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1. Introduction

Although foreign direct investment (FDI) and international production are
largely dominated by multinational enterprises (MNEs) originating from . the
major industrialized countries, there are signs of a growing participation by
MNEs from the developing economies. It is estimated that these enterprises
account ‘for approximately 4 per cent of the world stock of outward FDI.
However, their overseas investments have grown rapidly in recent years and in
Asia they have become main channels for industrial restructuring and regional

economic integration.

The rapid growth of Asian multinationals (exclﬁding those from Japan) has
been one of the distinctive feature of FDI trends in the late 1980s andbearly
1990s. Annual FDI outflows from Asia were negligible in the 1970s and in the
first half of the 1980s, but averaged over 5 billion dollars between 1985—89
and 10 billion dollars in 1990-91 (Jungnickel, 1993). These flows driginated
mainly from the fdur newly industrializing economies (NIEs) of east Asia‘j
Hong Kong, the Republic of Korea, Singapore and Taiwan (Province of Cﬁina).
Multinationals from the Asian NIEs can be estimated to have accounted in 1991
for a mere 5 per cent of worldwide FDI outflows but over 80 per ceﬁt of the
outflows from developing countries (Parisotto, 1993). Significantly, those
investment flows accrued mainly to the Asia-Pacific region, where in the late
1980s the Asian NIEs supplanted Japan as the main source of foreign investmeht
in China, Malaysia, Indonesia and the Philippines. The increasing
intra-regional nature of this FDI has considerably strengthened economic
integration in Asia, pulling together the economies of the fegion through an

intricate network of investment and trade linkages.

It is of interest to observe that while they were the main recipients of
FDI in the 1970s, the NIEs are now significant foreign investors and are
therefore 1likely to contribute to economic development in the neighbouring

developing Asian countries.

The NIEs achieved fast economic growth and rapid industrialization thanks
mainly to their aggressive export-oriented policies. In the 1970s, in order
to boost their exports. they generally welcomed FDI in assembly and other
activities requiring low-grade ﬁechnology. In the international division of
labour, the fdur emerged as the main suppliers of low-cost and efficient
labour for‘cérrying out routine tasks. This trend was part of a process of

industrial restructuring which was taking place at the global level. The

24420/v.4



economies of the industrialized countries experienced a graduaiI shift from

large—scale productlon of standardized goods for mass consumption markets to
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Malaysia and Thailand, which are experiencing rapid growth similar to that of
the NIEs. In the case of Malaysia and Thailand, the Govermments recently took
steps to direct foreign investment into technologically advanced industries,

while a few enterprises from these two countries have started to invest abroad.

The other Asian countries have remained 1largely peripheral to the
expansion of FDI in the region. However, the recent 1liberalization of
investment regimes in a number of countries may bring about more favourable
prospects for foreign investors, primarily in India and Vietnam, and pave the

way for the emergence of a third tier in the FDI ladder.

Among the four NIEs, the 1largest investor 'was Hong Kong, with an
estimated stock of outward FDI of over 20 billion dollars in 1991 (Jungnickel,
1993). Uncertainty about the colony's economic and political future has been
a strong motivating factor for the "outward" flow of capital in recent years.
However, there has also been a tendency towards closer economic relations
hetween Hong Kong and China as reflected in FDI flows between both countries.
Current estimates are that investors from Hong Kong employ between‘z to
3 million mainland Chinese (at about one-sixth of wages in Hong Kong) engaged
in the manufacture of simple consumer goods. Hong Kong enterprises have also
invested substantially in Indonesia, Thailand, Sri Lanka, Bangladesh énd the
other NIEs - principally Singapore and Taiwan. Most FDI has been in the
production of export-oriented light manufactures such as toys and apparel.
However, in Indonesia and Thailand, electrical and electronic products are

also produced.

Taiwan, Province of China, is the next largest investor. The growth of
FDI was so rapid in 1989-90 that its stock may well have overtaken that of
Hong Kong. In 1991, however, FDI outflows declined comsiderably, although the
economy remained a net exporter of éépital. Official policy has been strongly
influenced by huge balance of payments surpluses, which have been the second
largest in the world after Japan. Large investments were undertaken in
industrialized countries - mainly in industries producing electrical
appliances, chemicals and plastics, and also in the service sector. The
United States was the main destination of that investment. Taiwanese
investment in China was either unrecorded or routed via Hong Kong. Apart from
the industrialized countries and China, FDI from Taiwan is channelled mainly

to Malaysia, Thailand and Indonesia.

24420/v.4
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Singapore, ‘with a stock of .outward FDI of about 3 billionud-ollars“in
1989, -has . invested. primarily in China, Thailand, Indonesia and Mdlaysia, FDI
in the manufacturing  sector has: tended to: concentrate -on ‘export-oriented
labour-intensive products.:: None the less; -capital-intensive activities, trade
and financial services and; increasingly, tourism have also become important
recipients’ of investment edpital. 'Local subsidiaries of MNEs from Singapore,
based in industrialized countries, account for a significant share of FDI from

this ‘country.

