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 South Korea and Foreign Direct Investment : Policy Dynamics 
and  Aftercare Ombudsman . Presentation drawn from the book.   
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 Reviewersô comments 
 

Calra  A. Hills, former US Trade Representative  

          ñ~~  S. Koreaôs foreign investment aftercare system needs to be widely shared~~ò 
SaKong  Il, Chairman emeritus, Institute for Global Economics  

          ñ~~lucidly documents South Koreaôs entire FDI  policy~~ò 

 

Danny Leipziger , Professor of International Business, George Washington University  

         ñ~~ to cover often neglected aspects of FDI~~fascinating birds-eye perspective~~ ò 

Richard Baldwin, Professor of International Economics at the Graduate Institute, 
Geneva  

           ñ~~ Nothing has been written on how countries can provide óaftercareô for FDI~~ò  

 
Jang  Hee  Yoo , Professor Emeritus of Economics of Ewha  Womanôs University 

           ñ~~ provided six empirical axioms why grievances continue to arise~~ò 

 

Jeffrey Jones,  Board Chairman of American Chamber of Commerce 

          ñ~~constantly battling for liberalization of a very tight regulatory system~~ò 

 

James X. Zhan,  Director,  Investment and Enterprise, and  Lead, World Investment 
Report at UNCTAD   

             ñ~~UNCTAD recognized  South Koreaôs Ombudsman system as the best practice~~ò 
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Motivations of the Book  

1. APECôs consistent TILF rationale and emphasis. APEC now is 
commissioning a research project on ISDS and  aftercare 
function.  

 

2. UNCTAD, World Bank,  and USDS recognized the ROKôs 
Ombudsman System but no literature for the whole of aftercare 
system available.  

 

3.      Some countries, notably Brazil, Kazakhstan, Russia, have 
benchmarked ROKôs system 

 

4.     For supply chain resilience, cross -border FDI needs to  

            to promoted strategically.  

 

5.    ROK needs to deregulate  some rules and bureaucratic  
impediments to  create better   business environment.  
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ISDS cases rapidly on the rise 



 South Koreaôs FDI Economics (Ahn 2023) 

 

I. Colonial legacies havd  planted xenophobia  mindset to inward FDI.  

 

II. Initial outward looking strategy pursued full  liberalization in 
exports while emphasizing indigenous firms capacity building 
under positive list system for inbound FDI.  

 

III. The Asian financial crisis forced South Korea to switch to pro -FDI  
regime from ñxenophobicò attitude for FDI.  

 

IV. Now, Good Quality FDI inducement, eg. semiconductor R&D, Bio, 
AI, is critical to ensure supply chain resilience, high tech 
development, and global trade and investment network  for Korea. 

 

V. Aftercare Services for FDI and deregulation  is critical for South 
Korea to maintain  high tech development . 
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South Koreaôs Initial foreign Loan- based Export 
Oriented Development Model in early 1960s  

Government  

Market  

Expansion 
Ignition 

Incentives  
Repayment 

Guarantee  

Compulsory Education 

System Development 
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ȼ  Korea used to rely on reverse engineering of imported  
       capital goods and  foreign tech licensing when needed.  
 
ȼ  But to overcome the Asian Financial Crisis in 1997/8, Korea  
     switched suddenly to active FDI inducement with aftercare regime.  
 

 ̧ Sharp contrast to FDI -led industrialization models such as Malaysia   
     , Singapore, and other developing nations.  
 

 ̧ Korea used to register one of the lowest FDI  to GDP ratios in  
     the world  
  

 
Limitation of Indigenous Firms Development under South 
Koreaôs lukewarm FDI  Policy  
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Inflow of FDI/Total fixed  

capital formation ( %)  

Inward Stock of FDI as a  

percent of GDP( %)  

