ISSN 2233-4890 / eISSN 2713-6353
https://doi.org/10.15207/JKCS.2020.11.5.191

Journal of the Korea Convergence Society
Vol. 11. No. 5, pp. 191-197, 2020

A Study on Determinants of Chinese OFDI to Korea

Yun-hai Dai

Professor, Department Of International Trade, Namseoul University
= = Al=H
£ 0 $20FDI ZHR0IY| AZEY

CH=25H

HMSHsin S2HFYS W

Abstract OFDI is one of the key issues around the world in the development of economics, in 2013,
Chinese President Xi JinPing proposed "One Belt One Road" initiative on conference of Asia-Africa
international conference with its core policy as (Outward Foreign Direct Investment).With the steady
development of China's "One Belt One Road", further advancement of Korea-China FTA, and rapid
expansion of close economic relations between two countries, China is bound to increase OFDI to
Korea. The paper empirically studied its determinants of Chinese OFDI to Korea, with PANELDATA data
introduced combining time series with cross-section, result shows GRDP, HV, YNTL, FWYS, XFZS are all
verified as determinants of Chinese OFDI to Korea, while, several suggestions are proposed for Korea

to attract Chinese OFDI.
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1. Introduction During that period, although China also invest

abroad, but they cooperation with main policy is

Since reform and opening up in 1978, China
has achieved rapid development in economy, its
significant result of foreign investment attraction

makes it always gathering attention of the world.

to attract and utilize foreign investment for
almost 20 years since 1978. Therefore, impact on
economic growth and determinants of China's

attraction of foreign investment have become
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popular research fields, where, there are a large
number of scholars paid attention to study of
Korean direct investment in China (S. J. Kang &
H. S. Lee, 2007 ;]. S. Ko, 2013 ;S. W. Kim, 2012;
Y. H. Dai, 2016) [1-4]. It was not until 2001 that
China's 15th Five-Year Plan put forward with the
outbound investment strategy to start its
outbound foreign investment. And for the next
China has

outbound foreign investment, especially in 2013

10 years continued to maintain
the proposition of "One Belt One Road" makes
foreign investment become its core policy, with
steady progressing for more than 6 years, China
has gradually increased the speed and intensity
of outbound foreign investment. Since the
establishment of diplomatic relations between
China and Korea in 1992, the relations especially
economics relations between two countries have
developed rapidly, there are economic
complementary in many aspects between Korea
and China, therefore, research on determinants
of Chinese OFDI to Korea in this context has
great practical significance for strengthening

economic cooperation between two countries.

2. literature review

J.J. Li, J. Y. Qiu & B. He(2019) studied the
impact of institutional distance and cultural
distance on China's foreign direct investment
based on 2003-2017 data of China's foreign
direct investment to 94 countries around the
world[5]. J. X. Zhu (2019) expounded the
development opportunities of China's foreign
direct investment against countries along route
of "One Belt One Road" initiative, summarized its
current status and characteristics, analyzed its
faced dilemma and risks, and found out
differences existing interest claims and cognitive
concepts in those countries, imbalance spatial
distribution of investment, unstable environment

of regional investment, and intensification of

competitive caused by strategic of major powers,
finally, strategic choice for China's outbound
foreign direct investment[6]. J. S. Ko, Y. Wang &
X. Li. (2018) pointed out trend and restrictions of
mutual direct investment among China, Japan
and Korea showed purpose of mutual trade and
investment was mutual benefit and win-win, and
inevitably, the promotional process will
encounter various restrictions. Analysis of foreign
direct investment regulation restriction index of
China, Japan and Korea shows China has the
highest restriction level of foreign direct
investment, Korea is in middle and Japan is
lowest. There are certain differences exist in
China, Japan and Korea, and these differences
are important factors for trade cooperation and
the construction of free trade areal7]. By
analyzed trend and characteristics, Y. M. Shao &
X. G. Yang (2017) put forward that China's
foreign direct investment has now entered a new
development platform in recent years(8].

