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Until the late 1980s, the former South Korean tobacco monopoly Received 2 June 2016
KT&G was focused on the protected domestic market. The opening Accepted 21 November 2016
of the market to foreign competition, under pressure from the U.S.
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the next 10 years. Drawing on company documents and industry industry; globalization; global
sources, this paper examines the adaptation of KT&G to the psiness strategy; tobacco
globalization of the South Korean tobacco industry since the 1990s. control

It is argued that KT&G has shifted from a domestic monopoly to an

outward-looking, globally oriented business in response to the

influx of transnational tobacco companies. Like other high-income

countries, South Korea has also seen a decline in smoking

prevalence as stronger tobacco control measures have been

adopted. Faced with a shrinking domestic market, KT&G initially

focused on exporting Korean-manufactured cigarettes. Since the

mid-2000s, a broader global business strategy has been adopted

including the building of overseas manufacturing facilities,

establishing strategic partnerships and acquiring foreign companies.

Trends in KT&G sales suggest an aspiring transnational tobacco

company poised to become a major player in the global tobacco

market. This article is part of the special isslihe emergence of

Asian tobacco companies: Implications for global health governahce

KEYWORDS

Introduction

Until the late 1990s, the contribution of Korea Tobacco Ginseng Corporation (KTGC),
today known as KT&G, to the global tobacco pandemic has been concentrated in the dom-
estic market. Under a government monopoly established in 23@3ich controlled all
manufacturing, distribution and saleslomestic production and consumption flourished.

By 1987 Kor€a domestic tobacco market ranked 12th in the world, producing 81 billion
sticks and consuming 885 billion sticks annually (Le201% Lee, Lee, & Holde2014.

By 1980, South Korea boasted the werhdghest rates of adult male smoking prevalence

at 79.3% (Korean Association of Smoking or Hed&h)j, with total tobacco-related
deaths reaching 58,115 in 2012 (Jung, Yun, Baek, Jee, &619, Under pressure
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from the U.S. Trade Representative (USTR), the Korean government agreed in the late
1980s to open the domestic market to foreign competition.

Within this context, this paper analyses the shift by KT&G, from domestic monopoly to
aspiring transnational tobacco company (TTC), since the late 1980s. The paper argues that
the companis ambitions to become a global company were initially fuelled by the erosion
of domestic market share due to the influx of TTCs. By the mid-2000s, however, a decline
in smoking prevalence among Koreans amid stronger tobacco control measures forced the
company to look for new customers. The main strategies adopted, to transform the
company from domestically oriented to outward-looking, initially focused on developing
products for export. Since the mid-2000s, KT&G has actively sought to establish oper-
ations abroad through building manufacturing facilities, establishing strategic partner-
ships and acquisitions. This analysis suggests KT&G is an aspiring TTC poised to
become a major player in the global tobacco market.

Background

The history of KT&G dates from 1899 when the government formed the Ginseng Division
to regulate the national ginseng industry and collect funds for the National Tyeasu
(Morris, 197§. In 1908 the Ginseng Division took over the tobacco industry and was trans-
ferred to the Ministry of Finance. Over the next five decades, ginseng and tobacne bec
important to the national economy that they were placed under a separate entity, tiee Offic
of Monopoly (OOM), in 1952. The OOM exerted monopoly control over the manufactur-
ing, distribution, sales and import/export of both products (I2€4,).

Following the Korean War in 1953, and the division of the country, expansion of the
tobacco industry became part of South K&eebuilding of its economy. The OOM encour-
aged more land to be used to grow tobacco leablging farmers higher prices. It also estab-
lished a national network of leaf processors, manufacturing facilities and retailers (Cohen,
2009. Consistent with Koréaindustrial policy, of building and protecting national compa-
nies in key sectors, foreign direct investment (FDI) was not permitted. Based on the rationale
of protecting foreign currency reserves, i@ga imports were also banned (Lee, Holden, &
Lee,2013. The government even passed legislation making it a criminakeffen Korean
nationals to sell, buy, possess ongume foreign tobacco products (L2@1J.

