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Estimating the Determinants of foreign direct investment
of korea : A Panel Data Model Approach
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Abstract

In respect complication, group and period , the foreign direct investment of korea is composed of various
factors. This paper studies focus on estimating the determinants of foreign direct investment of korea. The
region of analysis consist of 7 groups, that is, Asia, Europe, Central and South America, Oceania, Africa,
Middle Fast. Analyzing period be formed over a 67 point(2002. 6~ 2007. 12).

In this paper dependent variable setting up an amount of  foreign direct investment,
explanatory(independent) variables composed of gross domestic product. a balance of current accounts, the
foreign exchange rate, employment to population ratio, an average of the rate of operation(the manufacturing
industry),consumer price index, the amount of export, wages(a service industry). For an actual proof analysis,
LIMDEP 8.0 software, analysis model is random effect in TWECR The result of estimating the determinants of
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foreign direct investment of korea provides empirical evidences of significance positive relationships between

enmployment to population ratic and wages(a service industry). However this study provides empirical

evidences of significance negative relationships between the foreign exchange rate, consumer price index and

the amount of export. The explanatory variables, that is, an average of the rate of operation(the

manufacturing industry), gross domestic product and a balance of current accounts, are non-significance

variables.

» Keyword : 2leiEnt2 H(Random effect model), DEEID8Fixed effect model), TWECR 2¥
(Two-Way Error Component Regression Model)
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Table 1. Result of estimating the determinants for foreign direct investment :Panel data mode! approach

) statistics) atistics) sStatistics)
0.000048 -0.00013765! -0.000136762 -0.000130942 ~0.000135552
X1 (0.183) (-1.06959) (-1.06262) (-1.05086) (-1.08955)
0,00122193 0.000985231 0.000986799 ~0.000379235 -0.000180419
X2 (0.735) (1.20854) (1.21051) (~0.445263) (-0.21572))
-0.00206798*** | -0.00322771"* -0.00322174*** -0.00300832 -0.00359108***
X3 (-1.162) (-12.5478} (~12.5258) (-1.59444) (~4.65329)
0.00030202 0.000558467** 0.000557224** 0.0116535 0.00313921**
Xq (0.582) (2.21004) (2.20603) (1.54147) (2.19901)
0.00132673 0.000870391 0.000872662 0.0102975 0.0020248
X5 (0.838) (1.12626) (1.12923) (1.3784) (1.50207)
-0.00129582** -0.00266838™ -0.00255193*** 0.00157925 -0.00423804**
X (-2.267) (-9.05688) (-9.03477) (0.235339) (-3.69002)
~.00807666™* -0.0065824™* -0.00657508*** ~0.00133495 ~0.00732262***
X7 (-2.779) (~7.35494) (~7.34705) (-0,157891) (-3.55657)
0.08815521*** 0.143177* 0.142895"** 0.124596* 0.140338***
X (4.181) (13.6621) (13.6367) (1.77178) (3.64375)
constant -2.13023981 -5.27347 -7.91622 -4.46685
No. of bs. 469 469 469
No. of Grs 7 7 7
df 460 454 388
R? (adi R 2y 0.218 (0.202) 0.817( 0.812) 0.871 ( 0.844 )
Log-likelihood -900.140 -558.589 -477.176
Akaike Info. Criter 1.039 -0.392 -0.4575938
LM 7793.42 7807.11
Hausman 7.38 5,19

. POLS Model: pooled ordinary least square model, OWECR Model: one~way error component regression model, TWECR
Model: two-way error component regression model, LM:group effects test of f7 (pooled) vs. fy | (unpooled), FE

Model: fixed effect model, RE Mode! : random effect model Hausman: Mausman test of p O(random effect) vs. ff |

Ay

(fixed effect),

Tp<0.17 p<0.05. 7 $<0.01
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7T R FEYL B9 9% viAE Ao vel
o BE 8ol Asshd A sfger date dej3]
AEAE 2L Aol Akl AABTMAFE A%
3 1 o9z de] R g & Aoz dddn. 19
3 Fedx feifalde Fof 4% vehin g 7
dae] Age &e, MRS 92 £2de 474
-0.00359108(F2l5E  1%), -0.00423804(fr55
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32 TWECR Z&of| ofst aF(X(Yd) §4aT=24

