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Abstract

Nowadays the Chinese FDI into Korea has been rapidly increasing since 2009 and the investment of 1.77 billion dollar
in 2015 ranked second after United States. Existing literature identified the four main motives for FDI, efficiency-seeking,
resource-seeking, knowledge-seeking and market-seeking. Yet, it is limited in explaining the Chinese FDI into Korea.
Where wage is high, resource is limited and market is relatively small. This study examined why Chinese FDI comes
to Korea with panel data. By the number of firms, almost 80% of Chinese FDI in Korea is non-business service
industry, such as wholesale, retail, logistics, food, accommodation, etc. Chinese FDIs in Korea increased as Chinese
people in Korea increased. The cross-sectional time-series FGLS regression analysis confirms that areas with many
Chinese people in Korea induce Chinese FDIs. Chinese FDI firms are more competitive in language and culture in
the business with Chinese people in Korea than Korean firms. Up until today, the Chinese FDI in Korea simply

follows a new market of Chinese people in Korea and doesn’t show strong economic interactions with Korean economy.

Keywords: Chinese Firms, FDI, Locational Pattern, Panel Data, Cross-sectional Time-series FGLS Regression
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Table 1_ Literature Summary
Research Data FDI Motives and Characteristic
Dunning(1980) - Resource-seeking, Market-seeking, Efficiency-seeking
Resource-seeking, Market-seeking, Efficiency-seeking,
Kim(2008) FDI of USA, Japan, China in Korea | Knowledge-seeking, Political Stability, following Leading Firms,

following Customers

Wang, Park and Kang(2015)

Korean FDI Firms in Vietnam

Efficiency-seeking, Market-seeking

Park, Wang and Kang(2016)

Korean FDI Firms in Shanghai

Efficiency-seeking, Market-seeking

Moon(2007) Korean FDI Firms

Resource-seeking, Efficiency-seeking, Knowledge-seeking,
Export Promotion, Access to Raw Materials

Lee and Yoon(2008) FDI in Korea

Market Size(+), Wage(-), Interest(+)

Kim, Kim and Kang(2013)

FDI of USA, Japan in Korea

Market-seeking, Efficiency-seeking

Hyun(2000) Korean Manufacturing FDI in Europe Market-seeking, Efficiency-seeking, Knowledge-seeking
. . Market-seeking, Knowledge-seeking,
Seo(2004 A Ind FDI in USA
el ) Hromonve Lndustey = Easing of Trade with USA
Ra(2012) Indian FDI Market-seeking, Knowledge-seeking
Jang and Kim(2014) Chinese FDI Knowledge-seeking, Resource-seeking, Efficiency-seeking
Back and Seo(20006) Chinese FDI Market-seeking, Knowledge-seeking

Lee(2016) Chinese FDI in Korea

Market-seeking, Knowledge-seeking, Real Estate Development,
Utilizing FTA
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Table 2_ Accumulated FDI by Industry(2017)

All Country China
Industry
No. of Firms | Ratio(%) B$ Ratio(%) | No. of Firms | Ratio(%) B$ Ratio(%)

Agriculture, Fisheries, Mining 281 1 .6 0 89 1 0.0 0
Manufacturing 14,246 29 86.3 42 693 9 2.0 34
Electricity, Gas, Water, Construction 702 70 4.3 2 92 1 0.0 0
Services 34,662 1 112.8 55 6,616 88 3.9 65
Total 49,831 100 204.0 100 7,484 100 6 100
Source: Ministry of Trade, Industry and Energy 2018.
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Table 3 _ Chinese FDI by Industry(Two Data Sources, 2016)

Foreign Investment Statistics Foreign Investment Firms Information
Industry

No. of Firms Ratio(%) No. of Firms Ratio(%)
Agriculture, Fisheries, Mining 73 1.0 37 1.3
Manufacturing 636 9.1 287 10.4
Electricity, Gas, Water, Construction 62 0.9 25 0.9
Services 6,239 89.0 2,422 87.4
Wholesale and Retail - Logistics 5,013 71.5 1,743 629
Food and Accommodation 648 9.2 361 13.0
Business Services 208 3.0 123 44
Property for Rent 180 2.6 103 3.7
Other Services 190 2.7 92 3.3
Total 7,010 100 2,771 100