The paper empirically studied its determinants
of Chinese OFDI to Korea, with
PANELDATA[9-10]( B. H. Altagi, 2005 and 2008 )
data introduced combining time series with
cross-section, GDP per
capita(GRDP), rate(HV),

internet utilization rate (YNTL), service industry

result shows

foreign  exchange
count (FWYS), consumption index per capita
(XFZS) are all verified as determinants of Chinese
OFDI to Korea, while, several suggestions are
proposed for Korea to attract Chinese OFDI.

3. Analytical model

Since the establishment of China's foreign
investment statistics system in 2008, Chinese
OFDI to Korea has generally increased, especially
after proposing "One Belt One Road" in 2013. In
view of the close economic relations between
China and Korea, and with China's growing GDP,

China is bound to increase direct investment in
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Korea on benefit of geographical advantage.
Based on formor research, Based on former
research, (Y. H. Dai, 2016) factors affecting target
countries for foreign investment attraction are
mainly market factors such as market scale and
infrastructure; political factors such as tariffs,
import quotas ans investment preferential
policies; economic factors such as interest rates
of invested capital, growth rate of personal
income of GDP, changes in employment status
and international fiscal deficits; cultural factors
such as common language, religion, taxation;
cost factors such as raw materials, labor prices;
location attractiveness such as total regional
imports and exports; industrial cluster degree
such as number of regional enterprises;
innovation ability such as population proportion
of college talents, patents count, intensity of
research institutes[11]. So this paper uses Korean
GDP per capita (GRDP),

(MYYD), basic infrastructure transaction road

trade dependence
mileage, foreign exchange rate (HV), knowledge
and technique patents count (ZL), infrastructure
transport road miles (DL), service industry count
(FWYYS), (YNTL),
consumption (XFZS) as

explanatory variable of determinants of China's

internet  utilization rate

index per capita
OFDI to Korea, data used in this paper is original

from historical data of Korean statistical office,
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Fig. 1. China's investment to Korea
(Unit: 10, 000 USD, Data source: China National Bureau of Statistics)

and interpreted variable OFDI uses data from
China

effects of

national bureau of statistics of
(2008-2018),

economic lag, this paper uses T-1 year.

taking into account

Research empirical analysis methods for
determinants of OFDI mainly include Poisson
Regression methodology used by B. S. Han & M.
K. Seo (2005) [12], logit empirical analysis method
adopted by S. J. Kang & H. S. Lee (2007)[1], OLS
regression analysis from S. W. Kim (2012) [3],
TOBIT regression analysis methodology proposed
by H. G. Kang (2014) [13] and SAR empirical
analysis method adopted by Y. G. Yan (2014)
[14], GMHD empirical analysis from Y. H. Dai
(2016) [15], and GLS empirical analysis method
introduced by Z. X. Jin (2019) [16]. This paper
will constitute a panel data structure with time
series as longitudinal section and side by side
factors as cross section, with data original from
8 factors with time span as 11 years that include
GDP  per (GRDP),
MYYD), infrastructure

transaction road mileage, foreign exchange rate

Korean capita trade

dependence basic
(HV), knowledge and technique patents count
(ZL), infrastructure transport road miles (DL),
service industry count (FWYS), internet utilization
rate (YNTL),
(XFZS), where, panel data is a kind of data type

consumption index per capita
that combines section data with time series data,
it has two dimensions of time series and section,
when data is arranged in two dimensions, it
could be arranged on a plane, different from one
dimension arranged in a line, it can control OLS
bias of unobservable economic variables and
provide more information, more changes, more
degrees of freedom and higher estimation
efficiency(M. Abellano, 2003 ; G. Christian , P. B.
Phillips & J. Yu, 2007) [17, 18].
Model is built as follows:
LnFDI=40it+81InGDPit+82In WAGEit+4
3InSBlit+84InTIECit+85InK TLit+£86InCLit+&
1'[,(1':],2’ "']V,Z‘:],Z, ,7)
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Where, 80 is a constant, 81, 82--n are partial
regression coefficients of dependent variable
corresponding to each independent variable and
represent ratio of changing of one dependent
variable caused by one independent variable
under the condition that all other independent

variables are unchanged. ¢ is random error.

