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Abstract

The scale of global FDI has been decreasing since 2016 due to the ongoing US-China trade dispute,
the strengthening of FDI inflow screening regulations with concern over strategic technology leaks,
and the spread of reshoring trends due to the reinforcement of national preferences. Eventually, the
competition to attract FDI between countries is expected to become more intense. Therefore, in order
to attract high-quality FDI for Korea that will contribute to the development of the national economy,
it is pressing to evaluate and improve the domestic FDI attraction environment. This study aims to
analyze which areas of Korea's economic and non-economic environments need improvement for
gaining advantage amid the fierce competition to attract FDI between countries, by the relative
comparison between Korea and the U.S., and based on the ranking indicated in key FDI
attractiveness indices. As a result, improvement is needed in the following areas. First, according to
IMD's “World Competitiveness Ranking 2020,” Korea was inferior to the US in terms of business
efficiency, productivity, finance and business legislation in terms of government efficiency.
Second, according to INSEAD's “Global Talent Competitiveness Index 2020,” Korea was inferior to
the US in terms of internal openness, external openness, employability, lifelong learning, access to
growth opportunity, and business and labor landscapes. Third, according to WEF's "Global
Competitiveness Index 2019", Korea was inferior to the US in terms of product market, labor market,
business dynamism and workforce skills.
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Fig. 1. FDI inward flows, 1999-2019

(World = BPM6, Korea = notice, unit: Millions of US$)
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Source: Author's edit based on UNCTAD(2020) and Statistics Korea(2021).
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Table 1. Classification of Preceding Researches on Motivation of FDI

Theories Major Researchers Main Point
Theory of Penrose(1959) As companies that used to operate in the domestic
Business Kolde(1968) market naturally expand their business areas from
Growth Kindleberger(1969) domestic to overseas markets, FDI occurs.
Theory C.)f Macdougall(1958) International capital movement, or FDI, occurs due to
Differential : : . .
R Kemp(1964) differences in marginal return on capital
eturn
Monopolistic FDI occurs because a company with a
Advantage Hymer(1960/1976) company —specific advantage can enjoy a monopoly
Theory advantage even if it enters a foreign country
— Coase(1937) Multinational corporations attempt internalization to
ety Bl ¢ minimize inefficient transaction costs resulting from
Theory Casson(1976) X .
market imperfections
Rugman(1981)
Behavioral Managers generally prefer domestic business to risky
™ Aharoni(1966) overseas expansion, but for the sake of their own
eory .
safety and profits, managers go abroad
. International activities of a company change
(P:r%?:c.}.hl‘elﬁ Vernon(1966) dynamically according to the life cycle of the
y y company's products
FDI occurs from developed countries to selected
Pecking-Order Hufbauer(1972) developing countries for new products, followed by FDI
Theory Wells(1973) from selected developing countries to lower level

Currency Area
Theorem

Portfolio Theory

Oligopolistic
Reaction
Theory

Eclectic Theory

Aliber(1970)

Stevens (1972)
Prachowny(1972)
Ragazzi(1973)

Knickerbocker(1973)

Dunning(1977/1980/1
981/1988/1993/1998)

countries

FDI from strong currency countries to undervalued
weak currency countries

Because investors consider the rate of return and risk,
they diversify their capital overseas for diversification,
but FDI occurs due to restrictions on international
indirect investment.

FDI occurs due to advance overseas in response to
the other competitor and mutual competition among
oligopolistic competitors

FDI occur in order to utilize or acquire the company's
Ownership specific advantage, Location specific
advantage, and Internalization advantage

Source: Author's analvsis.
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Table 2. Influencing Determinants of FDI Location

