaska trade activities.

In this section, we will present a general overview of Alaska-Korea
trade, including an informal chronology of events. We then discuss
the history and status of specific areas of trade, including examples
and statistics whenever wehave found them readily available.

Overview

Historically, direct trade between Alaska and Korea has been relatively
sparse compared to trade activities between Alaska and Japan, or Alaska
and the contiguous United States. According to the individuals we
contacted, trade activities between the two countries have generally
involved exporting Alaska natural resource products, particularly fish
and timber, to Korea. Inaddition, some Korean firms have supplied
industrial materials for large capital projects, and in a few cases,
Korean firms have received contracts to construct all or portions of
such projects. In recent years, Korean firms have also begun partici-
pating in joint ventures with Alaska businesses involved in natural
resource extraction.

Presented below is a brief chronology of Alaska-Korea trade activities
based primarily on our interviews with those knowledgeable about the
history of Alaska-Korea trade. While it is not comprehensive, it
should help to place the discussion in a clearer perspective.

Year ‘ Event

1950s — Little direct trade between Alaska and Korea.
Timber and fish products exported from Alaska to
Korea through Japanese trading companies.

Late 1960s — Korean fishing fleet begins fishing in  Alaska
waters.

— Hyundai Corporation builds Parks Highway bridge
at Hurricane Gulch.
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Year Event

Early 1970s — More wood products exported to Korea, still through
Japanese trading companies.

— Sun EelCorporation begins exploring the possibil-
ity of exporting coal from Alaska to Korea.

1975 — Anchorage businessman, Loren Lounsbury, appointed
honorary consul by Korean government.

Mid 1970s — Koreans begin participating in joint timber
ventures with Alaska businesses.

Late 1970s — U.S.-Korean joint ventures 1n Alaska fisheries
begi n.

1980 — Korean government establishes Consul-General post

in Anchorage. First Consul-General appointed.

— Sun Eel exportstest shipment of Usibelli steam
coal to Korea.

1981 — Sun Eel agrees to export 800,000 metric tons of
coal annually through Seward for 15 years.

— Hyundai  awarded contract to erect transmission
towers on the Anchorage to Fairbanks electrical
intertie. Also provides structural steel for the
new Sohio building in Anchorage.

— Daewoo Corporation provides saltwater treatment
facility to Atlantic Richfield Corporation on
the North Slope.

In addition, we located some general statistics on the volume of Alaska-
Korea trade in past years. Attachment D is a table, taken from the
AlaskaStatistical Review, 1980, which gives the value of Alaska
imports and exports by nation for selected years between 1970 and
1979. The table shows that in 1970, Korea ranked fourth as a recipient
of Alaska exports behind Japan, India, and Canada. In 1979, Korea
again ranked fourth as a recipient of exports, this time behind Japan,
India, and the People's Republic of China. Japan is clearly the domi-
nant export market for Alaska, receiving over 80 percent of all Alaska
exports. Korea does not appear to have been a significant source of
imports to Alaska in the 1970s.
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Attachment E provides information on Alaska's exports to East Asian
markets for the years 1978 through 1982. This Information was provided
by the Alaska Department of Commerce and Economic Development. As the
table shows, Korea had consistently ranked behind Japan and the People's
Republic of China until 1982, when it surpassed China. However, it
should be noted that in 1982, two recondi.ijned jet aircraft were
exported to Korea frcm Alaska accounting for over half of the total
figure. This is not a common export item for Alaska and, to some
extent, distorts the export figures for 1982,

It should be noted that these statistics reflect only exports which
are shipped directly to Korea from Alaska. Many of the individuals
interviewed stated that some Alaska products are exported to Japan
and are then sold to Korea by Japanese trading companies. Also, some
Alaska products may be transported to the contiguous U.S. before being
shipped to Korea. We have not located any statistics which indicate
the extent to which this occurs.

In the sections that follow, we provide information on the history and
current status of specific areas of trade, a summary of trade promotion
activities, and a brief discussion of the potential for increased
trade between Alaska and Korea. Much of the information is qualitative
in nature, based on interviews and descriptive reports on Alaska com-
merce. Whenever possible, we have included existing summary data on
the volume of specific items of trade.

Comprehensive information on the level of trade is available in the
U.S. Department of Commerce reports for the Alaska customs district,
which may be obtained from the U.S. Department of Commerce Inter-
national Trade Office in Anchorage. In fact, the information in the
two attachments discussed above was compiled using these reports.
The reports go back to 1954 and provide export and import totals for
the district as well as specific dollar and piece amounts for indi-
vidual items. Unfortunately, these reports do not provide any summary
data by general type of product, for example, forest products or sea-
food.

We have not attempted to compile any summary data using these reports,
as we lack ready access to the reports in Juneau (the International
Trade Office in Anchorage does not have duplicating equipment capable
of making copies of the microfiche records for recent years). The task
of obtaining copies and compiling summaries ourselves was not possible
within the time constraints of this request. However, as previously
noted, some of the information has already been summarized by other
agencies and these are included in the attachments.
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There are several indications that the potential for increased joint
venture activities with Korea is great. Of the seventeen joint-ventures
approved by the North Pacific Fisheries Management Council in December
of 1983, eight involved Korean firms. In addition, some of the Native
corporations we contacted reported that they were currently negotiating
with Korean firms for joint ventures. Furthermore, foreign allotments
of the Alaskan FCZ fisheries are now determined to some extent by that
nation's level of joint-venture activity in the fishery. This increases
the incentives to foreign processors to participate in joint ventures.

Timber

For the period 1977 through 1982, forest products were the most consis-
tent and most valuable export from Alaska to Korea. The value of forest
products exported to Korea in the first eleven months of 1982 was $9.7
million. However, for the same five-year period, 1977 to 1982, Korea
generally ranked behind Japan and the People's Republic of China as a
markit for Alaska timber. Japan frequently imported twenty times the
amount of Alaska forest products imported by Korea during this period.

The Alaska timber export market to Korea includes hemlock, used in the
hidden interiors of homes, Sitka snruce, used in musical instruments,
and red cedar, which has recently become a popular paneling material
in Korea.

There have been some joint-timber ventures between Korean and U.S.
firms in Alaska. According to Robert Breeze, Korean firms have been
involved in joint timber ventures with some Native corporations.
Robert l.oescher, with the Sealaska Corporation, reported that his firm
is undertaking a joint venture with the Korean Alaska Development
Corporation (KADCO), a consortium of several Korean trading companies,
including Hyundai Corporation and Samsung Corporation. Mr. Loescher
also mentioned that his corporation has been exporting timber to Korea
for the last several years. In 1983, Sealaska exported 25 million
board feet of round logs to Korea.

A recent study of the markets for Alaska timber compiled for the U.S.
Forest Service predicts that the Korean market for spruce will hold
steady or increase slightly in the future. However, it also points out
that the Korean market for hemlock is likely to decline as the Japanese
market improves. This is because the Koreans are currently buying a
higher grade of hemlock than they require, due to its low price compared
to inferior quality woods from other sources. |If Japan begins paying
more for this hemlock, the Korean market will probably substitute
other woods. The study does anticipate an increase in the demand for
red cedar, and mentions that there may be some potential for selling
Alaska cottonwood, white spruce, and possibly birch to Korean markets.

A*'**
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Attachment H contains the pertinent section of this Forest Service
report, which includes tables with some Korean timber import informa-
tion.

Minerals

Coal. While there has been Korean interest in Alaska coal since the
early 1970s, actual exports did not begin until 1980, when the Sun Eel
Shipping Co., Ltd. Corporation purchased a test shipment of steam coal
from the Usibelli Coal Mines near Healy for trial in power generators
in Korea. Following a successful trial, Sun Eel signed a ten-year
contract to buy 7 million metric tons of coal. Last year, Sun Eel,
along with Korea Electric Power Corporation agreed to export 800,000
metric tons of coal annually through the coal loading facility currently
under construction at Srward. As Usibelli is the only working coal
mine in Alaska, this will represent the only regular export of coal
from the state.

There is also a coal development project currently underway involving
Korea. This is the Bering River Coal field located 60 miles east of
Cordova on land owned by Chugach Natives, Inc. This field is being
developed by the Bering River Development Corporation, a joint venture
between Chugach Native, Inc. and KADCO. Although the coal lies approxi-
mately 30 miles from tidewater, and there is no existing transportation
or loading facility, the coal has a higher BTU value than the Usibelli
coal. To date, no mining has occured, and it is uncertain if and when
this field will actually begin exporting to Korea.

Petroleum. Petroleum exports do not appear to be significant part of
the Alaska-Korea trade historically. Of course, export of crude oil,
and the potential expert of LNG for Alaska's North Slope is restricted
by federal law. According to Robert Maynard, Assistant Attorney
General, provisions in the Congressional authorization of the Trans-
Alaska Pipeline make it almost impossible to export North Slope crude
oil, and provisions in the Congressional authorization of the Northwest
gasline project make it very difficult to export large amounts of LNG.
This limits, to a large extent, the potential »or trade in oil. However,
in the first eleven months of 1982, Korea imported $16.6 million worth
of urea from Alaska. No urea was exported in the four previous years.
We have not obtained any figures for 1983.