1990  2005  2011 1990  2005  2010  

World  4.2  9.8  9.2  9.6  25.2  30.8  

    Developed economies  4.2  9.0  9.4  8.7  25.3  30.8  

        Europe  5.8  17.5 12.0  10.1 34.4  44.3  

            EU  5.7 18.1 12.7 10.0  34.3  42.4  

                Netherlands  15.7 32.3  11.0 23.3  75.1 75.5  

                UK  14.7 46.2  15.6  20.1  36.9  48.4  

            US 4.8  4.3  9.6  9.3  22.2  23.5  

    Developing economies  4.0  11.7 8.5  13.4  25.0  29.1  

        Africa  3.0  18.0  10.3  12.3  26.5  33.4  

        Asia  4.0  10.3  7.4  15.4  22.9  26.5  

            China  3.5  7.7 3.7  5.1 11.8 9.9  

            Hong Kong, China  16.3  90.4  156.2  262.3  294.3  485.5  

            Korea , Republic of  0.8  2.9  1.5 1.9 12.4  12.6  

            Malaysia  17.5 14.4  21.4  22.6  32.2  42.9  

            Singapore  46.8  70.2  105.2  82.6  160.5  218.4  

            Thailand  7.5 15.8  10.6  9.7  34.3  39.9  

UNCTAD, FDI/TNC database (www.unctad.org) 

International Comparison of Inbound FDI Stock  

Koreaôs Low Level of FDI: Once major Reliance on 
Foreign Borrowing  
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Asian financial Crisis (1998) has made South Korea shift  
to Pro -FDI  Policy ( Ahn  2001b, Ahn  2008)  

1.  South Koreaôs highly leveraged business expansion during high 
growth regime caused  South Korea to plunge into Asian 
financial crisis in 1997 -98.  

 

2.  South Korea had relied heavily on short term foreign borrowings 
for long term projects to result in mismatch problems to service 
debt.  

 

3.  South Korea had sought for the largest IMF bailout financial 
package  under stringent conditions of  structural reforms in 
banking, corporate, labor , and public enterprises.  

 

4.  South Korea has made an FDI  Paradigm shift from passive to 
active  FDI  Inducement policy.  

 

4.  South Korea foresaw the necessity of  introducing an ñInvest Koreaò 
and Aftercare Ombudsman  system simultaneously for foreign 
investors against wide spread anti -FDI bureaucracy.  
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Why Korea needs aggressive Inbound High Tech FDI?  
 

 ̧ To reduce structured imbalance between outbound and inward FDI  

 ̧  To enhance total factor productivity   

¸ To ensure supply chain resilience under ñ just in caseò strategy post 

Covid , geo -economic fragmentation, and rising protectionism  

¸ To maximize the benefits of multi -track FTAs  

¸ To promote high tech R&D collaborations  to be competitive in high 

tech sectors  

 

 

Koreaôs Inbound FDI & Outbound FDI  Trend : Structural Imbalance   
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(Unit : US$ million)  

source : Ministry of Trade, Industry and Energy, Exim Bank  

           2017         2018        2019        2020         2021        2022 

 In bound FDI       13,818       17,514       13,448       11,473       18,600       18,033  

(Arrived : A)              

 Out bound FDI       45,110       51,750       65,447       57,323       76,771       62,183  
(Actual: B)              

 A-B  -   31,292  -   34,236  -   51,999  -   45,850  -   58,171  -   44,150  

 A/B (%)              31            34            21            20            24           29 



15,280  (as on the end of 2022)  Total  

Foreign -invested Companies in Korea  
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Contribution of Inbound FDI to Korean Economy in 2021  

Source : Management Annual Survey of Foreign Invested Companies(February 2021), KOTRA 

*Numbers in parentheses indicate percentage over national total 

Foreign investors in Korea has also involved in global supply chain.  
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R&D  Employment  
 

Export  
 

Sales  
 

12.0% 5.5% 5.7% 19.4% 
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Source :  ROK Ministry of Trade , Industry  and Energy 

 -   
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 4,000  

 6,000  

 8,000  

 10,000  

 12,000  

 14,000  

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 

New Investment  Re investment  Long term loan  
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South Korea 

(Unit: US $ Million, Arrival basis) 



Koreaôs Green Field and M&A type Inbound FDI  
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Source : Ministry of Trade, Industry and Energy, Exim Bank  