£ g7 OWECRA & 2F(HY) S4ZHE
E o ANEAEd Y AFatd o4 5%
10%9M 28 Mdo] frod o eyt 4" A5
& orol(2,521), Bu(1.376), H3(0.617), F4dv(
0 .143), R ~1.148), ol=el7H(-1.663), F%(
-1.846) o2 ettt mdepr oprlolxlge] 25210
2 7P A UElga $50] -1.84692 71 WA v
ERsict. olejgt A ARyt ARk Bate &3]
BEAY Pl daf e dugo] ojajole] B
2.5217} ke 9vlolz Algyl Avke A & AelA
e Ay g A9y dddse] e
Argaha] Eale fiol Addos Bed guigt) wel
A olAo} A& B A Gel] wEk] & Ao e
va gloiM FoldiAle o 4= gxlw slAgEAE B
7RAIZIA R AF 2fe] §AT) A7 B4l g X8
o} 7 4985 2o F3 3tk o]g) ze] ZE A9
o] AFEA L Azt B4 &7} folH9 Ace el
o a8y 984 2SR E ASE4EY A4t
10& 29350 god AAEH 8N} e Rog dias
7ol Fe7) nEcHd), A A7 548 E48ht A9
54 fvke AY A8 getta 488 s st
o} o2& B AeM SRR A8 e9s ke
g glelA] oid sole] 28 $ Housman 7% BA%E
vlgloz H2Aoa TWECR 2% ¥ Jolast=go] A
gE A 2o gl 4 & ¢ ok o] s
Qo) FH BYoM e G B4 I} AR @) HE
ojt}.

33 284y xojAdE 9 F4 I}

2 ayes A48 sid dlole 28 FojM 7 2¥E
o] xlo] HEE Log-Likelihood Ratio A%E& Esl
18 =0tk Log-Likelihood Ratio %ol <rakst
IAF B¥(Model 1), A9 MEBHEHE 1A
#(Model 2), AH¥sTHE 7215 23 (Model 3), 4
wgel NEANGEAEHE FAAzEFE 2 (Model
CAEEE AEAGEA 2 ANEA IS Al 1H
28 (Model 5)9] ZF 28 FilA ofF ZFo] 3494
g %7 & "ast Aok

r\l

>

B of b e

!

%

£ 2. OWECR 280l olft 38 54 53} 24 21
Table 2. Analysis of group special effect of OWECR model

Group Coefficient | Standard Error t-ratic
1 (OtAOh 252121 0.08511 2962420
2 (8a)) 1.37598"" 0.08382 16.41613
3 () 0 .14334 * 0.08372 1.71217
4 (#d) 0.61731*** 0.08436 7.31729
5 (83) ~1.84648*"* 0.08832 -20.90757
6 (0I=27h) -1.66348™* 0.08486 -18.60154
7 (CHekF) -1.14788"** 0.08385 | -13.69047

FTWECR Model: two-way error component regression

model. " p¢0.1. " p<0.01

B AFoME  Loglikelihood®t ZHAS R
(R-squared) & ©|-438le] W7ietasl g}, 91t Avks (B
Dol AL Bt o] Held duvseel MEAHEATEAE
Ao mEld B8 (Model 4)2 Log-Likelihood?}
-558.589 , ZAASF p27t 0.817 o2 vz Yu A9
Hig AEAGEY 2 ARSAENE BAH 323 =Y
(Model 5)2 Log-Likelihood7} -477.17643 , ZRAF
R27F 0871 o2 Jeht Aduusrs) Mg aas
SAlol 7213 B8 (Model 4) 20} drildos 443t o
B7F R &, AU, REAERY 2 ATENERE
BAl) aeg 2q) spdaERge] Lot Heldud v
o3& qlek

H 3. TWECR 2%e| 28¥ 954 oiant
Table 3. Excellence of each TWECR model

Model 1 Modet 2 Model 3 Model 4 Model 5

Log-
Likelihood -957.067 -832.628 -900.139 -558.589
-477.17643
R-squared  0.000 0.412 0.2167 0.817
0.871

FOTWECR  Model @ TwoWay Error  Component
Regression Model, Modsal 1:Constart term, Model 2:
group effects, Model 3 : X-variables, Model 4 :
X-vartables and group effects, Model 5 X ind. & time
effects

n. 28 «

o

A

a9 ARFARs et ag(Ie)d, ARPER g
& Aol Sjaia Fah Ao ofFo] A 5 Jlrk. B AT
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20029 6¥€%H 20079 129 79 53 Wk B2t 9
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A (AR 2 o Algiel 22 0.00313921 (Fref4
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-0.00423804(F<l5E 5%) 2lz EdY Ase
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