It was the general consensus of the individuals | interviewed that
Kortjn firms would be very interested in importing liquified natural
gas (LNG) if a gasline was built and might also import oil if federal
laws were changed. However, it was mentioned that Korea uoes have
other sources of energy, and that it was not clear the extent to which
unrefined Alaska petroleum products would be competitive. Alaska
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petroleum does have relatively high extraction costs associated with
it. Any decision regarding the export of Alaska petroleum to Korea
would be based on the price of Alaska petroleum relative to the price
of petroleum from other sources.

According to Robert Breeze, the Korean trading company, Samsung, is
considering importing unleaded gasoline and reformate from Alaska
to Korea. He also stated that another Korean firm, Sangyong, is
considering exporting leaded gasoline and 82 fuel oil from Korea
to western Alaska. In addition, Korea Shipbuilding and Engineering
Corporation is exploring the possibility of importing residual fuel
oil to Korea, to be purchased from Tesoro.

Other Minerals. Although there does not appear to be any Alaska-Korea
trade in minerals other than coal and petroleum at this time, both
Loren Lounsbury and Robert Breeze mentioned strategic minerals as
another source of future trade with Korea. However, as several
individuals mentioned, Alaska presently lacks the infrastructure to
develop these mineral resources. Presumably, any development of Alaska-
Korea trade in this area is dependent on future infrastructure develop-
ment.

Agriculture

To date, there does not appear to be much agricultural trade between
Alaska and Korea. There has been some shipment of beef and lifestock
from Alaska to Korea; Loren Lounsbury cited an operation near Homer
which is currently exporting beef. Robert Breeze stated that two
Korean firms are currently attempting to lease University of Alaska
lands in the Kenai area for cattle raising. Mr. Breeze stated that
current plans call for the firms to export cattle as well as process
cattle in Alaska.

Several of the people with whom we spoke mentioned the possibility of
exporting barley to Korea. Japan and Korea are considered the primary
markets for Alaska barley exports. However, the lack of a grain ter-

minal at railhead appears to be a major impediment in the development
of this market.

Finally, an article in Forbes (Attachment 1) notes that without the
Korean market for rcir.Jeer antlers, Nana Corporation's reindeer herd
would cease to be an economically viable enterprise. In addition to

the antlers, the herd also provides a source of fresh meat for local
residents.
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Korean Investment in Alaska

We have already discussed many of the areas in which Korea has invested
in Alaska in our discussion of joint ventures in resource development.
These include timber, fisheries, and coal. It should be noted, however,
that joint ventures in fisheries do not usually entail foreign invest-
ment onshore. The foreign processor simply buys fish from a U.S.
fishing vessel and processes the fish on board.

Mr. Breeze also mentioned that the Korea Shipbuilding and Engineering
Corporation has proposed building a ship repair facility in Seward that
might eventually include a small rolling mill and some ship building
facilities as well.

While many of the individuals with whom we spoke stated that there was
the potential for substantial Korean investment, particularly in the
extraction of Alaska's natural resources, Korea's Consul General Hwang
cautioned that Korean firms are reluctant to invest in the infrastruc-
ture necessary to develop some of these resources. He explained that
other natural resource producers, such as Canada, are willing to build
the necessary facilities to make their resources available to foreign
firms at dockside. This reduces the total cost to Korean firms purchas-
ing these products.

Imports

According to those we interviewed, Korean firms provide a significant
amount of heavy industrial goods used in Alaska. We have not located
any information which evaluates the relative size of Korean exports to
Alaska in this field. However, our sources did provide several exam-
ples. The Korean firm, Daewoo, delivered a saltwater treatment plant
to Atlantic Richfield Corporation on the North Slope last year valued
at over $200 million. The Hyundai Corporation provided the structural
steel for the new Sohio building in Anchorage. Hyundai also is erecting
the transmission towers for a section of the Anchorage-Fairbanks
power intertie. In addition, Hyundai build the bridge at Hurricane
Gulch on the Parks Highway in the late 1960s. Robert Breeze also
mentioned that cement and electrical transformers were also imported
from Korea.

For consumer goods, the potential for import does not appear great.
Consul-General Hwang stated that Alaska is generally considered too
small of a market to make importing likely. Although many Korean prod-
ucts eventually are consumed in Alaska, these are usually distributed
by coinpa. ies operating out of the contiguous U.S. A small Korean
products import trade had existed in Anchorage for some years; however,
this primarily serves the Korean community there and is not likely to
increase significantly.
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Trade Promotion Activities

In addition to actual trade activities, there are a number of activities
related to the promotion or enhancement of Alaska-Korea trade which
merit mention. For example, for the last several years, delegations of
business persons and/or political officials have either gone to Korea,
or come from Korea to visit Alaska. According to Robert Breeze, trade
delegations have regularly travelled from Alaska to Korea or vice versa
for the last few years. Governor Hammond and several State officials
(including legislators), made a tour of the Far East to discuss trade
in early 1979 (see Attachment H), and Governor Sheffield led a similar
delegation last fall.

In 1975, the Korean government appointed Loren Lounsbury, a long-time
Anchorage businessman, honorary consul for Korea in Alaska. In 1980,
the Korean government established a regular consulate in Anchorage,
staffed by a Consul-General.

The Alaska-Korea Business Council, an Alaska organization, was formed
a few years ago to enhance trade and other relations between the two
locales. A similar organization, the Korea-Alaska Economic Cooperation
Committee, exists in Korea.

Several major Korean trading companies have opened offices in Anchorage
or announced plans to open offices in Anchorage. These include Hyundali,
Sun Eel, Daewoo, and Korea Shipbuilding and Engineering.

Potential for Future Trade

Virtually everyone with whom we spoke stated that there was the poten-
tial for greatly increased trade between Alaska and Korea. Export of
Alaska's natural resources was cited as the most promising area of
trade between the two. It should be noted, however, that the infra-
structure necessary to develop many of these resources is not yet in
place, and until it is, there are probably limited opportunities for
increasing this trade. In addition, federal restrictions on the export
of North Slope crude oil and LNG will have to be lifted before Korea
can take full advantage of Alaska's petroleum resources.

Among the advantages cited for Alaska as a potential trading partner
with Korea are:

+ the proximity of Alaska to Korea;

» the quantity and diversity of Alaska's natural resources; and
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e« the political stability of the united States compared to other
resource exporting countries.

The individuals with whom we spoke also cited several negative features
which the Koreans see as drawbacks to Alaska as a trading partner,
including:

e the lack of adequate infrastructure for resource development;
e the lack of sophistication and expertise of Alaska business firms;

< the lack of consistent, positive State government policy concerning
resource development; and

e State and federal restrictions and permit requirements which add
time and expense to resource development.

Robert Breeze, Loren Lounsbury, and Bill Bittner, attorney Tfor Hyundai
in Alaska, all stated that Korean trading companies are interested in
becoming involved 1in Alaska®"s infrastructure development, both as a
supplier of industrial materials, and as a contractor. Korean companies
reportedly have a similar posture toward Alaska Power Authority hydro-
electric power projects.

While it appears that Korean companies are neither used to or inclined
to invest heavily in infrastructure development, they have begun
investing in Alaska®"s resource development, as evidenced by the Bering
River Development Corporation and joint ventures in the timber industry.

This concludes our research on Korean trade and foreign trade offices.
As noted throughout this memorandum, we have supplied several attach-
ments which should be useful to the consultant in preparing his report.
We are, of course, willing to ass’st the consultant in obtaining further
information to the degree that time permits. Should you have any
questions, or if we can provide further information on any of the issues
addressed in this memorandum, please do not hesitate to contact us.

Js
Attachments

cc w/attachments: Michael Gay



ATTACHMENT E

Alaska Exports to East Asian Markets



COUNTRY (PRODUCT)

JAPAN
Seafood
Forest Products
Pet d Put/Chum*

CHINA
Urea
Forest Products

TAIWAN
Urea
Forest Products
Seafood

KOREA
Urea
Coal

Forest Products
Seafood

THAILAND
Urea
Forest Products

HONG KONC
Pet 1 Pet/Clicm

Forest Products
Seafood

INDONESIA
Urca
Forest Products

PIIILLIPAINES
Urea

MALAYSIA
Urea

AUSTRALIA
Urea

NEW ZEALAND

TOTAL EXPORTS

= f \ |[]pr/Chan”

ALASKA EXPOKTS:

1 1977

|288.16A.0

| A7.023.7

[1A1.096.1
| 95.325.6

| 7,196.2
| 6,938.6
| 0.0

| 8,573.6

0.0
I 7.3A9.2
1 0.0

| 8.302.5

0.0
0.0

| 5.31A.0
| 0.0

3.321 .3

0.0

A,219.3

309. 1

0.0

A02.2

0 0lo o
o ol© O

| 22.0
1 0.0

1973

A71 .181.5
203,A79.0

133.A10.5
121.AA8.A

18.711.A
15.17A.0
3,393.2

8.090.6
0.0
5.61A.2
0.0

8,653.5
0.0
0.0
2,A20.3
3.A53.5

A.306.8
99A.0
2,662.8

1.30

1,102.A

0.0

367.2
0.0

166.2
0.0

6.965.9
0.0

611.825.7

EAST ASIA AND PACIFIC
Totals and Major Products (000)

| 1979 I

738.AA5.7 j
396.895.2
236.306.5
131.6A9.3

32.352.5
| 27.179.2
1.303.6

12.096.A
2.A
9,A79.0
0.0

23.573.6
0.0

0.0
12.773.9
1 AA6.0

3.A63.A
600.9
2.368.9

—  —

j 2.,963.3
j 172
| 0.0
[ 32.6

| 1,188.A
1 0.0 1
1 0.o 1

1 3.270.6 |
1 2,217.9]

1  A.859.9 1
j  2.219.0 |

13,313.6 |
3.7“2.0 |

1 27.1 |

1980

757.959_A
297 _.A9A.2
273.337.1
222 .6A7.A

67,795.1
35.036.6
32,173.3

1A .600.6
0.0
9,201.5
9.6

36,121.0
0.0

0.0
8,030.8
2A.3A5.0

5.539.A
A.283.9
1,069.7

1,839.3
0.0
0.0

1.5

10.9A2.A
0.0
0.0

1A.598.3
1A_AA2.A

A.901.2
3,579.6

3,069.0
0.0

1981

93A.205.7
AOb.279.6
206 ,21A.7
297,350.7

A3.8A1.7
18.953.6
2A.A12.5

16.916.0
A,109.7
7,036.6

0.0

19,807.A
0.0
635.7
9.A30.0
A,088.A

A,099.8
0.0

2.3A7.6

5,611.3
.7
982.2

0.0

2.969.5
0.0
5A5.7

28.326.A
26,362.6

10,627.2
6.A08.A

9,096.0
0.0

0.0

| 1982 (N1

887.9671
332,A911
205.081 1
281.9A71

58.6651
A3,860.1
9.562.1

A_37A.1
0.1

3,658.
0.

95.185.
16,612.
0.
9.A69.
9.3A5.

9,331
2.88A.
5,995.

917.

0.

0.
0.
22.199.
15,552.

5 ,2A7.

12,551.
12.256..

1A ,038.(
11,893.:

33.576.1
8.02S.:

I 913.0A7.A 1 987.519.0 1.182.597.2 1,199,536.7

1,, n» em *

1IqU«tr »» \



%

Produce

Forest Products
Seafood Products
Natural Gas

Urea

Ammon ia

TOT/.L

ALASKA EXPORTS:

1 1977

1179,212.5
| 52,106.3
| 95,325.6
| 20.059.1

| 6,517.5

1392.157.3

Major Products (000)

1978

168,ABA.A

205,707.1

111.AA2.0

59,837.6

9.A33.5

611.825.7

WORLDWIDE TOTALS

1979

271 ,135.9

356 ,0A7.6

122.536.0

73,719.5

913.8

913.0A7.A

1980

339,037.1

327,205.3

218 ,0AA.A

87.A81.3

2.6A3.7

987.519.0

1

1981

273.026.5
A27.1A2.3
310,02A .5
133.A17.2

0.0

.182.597.2

| 1932 (NOV

1 252 ,315.(
| 3A9.391 .(
| 266.1AS._(
| 100.73A.:

| 19,371.:

1,199.356.°"
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REPORT OF LEGISLATIVE MISSION TO JAPAN AND KOREA

I. Executive Summary

This report describes the legislative mission of
Senator Bettye Fahrenkamp, Representative Bob Bettisworth
and Representative John Cowdery to Japan and Korea. The
purpose of the mission was severalfold:

1) to return the visit of Japanese Diet members
who visited Alaska in August 1983;

2) to join with Senator Murkowski 1In requesting
Japan and Korea to formally request Alaska oil from the
United States government;

3) to let Japan and Korea know of the Legislature~s
intent to seek a long term resource relationship,
particularly energy resources, with those countries as
provided in the respective communiques signed during

President Reagan®s November 1983 trip to those
countries; and

4) to seek a summit meeting on energy among Japan,
Korea, the Republic of China and the United States to
form a Tfinancing plan for the construction of a gas
pipeline and the marketing of the North Slope gas. The
briefing material contained in Appendix A was submitted
to officials of each government.

The Export Administration Act, which contains the
prohibition on the export of Alaska oil, will be considered

in mid-February 1984 by the United States Senate. If
Japan®s and Korea®s formal requests for the oil are to do
any good, they must be made soon. This legislative mission

went at this time to these countries alongwith Senator
Murkowski to show Alaska®s solidarity in making this request
and to stress the need for immediate action.

In Japan we found continued 1interest in purchasing
Alaskan crude oil if the law can be changed to allow 1its
export. We recommend that Alaska continue to establish
relations with our friends 1iIn the Japanese Diet who
prescribe energy policy for Japan. The interest of these
Diet members will 1insure <closer cooperation of the
officials 1in the Ministry of International Trade and
Industry (MITI).



On natural gas the Japanese continue to talk of an

oversupply of gas extending into the 1990°“s. The Japanese
look to private enterprise to perforin any necessary
marketing or Ffinancing studies. The MITI ministry appears
to desire to operate solely within the United States-Japan
Energy Working Group. This working group does not now favor
an energy summit. Continued efforts with the Diet should be
pursued to convince MITlI to participate. Further, 1if Korea

and Taiwan agree to a summit meeting, it would be difficult
for Japan to refuse to attend.

The Koreans were very positive with respect to the

oil and the gas. On oil, Energy Minister Choi stated that
Korea wanted to purchase Alaskan oil and that it would point
that fact out to the United States government. The Koreans

favor the energy summit on gas and have taken preliminary
steps with private industry in Korea to participate 1in the
financing and marketing study. We recommend 1increased
efforts with the Korean government to encourage this
continued positive attitude.

While the [legislative mission did not visit the
Republic of China, Senator Murkowski reports from his
meetings there during the week of January 9, -184 that the
Republic of China®s government has the same attitude as the
Korean government with respect to the oil and gas. Again,
this attitude should be encouraged.

A word needs to be said about Alaska®™s Asian
Office, which 1is Ilocated 1in Tokyo. It is the mission”s
impression that the Office 1is doing an excellent job. In
the opinion of the mission, its effectiveness could be
increased iIf offices were established in Seoul and Taiwan.
We urge a review of this proposal by the Alaska Department
of Commerce and Economic Development with a vreport by
Commerce to the Legislature during this legislative session.
Bill Overstreet, Director of the Alaskan Asian Office, was
with the mission in Japan and Korea. His assistance
throughout was most helpful and appreciated. The mission 1is
firmly committed to the Asian Office.

It is the observation of the authors of this report
that Asians and students of American history recognize that
the United States 1is entering the "Century of the Pacific™.
Alaska, as a central point 1in the Pacific Rim geography,
should be an integral part of the future trade pattern of
the Pacific Rim region. Further, it iIs our observation that
the United States will not be Alaska®s primary market 1in the
years and decades to come. We believe that the real market



for Alaskan resources 1iIs with and i1n Pacific RiIim nations
with which the United States of America has economic and
strategic treaties (Japan, Korea, and Taiwan).

Asian countries have  historically looked to

Southeast Asia for trade and commerce. Those countries must
be made aware of Alaska®"s other resources. This will take
an effort by Alaskans. Moreover, Alaskans must be made

aware of the potential.

It iIs our perception that I1F Alaska 1is to maintain
its high production ir. hydrocarbons and WIJ? Alaskans continue
to receive revenues it believes it needs, then the State
leaders must plan for the future.

It iIs asserted by some economists and futurists
that the center of world commerce has already shifted from
the historic north Atlantic to the north Pacific Rim region.
We believe this to be true and want our State to be aware of
the potentials, opportunities and/or hazards.

1. Recommendations.

It is the opinion of the Alaska legislative mission
that for Alaska to realize the promise of that portion of
the Reagan/Nakasone communique of November 1983, that calls
for Alaska to be the focal point of an energy relationship
between the U. S. and Japan and other countries on the
Pacific Rim, most notably Korea and the Republic of China
(Taiwan), the State of Alaska must be an active party.
Recognizing this, we recommend the following:

1. That in cooperation with the Alaska
Congressional delegation and the Governor, the Alaska
Legislature take an active role iIn seeking to market
Alaska®s energy resources 1in the Pacific Rim, recognizing
that such an undertaking will require the expenditure of
funds and will probably take some time;

2. That the Alaska Legislature establish a
procedure for exchanging visits with members of the
legislative bodies of Pacific Rim countries interested 1in
Alaska’s energy and other resources, with a view toward
establishing with those legislators an understanding of
Alaska®s resources and the desirability of purchasing those
resources. In particular, the Alaska Legislature should
support Senator Murkowski®s efforts to arrange an energy
summit meeting between the United States, Japan, Korea and
the Replublic of China (Taiwan) with representatives from
Alaska i1n attendance.
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3. That the Alaska Legislature assist the Governor
and the Alaska Congressional delegation in seeking to lift
the ban on the export of Alaska crude oil, including the
expenditure of funds for Congressional lobbying and general
education efforts, recognizing that this may take some time
to achieve.