Whole FDI Green—Field FDI M&A FDI
Independent Devzl Deyel Devzl Deyel Devzl De_vel
Variable ope oping ope oping ope oping
(e Count  Count e Count Count et Count Count
ries ries ries ries ries ries
Rea_l GDP per +++ +++ ++ +++ +++ 0 +++ 0 +++
capita
GDP growth L _
rate 0 0 + 0 +++ 0
Population +++ - + ++ - - +++ 0 +++
Inflation === i === = 0 == 0 -— 0
Real Exchange _ o
Rate + 0 + 0 ++ +++
Financial Market 0 0 - 0 0 T T T
Development
Trade Openness +++ 0 + +++ 0 0 0 0 0
Business
Freedom : b ! * g ! : i
Country Risk -—= 0 -— - 0 - - 0 -
Investment +++ +++ +++ +++ 0 +++ -— 0 —-—
Agreement
Investment _ _—
Dispute 0 0 0 0 0 0
Notes: 1. 0 means that the independent variable is rejected in every model.

. +++ means that the positive effect of the independent variable is accepted in every model.
. ——— means that the negative effect of the independent variable is accepted in every model.

1
2
3
4. ++ means that the positive effect of the independent variable is accepted in most of models.
5
6

. — means that the negative effect of the independent variable is accepted in most of models.

¢

Source: Lee Seuna-Rae et al.(2815).
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8] ATE Porter(1990) o] F=2 Holof g A
olt}, Porter(1990)% ThololEE mElg 53
A olAZA 7147 4k Ahdel AEEdE A
Ao NS 571 Adoew FFAAY. T
o2 mdd| w2y F7he] AL Fujat
el AatAel wpel A=Y, o) vl At

S AFHA(factor  conditions), AlFFLFzA

+ means that the positive effect of the independent variable is accepted in part of models.
- means that the negative effect of the independent variable is accepted in part of models.

(demand conditions), @ 2 x| L2k (related
and supporting industries), 71 Ak, 7+ %
ZAATA (firm strategy, structure and rivalry)
o] vl 7FA] WA} A F(government), $-
Ak Ak (chance)d] F 74A] €A G what
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Table 3. Classification of Preceding Researches on Determinants of FDI Location

Determinants

Major Researchers

Market Size: Large

Wage level: low

Real exchange rate:
High — FDI decrease

Real exchange rate:
High — FDI increase

Barriers to trade: high
Former trade balance:
deficit

Former trade balance:
surplus

Economic growth rate:
high

Tax rate: low
Previous tax rate: Low

Trade openness: high

Institutional stability: low

Political Stability:
Unstable

Trade scale and
economic scale: Large
Economic characteristics
of the industry: large
Number of
foreign—invested
companies : Many

Scaperlanda and Mauer(1969), Schmitz and Bieri(1972), Lunn(1980),
Root and Ahmed(1979), Wheeler and Mody(1992)

Sader(1993), Tsai(1994), Owen(1982), Gupta(1983)

Aliber(1970), Caves(1988), Froot and Stein(1991), Blonigen(1995),
Blonigen and Feenstra(1996)

Blonigen(1997), Grubert and Mutti(1991), Swenson(1994), Kogut and
Chang(1991), Klein and Rosengren(1994)

Mundell(1957), Schmitz and Bieri(1972), Culem(1988)
Torrisi(1985), Culem(1988), Tsai(1994), Shamsuddin(1994)

Schneider and Frey(1985), Hein(1992), Dollar(1992), Lucas(1993)

Lim(1983), Schneider and Frey(1985), Culem(1988), Billington(1999)

Hartman(1984), Grubert and Mutti(1991), Hines and Rice(1994), Loree
and Guisinger(1995), Cassou(1997), Kemsley(1988)

Scholes and Wolfson(1990), Swenson(1994)

Kravis and Lipsey(1982), Lall and Siddharthen(1982), Hennart and
Park(1994), Kumar(1987)

Brunetti and Weder(1998), Wei(2000a, 2000b), Lee and Masfield(1996),
Jun and Singh(1996), Gastanga, Jeffrey and Pashamova(1998)
Henisz(2000), Delios and Henisz(2003), Egger and Winner(2005), Ko
Suk-Nam(2006)

Rhee Dong-Kee and Cho Young-Gon(2000), Choe Chang-Gyu(2004),
Yeo Taek-Dong and Lee Min—Hwan(2009)