For TTCs, declining sales in traditional markets contrasted with'sAgiawing econ-
omies, large populations and high smoking rates. In 1981 RJ Reynolds (RJR), British
American Tobacce (BAT) U.S. subsidiary Brown and Williamson (B&W) and Philip
Morris (PM) formed the U.S. Cigarette Export Association (USCEA). The USCEA
lobbied the USTR to press Asian governments to open their domestic markets. Failing
to negotiate joint ventures with the OOM, and keen to exploit potential marketing oppor-
tunities at the forthcoming 1988 Seoul Summer Olympics (Lee, Fooks, Wander, & Fang,
2015, the companies claimed that Korea was engagifdjsariminatory trade practices
that was worsening the substantial U.S. trade deficit (US General Accounting Office,
199Q. Given the geopolitical importance of G&orean relations, and the need to main-
tain Korean access to U.S. markets amid bilateral trade negotiations, the Korean govern-
ment agreed to relax the cigarette import ban in 1986. However, with sales restricted to 500
outlets, imports remained 1% of the market. TTCs successfully lobbied the USTR to threa-
ten sanctions under Section 301 of the U.S. Trade Act. In May 1988 a Record of
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Understanding was agreed which removed all import and distribution restrictions on ciga-
rette imports (Lee et aR013. The strategies used by TTCs to gain access to the Korean
market, and increase domestic demand for foreign brands, notably among Korean females
have been analysed by the authors elsewhere (Le260812019. There remains limited
analysis to date of how KT&G has adapted since market opening and, in particular, its own
efforts to compete in an increasingly global tobacco market.

Methods

We began by searching the scholarly literature in public health, business studies and
regional studies on the Korean tobacco industry using Google Scholar, PubMed and
JSTOR. The research found limited scholarly analysis of the business strategy of the
Korean tobacco industry. We then reviewed available KT&G annual reports—(2002
2014) and online company materials. While offering information on company activities
and plans, we acknowledge that these sources are intended to present the company in a
positive light to potential investors, shareholders and the public. To triangulate these
sources, we searched trade publicatiboisacco Journal Internationdlobacco Reporter

and Tobacco Asidocusing on KT&G global business strategy since the 1990s, along
with more general sources of business newsKagncial Timesand Bloomberg News

This was supplemented by market research reports related to the Korean tobacco industry
in Euromonitor Internationafhttp://www.euromonitor.com/and Market Research.com,

and data on tobacco exports from the UN trade datablap:{/comtrade.un.org/

This paper drew upon internal industry douents held in the Truth Tobacco Documents
Library (TTDL) which were prewusly searched (January 200@tober 2011) by one of the
current authors to understand TTC marketass strategy in Korea. Terms combined using
Boolean terms, and a snowballing technigaes wsed to generate further search terms for
company names for individuals and relevant activities. Documents date to the mid-2000s
only and offer supplemental albeircumscribed insights on KT&&strategy in a more com-
petitive domestic market. Around 1600 docursenere reviewed, as relevant to this earlier
study, of which 362 documents were used in the analysisA0&g Lee et al2013 2014.

For the current study, given that there are currently no internal documents of KT&G in the
TTDL comparable to existing TTCs, we canted keyword searches from June 2015
August 2016 for information on K&G in competitor reports in the collection. Using the key-
words‘Korea* and ‘competitor report 85 further documents were identified and reviewed.

To organize the above data sources, this paper adopts the heuristic framework set out in
Lee and Eckhard2016 which focuses on three key questions: (a) what are the primary
factors behind the push for globalization? (b) What are the specific globalization strategies
pursued? (c) To what extent has the industry as a whole, or the specific company in ques-
tion, globalized to date?

Findings
What are the key factors behind KT&Gs global business strategy?

Liberalization of the Korean tobacco market from the late 1980s was shaped foremost by
the governmers pursuit of export-led growth as a development model. Unlike Eastern
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Europe and Latin America where local tobacco companies were acquired by TTCs from
the 1970s onwards (Shephet®85, Korea protected KT&S monopoly status as one

of the countrys key national industries. Pressured by the USTR to open the domestic
market, the Korean government opted to liberalize access, resulting in competition
between KT&G and TTCs (Lee et 2013.

