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|I-PROFILE

1. Mr. P. LEQUEUX

Co-founded GL! Consulting Group in 1996

Became an independent consultant in 1994 with specific focus on

developing export and retail network.

15 years experience in the sport and fashion industry in Europe as well the

USA and Asia.

Held a number of general management and other lines operating positions
such as: International Marketing Manager in charge of licensees, Sales
Manager and Director of several overseas subsidiaries such as Geneva, Los

Angeles, London, Milano, etc...

MBA, major in Finance — France / MBA, major in Marketing ~ USA

|I-PROFILE

2. GLI CONSULTING

Mr. P. Leqgueux and Mrs G. Cho founded GLI CONSULTING in 1996, a
company dedicated to promote the business of foreign corporations Iin
Asia GLI 18 a marketing oriented company wit a strong experience of all
product related to fashion, beauty, decoration and furpiture. GLI has
offices in Seoul, Taiper, Shanghal and Beiying {opening June 2005)

GLl rapidly acquired customers with prestigious names such as AIGLE,
Groupe Zannier (CATIMINI, IKKS, CHIPIE), MORGAN, GERARD DAREL,
THE LITTLE PRINCE, HECHTER, THIERRY MUGLER...

GLl is currently recruiting distributor and/or licensee for some of the above
names.

GL!I acts as the Ambassador for trade shows such as PREMIERE VISION,
MAISON & OBJET, TAX FREE WORLD ASSOCIATION, PAP PARIS... and
represent CARLIN, a well-known fashion trend supplier.
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I-PRELIMINARIES

1. EXPOSURE TO THE INTERNATIONAL BUSINESS

. it is safe to assume that an ever growing number of people working in the
fashion field in Korea have been and will be exposed to the international
business.

. According to our expernence, contacts with westerners are not only more

frequent, but often happen sooner in the career of Korean professionals and at
a lower position than before.

. Indeed, In the past international traveling and/or meetings with foreigners were
reserved to experienced executives. it 1s not the case anymore.
2 Ex.: selected shop masters attend buying sessions in Europe.

. There is more opportunities for people working in the fashion field to have

international contact It is therefore very important to understand well the
cultural differences between Koreans and westerners, which impact both the
negotiation phase and the on going business.
This lecture will focus on Koreans vs. Europeans Even if Europe could not be
considered as an homogeneous block, Europeans often share common values
and similar beliefs, which have shaped unigue corporate cultures and business
practices.

lI-PRELIMINARIES

2. EVOLUTION Of THE KOREAN FASHION INDUSTRY

¢« The RTW business started \n Korea in the mid 70’s with companies such as
Bando Fashion, Kolon, Nonno,etc... At that time, the whole process was
local Local fabrics = local production = local brands

¢« Quickly, Korean companies started to import fabrics. However, brand or
product managers or designers were not exposed directly to international
business, the buying being conducted by the trading division for large
companies or through local agents

+ In the early 80's, fashion people started to travel abroad more frequently
due to more flexible regulations. They often go to Japan, mainly for market
survey and sampling purpose and then Europe and the USA.

At that time few foreign brands were launched under license in Korea such
as Jordache, Nike, Daks, etc...

¢« The 80’s saw the boom of foreign brands in Korea, either under license or
exports {luxury). Traveling abroad and dealing with foreigners became
normal steps In Korean professional career in the fashion field.
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lI-PRELIMINARIES

» The 2000's show 2 major trends:

. The growing matunty and individualization of the Korean consumers,
which behavior is now very close o the European. To illustrate that point,
we could say that “I” {I buy what | like) is gradually replacing “WE” (I buy
because they all buy) in the Korean consumer purchasing pattern.

Impact. change of distribution -> multi-brand shops -> increase of
imports and buying based on criteria such as design rather than brand
awareness.

Another major change is that the Korean fashion market 18 increasingly
dxffiguit )to read since it is more itemized (many brands / multiple niche
markets).