IT Congress fails to lift the ban on the export of
Alaska crude when the 1issue 1iIs debated 1i1n the Senate in
February this year, all appropriate action should be under-
taken by the State of Alaska, assisted by the Alaska
Congressional delegation, to permit the export of a portion
of the State®"s royalty crude oil. Such actions may include
a request by the Governor for an export permit for State
royalty crude oil as suggested by Senator Murkowski, or a
lawsuit to establish the State"s right to sell 1its own oil
as suggested by Congressman Young.

4. That the Alaska Legislature support the efforts
of private groups to arrange for marketing of Alaska®s gas
and financing of a gas pipeline, including marketing of the
gas to the Pacific RiIm countries. The Alaska Legislature
should consider procedures which would require that any
foreign companies which obtain contracts to help build the
natural gasline, are from countries that agree to provide
markets or financing for the gasline.

5. That the State of Alaska take all appropriate
measures to assure that existing coal contracts take place
on schedule and that additional opportunities for the sale
of Alaska coal be found. In proposing this, the Alaska
legislative mission recognizes that Jlarge scale coal
contracts with the Pacific Rim cannot be expected to occur
earlier than the mid 1990°s. However, some assurance of
sales at this time wou.ld be of great assistance to the
Legislature in making pioper decisions for construction of
the infrastructure needed for coal development.

6. That the mission of Alaska®"s Asian Office be
expanded to agressively market Alaska®s resources on the
Pacific Rim. In this regard we envision 1its mission for
Alaska as similar to that which the Ministry of Interna-
tional Trade and Industry provides for Japan. To perform
this function, Alaska®s Tokyo office would have to be
upgraded and offices established in Seoul and Taiwan. Given
the interest in Alaska®s resources we have seen in Japan and
Korea, the money expended would be a wise investment. We
recommend that the Alaska Department of Commerce and



Economic Development study this proposal and report back to
the Tfull Legislature before the end of this legislative
session.

I11. Discussion of Trip Details

The mission left Juneau for Anchorage on January
13th. That evening the mission attended a dinner hosted by
Consul General Huang of Korea, to which Consul General

Inamura of Japan was invited. Energy matters were generally
discussed. The main purpose of the dinner, however, was to
firm up the arrangement for the visit. The mission very

much appreciated the 1i1nformation provided by the Consuls
General.

The mission left Anchorage on January 14, 1984 and
arrived in Tokyo on January 15, 1984, having lost a day
crossing the international dateline. January 16, 1984 was a
holiday in Japan, during which the mission adjusted to the
time and was briefed by the Alaska Asian office.

On the evening of January 16, 1984 the mission had
dinner at Bill Overstreet®"s home, which was attended by
Senator Murkowski, for the purpose of rehearsing for the
meetings. It was decided that after the introduction of the
legislative mission by Senator Murkowski , Senator
Fahrenkamp, as the mission®s senior member, would make the
following points:

1. The mission was returning the August 1983 visit
of the Diet with the 1i1dea of continuing such exchanges
in the future;

2. The mission Tfelt i1t was in the interest of both
Japan and Alaska to work to implement that portion of
the November 1983 communique from the meeting of
President Reagan and Prime Minister Nakasone which
named Alaska as the focal point for an energy relation-
ship between Japan and United States;

3. The mission recognized that realizing Alaska"s
position as the focal point of an energy relationship
will take time and commitment, which Alaska for 1its part
was willing to pursue;

4. The mission endorsed the efforts of the
Congressional delegation to change that portion of the



Export Administration Act which precluded the export of
Alaska oil and the effort to arrange for an energy
summit meeting..

It was agreed that Senator Murkowski would speak to these
subjects on behalf of the combined group.

The Ffirst meeting on January 17, 1984 was a
briefing by Ambassador Mansfield. After Senator Murkowski
had introduced the legislative mission, Ambassador Mansfield
gave an in-depth and exceptionally knowledgeable review of
both the oil and gas issues from both the U. S. and Japanese

perspectives. He stated his wunequivocal support for the
export of Alaskan crude oil, Pacific Rim, and promised to be
of assistance iIn any appropriate way. He detailed the
numerous publications and occasions in which ha had made
known his views on this subject. He is clearly a friend of
Alaska.

The combined mission met with MITI Vice Minister
Komatsu on January 17, 1984. Vice Minister Komatsu is one
of the two senior Japanese officials who sit on the U. S.-
Japan Energy Working Group. After Senator Murkowski had

made the introductions and Senator Fahrenkamp had made the
above listed introductory remarks on behalf of the .legisla-
tive mission, Senator Murkowski made the following points to
the Vice Minister:

1) The purchase of Alaska’s energy resources would
provide Japan an opportunity to redress 1its balcnce of
payment problem with the United States that opening 1its
market to U. S. citrus and beef cannot do;

2) The U. S. Senate would soon take up the Export
Administration Act, while Japan has informally indicated
its desire to purchase EO0,000 barrels per day (bbl/d); a
formal request by the government of Japan for the oil
would be very helpful 1in Senate debate;:

3 The group felt that an energy summit among the
U.S., Japan, Korea and Taiwan to discuss Alaska oil and
gas would be a good means of implementing the Reagan-
Nakasone comminique as i1t pertains to Alaska energy
resources.

Mr. Komatsu replied that energy 1is an area where
Alaska and Japan can cooperate. Japan toldl the U.S.-Japan
Energy Working Group that it wanted the oil,, and the Japan
Refiners” Association said the same thing on 1its trip to
Washington, D. C. Mr. Komatsu saiid that that request



constituted a "formal"™ request. Japan believes that lifting
the crude oil ban 1is critical. However, 1t understands that
lifting the export ban will be difficult in the short run;
this must be a long-term effort.

Mr. Komatsu declared that the potential exists for
Japan®s purchase of LNG from Alaska 1iIn the 1990°s. The
development of this potential is up to private enterprise 1in
each country.

Mr. Komatsu said that coal 1i1s also the responsi-
bility of private industry, although there are many more
difficulties connected with this resource than with LNG.

On January 17th the combined delegation met with
Mr. Nagayama of the Japan Refiners®™ Association and his
staff. After Senator Murkowski and Senator Fahrenkamp had
made their prepared presentations, Senator Murkowski stated
that the Export Administration Act and Senator Murkowski®s
amendment to allow the export of Alaska oil will be debated

in February. The Senator described the proposed amendment
and advised Mr. Nagayama that there 1is strong objection by
the maritime unions to the export of Alaska oil. IT this

objection can be overcome there will be a market 1in the U.
S. for replacement oil from Mexico and an opportunity for
Japan to redress 1its balance of payments problems with the
U. S. A formal request for the oil from Japan to the U. S.
woulld help in the Senate debate.

Mr. Nagayama replied that he had made a request for
the oil during his trip to Washington, D. C. on the 1issue.
Furthermore, he felt that the Japanese side had requested
the oil during the U. S.-Japan Energy Working Group discus-
sions. Mr. Nagayama said he understood that it would be
politically difficult to have the amendment pass.

Mr. Nagayama expressed concern about that portion
of the Senator"s proposed amendment that called for the oil

to go to Japan on U. S. Dbottoms. He stated that he was
concerned that this would make the price of the oil
commercially unreasonable. A discussion then ensued which

explained to Mr. Nagayama that the transportation price
would »je absorbed at some point in the distribution system
and thus Japan would pay no more than the market price for
the oil. Mr. Nagayama replied that even if the delivered
price were the same the U. S. tanker proviso precluded
Japanese oil companies from using their tankers which were
surplus to the present demand. Dr. Thayer responded that



having the oil on American tankers provided security to the
Japanese, because it would be an act of war to stop an
American tanker. Mr. Nagayama acknowledged the point.

Mr. Nagayama then expressed concern that the
proposed amendment called for the oil to be cut off iIn case
of an emergency. ..Senator Murkowski explained that this was
because Japan as an OECD nation would receive oil pursuant
to the International Energy Act were there to be an
emergency.

Mr. Nagayama stated that he agreed that importing
Alaska crude oil would go a 1long way toward resolving
Japan®s 1imbalance of trade problems. He had spoken with
people during his U. S. trip on the issue who had told him
that changing the balance with Alaska oil was not a desir-

able way to do it. The reason he had been given was that
this would possibly take the pressure off Japan to resolve
other trade difficulties. He thus expressed concern that

even if Japan purchased the oil, U. S. criticism of the
trade imbalance would continue.

Nevertheless, Mr. Nagayama believed that Japan
should buy limited quantities of oil to reduce the balance
of payments problem. Furthermore, he felt it iImportant to
diversify Japan®s source of supply and reduce its dependence
on Middle East oil.

Senator MurkowskKi responded by saying that the
efforts of the U. S. “Lnc Lebanon and the Middle East to
secure peace were of i1ess benefit to Japan than the U. S.
because the U. S. was more dependent than Japan on oil from
that area. Mr. Nagayama reiterated the desirability of a
diversified oil supply but said it would be 1i1nappropriate
for him to comment on the Lebanon situation.