Source: Ministry of Trade, Industry and Energy 2017.
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Figure 1_Location of Chinese FDI Firms in Korea

The First Period (1991~1997)

The Second Period (1998~2002)

Source: Ministry of Trade, Industry and Energy 2017.
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Table 4 _Variables Table 6 _ADF Test
Category Variable Unit Source Unadjusted t Adjusted t p-value
Chinese Service Ministry of service -7.9657 -3.4209 0.0003
Dependenc | s in K Trade, Indust
Variable | > i horea e rade, ndustty In(wage) -13.9807 146422 0.0000
(2008-2015) and Energy
1 d -26.6634 -27.438 0.0000
Wage Level W KOSIS n(roadrace) > 74383
In(visi -5.112 -4.6806 0.0000
Road Penetration | km/v kit ind K o(visicor) > !
Independent Rate /a person Andex.go.xr In(export) -27.5166 -28.3306 0.0000
Variable
Foreign Tourists person KOSIS
Export Amount | thousand $ KOSIS %‘%‘OLST‘::‘ _ETJ\_—I»E—)]_7‘| ;ﬂoﬂ = Z]'Eﬂ' /\]7:"%3 = lc—;]
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Table 7 _Pooled OLS

Service Coef. Robust Std. Err. t P> |¢| Beta
Iwage 52.31429 29.48097 1.77 0.079 0.2311979
Iroadrate 26.6633 13.2038 2.02 0.046 0.2336125
Ivisitor 6.209948 1.440236 4.31 0.000 0.4142989
lexport 4.728263 1.521458 3.11 0.002 0.2197552
year
2009 3.428058 6.190962 0.55 0.581 0.0454392
2010 4.403466 7.773149 0.57 0.572 0.0583683
2011 -6.531017 5.921769 -1.10 0.273 -0.0865691
2012 -7.758873 6.799733 -1.14 0.256 -0.1028444
2013 -8.711786 7.485034 -1.16 0.247 -0.1154753
2014 -7.342695 8.206439 -0.89 0.373 -0.097328
2015 -4.079178 10.35024 -0.39 0.694 -0.0540698
_cons -931.4226 409.8131 -2.27 0.025

Note: Number of obs=120, F(11, 108)=4.23, Prob>F=0.0000, R-squared=0.4798

Table 8 _ Multicollinearity Test

Variable VIF 1/VIF
Iwage 6.23 0.160567

Iroadrate 1.42 0.405506
Ivisitor 1.39 0.720200
lexport 2.21 0.452816
year
2009 1.80 0.556355
2010 2.04 0.491147
2011 2.30 0.434505
2012 291 0.343191
2013 3.46 0.288902
2014 391 0.255842
2015 4.67 0.214241

Mean VIF 2.94
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Table 9 _ Cross—sectional time—series FGLS regression

Coefficients: generalized least squares
Panels: heteroskedastic with cross-sectional correlation

Correlation: no autocorrelation

Estimated covariances = 120 Number of obs = 120

Estimated autocorrelations = 0 Number of groups = 15

Estimated coefficients = 5 Time periods = 8
Wald chi2(4) = 163.35
Prob > chi2 = 0.0000

Service Codf. Std. Err. z P>1z1 [95% Conf. Interval}

Iwage 14.58231 5.679147 2.57 0.010 3.451388 25.71323
Iroadrate 25.22337 4.363543 5.78 0.000 16.67099 33.77576
lexport 4.85074 0.6544451 7.41 0.000 3.568051 6.133429
Ivisitor 5.715828 0.4594114 12.44 0.000 4.815398 6.616257

_cons -376.3064 81.90718 -4.59 0.000 -536.8415 -215.7713
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