Market opening under these conditions, in turn, explains KTath towards globa-
lization. As TTCs entered a previously closed market, adaptation by the Korean monopoly
was initially focused on protecting domestic market share by appealing to Korean nation-
alism, and cultivating competitively advantageous links with the coantast network
(170,000 in 2002) of standalone retailers controlling more than 80% of cigarette retails
sales (Lee?201). Alongside the triple price of foreign brands, these efforts initially
helped KT&G to stave off competition. By the mid-1990s, however, TTCs had gained
ground through intense marketing campaigns, acceptance of foreign brands among
younger smokers, inroads into sales and distribution systems and corporate social respon-
sibility (CSR) initiatives (Le@01). Market share by TTCs increased, from 2.9% in 1990
t0 12.4% by 1995 (Le2)1). This erosion of market share was described as the corspany
‘greatest challengéKT&G, 2003.

Another important trend during this period was the decline in smoking prevalence
among Korean adult males, from a peak of 79.3% in 1980 to 40.4% in 200301 %e,
Stronger tobacco control legislation, shifts in public opinion and the adoption and
implementation of the World Health Organization (WHO) Framework Convention on
Tobacco Control (FCTC) since 2005 reduced the size of the domestic market. Like
TTCs from the 1960s (Shephef®85, KT&G global business strategy emerged as com-
pensation for a declining domestic market.

South Korea was also among the countries most affected by the Asian finasisial ¢
beginning in 1997. After years of remarkable economic growth and large-scale lending,
the economic downturn saw a sharp decline in South Korean share values, weakening o
the Korean currency (Won), bankruptcies by major conglomerates built to compete in
the world economy, and a more than doubling of the rate of national debt-to-GDP from
13% to 30%. Faced with US$74 billion of short term debt by 1998 due within two years,
the Korean government faced a serious cash flow squeeze. In the late 199@ssqimpri-
vatization of KT&G was initiated. As stated by KT&G Chairman and CEO Joo Young Kwak,

The disposal of our remaining publicly held shares and the official renaming of the company
as KT&G marked the beginning of a new era of the company. [W]e are now prepared to forge
ahead and transform KT&G into a leading player in the tobacco industry (KP&G).

With the privatization process completed in 2002, the new corporate identity announced
re ected KT&Gs aspirations to expand beyond domestic horizons and become a globally
oriented company:

While we are proud of our tradition, we believe the simple elegance of the redesigned KT&G
logo embodies the essential values of our organization tod@ysymbolizes our confidence

that those values will soon be familiar to millions more people around the world, as we aspire
to become a global name in the tobacco industry (KT&®3J.

With the ginseng business spun off in a separate company, the new tobacco focused
company declaredThe global challenge awaits. And KT&G is réeqdyl &G, 2003.
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KT&G'’s readiness to compete globally was undoubtedly strengthened by its former
monopoly status, combined with the decade-long experience of competing head to head
with TTCs following market opening. Privatization then positioned KT&G to use these
strengths to expand into new markets. By 2006 KT&G had developed a mid to long-
term Masterplan, articulating th&ision and challenge to become a global company
(KT&G, 2019, with the advice of global consulting firm Booz Allen Hamilton. Documents
describe how KT&G saw the success of this Masterplan as integral to the c@mpany
future. As stated in its Annual Report 2014, KT&Gdscompany that looks toward
Koreds future and that of globalizatian

Notably KT&Gs shift, from inward looking state-owned monopoly to outward-looking
market competitor, does not appear to have been driven by firm specific factors. Firm
specific factors include such variables as firm size, human resources, debt ratio, assets
and other factors which are specific to the firm. The 1990s saw increased labour costs
but a reduced workforce, with productivity (cigarettes produced per employee hour)
increasing by 10.9% annually from the early 1990s. Nor did KT&G experience disputes
with the 8000-strong labour union unlike other sectors during this period (van der
Hoeven, Sziraczki, & Korea Tobacco, & Gingseng Corp. (KIESY, pp. 3135).