This paper reviews the .experience of 'the Republic of Korea. The stock of
FDI from the Republic of Korea is not comparable with that of Hong Kong or
Taiwan, but it has: been growing .rapidly :and steadily 'in recent years. The
country.thas: thé largest "and:most . ‘advanced “economy::of::the .four NIEs. Its
industrial structure 1is' ‘dominated  by.' a small  number of large private
industrial - conglomerates ‘which play a' leading role 'in ‘Korean : FDI. This
feature is .not: replicated in any of the: other  NIEs, wheré the industrial
structure is highly jfragmented.” It is . liKely to .adcount: . for: the -Sustained
growth ofiinternational: .produection by ' Korean: firms and: .an .increasing
diversification of Korean FDI.in “the.:long run.: The generdl characteristicdsuiof
outward FDI .from the Republic' of Korea ‘are highlighted ‘in wsection. two (2),
while the motivatihg. fdctdérs are ‘distussed.in sectioéon..three (3):7. Section ..four
associated with  FDI":from.and ~into :the: Republic¢ of 'Korea. = Some concluding

remarks are 'presented in: séction: five (5). . .7 o

2. General characteristics of foreign direct
o rinvestment fromothie:Republic ofi'Korea’

e

2,1 Trends inoutward .foreign: direct investment ... . i

sor .

soniForeign directinvestment:: by Koreansfirms .remained:quite’ limited during
the 1960% and’ the “1970s,  but vit increased: rapidly. after 1986. Investment
outflows 'in the '1986=90 'period were:‘about. six times greater than'total: FDI
outflows < from 1968 to 1986 (see .table: 1). In 1991, 'annual "FDI  outflows.
rezchéd 1l billioriidollars and the value of ‘cumulative FDI stood at 3.3 billion
dollars:or about 1.5 per cent of the country's gross domestic product (EDP).: -
The first meaningful example of Korean .investnment: abroad :datesg :backy to;
1959, when the Korean Mining Corporation purchased some real estate in HNew

York. Imn 1969, the Korean Nam-Bang Development Corporation imvested massively

24420/v.4



in the forestry industry in Indonesia. Korean firms in transport, trading and
manufacturing started to invest overseas in the 1970s. Over the decade,
Korean FDI registered a slow but steady rise, and reached a peak in 1978,
mainly because of the establishment of overseas branches of trading
companies. After an erratic growth in the early 1980s, investment grew
rapidly in the latter half of the 1980s. That period of rapid growth
coincided with large trade surpluses, as shown in  table 1. Considerable
outward investment was also made in 1990 and 1991, when the balance of
payments became negative. Despite this increase, FDI by Korean firms can
still be considered to be in its "infant stage", with good prospects for the

future.

An important ‘factor in explaining the growth of Korean FDI was the
gradual lifting of domestic regulations on capital outflows. The legal basis
for outward FDI was first established in 1968. Thereafter, various guidelines
and administrative procedures were introduced by the Government in order to
monitor and control the international activities of Korean investors. All
investment projects overseas had to be granted permission by the Korean
authorities and a Eommittee was established fbr this purpose in 1981. Since
1986, in order to avoid the inflationary pressures from foreign exchange
inflows and to maintain a competitive exchange rate, the Government has made
it easy for Koreans o export capital. It has adopted a more liberal
investment policy, actively encouraging domestic companies to expand abroad.
In its new policy, the Government simplified the procedures for approval of
FDI projects, exempted investment of up to 1 million dollars from screening by
the competent authorities, allowed individuals to make foreign direct
investment and offered tax incentives, credit and other facilities to promote

FDI by small and medium-sized firms.

2.2 Geographical and industrial distribution

Traditionally, foreign investment by Korean firms has been mainly
directed to two regions: North America and south-east Asia. The two regions
together accounted for over 50 per cent of the cumulative FDI outflows over
the period 1968-84 (see table 2). That geographical concentration increased
further, following the rapid growth of FDI in the late 1980s. In 1990, North
America and south-east Asia received 52.3 and 34.4 per cent of-annual outflows
and their percentages of total cumulétive outflows reached 47.3 and 30.6 per

cent respectively. That represented about 32 and 42 per cent of the number of

24420/v.4



existingrEDI projects., JTogether with the: United:States and CanadaflIndonesia
has "béen+iithe largest idestination :for Korean FDI and .accounts ‘for .about

one~half: of tlie country's total investment’in :south-east Asia.

Table l“‘ Trends in Korean FDI and balance of Davments. 1968-91
(US$ million) IFEN ; ; ,

Year 7 "FDI -outflows ' Cumulative FDI - Current
5 - e outflows o . account

(ST S A PR

T RO S S R F - ER S : o A
Number of Amount Number of Amount
projects projects

1§E85?8 | | Te1 U amsly 220 107.6 .

1979 ... .. 45 18.8 . . 269 126.4 -4 239
1980 - o0 48 o - . 15,5 - 287 © 141.9 © ¢ -5 231
1981 o f:34”“” D P A+ R C 173,60 4 640

1e82. . 31 . 1s.9 . 32 289.6 =2 649

1983 Furs o 049 T e 96087 40L0 T 38604 =1 .606 .

1984 A R 583 0 a32 7 Uaden7r U 1373
1985 . . 11 31.5 . 443 476.2 . 887

1986 w32 - 0 157.20. ... 475 . . 633:3 . . . 4 617
1987 sy :' s ; 534" ' i""“‘966 1 C g g8y
1988 . . 1% . .. 1531 . 68 1192 14160
1989 231 324.9 899 i1 1 444.1 . .5 055-
1990 345 891.2 1 243 2 335.4 ~2 179

1991 ... 10376 L 5 ggeETeN Y g 726

SouréE‘ The Bank of Korea- Statistics on foreign investment, varicas years.

' EERTE S T N T TS IEEE
e e Flgures not. available.