  2017 2018 2019 2020 2021 2022 

 Greenfield       15,770       20,010       15,911      14,514       18,092       22,318  

(%)      67.9       74.1         68.2       69.9        61.3       73.2 

 M&A        7,243         6,991         7,417       6,232       11,421       8,135  

(%)      32.1          25.9           31.8         30.1            38.7                     26.8 

 Total   23,193  27,001  23,328  20,746  29,513  30,453  

Unit: US$ million  

   M&A type FDI is about one thirds of greenfield type 
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Unit 2011 2012 2013 2014 2015 2016 2017 

Each 13,937 13,772 13,923 13,089 13,395 13,576 13,644 

Won bill   

%  

482.402 

   14.7 

      

         471.429  

           13.7                

   

 

 

456,808 

13 

 

 

478,038 

13.4 

458,661 

12.8 

440,720 

12 

473,395 

11.9 

Won bill  

%  

387,334 

23 

372,230 

21.3 

342,879 

19.7 

327,612 

19 

308,152 

18.2 

277,984 

16.7 

302,416 

16.6 

 

 

Won bill  

%  

95,068 

5.9 

99,199 

5.8 

113,929 

6.4 

150,426 

8.2 

150,509 

8.0          

162,736 

8.1 

170,979 

7.9 

 

 

Person 

%  

500,530 

6.2 

509,925 

6 

515,464 

5.9 

554,027 

6 

544,108 

5.6 

578,251 

5.7 

590,643 

5.7 

 

 

Person 

%  

270,281 

10.4 

285,147 

10.3 

276,302 

9.6 

269,516 

9.1 

265,374 

8.6 

270,359 

8.7 

271,684 

8.7 

Person 

%  

194,057 

3.8 

193,121 

3.6 

208,695 

3.8 

247,727 

4.2 

238,911 

3.9 

269,860    

4.0 

281,863 

4.1 

 

 

person 

%  

36,292 

9.3 

31,656 

8 

30,467 

7.9 

36,784 

9.4 

39,823 

10.1 

38,032 

9.3 

37,096 

9.4 

US$ mil   

%  

100,713 

18.1 

110,584 

20.2 

113,233 

20.2 

103,058 

18 

102,569 

19.5 

100,040 

20.2 

109,464 

19.1 

 

# of foreign 

Investors  

Sales 

Employ 

ment  

 

Exports 

Contributions of FDI to ROKôs Economy 

All Industries 

 

 

 

Manufacturing 

FDI share 

Non-Manufacturing 

FDI  share 

All industries 

FDI Share 

  Manufacturing 

  FDI  Share 

   

Non-Manufacturing 

FDI share 

Finance industries 

FDI  Share 

All Industries 

F  share 

All industries 

FDI  shares 

R & D          Foreign investors       Won bill                       1,860                   1,975                    2,359                       2,120                    2,203                     2,264                 2,263 

                    FDI   share                      %                                   7.1                      6.6                        6.7                            6.2                       6.3                         6.0                     5.9                               
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Some Heuristic cases of tech transfer and knowledge spillovers 

by foreign invested companies (Not exhaustive) 

1.  Toray Korea :  Nylon tech in 1963, synthetic fibre, carbon fibre 

 

2.  GE Healthcare: Imaging tech, bio-manufacturing equipment,  

                                novel therapies 

 

3.  Emerson Korea : Innovative solutions and decarbonization 

                                  in industrial and residential market 

 

4.  Johnson control: Intelligent and energy efficient building 

 

5.  Solvay Chemical: Multi-innovative solutions for safer, cleaner, and more            

                         sustainable products at home, food, consumer  goods, planes, and 

                         batteries.  eg. R&D center at Ewha Womans Univ.  