. A more aggressive export policy of Korean fashion names that start to
break into new markets abroad such as China or Taiwan.

lI-PRELIMINARIES

3. OPPORTUNITIES TO DEAL WITH FOREIGN COMPANIES

e One could safely say that it is almost mandatory to deal with foreign
companies one way or another nowadays. Various opportunities arise
constantly such as:

- Market survey, information gathering and bench marking abroad.

- Altendance to trade shows abroad either as visitors (trends), exhibitors
(exports) or as buyers (imports).

-~ Importing foreign brands on an exclusive basis (distribution contract + on
going business) or on a multi~brands basis {buying)

— Sourcing and/or producing abroad (China, Vietnam, Bangladesh, etc...)

- Selling products abroad on an OEM basis (Europe and USA) or on brand
basis {China, Tawan, etc...).
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I — SOURCES OF CULTURAL DIFFERENCES

1. TH

E SCHOOL SYSTEM

One of the primary source of cultural differences is the school system.

In Korea, students tend to acquire as much knowledge as possible,
focusing on theory and academics. The system is highly competitive,
aven at an early stage.

Moreover senfority 1s important and govern the relationship between
students

and emphasizes creativity

Is more practical
attitude  Furthermore,

In Europe, teaching
more  individualistic

Students  display a
traineeships

in companies represent an important part of the student evaluation and

—are-mandatory to graduate.

One could say that Korean students are probably more knowledgeable
than their European counterparts. However, they are also less prepared

to enter the market place.

In a sense,

the 2 school systems reflect and anticipate well the

differences between Korean and European companies.

I - SOURCES OF CULTURAL DIFFERENCES

2. CORPORATE CULTURE

Vastly different corporate cultures

impact business relationships between

Korean and European companies, both at a strategic and operational level.

Business life

Generally, Korean employees are
devoted fo thewr companies and to
therr Management.

A rigid hierarchy

Relationships are rather formal. The
top management s usually very self
conscious of its position and
somehow disconnected from the
base

Titles are numerous. One could get
easily a Manager title.

L]

Personal life

The company Is an entity that
provides a job and a salary.
Personal life 1s more important than
business.

A flexible hierarchy

Relationships are more casual.
European companies are closer to
the “open door” management style
practiced in the USA than their Asian
counterparts.
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[l = SOURCES OF CULTURAL DIFFERENCES

2. CORPORATE CULTURE

Rigorous management style

A relatively ngid approval system s
the norm Executives have lttle
latitude with regards to expenses
and hesitate to depart from
approved plans.

Promotion based on seniority

Confuctanism being deeply rooted
in the Korean culture, companies
often favor experience and males
when it comes to promotion.

Open management style

Strategic decisions are made by the
higher management but executives
have some freedom with regards to
tactical decisions.
Contradictions 18
limits.

Funds could be allocated with a
certain autonomy nside a budget.

allowed within

? Promotion based on results

Promotions mostly relies on results
Women have more opportunities to
access high positions than in Asia

Il - SOURCES OF CULTURAL DIFFERENCES

2. CORPORATE CULTURE
Process oriented

The process to achieve the results and
showing that all efforts have been
made IS sometimes more important
than the end results itself

Corporate memos shall enclose as
much mformation as possible, even if
not entirely relevant to the case It s
important to show that one has
dedicated time and energy to cover
every possible angles.

Ultimately, it is also a way to “protect”
oneself by being able to answer any
questions one’s boss may ask.

Result oriented

Europeans tend to focus exclusively

on results, How to achieve the
requested objectives is irrelevant.
European executives could often

appear very diect, even brusque to
their Asian counterparts.

Corporate memos shall be short (1
page max) and straight to the pomnt
They are often less complete than the
one produced by Asian executives but
focus only on the issue at hand.
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Il - SOURCES OF CULTURAL DIFFERENCES

2. CORPORATE CULTURE

¢ Task oriented

~ Korean executives often have to
deal with a succession of tasks,
each of them being monitored by
their superiors.

» Focus on General Administration

- Top managers usually come from
the company general administration
departments.