IS R Ferpee s o idegn )

; T : T -
g Ty e P P T P e el e g N ¢ e N N T T . N T N .
Sratmerian RIS RS VAl PRES R 5 | LG ILTRTEROL R : RN Pl mary R 8a0L hote ag et

. ThlS bi—polar geographlcal d1str1but10n 1s ‘a ma1n structural feature of

Korean FDI and distingu1shes Korean investors from those based 1n “the’ thr
) &L 08 ' . :
other NIEs of east Asia. FDI from Hong Kong, Taiwan (China) and Slngapore has‘

R

1ncreased sharply 1n recent years. However, 1t has remained overwhelmingry
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concentrated in south-east Asia, including the coastal areas of China.
Recently there have been signs of a growing diversification in the destination
of Korean FDI. In Europe, for instance, it has risen. Europe has been the
only other destination to register a relative increase in the late 1980s-(see
table 2), although investment in this region has not been large. In
addition, despite Thigher than expected local production costs, poor
infrastructure and high administrative costs, the Korean firms are
endeavouring to invest in the former centrally-planned economies of Asia, and
Central and Eastern Europe in order to establish a base in those vast untapped
markets. For instance, two leading industrial groups, Samsung and Daewoo,
have started to invést heavily in the textiles, consumer electronics and car
industries as well as in trading, in the Commonwealth of Independent States
(Lilley, 1993).

The impreséive growth of investment in manufacturing was a main feature
of the surge in Korean FDI. On average, manufacturing accounted for 20 per
cent of the value of FDI outflows until the early 1980s. It rose td an
average of 40 per cent in the mid-1980s and reached 60 per cent in 1990.. In
1991, manufacturing acccunted for about 50 per cent of total cumulative FDI
outflows. Investment in the primary sector - mainly mining, forestry and
fishing - accounted for another 20 per cent. The remaining 30 per cent was
made up by the tertiary sector, with investment in trading and, to a lesser

extent, in construction and real estate.

Several factors hé.ve contributed to make manufaci:uring the largest source
of outward FDI from the Republic of Korea. Overseas investment and
international production can be seen as a natural evolution of the aggressive
export—oriented growth strategy which was adopted by manufacturers and made an
important contribution to the industrial and economic development of ' the
country. From the mid-1980s, FDI was increasingly wused aé a source of
competitiveness by Korean firms which were faced with spiralling local labour
costs and shrinking access to the markets of the industrialized economies (see
table 3). The hike in wages had an impact on the costs of producing
standardized, labour-irntensive prodﬁcts, and it significantly reduced’ the
international competitiveness of Korean producers in these export-oriented

industries.

More recently, th: desire to acquire advanced managerial skills and
high-grade technology has been stimulating foreign investment, particularly by

the largest enterprises.

24420/v.4
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Table 3. Annual changes in monthly wages in manufacturing, 1981-89
(per cent)

Nominal wages Real wages (a) Real wages (b)
1981 20.1 - 1.2 5.0
1982 14.7 7.1 9.2
1983 12.2 8.6 7.8
1984 8.1 5.7 2.8
1985 - 9.9 7.3 o 13.2.
1986 9.2 . 6.2 4.7
1987 - 11.6 ' 8.4 15.1
1988 19.6 12.4 18
1989 25.1 18.3 21.5

Source: Economic Planning Bureau: Economic white paper, 1990.

Notes: (a) CPI deflator.
(b) GDP deflator.

2.3 Size of the investment and the investors

The average value of foreign investment projects from the Republic of
Korea is not large. The 345 projects undertaken in 1990 had an average value
of US$2.6 million, while the total of 1,243 FDI projects had an average value
of US$1.9 million (see table 1). These averages vary widely across regions
and industries. By region, the average value of Korean FDI projects was
highest.in North America and the lowest in south-east Asia and Central and
Latin America. By industry, investments were, on average, the largest in the
primary sector (US$21.3 million in mining and US$7.1 million in forestry),
while they were considerably small in transport and warehousing (US$184,000 on

average), construction and trading.

The size of investments also differed according to the size of the
investor. The average ¥DI project by the ten largest Korean corporations was
of a value of approximately US$3.7 million in 1990. Overall, the largest
conglomerates played a major role in the expansion of FDI from the Republic of .

Korea. In 1990, the ten largest Korean corporations invested US$1.2 billion,v

244206/v.4
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i.e. about 43 per cent of 'the"tdtal FDT outflows. fyundai fiad the 'lirgest
investments overseas (38 projects valued at Us$289 million) followed by
Ssangyong, Lucky Gold Star, Samsung and Daewoo. FDI from these five major
conglomerates totalled US$841 mllllon,dor 36 per cent of total FDI outflows in
1990.

Korean FDI in the late 1980s was characterized by the emergence of a new
category of investors: the small and medium-sized enterprises (SMEs) which
employ less than 300 workers (see tables 4 and 5). The share of outward FDI
by these establishments rose from 2.7 per cent in 1985 (12.9 per cent of . the
number of projects) to 9.8 per cent in 1989 (32.6 per cent of the number of
projects). In general, FDI from small and medium-sized Korean enterprlses Qas
concentrated in manufacturing. Accordlng to a recent report, 45.2 per cent” Yof
investments ' by: Korean SMEs in 1988 was in manufacturing and 30.6 per cent :in
trading. The corresponding figures for the large enterprises (i e.
establishments with more than 300 workers) were 18.8 per cent and 50. 3 per

cent (KIET, 1989)

T KL VSN SOV g T
Table 4. Ownership structure of Korean FDI projects by region, 1988
(number of projects and percentage) son

FDI project Industrialized Developing Total
countries . ; ~ .countries : - te
‘Number 4 - Number % v\hly Number %
of of ~ : [ R
.projects = projects : ..e  -brojects .y
Wholly owned 16 .. . 57.0 s § 41,0 - 37.. . :46.8
‘Less than 12 43.0 30 59,0 ' 42 53,2

Total ' 28 - 100.0 51 <100.0 - 790 - "100.0

Soﬁrceé KIET: FDI in tne era of globalization; 1989; p.;zﬁ.