There was some confusion on the Japanese side
regarding the 200,000 bbl/d amendment. Mr. Takahashi asked
if this represented royalty oil only. Senator Murkowski
replied that the 200,000 bbl/d representated oil from all
sellers including the State. The Senator said that the
200,000 bbl/d war selected because i1t was the amount of oil
which could be sold without causing a Jjob loss among
existing maritime workers as a result of oil export. He
cited the Putnam, Hayes and Bartlett report prepared for
Alaska Lumber and Pulp Co., Inc. .(ALP) as the authority for

this proposition. He said it was only a coincidence that
this 200,000 bbl/d was the same amount as the total of the
State"s royalty oil. Mr. Ishiyama of ALP Ilater informed

members of the group that because of the political good will
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involved with it, the Japanese are far more interested in
State royalty oil than oil from the other producers. As Mr.
Ishiyama understood it this had a lot to do with the fact
that the Japan Refiners®™ Association had expressed interest
only in 50,000 bbl/d of royalty oil.

Representative Bettisworth told Mr. Nagayama that
Alaska 1looked wupon the oil export 1issue as a long-term

proposition. He said the Alaska Legislature expected to
push hard to achieve oil export over whatever period it took
to succeed. During this period he hoped that further visits

between the Diet and the Alaska Legislature could be
arranged.

The combined group then met with Mr. Murata, the
Director General of the Economic Affairs Bureau of the
Ministry of Foreign Affairs. After Senator Murkowski and
Senator Fahrenkamp made their initial presentation Senator
Murkowski explained the amendment he 1intended to introduce
to the Export Administration Act to permit the export of a
limited amount of Alaska crude oil. Senator Murkowski told
Mr. Murata that it would enhance chances for the amendment®s
success if Japan would formally request the oil. The
Senator pointed out that the State of Alaska was prepared to
spend money to help get the amendment passed. The Senator
said th*t passage of this amendment would help the Japanese
avoid crticism due to the balance of payments problem. The
Senator then outlined his proposal for an energy summit.

Mr. Murata responded that Japan would like to
purchase Alaska crude oil in order to diversify its sources
of supply and to help its balance of payments problem. He
stated that Japan was reluctant to make a formal request for
the oil because it could be interpreted to be interference
with the internal affairs of the United States (i.e., the
deliberations on the Export Administration Act) . Accord-
ingly, the problem has "chicken and egg"™ aspects: Japan
says the U.S. should make the oil available before it takes
action to purchase 1it; Senator Murkowski wants Japan to
indicate a desire to purchase the oil Tfirst.

Senator Murkowski stated that it would be very
embarrassing if the U.S. lifted the oil export ban only to
find that Japan was not interested 1iIn purchasing any oil.
He stak .d that it was difficult to understand the rationale
for Japanese refusal to make a formal request for the oil
when Taiwan had agreed to do so. It was anticipated that
Korea would also do so. The Senator pointed out that the
U.S. was securing Japan®s oil supply as well as that of the
United States by its actions 1iIn the release. Thus, 1t was
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hard to understand why the Japanese invested 1in Sahkalin
rather than Alaska. The Senator asserted that it would be
much better if Japan invested in Alaska.

Mr. Murata asked what would happen i1f no amendment
to the Export Administration Act allowing crude oil export
was achieved iIn February. Senator Fahrenkamp responded that
Alaska would try again. She stated that the State
Legislature was prepared to spend money to obtain the amend-
ment but recognized that it could take some time to have
this happen.

On January 18, 1984 the combined group met with
Minister Okonogi, the Minister of International Trade
Industry. Senator Murkowski and Senator Fahrenkamp made
initial remarks as outlined previously. Senator Murkowski
then stated that purchasing crude oil from Alaska would help
Japan reduce the balance of payments problem. The Senator
declared that opening the beef, citrus food barriers to U.S.
producers would not provide sufficient balance of payment
offset. The Senator stated that the answer to the balance
of payments problem was not for the U.S. to restrict import
of Japanese products, but for the Japanese to buy more U.S.
products. The Senator then described his proposal for an
energy summit as outlined above. Mr. Okonogi replied that
he will be in Washington, D.C. at the end of the month and
these 1issues will be discussed. Mr. Okonogi said he
preferred using the U.S.-Japan Energy Working Group in the
energy summit proposal, but would consider the proposal.

Senator Murkowski pointed out that Vice President
Bush has responsibility to follow through on the
Reagan/Nakasone communique. He stated his intention to meet
with the Vice-President concerning the energy summit.

The combined group then had lunch with three of the
four- Diet members who had visited Alaska 1in August, 1983:

Namely Mr. Watanabe, Mr. Harada, and Mr. Yosano. Mr. Kato,
a Diet member 1interested in energy, also attended, Mr.
Uetake, a former Diet member, was present as was Mr.
Matsune, Chairman of Alaska Kai. Mr. Nakayama, senior

counselor to the Industrial Bank of Japan, and a long-time
friend of Alaska, attended as did Ishiyama, the President of

Alaska Lumber and Pulp Company. The discussion focused on
the desirability of exchanging visits between Diet members
and members of the Alaska Legislature. Senator Fahrenkamp

expressed the view that Alaska was prepared, on its part, to
take the actions necessary to implement that portion of the
Reagan/Nakasone communique which calls for Alaska to be the
focal point of an energy relationship between Japan and the
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U.S. Minister Watanabe stated that this was a worthwhile
goal which he would be wunable to pursue because of his

recent promotion to Minister of Health and Welfare. He
stated that the other Diet members present were prepared to
be helpful iIn the effort. In their various remarks the Diet

members expressed an interest iIn the energy summit proposed
by Senator Murkowski and promised to consider 1it*

Following lunch the Alaska legislative mission held

a press conference with the Japanese press. Senator
Fahrenkamp presented the points she had made 1In meetings
with government officials. The press was extremely

interested iIn the oil and gas issues and the interview had
to be terminated to allow the mission to take the flight to
Korea.

The combined group was met at Kimball International
Alrport on the evening of January 18, 1984 by former Korean
Energy Minister S.K. Lee, a strong advocate of development
of Alaska®s energy resources. The group was joined by
another 1long-time friend of Alaska, Mr.” T. J. Kim at the
Shilla Hotel.

The Tfirst meeting of the morning of January 19,
1984 was breakfast with the corporate Qleaders of Sun |11
Corporation concerning 1its coal purchase contract with
Usabelli Coal Company. The group was assured that the
project was on schedule.

The combined group then received a briefing from
Mr. Walter Lundy, economic counselor to Ambassador Walker.
Mr. Lundy briefly outlined the dramatic expansion of the
Korean economy in the last ten years. The Korean economy is
growing at approximately ten percent f.er year. Much of this
iIs due to the expanding domestic market 1in Korea. The
Koreans are presently trying to enter the export market and
participate in the hi-tech area. For the first time, Korea
will have an unfavorable balance of payments problem with
the United States in 1983 - approximately $1 billion. The
Koreans are extremely worried about this.

Mr. Lundy felt that theKorean government would
respond favorably to the proposal offormally requesting oil

and to the i1dea of an energy summit. He warned that due to
their recent prosperity the Koreans had been deluged with
requests to purchase foreign goods. The Koreans have

sufficient energy in the shortrunbut need assured, long-
term supplies over the 1long run. Mr. Lundy viewed the



creation of the Tfive company consortium to participate 1iIn
the market! g and financing study of the gas as very
favorable.

Mr. Lundy advised that although there was no
specific mention of Alaska, as there had been iIn the
Reagan/Nakasone communigue, the communique between President
Reagan and President Chun 1in November, 1983 contained a
paragraph in which the United States pledged to be an energy
supplier to Korea and to help Korea obtain energy resources
in case of emergency. Mr. Lundy suggested that in 1its
discussion with the Korean government, the group point to
this paragraph as the basis for its proposal that the
Koreans make a formal request for oil and an energy summit
meeting. Mr. Lundy stated that the embassy would provide
all possible assistance in achieving these goals.

The combined group met next with Minister of
Commerce and Industry Kum. After Senator Murkowski and
Senator Fahrenkamp had made their opening statements Senator
Murkowski urged that the Korean government make a Tformal
request for crude oil from Alaska that there be a four
nation energy summit meeting. Mr. Kum responded that while
Korea was interested 1in purchasing energy resources from
Alaska, the specifics of that discussion would haveto await
the group®s meeting with Energy Minister Choi. Mr. Kum
stated that Korea would buy the oil if the export ban were
lifted and asked Senator Murkowski to explain the procedures
for changing the law. Following Senator Murkowski®s explan-
ation, Senator Murkowski did give reasons why Alaska was
looking to Pacific Rim as a market.

The combined group had lunch with National
Fisheries Administrator Kang. After an exchange of intro-
ductions, Senator Murkowski applauded Korea®s adherence to
the 200-mile Hlimit. He asked if the Korean government was
interested in obtaining more joint ventures with Alaska
fishermen as opposed to fishermen from elsewhere. The
conversation centered on these two points.