 

6.  Bayer Korea: Crop production, life science -based industries, oncology,  

                             liver cancer  

 

7.  Taegu Tec: Leading edge cutting tools and modern logistic management  



Multiple Effects of Inbound FDI to Host Economy:  
Javoreik  B.S. (2004) ós extension : learning by doing effect                    
 

Inbound Foreign Direct Investmentôs Spillover Effects 

Technology and 
New Managerial 

Transfer 

Job  
Creation 

Growth  

Effects 

Active participation in the rapidly 

emerging global supply chain  

    and production fragmentation 

Catching five birds with one stone  

National 

Security 

Effect 
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 Clear from the joint venture case 
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        ROKôs Declining Potential Growth  Rates  

Source: Kim Dowan et al,  ñEstimation of potential growth rate of Koreaò, Bank of Korea, 

              Monthly Statistical  Bulletin, August 2017 (in Korean)  p. 24 

Relationship between capital stock and FDI => Obvious 

Relationship between TFP and FDI => Significant ? 
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How to raise the potential growth rate in ROK? 

1. Labor stock : The lowest birth rate among OECD economies  and ageing   

                               population! 

 

2. Capital stock: Antiïbig business sentiment, Outbound FDI far greater than inbound 

               FDI,  Active FDI  inducement 

 

3. Factors for TFP increase:  Knowledge spillover effects and technology transfer by 

               foreign investors, education system, business ecosystem and climate, eg.  

               Endogenous growth model (Paul Roemer, New Growth Theory) 

 

4. Javoreik B.S. (AER 2004)  ñDoes FDI increase the productivity of domestic 

              forms? In search of spillovers through backward linkagesò,  

              American Economic Review, Vol 94, 2004) 

 

5. Total factor productivity increase: FDI  as  a critical catalyst to synergize 
factors other than labor and capital  

 

6. R&D collaborations for super -gap technology is critical to increase TFP.  
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Strong points Weak points 

 

 Highly skilled workforce  

 

 Restrictive and opaque regulations 

 Advanced capabilities  Dominance of big industrial groups (chaebols) 

 Dominant position in high-end electronics  Comparatively high wages 

 High-quality infrastructure   Ageing population 

 Solid banking sector  Frequent contract negotiations 

 Strong international financial position  Expensive property (leased or owned) 

 Booming investment in Asia  Unique industry standards 

 Brand savvy consumers to spend on quality products  Dependence on raw material imports 

 High disposable household income  Household debt and high youth unemployment 

 Strong shipping and air cargo infrastructure  

 

Source: Santander/trade 

 Regional tensions with North Korea and                                                                               

    competition with China (shipbuilding,  

      electronics) 

ROKôs Strong and Weak Points as FDI Destination   
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MNEôs Firm-Specific   

        Advantages 

 
- R&D capacity 

- Best managerial practices 

- Technology transfer 

- Global supply chain network 

- ESG commitment 

- Knowledge Spillover 

Korea Country Specific 

        Advantages  

   
- Strategic location 

- Logistics infrastructure 

- IT environment 

- Skilled labor force 

- Robust trade 

- Aftercare services 

Strong 
 

 

Most 

desired from 

III to II  

 Adaptive  Applications of Rugmanôs CSA  and  FSA Advantages 

Source : Adapted from Rugman (2005) pp 39-31 and  Ahn(2008) 

I 

III 

II 

IV 

Weak Strong 

Weak 

ROKôs absorptive capacity building is  

    crucial to induce good quality  FDI. 



Source: Office of the Foreign Investment Ombudsman    

     Grievance Filing by Category  

Grievance Resolution Performance  

Classification  

17 No. of Cases Filed  

Total  System 
Improvement  

In -house 
Resolution  

Administrative  
Intervention  

258  387  112 

(Unit: % of Case, 2022) 

Recently, taxation and tariffs and investment incentives replaced labor issues as the most 
frequently filed grievance area, although labor issues still have the biggest impact on 
Korea's FDI environment  

Grievance Resolution (2022)  

(Unit: Number of Case,  2022) 
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Factors for business difficulties faced by  

foreign invested Companies  in 2021 

Factors to make investment decisions difficult  (%) 
    

    -Frequent policy changes and unpredictability:      25.8 

     -Excessive regulations:                                               24.9 

     -High wage and labor relations:                                  21.2 

     -Geo-political risks due to North Korea:                    10.1 

     -High tax and quasi-tax:                                                0.5 

 

 

Most difficult factors in labor relations (%) 
 