4. Empirical analysis

Preliminary analysis of empirical data is
performed by SPSS18.0, technical statistics of
statistical data selected in this paper from 2008

to 2018 are as follows Table 1.

Table 1. Descriptive Statistics (2008-2018)

Table 2. Empirical results from raw data

Variablles Minimum Maximum Mean Std. Deviation
OFDI 63725 671011 297577.09 202978.63
HV 91.31081 106.64536 98.809626 3.8293303
DL 104236 110714 106874.27 2128.775
GRDP 2254 3682 2875.73 434.107
MYYD 88.789840 131.86795 101.26392 12.761791
L 163523 213694 193115.18 19099.182
YNTL 80.1 914 84.555 4.1551
FWYS 2349747 2921816 2630802.3 201219.52
XFZS 85.18 104.58 96.1355 6.35165

DPS7.05 is adopted to perform regression
analysis. input explanatory variables are Korean
GDP per capita (GRDP),
(MYYD), basic infrastructure transaction road

trade dependence
mileage, foreign exchange rate (HV), knowledge
and technique patents count (ZL), infrastructure
transport road miles (DL), service industry count
(FWYS), (YNTL),

consumption index per capita (XFZS); interpreted

internet  utilization rate
variable is OFDI, empirical results obtained is
shown in Table 2.

Make logarithm of explanatory and interpreted
perform  TOBIT

regression analysis then, logarithmic empirical

variables  separately and

results are shown in Table 3, and Table 4 is final

empirical result summarized from Table 2 and 3.

\ariable eque_;ti_on star]de_lrd \::\ﬁlij o 95%_oonﬁdence
coefficient| deviation squared interval
(t:;’:ts 4708 | 2662 | 0031 | 0859 | -4748 | 56.900
HV 0.000 0.000 14.62 | 0.0001 | 0.0000 | 0.0000
DL -0.05 0.058 1.049 | 0305 | -0.173 | 0.0545
ZL 0.0001 0.0003 | 0.333 | 0563 | 0.0004 | 0.0006
GRDP | 0.0002 0.000 20.42 | 0.0001 0.0002 0.0001
MYYD | 0.0002 0.002 0.010 0.918 -0.004 | 0.0048
YNTL | -0.016 0.011 2.295 0.129 -0.038 | 0.0049
FWYS | -0.825 0.096 7348 | 0.0001 | -1.013 -0.63
XFZS | 0.0001 0.000 56.45 | 0.0001 0.0001 0.0001
L= 1.0200
L= 9.0883
o= 0.2597

Table 3. Revised logarithmic empirical results

vari | equation | standard \é\ﬁl_d _ 95% confidence
able [coefficient| deviation P interval
squared
Constant| -36.2 9.158 15.70 0.0001 | -54.2480 |-18.3449
Hv -0.04 0.013 12.49 0.0004 -0.07 0.021
DL -0.16 0.083 | 4.002 | 0.0454 -0.33 | 0.003

ZL 0.885 0.399 | 4.910
GRDP -0.46 0.119 | 1540
MYYD | -0.34 0.161 4.552
YNTL -0.05 0.018 | 7.89%4
FWYS | -1.25 0.203 | 38.31

0.0267 0.102 1.668
0.0001 -0.70 | -0.23
0.0329 -0.66 | -0.02
0.0050 -0.08 | 0.015
0.0001 -1.65 | 0.860

XFZS 3.127 0.624 | 25.12 0.0001 1.904 4.351
L= 15.21
L'= 25.32
0= 0.003

Empirical result shows from 2008 to 2018, use
1% significance level as inspection standard,
explanatory variable foreign exchange rate (HV),
GDP per capita (GRDP), service industry count
(FWYS), consumption index per capita (XFZS)
passed inspection, and knowledge and technique
patents count (ZL), infrastructure transport road
miles (DL), trade dependence (MYYD), internet
utilization rate (YNTL) failed to pass inspection.
After eliminating heteroscedasticity by logarithm,
result shows foreign exchange rate (HV), GDP per
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capita (GRDP), internet utilization rate (YNTL),
(FWYS),

index per capita (XFZS) passed inspection under

service industry count consumption

level and knowledge and
count (ZL),

transport road miles (DL), trade dependence

1% significance
technique patents infrastructure

(MYYD) passed under 5% significance level.