In the afternoon the combined group met with
Ambassador Walker. The Ambassador stated his support for
the export of Alaska crude oil and for the energy summit
meeting. He promised to do everything he could to assist in
Korea®"s purchase of natural gas from Alaska. To that end he
planned to host a dinner for Yukon Pacific officials 1iIn the
five company consortium which had agreed to do the financing
and marketing study on the gas during Governor Hickel*s
visit iIn February, 1984. Senator Fahrenkamp thanked the



Ambassador and explained that Alaska intended to
aggressively market 1its resources on the Pacific Rim and to
make any necessary changes 1in federal or state law toward
that aim.

The combined group then met with Minister Choi,
Minister of Energy and Resources. Senator Murkowski and
Senator Fahrenkamp made opening remarks. Senator Murkowski
asked that Korea make a formal request for Alaska oil and
that there be an energy summit between the U.S., Korea,
Japan and the Republic of China (Taiwan). Senator
Fahrenkamp asked the Minister to assist in making certain
that the coal contracts between Sun 1l Company and Usabelli
Coal Company occur on schedule.

Minister Choi stated that Korea wanted to diversify

its sources of energy supply. Korea would buy Alaska crude
oil if it were made available and would seriously consider
making a formal request for it. He said that while there

was no need Tfor gas right now because of purchases from
Indonesia, his ministry"s upgraded projections show a need

by 1989. Accordingly, his ministry would assist private
enterprise of Korea to coordinate Korea"s portion of the
financing and marketing Tfeasibility study. Minister Choi
said that he 1is uncertain that the Sun I11/Usabelli contract
would occur on schedule. The Minister said that he views

favorably the proposed energy summit. He then asked Senator
Murkowski to explain his proposed amendment to export crude
oil and to describe the prospects for passage in the Senate.

Senator Murkowski gave a detailed account of the
proposed amendment. He stated that changing the law would
be a hard fought battle. Accordingly, he appreciated the
Minister®s consideration of the proposal that Korea make a
formal request for the oil as this would be a great help.

The group then met with Mr. Lee, Chairman of the
Board of Samsung Corporation. Senator Murkowski pointed out
that the gasline construction would involve assistance from
companies such as Samsung. The Chairman stated that Samsung
Corporation had always Jlooked for natural resources,
particularly in the United States, and more specifically
Alaska.

The combined group then met with the President of
the Korean Electric Power Company, Mr. Park. After Senator
Murkowski and Senator Fahrenkamp had made 1initial remarks,
Senator Murkowski stated that he hoped that the Sun 11
Usabelli coal contract would go forward as scheduled. Fe
was assured by Mr. Park that it would. Senator Fahrenkamp
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then brought up the 1issue of all of Alaska®™s resources
focusing specifically on Alaska®™s energy resources. An
informal discussion ensued regarding the opportunities for
marketing those resources on the Pacific Rim.

At this point Senator and Mrs. Murkowski left the
group to return to the United States. Following departure
of Senator Murkowski the discussion continued and was led by
Senator Fahrenkamp.

The Jlegislative mission met for breakfast on
January 20, 1984, to discuss the points it would make 1iIn its
meetings during the day, all of which were with Korean
companies interested iIn Alaska’s energy resources and their
construction projects iIn Alaska. It was decided that
Senator Fahrenkamp, as senior member, would make the follow-
ing points at each of the meetings:

1. That the Alaska Legislature intended to make a
major effort to market Alaska®s resources on the Pacific
Rim.

2. That the mission has come to Jap-n and Korea at
this time to demonstrate the Alaska Legislature®s support of
the congressional delegation®s effort to lift the ban on the
export of Alaska oil to the Pacific Rim.

3. That this issue will be debated in Congress 1in
mid-February. The Alaska legislative mission believes that
the ban on Alaska crude oil exported 1is 1iInconsistent with
Paragraph 12 of the communique between President Chun and
President Reagan, which provided that the U.S. would be a
reliable supplier of energy and help Korea obtain stable
energy supplies.

4. That the legislative mission urges the Korean
government to contact the U.S. government to formally
request the Alaska oil. In particular the U.S. Defense

Department should be contacted regarding Korea®"s desire for
the oil.

5. That Alaska has extensive natural gas supplies.
Senator Murkowski 1is trying to put together a four-country
energy summit meeting to discuss financing and marketing of
the gas.

6. That the Alaska legislative mission understands
that former Governor Hickel will be in Korea in February to
discuss the natural gas Iissue. Ambassador Walker told the
mission yesterday that he will help coordinate that visit
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with key 1industry leaders. The Alaska legislative mission
supports this initiative.

7. That coal 1is one of Alaska®s major resources.
Contracts have been entered to sell Alaska coal to Korea.
The legislative mission is delighted to learn that arrange-
ments for coal delivery are still on schedule. The Alaska
legislative delegation would like to see more coal sold in
Korea.

8. That in April a delegation from the Alaska
Loggers®™ Association will be iIn Korea to discuss Alaska®s
timber resources. The Alaska legislative mission urges the

Korean business community to work with the Alaska timber
industry to sell more of Alaska®s timber in Korea.

The Alaska legislative mission met with Fisheries
Minister Kang for lunch. The Alaska legislative mission
applauds the efforts made by the Korean fishing industry to
comply with the requirements of the 200-mile limit and
requests that the Korean fishing 1industry enter into more
joint ventures with Alaska fishermen.

The mission met Ffirst with Mr. Kim, President of

Ssangyong Construction Company. Senator Fahrenkamp made the
remarks outlined above. Mr. Kim expressed the hope that
Korea would enter into a long-term energy relationship with
the United States. He stated that his firm had purchased

some Alaskan coal in connection with its cement plant opera-
tions, but the coal was wet and had to be mixed with other
coals. Ssangyong is not now using Alaska coal.

Mr. Kim expressed his company®s 1interest 1iIn any
construction contracts which may arise from construction of
the gas pipeline. Senator Fahrenkamp responded that it was
her personal view that in awarding such contracts considera-
tion would be given to companies of nations that partici-
pated in the financing and marketing of the gas and were
themselves helpful in causing the project to happen.

The legislative mission then met with officials of

the Doosan group. Senator Fahrenkamp made the points
outlined above. Mr. Keh stated that Korea v "s interested in
Alaska®s resources. While Doosan was smallo®. than the big

Korean trading companies, he was quite intt.ested in those
resources and also interested 1in participating 1in the
construction of the natural gasline. Senator Fahrenkamp
repeated the point about assistance causing che project to
happen, previously made to Ssangyong officials.
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The group met next with Mr. Cheon of Hyundai
Construction Company. Hyundai 1is the largest of the Korean
trading companies. Mr. Cheon stated that he had prior
experience 1in construction projects in Alaska. He plans to
be in Alaska 1i1n April. He expressed interest in construc-
tion of the gas pipeline. Senator Fahrenkamp repeated what
she had told the other companies. Mr. Cheon wanted to know
if the Hyundai built the project, could 1t be paid 1in
natural gas. Representative Bettisworth stated that in his
opinion, this was the only way the project would work.
General discussion about Alaska’s potential then followed.

The legislative mission then met with Mr. Roh, Vice
Chairman of the Federation of Korean Industries (FKI), which

iIs similar to the Keidenren. Mr. Roh stated that approxi-
mately 400 of the largest Korean companies are members of
FKI . The FKI makes recommendations to the government after

reaching an internal consensus.

Senator Fahrenkamp delivered her prepared remarks,
whereupon there was a general discussion about the desira-
bility of Korea purchasing Alaska®"s energy resources and
other resources. Mr. Roh stated that the business community
was anxious to expand its activities in Alaska.

Following the FKI meeting, the legislative mission
was met with Mr. Lee, Vice-President of Daelim Construction

Company. After Senator Fahrenkamp delivered her prepared
remarks there again was a general discussion about construc-
tion activity in Alaska. Senator Fahrenkamp repeated her

remark that any construction company that participated 1in
the natural gas line would have to be from a country which
participated in the financing and marketing study and itself
was helpful in causing the project to happen.

In the evening the group attended a reception put
on by Ambassador Walker for the Alaska legislative mission
and a congressional mission which was then in Korea. During
the course of this reception, members of the Alaska legisla-
tive mission had the opportunity to talk with members of the
Korean National Assembly and with members of Congress

regarding these energy issues. In particular, there was an
opportunity to talk with Congressman Jack Hightower of
Texas. Congressman Hig)tower stated that the congressional

attitude against exporting Alaska oil was not strongly held,
although he doubted i1t would pass the Congress at this time
because of the power of maritime unions. The members of the
National Assembly with whom conversations were conducted
were very anxious that the oil export ban be lifted and that
Korea participate in the purchase of Alaska’s energy
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resources. Members of the legislative mission also talked
with Ambassador Walker and economic counselor Lundy and were
promised all possible support from the Embassy 1in assisting
the legislative mission in achieving its goal.

On Saturday, January 21, the Alaska legislative
mission traveled to Pamunjon. The purpose of the trip was
primarily to view the demilitarized zone and, secondarily,
to experience Tfirst hand, Korean life which has been
dramatically affected by its relationship with North Korea.

1V. Conclusion.