Ha Jong-Wook and Choi Gui-Yun(2003), Ha Jong—Wook(2005), Lee
Min-Hwan and Yeo Taek-Dong(2008)

Lee Ki-Dong, Hwang Seok-Joon and Lee Min—Hwan(2008), Kim
Jae—Hoon(2015)

Source: Author's edit based on LEE Seuna-Rae et al.(2015)

Verbeke, 1998; Cho Dong-Sung, Moon Hwy-
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Table 4. Characteristics of Selected FDI Attractiveness(National Competitiveness) Indices

Indices Publisher

Evaluation Method

Indicators

World IMD
Competitiveness

Index of The Measures the degree of
Economic Heritage freedom of economic activity
Freedom Foundation in 4 categories

Best Countries  Forbes
For Business

Alliance, etc.
The Global WEF 4 economic and
Competitiveness non—economic areas
Index Limited edition 2020 special
edition
COVID-19 crisis response
evaluation
Global The 34 indicators in 5 areas and
Attractiveness ~ European  dynamics evaluation

Index House - reflecting the 3-year trend
Ambrosetti  of these indicators
Global Cornell Evaluated as five inputs and

Innovation Index University, two outputs that promote
INSEAD national innovation activities

and WIPO

Ease of Doing World Bank Equal weighting of 10

Business Index
exit alongside the
company's life cycle

World' s Best CEO World Evaluation based on 11

Countries To
Invest In Or Do

Magazine  factors

Business

Global Talent INSEAD Evaluated in 6 categories

Competitiveness 70 detailed items (29
questionnaires)

The FDI OECD Review and measure the

Regulatory four main types of

Restrictiveness regulatory restrictions

Index related to FDI

FDI Confidence A.T. Survey

Index Kearney

Bloomberg Bloomberg  Equal weight evaluation in

Innovation Index
innovation

Evaluated in 4 areas, 20
categories, and 255 detailed
Ranking items (including surveys)

Evaluation by combining
indices created by WB,
Heritage Foundation, WEF,

indicators from start-up to

all 7 sectors related to

Economic Performance, Government Efficiency,
Corporate Efficiency, Infrastructure

Rule of Law, Government Size, Regulatory
Efficiency, Open Market

Property Rights, Innovation, Taxes, Technology,
Corruption, Infrastructure, Market Size, Political
Risk, Quality of Life, Manpower, Degrees of
Freedom (Individual and Corporate Degrees of
Freedom), Investor Protection, Bureaucracy, etc.

Enabling Environment, Markets, Human Capital,
Innovation Ecosystem

11 priorities for future economic transformation

21 indicators including Openness, Innovation,
Efficiency, and Economic Scale (same weight)
13 indicators of Sustainability

3 years of dynamics indicator

Input elements: Research institutes, human
resources, infrastructure, market advancement,
business advancement,

Output elements: knowledge/technical outputs,
creative/creative outputs

Entrepreneurship environment, building license,
electricity supply, property rights registration,
financing, protection of small investors, tax,
customs administration, legal dispute resolution,
efficiency of exit procedures

Human resources, investor protection, infrastructure,
taxation, quality of life, technical readiness,
corruption and freedom in personal, trade, and
currency aspects, etc.

Corporate environment, openness, education and
training, sustainability, job competency, innovation
and leadership

1) Overseas capital restrictions, 2) Discrimination

screening or approval mechanisms, 3) Restrictions
on the employment of foreigners as key position,
and 4) Restrictions on other operations

A survey of 500 executives from global companies
in 30 countries, ranking the market with the most
potential for attracting investment over the next
three years.