‘The sudden shift to international production by Koréan SMEs is 1ikely to
reflect the division of labour in the country's manufacturing -sector.'' The
SMES'have'been’relatively more affected by growing dome&tic 'labour’'costs and
'have increasingly ‘resorted to FDI to regain competitiveness, by reibEéting

productlon in’ low labour—cost countries. A similar trend-has’ taken-place”ih
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Japan, although there is an important difference in that FDI from Japanese
small and medium-sized firms has been more oriented to trading and other

services.

Table 5. Ownership structure of Xorean FDI projects by size of the
investor, 1988 (number of projects and percentage)

% FDI projects Large . ’ Small and Total

| ‘ enterprises medium-sized

3 enterprises

; No. of % No. of % No. of %

i projects projects projects

| .

|

1 Wholly owned 21 44,7 16 50.0 37 46.8
Less than
wholly owned 26 : 55.3 - 16 50.0 42 53.2-
Total 47 100.0 32 100.0 79 ©100.0

‘ Source: KIET: FDI in the era of glcbalization,K 1989, p. 24.

3 3. Why _do Korean firmsbgo abroad?

3 Over the last 30 years, the Republic of Korea has experienced rapid
industrialization and high economic growth. In a short period of time, a
; large and diversified economy has developed, with an industrial structure
which is quite advanced when compared with those of other developing
| countries. Indeed, it is in some respects closer to' that of the
industrialized mnations. The Government has played a major role in this
process. Through its seven Five-Year Plans, it heavily and successfully
supported selected industries which were thought to be crucial for the
| economic development of the country. National ownership was protected through
a generally restrictive policy on inward FDI. Although it is said that the
policy created regional economic disparities, this selective "pick the winner"
policy has been quite effective in promoting industrialization. It also
fostered the emergence of a few giant conglomerates engaged in large-scale
production in industries with a relatively advanced technological content (eg.

steel, shipbuilding and consumer electronics).

| 24420/v.4



- 12 -

As a result of its very quick and selective growth, the Korean industrial
structure is polarized, with a handful of large conglomerates on the one hand
and a myriad of small producers in labour-intensive activities using low-grade
technologies (e.g. footwear, garments, low-end consumer electronics, toys,
etc.) on the otheér. This feature must be borne in mind if the scope of and
motives for, international production by Korean firms are to be fully
appreciated. The bi-polarization of investment between the United States and
south-east Asia, for instance, is likely to reflect to a certain extent, the
imbalance in the industrial structure of the Republi¢ of Korea. The largest
companies had the resources and motivation to set up production units in the

sophisticated economlc environment of the 1ndustrialized countries.

3.1 Outward FDI in mahufacturing

Table 6 summarizes some main features of the Korean manufacturing
sector. Electrical equipment and electronics, transportation“aeonipment,
steel textiles and food. are the largest industries. Together, they accounted
for about 50 per cent of both the stock of domestlc cap1ta1 and production in
manufacturing in 1990. Korean FDI in the secondary sector is concentrated in
the steel industry (23 per cent of total FDI outflows), the transportation
equipment industry (13.9 per cent) and in the electrical eqnipment and
electronics industry (13.4 per cent)., The share of those tthew{ndﬁétries in
total FDI was slightly over 50 per cent., It mirrored the importance of the
largest ° cohglomerates in Korean = iifivestmérnt  activities ‘abroad..: .Small ‘and
medium-&ized prodiicérs are involved in .sindustrieés . producing: thé following
prodiuctsi " foody  textiles; apparel;. leathery footwear; furniture ‘and
miscellaneous: items.  They have ' also been ' an 'impoftant  source of FDI,
accountihg ‘for¥ about 30 per-éent of the total, '~ .77  .ui i

The aforémentioned tablé allows :i1s to- compare the cumulative value of FDI
outflows ‘with the value of domestic ecapital stock ‘and production - in ® each
branch- of 'manufacturing. - Columns 7 and 8 show two ratiocs which reflect the
relativé importance of FDI compared with capital :stock and:production in. each
branch. Both ratios indicate that the footwear, apparel, furniture, steel and
miscellaheous products industries atre those in which outward FDI is:relatively
more: important. Intern:tional production ‘in these industries is more . common
and the propensity to invest abroad is highest. They are all amoéng the leading’
exporting industries in the country. No close correlation could be found

between the labour intensity of each branch and the incidence of outward FDI.