Which global business strategies have KT&G pursued?

KT&G's global business strategy initially focused on strengthening the domestic manufac-
turing base as part of the restructuring of the company under privatization. The company
reduced employees from 9000 in 1996 to around 5000 by 2000, and shut some of its most
inefficient factories. KT&G became a joint stock company in 1997, spinning off the
ginseng business as a wholly owned subsidiary, and went public on the Korean Stock
Exchange in 1999. Up to 25% of the company was opened to foreign ownership.

An important part of this restructuring was expanded manufacturing capacity and dis-
tribution channels to increase exports. An unsuccessfully foray into the Japanese marketin
1985 was terminated four years later when local consumers rejected the heavier taste of the
Korean brand®ine Treeand Ararang The compan'g renewed efforts to export came in
1990 when rioting over cigarette shortages, in the wake of the collapse of the Soviet Union,
led KT&G to sign a five million pack contract to fill the gap (Col2004. In 1992 KT&G
opened an overseas liaison office in Hong Kong which was converted to a full sales sub-
sidiary, Korea Tobacco & Ginseng Hong Kong Ltd., in 1994. KT&G then re-entered the
Japanese market in 1995 with an agreement with Mikuni to export one million packs
(Cohen,2004. This limited trade, however, was substantially scaled up by the building
of three manufacturing facilities (Shintanjin, Youngju and Kwangju). In addition, these
factories produce selected foreign brands under license for domestitadaée) (Euro-
monitor International 2018§.

A second component of KT&&global business strategy was to develop higher quality
western style brands (Cohe2)04. Learning from domestic competition against foreign
brands, KT&G introduced the superslim cigarette brisdén 1996. The company then
dedicated significant resources to elevate the brand as its flagship for global expansion
(KT&G, 20064. Exports of theessdrand family commenced in 2001 with 6 million ciga-
rettes, reaching 10 billion sticks in 2006 (35% of total exports) and 20 billion sticks by 2011
(KT&G, 2006a220133. As KT&Gs bestselling brand, in both the domestic and overseas
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Table 1.KT&G manufacturing sites in South Korea for export markets, 2015.

Location Brand Annual production
Shintanjin Esse and others 3.34 billion sticks
Youngju The One and others 0.28 billion sticks
Kwangju The One, Esse and others 1.72 billion sticks

Source: Euromonitor Internatiof@ll§. KT&G Corp in Tobacco (South Korea)

markets, total sales reached 394.1 billion sticks by 2012, of which 140 billion sticks were
sold in 45 export markets (KT&R013a.

A related component of product development Wi@emiumisation— increasing the
proportion of sales from luxury brands to earn higher profit margins. The creation of
premium brands broadened the compangroduct mix and repositioned the company
albeit amid fierce competition. Premiumisation also enabled KT&G to increase revenues
despite declining sales volumes (Euromonitor Internatiod@l,0 KT&G, 2007. For
example Esse Renewahd Esse King Size/Minvere introduced in 2008 and 2009 to
increase export price per pack and the proportion of sales from mid- and high-priced
brands (KT&G,2008 2009. Total export revenue thus continued to grow. Based on
this success, KT&G developed further brands for the luxury domestic and overseas
markets such a€loud 9 Raisonand Zest(KT&G, 2006b.

Released in 1996, ESSE is the
most popular cigarette in
South Korea. It is steadily
gaining popularity in the CIS
(Commonwealth of
Independent States) region,
Middle East and Asia. It has Menthol Lights offers unique taste popular to
become an indisputable leader young, active consumers.
among the world’s super slim
O i e cigarettes, and is mainly
preferred by young smokers.

Released in 1992, PINE is
regarded as a representative
regional product in the Middle
East. Its influence is growing
in other countries as well. It

Made of 30% premium cigar
leaves, BOHEM features a
unique taste and aroma.