R&D concentration, manufacturing added value,
productivity, high technology concentration,
education efficiency, research concentration, patent
activity

Source: Author's analvsis based on each Index

FolA L = 12719 AFE dFez s
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Table 5. Criteria of Attractiveness Indices: Compare with Determinants of FDI Location
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Table 6. Comparison of FDI Competitiveness Rankings(2016-2020) : Korea and US
Indices 2020 2019 2018 2017 2016 TOT AVE GAP
US KR US KR US KR US KR US KR US KR US KR
World Compelitiveness ) o3 5 95 4 97 4 29 3 29 21 136 42212 230
Ranking
Index of Economic
Freedom 20 25 1229 18 21 17 23 11 21 78 131 156262 106
clobal Attactiveness ;9 2 9 2 8 1 11 1 8 & 45 1690 74
Best Countries For | N R R
Business 77 16 12 19 29 3 145175 30
The Global
Competitiveness Index 2 13 71 15 2 2 3 2% 8 8 2020 780
ﬁ'é’é’f' peraion 310 3 11 6 12 4 11 4 11 25 4010 70
World" s Best
Countries To InvestIn 8 28 18 201 - - - - - = 26 49 130245 115
Or Do Business
Ease of Doing | -
Business Index 6 5 8 5 6 4 & 5 28 19 70 48 -22
Global Talent
Competitiveness 2 21 3 30 3 30 4 29 4 31 16 153 32306 274
The FDI Regulatory _
Restrictivencss Index 29 R 28 31 2B 3 28 A 113125 283313 30
FDI Confidence Index ;47 7 47 7 18 7 18 7 17 5 8 10174 164
Bloomberg Innovation g5 g 1 41 1 9 1 & 1 4 6 9012 78
Index
Source: Author's analysis based on each Index
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Table 7. Comparison of World Competitiveness 2020 Ranking : Korea and US

l%"neT’;" Ranking by Area Ranking by Detailed Area
US KR Area US KR GAP Detailed Area US KR GAP
Domestic Economy 77 3 8
International Trade 41 32 9
Eg?fg?grnce 277 2 % International Investment P 10N
Employment 12 14 -2
Prices 6 49 -1
Public Finance 27 55 -28
Tax Policy 19 12 7
gf?i\::?gr:cmyent 2 2 2  Institutional Framework 29 2 7
Business Legislation 46 18 28
Social Framework 31 37 -6
w2 Productivity & Efficiency % 5
Labor Market 28 31 a3
Efr}}gfrzlcs; 2 14 14 Finance M 3 3
Management Practices 3 17 19
Attitude and Values 15 28 -13
Basic Infrastructure 20 14 6
Technology Infrastructure 73 6 7
Infrastructure 6 5 1 Scientific Infrastructure 3 1 2
Health and Environment 37 16 15
Education 27 15 12

Source: Author's analysis based on IMD(2020)
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Table 8. Comparison of Global Talent Competitiveness 2020 Ranking : Korea and US

Overall . . .
Rankin Ranking by Area Ranking by Detailed Area
US KR Area US KR GAP Detailed Area US KR GAP
Regulatory Landscape 30 18 12
Enable 2 3 17 Market Landscape 7 3 -2
Business and Labour
Landscape % 2 %
External Openness 70 10 60
Attract 7 11 60
Internal Openness 78 14 64
Formal Education 13 2 11
Grow 2% 1 Lifelong Learning 35 2 33
2. Access to Growth U 9 )
Opportunities
) Sustainability 2 3 23
Retain 2 12 14 )
Lifestyle 30 36 -6
Vocational and 2 {2 Mid-Level Skills 33 8 25
Technical Skills Employability 41 7 %
Global High-Level Skills 16 3 13
Knowledge 20 2 18
Skills Talent Impact 25 10 15
Source: Author's analysis based on INSEAD(2020)
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Table 9. Comparison of The Global Competitiveness Index 2019 Ranking : Korea and US

Overall Ranking

Ranking by Detailed Area

Area .
us KR Detailed Area Us KR GAP
Institutions 20 26 6
Infrastructure 13 6 -7
Enabling Environment ICT adoption 27 1 -%
Macroeconomic _
Stability 4 1 %
) Health 55 8 -47
Human Capital )
2 13 Skills 9 27 18
Product Market 8 59 51
Labour Market 4 51 47
Markets . .
Financial System 3 18 15
Market Size 2 14 12
. Business Dynamism 7 25 24
Innovation Ecosystem ) B
Innovation Capability 2 6 4

Source: Author' s analysis based on WEF(2019)
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