24420/v.4
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Table 6. Domestic capital stock, production and FDI in manufacturing in
the Republic of Korea, 1990 (US$ million)

Domestic % (a) Production % (b) FDI % (c) c/a ¢/b Labour
Capital Cumulative Index
Stock Outflows
Food products 3792154 6.41 10625236 7.16 70,868 6.68 1.04 0.93 0.0205
Textiles 6047901 10.22 12235308 8.24 62,075 5.85 0.57 0.71 0.0450
Wearing apparel 1015071 1. 5104887 3.44 78,415 7.39 431 2.15 0.0845
Leather 445057 0.75 2487676 1.68 11,676 1.10 1.46 0.66 0.0374
Foot wear 173522 0.29 826709 0.56 31,026 2.92 9.97 5.25 0.0374
Lumber & wood products 574762 0.97 1387062 0.93 7,992 0.75 0.78 0.81 0.0482
Wooden furniture 1668864 0.61 1152201 0.78 18,981 1.79 2.95 231 0.0482
Paper & paper products 1176734 2.82 3994718 2.69 12,385 1.21 043 0.45 0.0259
Printing & publishing 3673697 1.9 2403092 1.62 3,704 0.35 0.18 0.22 0.0507
Industrial chemicals 2107637 6.21 6775310 4.56 30,408 2.87 0.46 0.63 0.0103
Other chemicals 1721086 3.56 5847648 394 16.330 1.54 043 0.39 0.0248
Petroleum refining 265380 [ 291 5736216 3.86 2,140 0.20 0.07 0.05 0.0015
Other petroieum & coal products 0.45 1429340 0.96 240 0.02 0.05 0.02 0.0124
Rubber products 1384927 2. 4144058 2.79 16,181 1.52 0.65 0.55 0.0622
Plastic 1777377 3.00 4048310 2.73 54,370 5.12 1.71 1.88 0.0305
Pottery china & ware 177398 0.30 265022 0.18 2,000 0.19 0.63 1.06 0.0326
Glass 519772 0.88 900033 0.61 1,698 0.16 0.18 0.26 0.0326
Nonmetallic mineral products 2736106 4.63 4739020 3.19 35,570 3.35 0.72 1.05 0.0326
Steel 5995685 10.14 10692289 7.20 244 647 23.08 2.7 3.20 0.0119
Nonferrous metal 1040266 1.76 2821887 1.90 3,375 0.32 0.18 0.17 0.0195
Metal assembly 2885720 4.88 7061301 4.76 13,450 1.27 0.26 027 | 0.0350
Generai industrial machinery & 3283966 5.55 8834795 5.95 6,290 0.59 0.11 0.10 0.0301
equipmeat
Electrical equipment and 7391148 12.50 21987657 14.81 141,975 13.38 1.07 0.50 0.0297
clectronics -
Transportation equipmeat 6229528 10.53 13956546 9.40 147,624 13.91 1.32 1.48 0.0257
Measuring medical & optcal 577610 0.98 1675950 1.12 4,960 0.47 048 | 041 0.0480
instruments
Miscellancous manulacturing 842773 1.42 2612911 1.76 41.37¢ 3.90 2.74 2.22 0.069%4
products : ‘
TOTAL 59150008 100.00 143745082 100.00 1061.150 100.00

Sources: National Statistical Office: Report on mining and manufacturing

survey, 1991; Bank of the Republic of Korea: Current statistics
on FDI (unpublished), 1991. ' :
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3.2 Motives for FDI

"~ "Historically,*FDI from the Republic of Korea has been driven by the need
toi g\ain access 'to‘ natural resources and to expand sales in foreign markets.
'-‘*”Throughout the 1980s," efforts ~to service- established export markets - by
relocating production in low—cost countries, as labour costs rose at home, and
establishing production and marketing fac111ties in final markets - were; ‘the

ma1n factors motivating Korean FDI

Accordlng to, a 1988 surve"y by the Small and Medium Business Promotion

HENL

s)been the main mod:ivatlon for r*Kovrean

Association, access to final markets

1

firms ‘to 1nvest ‘abroad. According “to 25 per cent of the wreplles .~.tob ‘the
survey, ‘the single mosti- 1mportant motive was to overcome protectionism byl the
induStrialized <’econom1es. | Other motlvating ‘factors ' were -..to.. protect
establlshed market shares and to take advantage of lower costs of production.

;»p! uya P C e ; BN ; . i ) _w.: S sl

i . e ' '

N

characterlstics of the host country. Korean FDI has been” overwhell_mingly
directed, to the industrialized countrles. $he ,ma_]or Korean manuf_a%tmii_z_rejx;swhave
established producti»,on facilities ‘1n the United iStates and in the Eiitopean
Cgfmhu'nity‘ in order 'to’ avoid import ‘restrictions and’ to Venjo'j%“'“"t’:h"é‘*""‘-‘s"p"‘é‘ciaxl
tariff t"rﬁeatment which is granted to EC producers. The main *examples“cédn’'be

. St vaidailad o
found in the consumer-electronics industry. Incidentally, it can be observed
that, in the longer run, a commercial presence in the host economy could
. enable Korean producers to increase the volume of local sales once they have

become more familiar with local consumer tastes.

Another way of circumventing protectionist barrier'

3 -“a*lly in’those

1ndustries in wh1ch Korean export quotas had already been fu11 utilized was

to relocate production to those developing countries which had unused export
quotas and preferential access to the markets of industrialized countries.
The examples can be found mainly in the food, textiles, clothing and footwear
industries. Some firms established plants in those Caribbean countries which,
by virtue of the Caribbean Basin Initiative, could export more easily to the

United States.