CARNIVAL is mainly exported
to US, but is steadily extending
its reach throughout Asia.
Showcasing a vintage package Released in 1999, it allows
design, it satisfies the needs of consumers to enjoy a high

smokers with professional jobs AAD quality product at an
and refined style. CARNIVAL

[C= it ] affordable price.
Full Flavor
E =1
It is a high quality premium RAISON is a highly popular
tobacco jointly developed with brand among the young in
Italy’s Tonino Lamborghini. RAISON Korea. It features CAT
drawings on the package,

symbolizing the unique way of
thinking and culture of
consumers in their early 20s.

Figure 1.Examples of KT&G export brands. Source: KT&G website, accessed 26 November 2014.
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KT&G's also placed greater importance on tailoring product ranges to local markets
(Figure ) (KT&G, 2007 2013a This was achieved by using product innovations,
design, flavourings, tar ranges, brand names and packaging that appeal to specific
market segments (Campaign for Tobacco-Free Rid$2 Thorton,200§. In 2013Esse
Changefor example, was launched as the werfitst ultra-slim capsule cigarette that
allows smokers to change the flavour to menthol. The product is described as aimed at
smokers in emerging Asian markets with health conceMarkets are growing in
some countries such as China, India and IndonesigAs disposable income in these
countries increases, the desire for better cigarettes is growing. People are also looking
for options with lower tar and nicotingWhite, 2013. Other products have been devel-
oped in collaboration with fashion houses or luxury automobile firms to attract aspira-
tional smokers such as th&onino Lamborghinicigarette brand (Euromonitor
International, 2013k KT&G, 2013.

Following restructuring and product development, a more recent strategy has been FDI
to improve access to target markets. In 2011, KT&G acquired a 60% interest in Trisakti
Purwosari Makmur for US$133 million to pave the way for the comjsaeypansion
into the Indonesian market (Euromonitor Internation@013h. KT&G immediately
benefited from Trisaks sales networks and manufacturing facilities for kreteks (clove-fla-
voured cigarettes). Trisakti was ranked sixth in kretek sales in Indonesia in 2010, and is
being brought together with KT&& expertise irfiwhite sticks (cigarettes) to develop
new products to appeal to local consumers (KT&@L). Since 2011, KT&G has ident-
ified Indonesia as a priority market given its open market policy, economic growth and
market twice the size of the Korean markeblfacco Reportet015.

With 300 million smokers, rising incomes and geographical proximity, the Chinese
market immediately attracted the global ambitions of KT&G (KT&B07j). KT&G's
limited access to China was achieved via North Korea. In 1999, KT&G agreed to build
a 2-billion stick capacity manufacturing plant outside of Pyongyang. The joint venture
launched two brand$PSandHanmaeumOne Mind) as evocations of Korean reunifica-
tion. In return, Pyongyang supplied 50 tonnes of fresh ginseng to KT&G and agreed to
cultivate ginseng for the company. KT&Gites, however, were more focused on access
to a rail link between North Korea and China, which extended into Russia and Central
Asia, including Uzbekistan and Afghanistan. The railway supported KT&G expansion
into regional markets by lowering transport costs (Col2&04. In 2001, China National
Tobacco Corporation (CNTC) and KT&G signed a Memorandum of Understanding
(MOU) to allow the former to sell Korean brands in China (Pa2k0J). Further
MOUSs have followed since 2007, annually expressing commitments to build a stronger
relationship between the two companies (KT&G07. However, China to date has con-
tinued to maintain strict access to its domestic market, under the state monopoly, with
strict import quotas and controlled distribution (Holden, Lee, Gilmore, Wander, &
Fooks,2010Q.

