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Executive Summary

The Benefits and Challenges of Opening Distribution
Service Market:
Restructuring the Korean Retail Market

Jun Gu Kang

Korea has put considerable efforts in liberalizing its service sector since
joining the OECD and restructuring under the IMF. However, the Korean
service market is not sufficiently liberalized compared to other developed
or developing countries, which can lead to a high possibility of shock to
the Korean economy in general if there is further liberalization after the
DDA negotiation. It might be useful to learn from the case study of
successful restructuring in the service sector facing market opening. This
paper studies the distribution service in Korea which was substantially
liberalized in 1996 while other service sectors were relatively kept intact.

After the complete opening of the market in the distribution service
sector, it is notable that new forms of merchandising service including
big-sized discount retail outlets and convenience stores replaced existing
conventional markets and mom and pop stores. This huge transformation
from small and medium sized retail stores to the big discount stores was
an ongoing process in the development of the distribution system,
accelerated by liberalization. In spite of the overall benefit to the general
public, systemic support should be formulated to help smooth
transformation given that the burden of restructuring might be biased



toward the uncompetitive small service providers. Korea's experience
showed that the support system worked out quite efficiently when
government policy encouraged businesses to voluntarily participate in the
restructuring procedure. Thus, an assistant program established by the
central or local governments are needed to meet retailers’ initiative. For
example, conventional markets could be developed into a multiplex arena
for various cultural events. The United States’ TAA and Mexico's
PROCAMPO could be benchmarked as a desirable assistant program to
build a social safety net against trade liberalization and market opening.
Market opening of distribution service provides a valuable lesson to
the other service sectors. Facing a fierce competition with foreign retailing
giants, Korea's national discounters were expected to lose, but survived in
the open market. The main reason behind the success story can be
summarized into two factors. First, Korea eased regulation on the size and
number of stores before the opening of the market. Therefore, national
players could gain competitiveness in a large-scale operation. Second,
foreign-owned discount stores could not meet customers’ demand while
local service providers employed a tailored management strategy to satisfy
a delicate taste which differs accordingly to each country, society, income

level, and so on.
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