According to the aforementioned survey, the desire to obtain advanced
technologies and know-how has been a marginal consideration in making
decisions to invest abroad. However, in recent years Korean firms, especially

L VNGLe R
the largest corporations, have increasingly invested abroad with the aim of
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gaining management skills and advanced technological know-how. For instance,
they either acquired small "high-tech" companies in member countries of ﬁhe
Organisation for Economic Co-operation and Development (OECD) or formed joint
ventures. A few leading manufacturers in electronics, including Hyundai, have
also established research labdratories and plants in Silicon Valley in the

United States.

Oon the whole, however, about 65 per cent of investment outflows to North
America - which is the largest destination of Korean FDI - are still in the
area of trading. The industrialized countries have been attractive to Korean

investors because they provided opportunities for real estate investment.:

Table 7. Factors motivating Korean FDI in manufacturing (per cent)

Motivating factors : + Per cent
Horizontal integration Protect current markets 18.8

Expand markets _ 12.5

Sale of machinery and know-~how " 6.3
Import protection Overcome import protection/

export indirectly through a ‘ 25.0

third country

Vertical integration v Supply of raw material 12.5
Comparative advantage Lowef costs of production _ 18.6
Acquisition of technology. 6.3
know-how

Total: o 106.0>

Source: Small Industry Promotion Corp.: Management of overseas corporatiom,
1988, page 8.

3.3 Korean FDI in south-—east Asia

Foreign investment by local firms, for the purpose of gaining access fo
markets and technology, is less commoh in developing countries. The main
motivating factors for Korean FDI in such cases have been to take advantage of
low labour costs and abundant natural resources. Investments in the
south—-east Asian region have been mainly in forestry, fishing and mining, - as
well as copper and petroleum. However, in the second half of the 1980s, the

bulk of Korean investment went into manufacturing.
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‘As a result of currency appreciation and a sharp increase in domestic
wages, ‘Korean manufacturers -gradually ‘lost . their . dinternational
competitiveness, particularly in . labour~intensive ifidustries such as clothing,
footwear and electrical equipment. ' The problem. was further: .compounded by
industrial disputes and serious - ladbour shortages. Korean workers began to
show a preference for employment in the fast-growing service sector, where
there are better working conditions. As a result, employers in some

industries have ‘been: requesting permission to employ .foreign workers on a

short-term basis. 3 R R S CF ST L S ¢ SR S el
Lo s G S an gl SRt

Koréan' firfs, particularly ' thosé’ that ‘are :small: and medium-sized,: have
been relocating to mneighbouring Asian countries, often to the export
processing zqngsi(EPZs)fin,Indoneg;a,*Malaysig, Thailqu_agd’S;ih;gpka as well
as the SEZs in China. MAccording to a sufvey by :the I‘<o-1h'e.a..nr Iristitu‘te for
Economics and Technology (KIET, 1989b), low wages have been the main factor
motividting Korean firms to invest -in ‘the .region (see table 8). Access to
natural resources and local markets is anothér major reason.

R TN AR SR vt G

Table 8:." Main factors ' métiviting Korean FDI in‘manufacturing in
south-east Asia, 1988 (number of FDI projects)

Reason Textiles, Electronics, Chemicals Others (a) Total
footwear ‘-electrical Cor RN S
and toys products

Low wages 17 21 2 8 e il 4844

Access to local markets - 3 6 4 13

Access to third 2 1 - 2 5

country. markets .~ - ST n P AT RIS R o RTINS

Access to raw material 1 - 1 ,9 : 11

Trade barriers - - - 2 2

Other - 1 - - 1

Total: ~ ., . .20 . .20 . .9 25 80

igbque: "KIET:! World econéiy and -technology news:-brief, :Nos.:302 (89-213):
5 and 255.(80-166), 1989.

fé)-Othe¥S: Wood dnd weod products, cement, etc.

.
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According to data from a sample of Korean firms operating in south-east
Asia, the prices of raw materials and other factors of production were higher
than envisaged. However, most were optimistic in their expectations for
profits. In general, they anticipated the profits to be 1.5 times higher than
those which would have accrued from equivalent investment in the Republic of
Korea. Sixteen out of 31 firms expected to recover their entire investment

within three to five years.

As shown in table 9, firms that had invested in the textile, footwear and

toys industries were the most optimistic.

Table 9. Expected recovery time for Korean FDI in
south—-east Asia, 1987 (number of FDI projects)

Industry Less than 3-5 years 5—10:years Over 10 years
3 years

Textiles, footwear 1 6 . 2 1

and toys

Electronics and o1 2 - 3 1

electrical products

Chemicals - 3 - 2 2
Other o - 5 ' 3 1
Total: 2 16 10 5

Source: Small Industry Promotion Corporation: Management of overseas
corporation, 1988, p. 8.