Table 4. Final empirical result (2008-2018)

Regressive result
Variables Empirical results of raw| Revised logarithmic
data empirical result
0.0313 15.7050***
Constant 0.8597 0.0001
HYV 14.6210 *** 12,4915 ***
0.0001 0.0004
DL 1.0494 4.0024 **
0.3056 0.0454
7 0.3331 4.9104 **
0.5639 0.0267
20.4247 *** 15.4047 ***
GRDP 0.0001 0.0001
0.0104 4.5628**
MYYD 0.9189 0.0329
2.2950 7.8949***
YNTL 0.1298 0.0050
73.4869  *** 38.3118 ***
s 0.0001 0.0001
56.4533  *** 25,1203 ***
XFzS 0.0001 0.0001
L -1.0200 15.2149
L 9.0883 25.3232
0 0.2597 0.0031
Confidence interval 95% 95%

where : **P(0.05  ***P{0.01

5. Conclusion

GDP per capita and consumption level can

represent comprehensive level of economic

development and consumption potential of a

region, and are one of effective indicators to measure

investment  locations.  Basic  infrastructure
represents construction level of a region,
developed infrastructure means convenient

circulation and low transportation costs, it has
always been key points for consideration of
investment. Trade dependence represents level of
foreign trade and market openness of a region,

and can directly reflect the attractiveness of

foreign investment. The greater proportion of
foreign trade the better reflection of favorable
factors for foreign investment such as good
environment, service policy and excellent location, and
therefore being indicators of investment choice.
Level of service industry, count of knowledge and
technical patents, utilization rate of Internet can
reflect the level of social development, comprehensive
innovation capabilities, convenient degree and
efficiency of communications, and service level
of government and other public sectors. With the
knowledge

development of economy,

corporations are paying more and more
attention to innovation and technique research,
thence a lot of scientific and technological
talents are required; high public service level and
modern communication efficiency can enable
enterprises to enter quickly, operate effectively
and protect intellectual property rights, so these
factors are important indicators for investment
measurement(Y. H. Dai, 2016) [4]. Therefore, the
empirical results obtained by this paper validate
current existing theoretical knowledge and
strengthen the understanding of determinants of
China's OFDI to Korea.

In consideration of above empirical analysis
and results, with the progressive development of
China's economy, advancement of "One Belt One
Road" and official implementation of China-Korea
FTA, China is bound to increase OFDI to Korea,
in order to attract more China's OFDI and Korea
is suggested to do as following:

Firstly, participate in China's "One Belt One
Road" initiative actively, promote construction of
Asian Infrastructure Investment Bank, deeply
strengthen development of Korea-China FTA,
continue to maintain close economic relations
with China and maintain trade and cooperation
between two countries.

Secondly, continue to increase the .construction
of domestic infrastructure, especially the level of
communication such as

modern means

construction level of 5G, and keep improving
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developing level of domestic service, economy
and society.

Thirdly, increase emphasis on knowledge and
technological innovation, focus on intellectual
property protection, strengthen currency swap
between two countries, and make more effort to
reduce investment costs due to the usage of
third-party currencies to better attracting China's
direct investment.

The empirical research in this paper supports
the academic theoretical hypothesis that modern
technological communication technology is also
one of the determinants of OFDI, enriching the
theoretical research literatures on determinants
of OFDI, which is the main contribution of this
paper to relevant academic theories. Empirical
analysis on determinants of China's OFDI to
Korea only selected part of factors by this paper,
occurrence of economic phenomena is always
the result of various factors, and studies in
academic perspectives often differ from practice.
Conclusion obtained is only related to results of
empirical analysis performed by this paper.
Considering that empirical analysis asks high
requirement for data number and accuracy, due
to statistical errors in collection process, data
may have certain deviations based on different
statistical status, statistical method and different
operators. The panel data used for regression by
this paper is limited to its number, that is, more

thorough research is needed in the future.
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