Another major target for expansion has been Central Asia and European markets. The
2003 announcement to privatize Tekel, Turketate-owned cigarette company, pre-
sented an opportunity for KT&G to make inroads into the market. KT&G was one of
seven companies to bid for Tekel, eventually acquired by British American Tobacco in
2008 for US$1.72 billion (Anonymou&)08. Beyond the Turkish market, KT&G saw a
Turkish base as a jumping off point for other regional markets, notably Eastern Europe
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and the Middle East (KT&EZ008. In 2008, KT&G completed a manufacturing plant in
Turkey (KT&G,20060) with ‘ultra-modern facilities and annual production capacity of
2.6 billion sticks (KT&G2007. The factory produced super-slim and regular cigarettes
for local consumption and regional export (KT&&009. In 2010, a third plant in
Russia was built to facilitate direct management of operations in the market (KT&G,
2009. The 103,421 fproduction factory is equipped with lines for tobacco leaf proces-
sing and producing ultra-slim products in the Kaluga region near Moscow. A plant of this
size allows KT&G to meet their needs for expansion, such as not having to relocate if the
plant was to upgrade its technology or equipment (2@4.9. The target market of the
Russia plant is the Russia and the Commonwealth of Independent State20(%u,

With an annual capacity of 4.6 billion sticks, the factory prodiEsse Blye&esse One

and Esse MenthdKT&G, 201Q. Importantly, should Turkey successfully join the Euro-
pean Union (EU), it was anticipated that this would provide KT&G with a base to supply
member states without import tariffs. This ambition was solidified by the South-Kelea

free trade agreement effective from July 2011 (Korea Ministry of Foreign Affairs and
Trade,201Q which will phase out EU tariffs on Korean tobacco leaf and products (e.g.
57.6% on cigarettes) withir-8 years (Miller, Nuthall, & Osborn201Q.

The Middle East has been another regional market accessed via Turkey (RO)G,

By 2009, two manufacturing plants had been completed in Iran, with an annual pro-
duction capacity of one billion sticks, using tobacco leaf processed by &T&fkish

plant. KT&G became a leading supplier of cigarettes in Afghanistan, Turkey and Iran.
Since 2010, political instability in the region has hindered KB&Bnbitions, with a
decline in total revenues during 26:2014. KT&G shifted to a strategy of indirect export-
ing through contract manufacturing, signing an agreement with Alokozay International, a
conglomerate manufacturing a range of FMCGs (fast moving consumer goods). In
2013, this partnership accounted for more than 10% of KE&tal revenues (KT&G,
2013h.

With continued instability in the Middle East, there are reports of the comipangwing
complicity in the illicit trade. It is alleged, for example, that KT&G brands dadmitize
illicit trade to Iran notably via the United Arab Emirates (ParR&1Q. There are concerns
that a significant portion of KT&G Pinecigarettes supplied by Alokozay International to
Afghanistan have been smuggled into Pakistan. In 2011 smuggled cigarettes wi2&oover
of the total tobacco trade, with Pine comprising more than two-thirds (Euromonitar-Inte
national,20133 Over 90% of Pine available in Pakistan came from Afghanistan through
illicit trade (Baloch & Khan2014. In 2012, the Pakistani authorities made a formal com-
plaint to the Korean government and KT&G regarding the lack of health warningsstnd lo
tax revenues. In a response reminiscent of TTCs (Collin, LeGresley, MacKenzie, Lawrence,
& Lee 2004 Nakkash & Le€008, the company stated that it legally supplied official agents
and had little control over subsequent distribution‘loyv level wholesalérgim, 2013.

The continued scale of the trade led TTCs to complain about the non-competitive
pricing of KT&G brands in 2014 (Baloch & Khaz()14.

A final component of KT&G global business strategy has been growing involvement in
CSR activities t¢promote KT&G as a global playdKT&G, 2009. In 2003, the KT&G
Social Welfare Foundation was launched as a charity to promote sociaéselféces in
communities in South Korea and abroad. The Foundaianajor projects include
‘funding of programs for the underprivileged, support for various social welfare
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Table 2.Examples of CSR activities by KT&G.
Country CSR activities

Iran As part of worldwide relief effort in response to the humanitarian tragedy, KT&G
donated 11,520 blankets needed to provide protection against the severe the cold
weather.