     -Forced shortening labor hours:                                 47.7 

     -Expanded coverage of ordinary wage:                     18.1 

     -Minimum wage:                                                           11.9         

     -Difficulty for layoffs:                                                     9.8 

     -Strikes and others:                                                      12.5 

 

 Source: Chousun Ilbo Survey  
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Total number establishments 

(each) 

Accumulated FDI Amount 

(US $ million) 

Ag., fishery, livestock 
241 

(0.6) 

690 

(0.2) 

Manufacturing  
8,703 

(21.9) 

97,996 

(38.4) 

Chemicals 1,281 25,742 

     Machinery &  medical equipment 1,749 9,251 

     Electric &  electronics 2,196 22,907 

     Transport  equipment 837 17,771 

     Others 2,640 22,325 

Services 
30,253 

(76.4) 

 150,512 

(59.0) 

      Food and lodging  

      Wholesales &  retails 

1,953 

18,950 

6,325 

25,276 

      Information  &  communication 2,713 25,654 

      Finance &  insurance 

      Real estate 

1,371 

956 

63,955 

11,858 

      R&D  and S&T  

      Others  

2,127 

2,183 

7,300 

10,144 

Electricity,  gas, sanitation 

Total 

627 

(1.5) 

39,563 

5720 

(2.2) 

254,918 

Total Number of Foreign investors and total cumulative 

amount of FDI over 1963-2021 



Why FDI   and Aftercare so important now: Supply  Chain 
Resilience and Strategic Development of Frontier Technologies  

 

 ̧ TILF has been catch words as rules of game by WTO, UNCTAD, and APEC  

 

 ̧ Cross -border supply chain resilience among  likeminded countries  more  

     important than ever in the fragmented trade and investment landscape  
 
 

 ̧ Most dynamic economies to take advantage of  cross -border FDI  for  

     strategic high tech development and strategic resource acquisition  

 

ȼ  GVC activity and FDI   are  closely linked.  

 
 

¸About  8,000 bilateral investment treaties need an aftercare clause.  

 
 

 ̧UNCTAD is addressing how to minimize ISDs, occurring  50 cases a year  
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Source: Ministry of Trade, Industry and Energy, FDI Trends, various years 

Re-investment Trends by Existing FDI  Firms (arrival basis)  

    Re- investment roughly occupies over 70% of the total inbound FDI.  

 Given the larger share of reinvestment, effective aftercare services are critical 
for inducing inbound FDI . Reinvestment is less costly and less time consuming.  
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        High Tech FDI  Inducement for Semiconductor:  

ROKôs Completion of Smile Curve (Ahn  2023)  
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 R &D collaborative FDI is crucial for ROKôs smile curve of Semi-

conductor technology  as agreed in the ROK-US summit statement in 

April 2023. 



29 

ROKôs Home works to induce  H/T FDI 

1. To improve absorptive capacities 

 

          -AI manpower availability   

            -labor market flexibility to induce social bargainnig       

             with militant  labor union 

 

2. Populistic legal acts need to be corrected but 

face opposition by major political party 

         

          - Mandatory 52 working hours per week 

           - continuing minimum wage hike 

           - severe disaster accident punishment act  

             applicable to business CEOs 

   



Prototype Models of FDI Promotion Policies  

 ̧Korean Model  

V  Emphasis on indigenous capacity building via large conglomerates  

V  Relied on reverse engineering and licensing for technologies learning  

V  Asian financial crisis switched to FDI preference from foreign loan reliance  

 ̧Chinese Model  

V  Open door policy to depart from socialist market economy  

V  To start with special economic zones at Guangdong province near Hong Kong  

V  Utilization of cheap labor cost and large domestic market    

 ̧Singapore and Hong Kong Model  

V  Neither primary sector nor mineral resources exist  

V  Laissez Faire, tariff  Free, low Tax Regime  

V  Serve as a regional financial hub  

 

 ̧ Malaysia Model  

V  FDI -led industrialization to transform Agro -Plantation economy  

V  Pioneer status  and  Special Economic Zones  to overcome lack of domestic  

      capacity  

V  Linkage with local firms critical  30 