Sales jobs are not valued enough
and often considered as degrading
due to Confucianism.

Project oriented

Managers take responsibility for
projects under a loose supervision.
Results are expected accordingly

Focus on marketing & sales

Marketing and sales functions are
often considered the best training.
They are seen by young executives
as the fast track to access quickly
higher positions.

Il - SOURCES OF CULTURAL DIFFERENCES

- Korean

2. CORPORATE CULTURE

Abundant man power /
Flexible legal framework

companies still  enjoy
substantial qualified man power at
a reasonable cost, compared to
their European counterparts

~ Teams are well staffed and work

long hours with very hitle holidays.

High labor cost /
Restricting legal framework

Manpower s restricted due to high
employment cost. Europeans are often
surprised about the number of people
Korean companies may  assign to
specific tasks.

Working long hours is illegal {e.g : 35
hours per week max In France) The

average paid holidays amount to
5 weeks.
Overtime is not appreciated by

Managers since it means that staff
could not do the job during regular
office hours.
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I - SOURCES OF CULTURAL DIFFERENCES

2. CORPORATE CULTURE

 Office is not a priority * Value office environment

— Traditionally, Korean companies
did not pay much attention to
their office environment.

= European companies usually pay
attention to the office environment.
They tend to believe that people
would be more productive if they

They are usually small due to the work in a pleasant surrounding.

high real estate costs in Seoul
and therefore crowded.

The lay-out is based on the Moreover, it is a matter of corporat
partition system for a maximum & image since visitors often start to
space efficiency. form an opinion about the com—

pany when entering the office.

I - SOURCES OF CULTURAL DIFFERENCES

3. SYNTHESIS

As mentioned previously, Koreans and Europeans

come from vastly dissimilar

cultural and educational back—grounds. They also work for companies with
different corporate values and management systems. Moreover, and with the
exception of English speaking countries, they would have to communicate in a

foreign language for both parties, generally English.

Business life \
. A rigid hierarchy \
. Rigorous management style \
Promotion based on seniornity

. Process oriented

. Task oriented \
. Focus on General Admmlstratxon/’/

. Abundant man power /
Flexible legal framework

. Office 1s not a priority / \

/. Personal life
. A flexible hierarchy
. Open management style

. Promotion based on resuits

. Focus on Marketing & Sales

Result oriented
Project oriented

High labor cost /
Restricting legal framework

Value office environment
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IV — BUSINESS LIFE ? KEY DIFFERENCES

The purpose of this paragraph is to address in a practical manner, few key
differences between Korean and European executives may face while conducting
business in the fashion field.

1. THE BUSINESS PLAN AND THE CONTRACT

Business Plan

Nowadays, very few Korean companies in the fashion field that have never
been requested a business plan, especially if it wishes to import or develop
foreign brands under hicense . None of our foreign Principal would ever enter
into negotiations without asking first this document. It 1s a “fundamental”
that underlines the key aspects of the brand development on a medium
term period, let’ s say 3 years

The business plan s also a preliminary to the distribution and/or license
contract since important terms such as minimum sales, the shop opening
plan, guaranteed minimum royalties or buying and the communication
budget derive from it.

IV - BUSINESS LIFE - KEY DIFFERENCES

Business Plan

According to our experience, Korean companies usually underestimate the
importance and the usefulness of the business plan’

Various cases. sales forecasts are vastly inflated in order to secure the
agreement or, on the contrary, grossly undervajued to reduce the guaranteed
minimum, distributions plans are not realistic, numbers from one season to
the other are not logical, there 1S no budget in the communication plans, etc...

~ Take this step positively: It 1s an efficient tool to plan new projects because,
Internally, it allows Korean companies to review and prepare accordingly.
Externally, it is a great way to explain to the Principal about the Korean market
and the substantial investments necessary to launch a brand ina competitive
environment.
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IV — BUSINESS LIFE - KEY DIFFERENCES

Business Plan

Do not hire a agency to produce the business plan The content is more
wmportant than the format.