Afghanistan and Iraq Responding to the plight of the needy and homeless in Afghanistan and Iraq, KT&G

provided funds of KRW150 million (about US$125,900) for the purchase of 2,000 oil
stoves. In Afghanistan, 1,300 stoves were distributed in the Kabul area, while in Iraq
700 stoves were issued in areas where Korean peacekeeping troops were deployed.
Indonesia and South Asia KT&G donated to a variety of causes such as providing tsunami relief and medical
supplies to Indonesia and South Asia and assistance for the underprivileged, among
numerous others.
South Korea, Laos, Inner MongoKa &G joined the Sunny Korea Welfare Foundation to commit to assisting low-income

and China children with heart disease and other serious diseases in Korea, Laos and Inner
Mongolia, China.
Uzbekistan KT&G worked with the Medical College of Seoul National University to provide
medical help in Uzbekistan.
North Korea KT&G sent antibiotics and other medication to North Korean children. KT&G also

donated tuberculosis medication and equipment valued at KRW500 million (about
US$395,000) to North Korea via the Eugene Bell Foundation.

Cambodia KT&G set up a floating kindergarten in an impoverished section of Siem Reap in
Cambodia. By providing well-rounded education from an early age, the floating
kindergarten is expected to contribute to resolving social issues stemming from
poverty.

SourceCompiled from KT&@nnual |Repor003 2004 2008

organizations, medical assistance to patients suffering from serious healthoosratit

other projects promoting social welfa(&T&G, 2003. As described in annual reports,
‘The KT&G name is renowned for more than the quality of its products. In communities
at home and abroad, we are reliable partners to charitable institutes, humarotgdaie-
ations and social welfare projeé¢tsT&G, 2003. It was claimed that the company contrib-
uted about US$33 million (KRW39 bhillion), the equivalent to 8.4% of net earnings, to a
variety of social welfare projects in 2003. Over the next four years, the companydgrovide
US$84 million (KRW100 billion) to the KT&G Social Welfare Foundation and another
US$18 million (KRW21 hillion) in direct donations to projects on national heritagerprese
vation, social welfare and disaster relief (KTQ03. Although the majority of the Foun-
datioris activities have taken place within South Korea, documents suggest KT&G initiated
many of these CSR activities in strategically important overseas mdrébels 8. While
currently available data are limited, these findings suggest the need fodduataiiéoring

and analysis of KT&G CSR initiatives in overseas markets, as part of its strategy to trans-
form itself into an emerging TTC through, for example, improving its corporate rimuta
among local populations, circumventing marketing restrictions.

How globalized is KT&G to date?

Applying key indicators set out in Lee and Eckhagftl(, this paper finds that KT&G

global business strategy has been largely successful. First, unadjusted export revenues
increased from US$33 million (KRW42 billion) in 2000 to a peak of US$589 million
(KRW628 hillion) in 2012, with volume increasing 34-fold since 2000 (CHzOiLf.

In 2013, exports declined by 28% over the previous year to US$429 million (KRW453
billion), in large part due to U.S. sanctions against Iran. This caused local distributors

to reduce their inventory to cope with reduced demand caused by a depreciation of the
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Cigarette export sales of KT&G, 2001-2015
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Figure 2.Cigarette export sales of KT&G -20®%. Source: Compiled from UN Comg@d&2015
KT&GAnnual Report3d0022016.

local currency (KT&G20134. The ratio of exports to total sales rose from 2.5% in 2002 to
23.8% in 2012Kigures 2and 3). Despite instability in Middle East markets, the overall
trend is towards export growth. In 2015, overseas sales surpassed its domestic sales for
the first time, increasing by 30.2% from 2013, markinguening point in KT&G's
future trajectory (Chung2015.

Figure 4shows that KT&G hasuccessfully diversifis@nonymous 2015 its markets
by region since 2002, with a balanced range of markets across six regions by 2013. This
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Figure 3.List of importing markets for tobacco and manufactured tobacco substitutes exported by all
tobacco companies in South Korea (2015). Source: ITC calculations based on Korea Customs and Trad
Development Institute (KCTDI) statistics.
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Figure 4.Percentage of total export revenue by KT&G region20082NoteSThere was no sep-
arate category for Russia in KT&G Annual Reports fre@0Q00Russia is likely included in the
‘Middle East & Central Asiegory for these yedts;S.A. includes U.S.A. and Cditidaa includes
China, Hong Kong, Macao, Taiwan, Vietnam and other MiSkatiseast Asia & Othénsludes
China and Southeast Asia in 20045;*Europe, Africa, South AméricaludesOthet in 2014
2015. Source: Compiled from KRA&6yal Reportd0022016.