In conclusion, we believe that the objectives of
the mission we set out to achieve were accomplished.
However, much more work needs to be done. In this regard,
we would urge that the recommendations made in Section Il of
this report be adopted.
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hen the residential housing
market slumps in Tokyo, it
hurts Alaska Natives in Ju-
neau and Sitka. When South Koreans
get depressed, aphrodisiac prices there
decline and Eskimos in Kotzebue lose
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profits. What's going on is that the
Natives of Alaska, the Eskimos, Indi-
ans and Aleuts, arc establishing busi-
ness empires increasingly tied to the
fortunes of the Pacific Kim. Japan and
South Korea provide major markets
for timber, fish, minerals and, vyes,
even reindeer horn, which old-fash-
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miied apnihcc.iiies in Seoul lovely
grind into much-savored nc> pinions.

[leing iii the export husinirss is just
one offshoot ol the 1971 settlement,
enacted by Congicss. of the land
claims ol Alaska’s Xll,1)00 Eskimos,
Indians and Aleuts. The Names were
granted 44 million acres, a land area
equal to 2% of the entire U.S. To help
them enter the capitalist mainstream,
S962.5 million was thrown into the
pot (Foiiiies, (N1 -7 to establish 20.1
village and 12 giant regional corpora-
tions. These are to administer the
land and begin profitmaking ventures.
Each Native received 100 shares in a
regional corporation. To prevent take-
overs by outsiders, Congress prohibit-
ed any stock sale until 1991.

"Until I became a Native American
businessman, | always thought a
strong American dollar was a good
thing," says Roger Lang, a Tsimshian
Indian who fishes commercially for
salmon and halibut when not attend-
ing to his duties as a director of Sea-
laska Corp., a company with estimat-
ed -timber assets in hemlock, spruce
and cedar worth more than S200 mil-
lion. He now knows a weak yen means
weak sales. Lang adds that Canada,
which he accuses of dumping logs, has
hurt Sealaska timber sales to Japan,
which last year were nearly 190 mil-
lion board feet, mostly in round logs.

Overall the 12 Alaska Native corpo-
rations’ profits have been improving
(six Kitile. i> J3Ji, but the big move
forward will occur when world prices
for oil, timber and fish improve. Until
then the corporations will work on
honingskills in scouting out new joint
ventures. Several Native corporations
have opened branches in Tokyo and
Seoul, and more will follow. Alaska is
midway between Tokyo and New
York by air, and by water it’s far easier
to ship bulk commodities to the Pacif-
ic Rim than to the U.S. East Coast.
Raw salmon is a big seller in the Ori-
ent, so several Native corporations.
likeCalista Corp. in southwest Alaska
and Nana Regional Corp. in Kotzebue,
have negotiated wholesale deals to sell
fish caught by Natives to Japan.

For Nana, the South Korean market
for reindeer horn is the margin that
makes it possible to maintain a herd
of 6,01)0 animals that also provides
fresh meat lor local Eskimos, all of
whom are stockholders. The herd still
loses money, which makes it a tax-
loss earryfoi ward on the hoof, but the
slaughterhouse also is used in sum-
mer to process lish. Resides, Nana
stockholders are constantly enter-
tained hy management's amusing ef-
forts at rounding up the reindeer. Us-
ing tax-deductible toys—helicopters,
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“In Japan they under-
stand the Alaska market
much better than anyone
else," says Alex Raider,
Caltsta Corp. president.
Raider has enticed several
major Japanese corpora-
tions, including Mitsui
Engineering & Shipluiild-
ini;, Ltd. and Kawnslio In-
ternational Corp., into
joint ventures to supply
engineering expertise and
steel for liuilding offshore
oil rigs in the Bering and
Chukchi seas. It’s not just
the Asians who are doing
business with the Native
corporations. Remember,
the dozen corporations
control 44 million acres of
the state and deal with the
major U.S. oil companies, handling
service and construction contracts.
Natives and oilmen lobby together
against environmentalists for sale of
Alaska oil to (apan.

In the main, the Native corpora-
tions have staked their future on re-
source development, with nearly ev-
ery corporation involved in joint ven-
tures with oil companies.

These 12 corporations, established by Congress, con-
trol most subsurface and surface rigilts to 44 million
acres of Alaska anil were given S962.5 million to set op

_ Kipiiriing
Corporation year
Alima ltie 1983
Aleut Corp 1982
Arctic Slope Ilcgintml Corp [9H2
Bering Straits Native Corp 1981-82
[Iristol Bay Native Corp 1983
Calista Corp 1982
Cliugach Natives Inc 1982
Cook Inlet Itegion Inc 1982
Dnyim Ltd 1982
Knnia? Inc |9 nuts ending 3/31/82)
Nana ltcginiial Com Inc 1982
Sealaska Corp 1982
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Learning llial a strong dollar doesn't always help.

The most profitable Native corpora-
tion, Cook Inlet Region, Inc., is seek-
ing a blend of Pacific Rim and domes-
tic markets that other Native corpora-
tions arc trying to duplicate. Cook
Inlet President Roy Huhndorf says im -
provement of coal prices could make it
economically feasible to ship to Japan
from the corporation's massive Beluga
coalfield near Anchorage, to he operat-

On native ground

il inula I'lacci
Am cx amean-
tune. oil and
gas leserves. C00k Inlet

es going to suck tn iiimt
ventuics with expert nper-
ators like Aren anil Texa-
co," says Huhndiirl.

The Native corpora-
lions always look for ven-
tures that will employ
shareholders, a notion
that produces company
tics akin to the Japanese
eradlc-to-grave employ-
ment approach. The Na-
tive leaders strive 10 cre-
ate shareholder loyalty—
William L. Hensley, presi-
dent of Nana Develop-
ment Corp., a Nana sub-
sidiary, calls it "Sivuniig-
vik," spirit in Eskimo—to
work against the tempta-
tion to sell out when 1991
comes around.

The Native corpora-
tions, however, have lost
a friend with the resigna-
tion of lames Watt, the In-
terior Secretary. Watt had
pushed hard to unluck
their lands for exploration
and to get their land titles
to them. He put federal lawyers to
work on projects to make the Natives
self-sufficient, even if it meant fight-
ing The Sierra Club, which it has. As
he told Fdkues before his resignation,
"The no-growth advocates who try to
destroy the success of these corpora-
tions shouldn't he tolerated."

But then Watt believed in self-reli-
ance for the Natives, not handouts. u

businesses and manage the assets to make Alaskan
Natives self-supporting They can’t sell 'heir stock
until 1991. Here's a situation report.
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B. The Market for Alaskan Timber Products iIn Korea

Korea is a country of few forest resources but a.sizeable.wood-products——---—-
industry that relies heavily on the export market. It exports large
volumes of plywood worldwide and some lumber to Japan and the Mucle East

where Korean contractors are very active.

1. Market Structure for Alaskan Timber

Our investigation of the Korean market showed that only four firms import
from southeast Alaska and one of these, a red cedar importer, was beyond
the scope of the study. Each of the three applicable users is an
integrated importer/processor importing hemlock and spruce directly from
Alaska. The three ~.mporters used 75,500 m3 of Alaska spruce and hemlock
timber in 1931, most of which (83*) was western hemlock imported by one
firm. Table 5 summarizes survey results of the tnree Alaskan timber
imoorters. Alaskan timber represented 29 percent of their total tir.wCr
volume, ranging from 25 percent to 75 percent. For all Korea, Alaskan

timber represented only about one percent of the total timber usage ir.

Isdl.

2. End Use

The greatest single use of Alaskan timber is western hemlock 1in nidcen
interiors of houses. Western hemlock is also used inexposed house
interiors and boxes and crates. Sitka spruce usually goes into thecrowing

musical instruments industry, particularly Korean pianos.

3. Timber Quality and Desirable Characteristics

Most Korean concern about quality pertain to Sitka spruce which 1is used in
the higher valued musical instruments industry. They are less concerned
about the quality of western hemlock which they use primarily because of
price consideration. The quality of hemlock logs is not good but

acceptable at the low price Koreans pay (recently S200 per MBF, p.a.s.).
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Talile 5. Information summary on sawmills importing ST Alaskan timber, Korea 1/

1tem Survey results

Total annual volume:

Timber processed, all sources 260,667 m3
SE Alaskan timber 75.500 m3
SE Alaskan 1ocjs (n=1) 67.500 m3
SE Alaskan cants (n=2) 0,000 m3
SE Alaskan Sitka spruce (n=3) 13,000 m3
SE Alaskan western hemlock - all logs 62.500 m3
Alaskan timber as 1 of total 1 mill - 27%,

2 mills - 75%

Recovery on logs Sitka spruce - 65%, hemlock - 60X
Recovery on cants (n=2) Sitka spruce - 70% and 75%:
End Use
o0 SE Alaskan western hemlock logs (n=1) 50%, House const. - hidden interiors
20%, House const. - cxposei interiors

30%, boxes and crates

0 SE Alaskan Sitka spruce scants 100%, Musical instruments

1/ A total of three integrated sawmills were surveyed and to the best of our knowledge they are the only
Korean users of SE Alaskan Sitka Spruce and western hemlock. Each does its own importing of timber.