Be realistic. An inflated or, inversely, an underestimated business plan could
undermine your company credibihty instantly.

IV = BUSINESS LIFE — KEY DIFFERENCES

Contract

Europe has a long established tradition of written business faw. It Is
customary to design contracts to address all kind of possible scenarios in a
precise manner, even unpleasant ones such as breaches or the termination.

Therefore, contracts organize and rule the business relationship between the
parties. It is a reference in case of differences of opinion and represents a
solid and firm commitment.

Korea has a tradition of oral agreement. Contracts are often considered as a
set of general rules, that could be amended according to the circumstances.
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IV — BUSINESS LIFE - KEY DIFFERENCES

e Contract
> Qur advices

-~ Hire a lawyer if necessary.

- A contract is usually enforced in case of problems Koreans may be reluctant
to discuss possible dispute scenarios at the early stage in order to keep a
positive mood, whereas it is perfectly acceptable in Europe.

- Do not commit to terms if you believe they are not realistic or achievable.

- Mantain a balance attitude dunng the contract negotiation and always expiamn
in details your position.

- Be aware that Korean courts abide more and more by international standards.
They may have strongly favored local companies i the past, but mcreasingly
rule in favor of the Principal nowadays, especially in case of trademark
disputes or pending minimum guarantees.

IV — BUSINESS LIFE — KEY DIFFERENCES

2. MEDIUM TERM VS. SHORT TERMS

* Most of the European brands now consider Korea as the 3 most important
market i Asia after Japan (volume) and China (potential). Korea is often a key
part of their development plans in this part of the world and therefore
worthwhile of medium term investments.

According to our experience, European companies have moderate expectation
in terms of sales in the first 2 to 3 years. They would rather favor a quality
distribution and a strong communication program over volumes

- Korean fashion companies usually expect to make a profit within a year and
would discontinue the name if it does not work after 2 seasons. [t 1s to be
noted that more than 300 brands have been dropped during the last 5 years in
Korea.
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IV — BUSINESS LIFE — KEY DIFFERENCES

3. GLOBAL BUSINESS MODEL VS. FLEXIBILITY

e This issue appears to frequently cause iritations between Korean companies
and their European counterparts.

- Korean companies are rather dynamic and flexible. They move quickly to
grab what they perceived as business opportunities. On the other hand,
European companies, especiaily well established brands, abide by business
models that apply worldwide, with few exceptions.

> As an agent, GLI must often deal with this kind of situations:

Products {ex. Childrenwear)
- The licensee. “we would hke to produce formal garments for Chusok and
school ceremonies. It is a good business.”

-> The Principal’ “suits are not part of the brand concept”

IV = BUSINESS LIFE - KEY DIFFERENCES

3. GLOBAL BUSINESS MODEL VS. FLEXIBILITY

Distribution (Ex. Ladieswear)

-> The distributor: “we have the opportunity to open a free standing shop in
Busan in a good location.”

-> The Pnincipal: “we always open our first free standing in the country capital.
Morepver, the size you propose is under our mmimum international
requirements.”

Merchandising (Ex. Qutdoor)

-> The licensee: “department store buyers want us to merchandise per product
category ”

-> The Principal: “garments should be merchandised by theme.”

As you could see, the opposition between a strict business model and flexibility
impacts many aspects of the business and could often create some tensions
between the parties if not handled with diplomacy and pedagogy.
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IV — BUSINESS LIFE — KEY DIFFERENCES

4. THE “KOREA IS DIFFERENT” SYNDROME

?

The “Korea s different” syndrome s the single most frequent source of
dispute between Korean fashion companies and their European counterparts.
it denves from 2 ways of thinking*

— A tendency to refer to past experiences, draw rigid rules from it and resist
to change.