suggests a shift from dependence on the Middle East and Central Asia (80.4% of exportsin
2002), to substantial markets in Asia (notably Indonesia), Europe and increasingly Africa,
and Central and Latin America. In 2013, KT&G exported 100 brands to 50 countries
(KT&G, 20133 While the scale of these markets remain small, relative to existing
TTCs (Euromonitor International, 2015, this market diversification suggests the
company has spread its risks ahead of further expansion.

KT&G’s corporate structure has become more globalizggi{e 3, with a shift from
manufacturing domestically for export, to overseas producfliablé 3. With established
plants in Russia, Iran and Turkey employing 3600 local workers, to pré&hseineand
other leading KT&G brands for the host and neighbouring countries, the company will
potentially expand manufacturing operations to Africa and the Americas (KT&G,
2015. The company is reported to be making major investment in advanced technology
and equipment has enabled it to operate with higher productivity rates208. The
companys largest overseas manufacturing plant in Russia, for instance, operates with
88 local and 8 Korean employees. KT&G also maintains major offices established in
five countries (China, U.S., the Philippines, Kazakhstan and Lebanon) (KZDGa.

Finally, KT&G has diversified its products, developing and promoting a small number
of global brands, among 100 exported brands. The company has shifted focus to premium
brands led byEssemaintaining revenues despite declining volumes.

Discussion

There has been limited study of the tobacco industry in South Korea to date, focused on
the impact of market opening and trade liberalization on the domestic market and, in turn,
public health outcomes. From the early 1990s, the entry of TTCs into Korea made the
domestic tobacco market increasingly competitive. Previous analysis showed how
KT&G adopted strategies, including product development, CSR and targeting of
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KT&G overseas subsidiaries and branches. Source2&IRBA(nual Report

KT&G foreign manufacturing plants.

Source: KT&G website, accessed 26 November 2014.

females to protect its eroding market share (Lee ek@09 2013. During the same
period, tobacco control policies were strengthened, underpinned by the FCTC, given
increased competition among tobacco companies in South Korea.

This paper extends existing analysis to understand how, as part of K8&é&ptation to
market opening and trade liberalisation, its global business strategy since 2602ckas-
fully reoriented the company, from domestically oriented, to outward-lookingaspiding
TTC. Faced with a steady decline in domestic market share, from virtually 10096 pnier
late 1980s to less than 50% in 2014 (Market Researct26afy,the state monopoly com-
pleted privatisation in 2002. The 208&sterplarmarked a turning point in the compaisy
strategy, with a concerted shift to establishing overseas operations in varic§ frjoint
ventures, manufacturing plants and acquisitions) reminiscent of existing TTE&xpb-
nential growth of export revenues, both directly and indirectly via contract raetuing,
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diversification of regional markets and development of global KT&G brands, all suggests a
successful transformation of KT&G since the 1990s, from a domestic monopoly to a
company aspiring to join the ranks of existing TTCs.

The implications for global public health stem most directly from the increased pro-
duction and consumption of tobacco products. With annual sales of US$2 billion in
2015, KT&G is now the world fifth largest tobacco company. Its rapid growth and reor-
ientation, in turn, appears to be intensifying competition with existing TTCs in markets
worldwide. The company has so far targeted many of the same markets as existing
TTCs, notably China, Indonesia and Eastern Europe. Mid to longer term aspirations to
expand sales in other regions, including the Middle East and Africa, through lower
priced brands and the illicit trade, will add further momentum to the shift in the global
burden of tobacco-related diseases to the developing world during the twenty-first
century. While the Korean government has strengthened tobacco control measures
domestically, KT&G compensatory pursuit of export markets has generated little oppro-
brium at home. In this sense, too, the globalization of the tobacco industry in Korea has
followed a familiar pattern.
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