Koreans prefer the same Qualities in Sitka spruce as the Japanese; high
ring count, free of small knots and specific uniform grain angle. There

have been problems attaining acceptable quality in most of these areas.

4. General Timber Situation in Korea

Demand

In 1981, total timber demand was 7.3 million m3 (log equivalents), sawn
from 11.6 million m3 in 1978. Traditionally, most of Korea"s demand for
timber was for re-export. Recently domestic demand h”s become dominant
mairly due to declines in the export market. In 1982, domestic demand is
expected to account for 65 percent of the timber use and lower export

demand will account for only 35 percent of the log use.

Most of the wood product exports is in the form of plywood, 2.5 million m3
log equivalents in 1981 or 93 percent of exports. However, this is down

sharply from a peak of 4.9 million m3 in 1977.

The reduction in plywood exports is attributed to decreased supplies of
suitable hardwood logs, more so than reduced plywood markets. Key hardwood
exporting countries have significantly restricted log exports in recent

years.

By 1990, Korean Tforestry officials expect annual timber demand to be 19
million m3 annually. They expect the domestic demand to be 14.5 million m3
and export demand to be 4.8 million m3. We believe the export demand
projection may decline faster than the government estimates. Domestic
demand projections are reasonable if Korea can maintain its economic growth

and increase housing starts which recently ranged from 200,000 to 250,000



SubDOolvV

In 1965 comestic_timber_accounted_for_48 percent.of_the_total_supply.
imports teiame more and more important as the plywood and lumber re-export
industry grew, and domestic sources supplied only 8 percent in 1978. Their
proportional importance has increased sharply since 1578, however, up to 16
percent in 1981. This is largely because of reduced hardwood imports for
the plywood re-export industry as discussed earlier. The actual volumes
have been 800.0CO to 900,000 cubic meters since the mid 1960°s, topping 1
mil 1ion m3 in 1981.

Imported supplies reached a peak of 10.6 million m3 in 1978, declining to
6.1 million m3 in 1981. Most of this decline has been in the hardwood area
and while the volume of imported softwoods is down some. Softwoods now
represent a larger share of imports, 22 to 23 percent in 1978 to 1531

versus 3 percent in 1975.

5. Trends and Opportunities in the Korean Market

Due to a combination of increased demand for softwood and limited domestic
resources, use of North American softwoods will presumably grow. Most of
this will be in the form of logs but the share of orocessed timber is

expected oc grow.

If Alaska suppliers can be price competitive, they should expect increased

exports to Korea. If current manufacturing practices hold, demand for
Sitka spruce in musical instruments should increase. Hcwcer, if spruce is
replaced by other woods in piano keys, legs and frame, sprue.: emand could

decline but such substitution c es not appear likely.

While Korea can probably use more hemlock in the future, their actual
hemlock imports will depend on what the Japanese do. IT the Japan market
strengthens, the Koreans will not likely compete with the Japanese for”
hemlock logs and cants. They will seek lower cost and lower quality
substitutes. Thus, relative to Japan, the hemlock market in Korea does not

look particularly good.
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- Alaskan Sitka spruce is preferred over essentially all foreign

spruces. Assuming prices are competitive no major threats to

substitution exist and Alaskan volume should be a direct function
of "Japanese demand_for® spruce.” At higher prices,

subTtitutes_do—
exist and will be used.

The Japanese sawmills have had problems with quality control

on
Alaskan timber.

We recommend Alaskan exporters start a program

with key traders to

identify specific problems and improve

sorting and grading of timber for Japanese customers.

The Japanese sawmillers are very interested in discussing their

trading problems and establishing long-term trading

relationships.

Korea is a much smaller importer than Japan but offers potential

for growth
in Alaskan timber imports.

We offer the following specific conclusion and
recommendations:

Korea sawmillers and importers, compared to Japanese, are more

price conscious and less cuality conscious, particularly

regarding hemlock.

We recommend that Alaskan traders develop a sort specifically for
the Koreans, like the K-sort used

in the Pacific Northwest. This
will

complement the need to maintain higher quality and prices

for the Japanese market. The lower quality material can be

sorted out and sold to Korea at a fair price.

Korean plywood mills are facing great difficulty securing

Southeast Asian hardwood. They may be able to substitute seme

Alaskan species, e.g., cottonwood or the larger white spruce

to replace part of the hardwood needs and Alaska should
investigate this potential.

logs,
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Taiwan offers potential Tfor Alaskan timber primarily by increasing volume

in current use areas. Both spruce and hemlock markets are exploitable and
current volumes could be increased in multiples. However, even if
increased the volume scale will be low compared to Japan. e

The Peoplel® Republic of China is a large potential market but the
purchasing process is complex and not conducive to seller initiated
marketing. We recommend the Alaskan traders establish a representative to
work with the U.S. Chinese trade officials (The China National Native
Produce and Animal By-Product Import and Export Corporation (Tuhsu)) to
assure that Alaskan exporters are informed about Chinese buy orders and can

respond accordingly.
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V. THE POTENTIAL MARKETS FOR ALASKAN TIMBER PRODUCTS IN KOREA
A. Backcrouno

Korea is a country with few forest resources, but with a sizeable wood
products export industry. The domestic torests were heavily cut in the
later years of Japanese occupation for military construction purposes and
before they could recover were again cut over for firewood during and just
after the Korean War. They now consist largely of planted pines, crowing
slowly on rather poor sites, and planted poplars, plus limited old growth
hardwoods, pines, and other conifers. The acreage Iis extensive but
stocking is low, except in the poplar plantations. Total fores: -=kea Iis
6.5 million hectares, with an estimated 111 million cubic me:.e-*s of growing

stock, or 16.8 cubic meters per hectare.

Exportsconsist mostly of plywood produced from imoorted SoutheastAsia
hardwood logs. In recent years American softwood logs r.ave fovicac the
raw material Tfor construction lumber excorted to Japan and the Middle East,
where Korean contractors are very active. As of 1981, Korea ceoenceo on

imports for 83percent of its timber requirements.

B. The Market Structure for Alaskan Timoor in Korea

1. Importers, Sawmills and Channels of Distribution

To the best of our knowledge there are four Tfirms that import from
southeast Alaska, but only three fall strictly within the sccoe of tnis
study. The fourth is a red cedar importer and falls ouisice tr.e scope cf
this study. For the apoiicable cases, the market structure is the same.
Each 1is an integrated importer/processor who imports directly *rom Alaska.

One importer does sell a minor quantity to small independent sawmills.



The three importer/processors imported about 75,500 m3 of Alaskan timber in
1981 according to survey responses. Most of this, 83 percent, was K-sort
hemlock logs imported by one firm (Table V-1). Sitka spruce imports
totaled 13,000 m3 of which 8.000 m3 were cants, in 1980, one Tfirm reported
they had imported hemlock cants also, but lost money on the venture and

nave not repeated if.

The Alaskan timber represents about 29 percent of the total volume of the
three processors and ranges from 27 percent to 75 percent. For the total
Korean industry, Alaskan imports represented only about one percent of

total timber usage in 1981.

2. End Use

As shewn in Table V-1, the greatest share of the Alaskan timber, 31,25C m3
of western hemlock, went into hidden interiors of houses. The remainder o
the western hemlock was used in exposed house interiors and boxes ar.c

crates. Sitka spruce, logs or cants, usually went into the growing musical

instruments industry, particularly Korean pianos.

3. Preferences

Korean preferences for Sitka spruce require a high ring count, an even knot
distribution and a specific uniform grain angle. They tend to oe less
concerned about quality characteristics in hemlock which is used in lower

value or hidden end products.

In the case of the hemlock logs, they are generally satisfied and acceot
the trade-off in quality for the low price they pay (recently 5200 per MEF,
FAS). Alaskan logs are criticized, however, for a high percentage of
center defects. While specifications ao allow up to 40 percent deduction
from gross for these defects, the usual deduction is less than 20 percent.
Also, the overall recovery rate on logs is relatively high, 60 percent,

considering the low grade of logs imported.

V-2



Table V-I. Info-iiiation summary on sawmills importing St Alaskan timber, Korea \J

Item Survey results
Total annual volume:
I

» Timber processed, all sources 260.667 m3

e S Alaskan timber 75.500 m3

e SE Alaskan logs (n=1) 67.500 3

e SE Alaskan cants (n=2) 0,000 m3

e SE Alaskan Sitka spruce(n=3) 13,000 m3

e SE Alaskan western hemlock - all logs 62.500 m3
Alaskan timber as % of total 1 mill - 27%,

2 mills - 75%

Recovery on logs Sitka spruce - 65%, hemlock - 60%
Recovery on cants (nh=2) Sitka spruce - 70% and 75%
End Use
i SE Alaskan western hemlock logs (n=I) 50%, Mouse const. - hidden interiors
20%, Mouse const. - exposed interiors

30%, boxes and crates
* SE Alaskan Sitka spruce cants 100%, Musical iInstruments

v A total of three integrated sawmills were surveyed and to the best of our knowledge they are the only
Korean users of SE Alaskan Sitka Spruce and western hemlock. Each does its own importing of timbe-".



