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1962~65 | 1966~72 | 1973~78 | 1979~85 | 1986~92 | * 7l

SR 873 4,048 | 10515 | 33,757 | 24,705 | 73,898
(5+dH1) (985) | (94.7) | (93.7) | (96.7) | (813) | (905)
A HHFA 13 227 704 1,157 5,684 7,785
(-d]) (15) | (53) | (63) | (33) ] (187) (9.5)
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1971~75 | 1976~80 | 1981~85 | 1986~91 | @
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= 9| 415/ 740 440| 623 | 67.7| 1204 | 359, 602 58L1
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(I 6) Bh=2| &Y 7|5z Fo|

(a9 - A)

1987 | 1988 | 1989 | 1990 | 1991 | 1992 | 1993 [1994(1-8)
T F4 3 1 4 1 0 2 3 3
2 | 23 15 22 8 17 12 17 18
& 4 2 4 3 1 1 0 7 1
4 | 37 52 56 44 37 18 46 9
g & | 160 181 172 164 115 85 97 48
= £ | 31 26 23 21 15 12 16 7
7| A | o148 181 | 158| 174 | 144 165| 198 89
A7 A A 162 200 227| 212| 173| 180| 222| 112
S | 13 14 10 14 12 12 6 2
5 A 2 3 4 7 7 14 15 18
il g 4 5 3 0 3 8 2
il A 5 5 18 13 16 3 31 7
7 B | 44 56 61 66 45 27 41 22
g A 637 751| 763| 738| 582| 533 707| 338
ZAZHH vl - |39.1% | 27.0% | 24.1% | 14.2% | 17.1% | 15.4% -
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1987 | 1988 | 1989 | 1990 | 1991 | 1992 | 1993 [1994(1-8)
4 = 307 | 354 | 343 | 333 | 276 | 232 | 286 116
L 180 | 200 | 244 | 221 | 165 | 163 | 224 135
= 49 35 49 37 55 34 26 | 34 23
2 40 47 41 25 26 18 23 11
84 = 21 20 23 28 o7 30 36 19
PA 55 81 75 76 54 64 | 104 34
g A4 637 | 751 | 763 | 738 | 582 | 533 | 707 338
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Abstract

Foreign Direct Investment in Korea :
Its Current Status and Policy Recommendations

Incoming foreign direct investment (FDI) has played a relatively minor
role in the process of Korea's economic development, Korea's outward-
looking development strategy can be characterized by export-oriented,
foreign-borrowing-dependent, and FDI-avoiding policies. Since the
1960s, some less developed countries (LDC) have adopted the export-
oriented development strategy and have experienced higher rates of
growth than other LDCs that pursued the import substitution
development policy. Considering that both export promotion and FDI
promotion strategies rely on more worldwide competition, we may
anticipate that FDI-friendly economies would have more opportunities
to survive successfully in the increasingly competitive world economy.

FDI, as a proportion of total fixed capital formation in Korea, has
been rather small at about one percent throughout the last three decades,
Several factors that brought about such a low level of FDI can be
mentioned and they should be overcome in order for Korea to promote
FDI.

From the view-point of domestic entreprencurs and the public, there
existed a general fear of foreign domination of Korean industries, less
need in the early stage of development for FDI involving high
technology or management skills, and preferences for foreign borrowing
to FDI because of large domestic-international interest rate differentials.

From the view-point of prospective foreign direct investors,
government regulations and improper systems, and high costs concerned

with industrial estate and financing have been chronic barriers to FDIL
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On top of these, business costs have become higher since the late 1980s
due to the following ; first, the continuing rise in the industrial estate
prices and interest rates, secondly, a steep rise in wages and insufficient
social infrastructure, thirdly, reduced incentives including tax holidays
for FDI, and finally, an unstable evolution of the macroeconomy.

Economic regulations—entry barriers, price control, etc—and admin-
istrative, procedural regulations have been abundant in Korea. These
regulations have been a major barrier to FDI as they made local business
situation more costly than overseas business condition, In order to
encourage foreign investors to carry on business in Korea, the provision
of “international treatment”—as well as the national treatment—to both
foreign and domestic investors should be seriously considered and
implemented. International treatment means a situation in  which
regulations are minimized and harmonized with international norms and
standards,

Improvement in the regulatory system concerning industrial estate and
business establishment should be executed along with localization
programs. The central government and local governments should
properly divide their roles. Much of the responsibility and authority
can be delegated to local governments, simplifving administrative
procedures and reducing red tapes, Getting rid of many of the
regulations, administration, and the central government intervention
would make more room for specializing in the following areas: setting
and monitoring rules of game, providing information, facilitating
education and training, and assisting technology development,

Trying to construct free investment zones or special industrial estates
exclusively for foreign investors is not advisable in view of the fact
that such preferential estates are against the spirit and norm of fair and
competitive market economy for which Korea should be headed, Rather,

deregulation—especially through further introduction of one-stop
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service—should be expanded in any industrial estate.

Publicity about the changes and improvement in the regulatory system
itself cannot be over emphasized. Therefore, an electronic database such
as “Information Service on Business Establishment and Industrial Estate”
may be provided by both central and local governments.

In regard to business finance in the domestic financial market, some
discriminatory measures against foreign investors must be abandoned
unless they are specified by laws. Others which need to be maintained
should be incorporated in the relevant laws, Concerning foreign capital
such as portfolio investment and commercial loans from abroad, policy
priorities must be re-established. Opening up the local securities market
and providing direct investors with overseas sources of capital
availability have not been properly implemented so far, Therefore, it is
desirable to put the latter ahead of the former as the latter is more
related to the real sector of the economy.

When the promotion of a FDI-friendly environment results only in
foreign investment increases in the low-technology and senescent
industries, the old fear of foreign domination of local industries would
be justified—fear that the Korean economy will be incorporated into
the world economy through a vertical division of technologies, thus
falling in the “low-technology trap.” Therefore, the Korean government
needs to increase the incentives for FDI involving high technology and
raise investments in R&D and human resources development (HRD).
Therefore, although deregulation can be translated to a “small”
government, the role of government is expected to expand. The
government may select specific technologies, facilitate more R&D and
HRD, especially relating to such technologies, and increase investments

in the social infrastructure.
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