3.4 Korean FDI in industrialized countries: The
competitive advantages of Korean multinationals

In the literature on FDI it is often argued that enterprises investing
overseas carry an additional burden - which may be termed "the cost of
foreignness" - i.e. the cost of doing business in an unfamiliar enviromment.
Local competitors have the advantage of knowing the markets better and of
having privileged relationships with the = local economic actors and
institutions. Foreign investors, Thowever, have to rely on certain
ownership-apecific advantages which can be transferred o thelr operations
abroad, These advantages, such as technological know-how, marketing skilis

and brand names, are the key to their success,
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Unlike enterprises from the other Asian NIEs, those from the Republic of
Korea have invested heavily in the industrialized countries, largely in the
United .States and Ganada. - This ¥DI, however, c»an be thought of as being more
of 4 defensive reaction by export-oriented Korean firms than a strategic move
to exploit their firm-specific, internationally transferable .advantages (Jun,
1985). In other words, .while FDI from the industrialized countries is
generally motivated by the desire to capitalize on  firm-specific advantages,
Korean firms have been "forced" to invest abroad primarily in order to defend
their market shares. in the face .of growing tariff and: non-tariff barriers in
the industrialized countries. As Jun- also pointed out, Korean. investors did
not seem to possess strong firm—spec1fic advantages. They were generally weak
in product development and 1n marketlng and technological capablllties, and
obviously, lacked experience in the management of overseas operatlons. Jun
provides figures which show that the costs of production in some Korean plants
in the United States and the EC were higher than those incurred before trade
barriers were imposed. He also indicates that by ix’iﬁfe‘s‘ting in industrialized
countries, Korean firms tried to maintain their low labour—cost advantage by
importing parts from the ‘home country, for final assembly in’ the overseas
plants. That strategy, however, was soon hampered by the imposition of hlgher

local content requirements by host country governments (1b1d:, page"lz_)),' ’

Over the past few years, the nature of FDI in the industrialized
countries by the largest Korean firms has been changing. For example, they
have set up research facilities in the United States and acquired ‘_small
high-tech companies. The number of business alliances and joint ventures with
leading foreign firms has a'iso grown. F1rm—spec1flc competitlve advantages
are also gradually emerging and likely to increase in the long term. Korean
investors have been learning from their experience in foreign countries.
Moreover, the largest conglomerates have become heavily involved in research
and development (R&D) “and a're becoming - significant players in the
international market for technologically advanced products such as
semiconductors,“nbt‘ebook'compu'térs and ‘optical fibres (Clifford, 1991). The
large &§izé of ‘these corporations enables them to mobilize huge resources,
érogs-subsidize research and adoﬁt a long-term perspective with regard to
tﬁeir‘ operations. They also have &strong government support and benefit from

the pool of highly qualified hiiman resources, which is available in the

Republlc of Korea.
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4, Employment effects of FDI

4.1 Emplovment effects of Korean multinationals abroad

The analysis of the employment effects of foreign-based Korean firms is
seriously hampered by the lack of statistics. This section draws on
unpublished data on the activities of one major Korean corporation. This
corporation, "A", is included in the Fortune list of the top 500 companies
worldwide. In 1991, it had 95 affiliates in 27 countries, of which ten were
in Asia, seven in Western Europe and ‘five in South America. Thirty-nine of
the 95 affiliates were wholly owned. The total capital invesﬁed abroad was
about 50 million dollars (see table 10), largely concentrated in clothing
(32 per cent), trading (31 per cent) and electrical and electronic products
(29 per cent). Annual sales were about 4 billion, most of which was generated .
by the affiliates involved in trading. Overall, the 95 affiliates employed

9,293 workers, including 308 Korean expatriates.

Employment generation was the highest for FDI by corporation "A" in
clothing and the lowest in trading. Labour intensity, i.e. the ratio between
the number of employees and the value of the stock of capital invésted v}as
also higher for the clothing industry. The reverse was true for investments
in the electrical and electronics industry. However, as the data in table 11
illustrate, activities in this industry tended to be labour-intensive in the
affiliates in developing countries, (e.g. China) and capital-intensive in those

in the industrialized countries (e.g. the United Kingdom).

On average, for every 1 million dollars invested abroad by corporation
"A" 184 jobs were created. By applying this ratio to the overall value of
Korean outward FDI, the total direct employment abroad by Korean
multinationals could be estimated to be around 60,000 jobs‘(about 0.3 per cent -
of total employment in the Republic of Korea). This is a tentative and risky
estimate, which is unavoidable because of the lack of data. Most of the jobs
would have been generated by affiliates in south—east Asia, where
labour~intensive production had been relocated. It is of interest to note

that the loss of jobs in the Republic of Korea as a result of FDI is

considered to be negligible.
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Since most affiliates only recently established operations abroad,
indirect employment generated by these enterprises is probably limited. It is
quite likely that this may increase once they become well established in the

host countries and procure more goods and services from local suppliers.

Table 11. Average labour intensity of investment by corporation "A",
by industry and location, 1990

Industry - Labour (workers/ ' Index . Comparison with
invested capital) domestic investment
Clothing Domestic investment 0.0845
Outward investment: 0.5178 ' 6.13
o/w: Indonesia 0.5309 6.23
' Costa Rica 0.2432 2.88
Electrical and Domestic investment - 0.0297
electronic OQutward investment: 0.0136 0.46
products ' o/w: China 0.0725 2.44

United Kingdom 0.0009 0.03

Source: Based on unpublished data from corporation "A", 1990.

4.2 Employment effects of inward FDI in the
Republic of Korea

Foreign direct investment in the Republic of Korea is relatively small by
the standards of most developing and industrialized countries. Moreover,
given the capital-intensive nature of many foreign ventures, the employment
effects of FDI have not been very significant. In both 1978 and 1986, for
instancé, jobs in firms with foreign participation accounted_fdr less than 3
per cent of total employment in all sectors and 1less than‘lo per cent in
manufacturing (see table 12). The impact has been more noticeable invthose
branches of manufacturing where foreign FDI is concentrated. In 1978, four
industries (electrical and electronic products, machinery and equipment,
textiles and clothing, and chemicals) accounted for more than two—thirds of

total employment in the affiliates of foreign firms in Korea.