- A strong nationalism, which most of the time is a positive feeling but in
such case, is negative

Consequently, Korean fashion companies often deeply believe that it i1s
necessary to adapt various key features of the brands to the local market
such as designs, shop concept, merchandising technigues, communication
program, etc--

If we agree that European companies must be aware of the Korean market
specificities, we do think that needs for adaptation are usually very imited.
As a mater of fact, most of the successful names worldwide sell well in
Korea without modifying their marketing mix

IV — BUSINESS LIFE - KEY DIFFERENCES

5. COMMUNICATING WITH EUROPEAN COMPANIES

Korean executives expect complete and precise answers quickly. The usual
standard would be around 1 or 2 days. Their Europeans counterparts generally
do not match this expectation, which create some frustration.

Indeed, various factors such as the emphasize on personal life over the
business, limited working hours and staffing would probably set the standard
around a week or so.

20ur advices

Requests should be prioritized. Explan when and why things are urgent Do
not push is the Issue if not pressing

Ask for a lot information in one time rather than a little bit several times.

Calling or e.mailing repeatedly your counterpart 1s not going to improve things
much. On the contrary, it might create, if overdone, some resentments that
would slow down the process
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IV — BUSINESS LIFE — KEY DIFFERENCES

6. THE RELATIONSHIP WITH YOUR COUNTERPART

it is of course advisable to create a good relationship with your European
counterpart. However, Korean executives tend to believe that they could
obtain favors by treating people

Moreover, appealing to_some kind of “frnendship” for business matters is
likely to fail because Europeans make a clear distinction between their
personal and business life.

2 Qur advices

Receive people reasonably well Flowers in the room, expensive gifts, drinks
In fancy places, etc... are not necessary.

Design a realistic working schedule allowing time for discussion and
reflection

Take the opportunity of foreign executives business trip to show them the
Korean culture.

V - HOW TO OVERCOME CULTURAL
DIFFERENCES

1. SOUNDS FAMILIAR?

*

The nightmare scenario — Korean side

— “Europeans are so arrogant. They do not know much about Korea and
always tell us what we should do. They are not flexible enough to do business
in Korea, which is totally different from ali other countries.

- Why should we change the way we have always been doing business? What
they suggest I1s never gomng to work.

- They request a detailed business plan that does not mean much anyway
and their contracts are too complicated.

~ They are not precise enough and never answer to our questions in time

Conclusion: They do not care about us and the efforts we make to develop
therr brand. They do not understand the way to do business in Korea”
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V - HOW TO OVERCOME CULTURAL
DIFFERENCES

1. SOUND FAMILIAR?

* The nightmare scenario — European side

-~ “We have doubt about this company. It seems that they do not take our
contract seriously. Besides, their business plan is not very coherent.

- They do not understand our brand concept. Most of the time their requests
do not make sense

- We are successful all over the world, why should we change our business
model in Korea®?

- They are so pushy. We cannot answer all the time in such a short notice

Conclusion: Are they really good partners?”

V - HOW TO OVERCOME CULTURAL
DIFFERENCES

2. THE EDUCATION SYSTEM

. Develop exchange programs with foreign universities.
Spending at least 6 month abroad should be recommended.

. Improve language skills.
. Develop internship programs with companies using the alumni system

A written and oral presentation of the last year traineeship should be
mandatory to graduate.
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V - HOW TO OVERCOME CULTURAL
DIFFERENCES

2. GUIDELINES

> Be aware of the cultural differences and do not underestimate therr impact
on business matters

» Consider that your counterpart may know very httle about Korea
> Improve or maintain language skills as much as possible.

> Try to have a pragmatic and balanced attitude.
> Define priorities.

> Be precise and stick to the point.

> If you do not know, say s0. Do not try to come up with silly excuses.
> Be direct and sincere as often as possible.

> Saying no is fine if you explain the reasons behind your position. More
generally, do not hesiate to explain in detais your position in a factual
manner.

> Put yourself in the other guy shoes.
> Have no prejudice and be open minded.

&
PREMIEREVISION DANIEL HECHTER
B

"R

m EXPOFIL

Lo Patit Primen

GLI

CONSULTING GROUP
“THANK YOU FOR YOUR TIME AND ATTENTION !”
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