As regards the employment that may be generated by foreign investment,

two points should be considered. In the case of a merger between foreign and
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domestic firms, the number of jobs created is likely to be rather limited.
However, -such cases are rare in the Republic of Korea. It is also possible
that the establishment of- foreign Ventures may - crowd out domestic firms.
Thus, the new Jjob opportunities resulting. . from. -foreign .investment could be
lower than indicated in table 12, since workers in local firms may have been
displaced following the entry of foreign 1nvestors. This is very difficult to

¢

measure and so far there have been no attempts to undertake such:-an exercise.

There are no data on the indirect effects of inward FDI on employment.
However,va study on the Masan EPZ which was‘estahiished to attract’ forelgn
investors in the southern part of the countrj; suééestsithat employment in
local subcontracting firms has grown- considerably since -the EPZ was set up in

the early 1970s. According to:the- study:there -were 75. firms in the Masan: EPZ

in 1988, with a total of 33 QSO workers..“Th'se_ firms had subcontracting
arrangements w1th 525 Korean supéilers 1ocatedmoutside the EPZ. The workforce
in those enterprises soared from 4,518 in 1976 to 16,686 in 1988. It was
estimated that about 50 per cent of those wbrkers were hired primarily to

'zone

fulfil contracts Wthh those firms had concluded with enterprises 1n he

(Lee, 1990, page 85) S ;v~~t 3

Table 12. Employment in firms with foreizn participation in the
Republic of Korea, ‘selected years (thousands of workers) '

1974 1978 1986
Employment in foreign firms:
K11 déctors Cc - 159 o 315 | 416
+Manufacturing - - 153 coo v 288 s r o 0363
Total Korean employment"' ' N
| All sectors 11 586 13490 15505
Manufacturlng Co 2 012 ‘ 37016 : g gFg onin
Percentage share of foreign . : ' . h
“firms: el - - v
A1l sectors . 1.4 2.3 2.3
e 7060 S 9.5 9.5 '

Manufacturing an
Sources: Economic Planning Board, Republic of Korea for 1986 data; UNCTC for
1992 data.

Note: ' The data on employees “in foreign fitms in thHe Reépublic' of ‘Korea for
*.1974 and 1976 refer only to Korean .employees (excluding expatriates). .:
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5. Concluding remarks

Although it started from a very low base, fdfeign direct investment from
the Republic of Korea has grown considerably in recent years. In the second
half of the 1980s, and particularly in the early 1990s, FDI in manufacturing
increased sharply in North America and south-east Asia. The drive to promote
outward investment was a response to changing economic conditions which
manifested themselves in the form of rising wages, labour shortages, increased
trade surpluses and currency appreciation, as well as the loss of preferential

status for Korean exports to industrialized countries.

These developments had an impact on the international competitiveness of
Korean producers in export-oriented labour-intensive industries such as
textiles and clothing, footwear, toys and consumer electronics, and created a
strong incentive to relocate certain operations to low-wage developing
countries. Another main outlet for Korean FDI was the industrialized
countries. Investors were motivated mainly by the need to maintain market
shares in the face of growing protectionist policies that were adversely
affecting trade in consumer products such as refrigerators, television sets

and video cassette recorders.

The factors motivating overseas investment by Korean firms in the 1980s
did not seem to conform to the conventional explanations, according to which
foreign investment was wundertaken to maximize firm-specific competitive
advantages. In recent years, there have been other forms of investment
primarily by the largest Korean conglomerates, which are seeking to acquire
advanced technologies and to rationalize their operations by creating global

networks for production and marketing.

The need to expand market shares in those industries in which Korean
producers are well-established leading exporters, is likely to remain a key
"push factor" for the expansion of FDI. Korean investors also seem to be very
keen on having a commercial presence in those countries where, in spite of
relative economic and political instability, there are vast potential markets

(e.g. China and the Commonwealth of Independent States).

The outlook for Korean FDI should also be considered within the framework
of the general process of industrial restructuring which is taking place in
the country. Domestic production in labour-intensive low-tech activities is

declining because of rising labour costs and the tightening of the market for
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unskilled labour. Factory automation is being introduced and investment is
being channelled to capital-intensive industries that require the wuse of
complex technologies., , Investment in research and development (R&D). is now a
key component of. the strategies of Korean firms seeking to maintain their
international competitiveness by moving :into higher . value-added production.
The Government is -also actively -supporting investment in R&D in high-tech
industries¢ The allogcation of resources: for overseas investment. and domestic

VoL,

R&D in manufacturing will become a critical issue. in the.coming years.

The impact of Korean FDI on: employment in host countries; cannot be
accurately assessed due to the dearth of comprehensive data. Overall, the
number -of ‘those employed .in the: foreign affiliates ofi Korean firms may not be
very large.  .Gonsiderable job .creation, t;owe'.;ver,. hag, most :1ikely .occurred in
labour—intensive. .operations -in. the developing economies of Asia. .Since most
Korean affilig;gswhavejbee@hestablished'ﬁainly,recentlyh,;herq?qrevnog many.
backward and forward, linkages . with . local  firms in  developing and
industrialized  countries.  Indirect :employment . cannof . be. expected .to..be
significant;. although it may increase with time.and with .the growth,of local
procurement-arrangements., -'Finally, the;nature“of Korean FDI is quh;gha;,;he
qualitative impact on host countries in the areas of training and,the transfer

of skills and know-how has been relatively limited.
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