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<ABSTRACT>

Korean foreign direct investment(FDI) to PRC(People’s Republic of China)
has been increased drastically since the relation between Korea and China was
recovered in 1992. As of 2003, when it comes to the investment to China in
numbers and in amounts, Korea is ranked as one of the 5 leading countries
which consists of, so called, the advanced countries including USA and Japan.

Several ‘stylized facts’ are found, based upon the related articles and data.

Firstly, most of Korean FDI to China is being made by small business
companies which have conducted the small sized investment below a million
dollar. Secondly, The FDI concentrates on specific areas such as Shandung
Province(1lifi#4)and 3 provinces which is located in North-East area. The
vicinity to Korean peninsular and Korean—- Chinese contribute to attract this FDI.
Thirdly, Korean FDI focuses on producing labor intensive goods which takes
advantage of lower wage than Korean one. Fourthly, Korean investor prefers
single ownership to partnership. And a few problems which should be solved
are also posed as follows. As a whole, the Korean firms earn relatively low
yield rate. They have a strong tendency to just utilize the lower wage condition,
not considering other factors—information about Chinese market, cultural and
institutional differences. Even though FDI increases very rapidly, on the other
hand, the number of bankrupt firms also goes up.

My question is what makes firms bankrupt. It shouldn’t be expected to happen
if FDI were rationally decided. In order to make an explicit explanation, I build
up an analytical model in the premise that every firm makes decisions to
maximize its profits. Total cost is usually composed of production cost and

transaction cost. A major assumption in this model is that a firm decides its



planned(expected) quantity, which is determined when firms maximize the
expected profit, considering only its production cost while it perceives the real
transaction cost, beginning to produce goods. Then the real quantity, which is
determined when firms maximize its profit after investment, is always
underestimated in comparison with the planned quantity. This discrepancy
between the planned quantity and the real one leads to excess capacity the
investing firm should keep. The firms end up to go bankrupt when the real
quantity is zero. So the more firms perceives the transaction cost before
investment, the less firms will keep excess capacity and go bankrupt.

This model shows that lack of information about transaction cost on deciding
investment causes the Korean small sized companies to go bankrupt. So in
order to prevent firms from going bankruptcy, it is suggested that the
information about Chinese market should be created by the government or

government related institutes and be provided as a public good.
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1994 | 47.4 | 12.3 | 49.8 | 13.6 | 61.6 | 52.6 | 63.0 | 58.4 | 83.8 | 44.7 | 84.1 | 44.4

1995 | 45.4 | 10.8 | 48.5 | 11.7 | 63.5 | 52.4 | 66.1 | 58.1 | 80.3 | 40.2 | 80.1 | 40.1

1996 |1 33.3 | 7.0 |34.5|8.0 |56.4 399|583 |41.0 |66.6 |34.3 |66.1 | 34.8

19971339 | 4.3 |352 |45 |57.3 303|592 316 |71.1 215|704 |21.7

1998 | 28.5 | 1.7 | 31.1 | 2.1 |50.4 |29.5 522|394 |66.5 (121|664 |12.6

1999 |1 26.0 | 26 |27.5|3.5 |47.2 173|485 |21.9 |61.9 |24.1 |62.2|36.2

2000 | 27.0 | 3.6 | 28.0 |49 |425 |76 |429 |7.6 72.5 | 286 | 73.2 | 51.5

2001 | 34.8 | 5.7 | 36.3 | 15.3 | 55.3 | 34.1 | 56.8 | 108.4 | 71.7 | 49.7 | 72.4 | 127.5

2002 | 37.9 | 14.5 | 39.56 | 204 | 60.4 | 42.1 | 61.7 | 45.6 | 68.5 | 49.7 | 68.8 | 55.1

2003 | 40.2 | 194 | 415 | 21.9 | 67.8 | 58.6 | 69.3 | 59.1 | 68.4 | 57.8 | 638.7 | 60.3

A |33.0 6.9 |351|88 |53.1[31.3|551 354 |72.8]39.5]|73.0]48.2

A FArEded
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Fapol 7l o 2 200230 29.2% 0 o233 20030l 33.5%% F7)Et
ATk ©lF 2002

9 27199 dsFA7E = AA Tl A AA e v TS FREAAT T
FORE 37.9%, FFAY JFoRE 145%2 A T HLE ¢S
Ha o g HA FA7I9 TR FAde] 47 60.4%9 42.1% % =7
et lom g JA diFFA A5 68.5% 1E]al tleFAA ] 57.8%F

At T s FAe] 22 o4 BoFa

¢

421 %
1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002
%3 | 682 | 62.8 | 584 | 53.5 | 49.6 | 45.6 | 40.7 | 40.6 | 38.1 | 35.7 | 33.9
vt | 46 | 74 | 7.3 | 82 | 83 | 72 | 86 | 105 | 10.8 | 9.5 | 10.3
AX | 6.4 | 49 | 6.1 83 | 88 | 96 | 75 | 74 | 7.2 | 93 | 7.9
vk | 95 | 11.3 | 100 | 84 | 83 | 7.3 | 64 | 64 | 56 | 6.4 | 7.5
g | 1.1 14 | 21 | 28 | 33 | 47 | 40 | 32 | 37 | 46 | 5.2
A7k 1.1 | 02 | 35 | 49 | 54 | 58 | 75 | 6.6 | 53 | 46 | 4.4
z=
Z=d ] 08 | 02 | 08 T N~ 2 16 | 3.4 | 26 | 26 1.8
og=| 03 | 0.8 | 203 | 24 | 31 | 4.1 26 | 26 | 29 | 22 1.7
=z | 04 | 05 | 06 | 08 1.0 1.0 1.6 | 22 | 21 1.1 1.1
2
A% | 05 | 05 | 06 | 0.7 | 0.8 | 0.8 | 0.7 | 0.8 | 0.7 | 09 1.1
t}
k| 1.8 | 2.1 1.5 1.2 14 | 09 | 09 | 0.8 | 09 | 07 | 09
9
oj&t| 02 | 04 | 06 | 0.7 | 04 | 05 | 06 | 05 | 05 | 05 | 0.3
o}
71€k | 4.9 7.5 6.4 7.1 85 | 105 | 17.4 | 15.2 | 19.8 | 22.0 | 23.9
&7 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0

AR FRO AT FdE

B, dFFAL WE SRR Sk Ak Ae vE ke gERAL
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<FE2-4> dT= FAA A ¥$(2002d 1292 7]E)

(F91:3 3 kE)

214 % B8 | FAFY a3 H]F(%)
FATR A =9
57 425 588,066 1,383
e a4 Az 683 818,165 1,198
< S 178 85,753 482 51.5 51.8
AHEd 2,532 1,856,248 733
534 A A44 643 191.610 298
<] R AR 267 173.199 649 29.5 13.5
REE) 1.253 625.754 499
st5#] < ESRAS! 197 264.304 1.342
AT 434 788.492 1.816 13.2 25.5
&l 348 546.821 1.571
S| < 3574 185 256.023 1.384
A4 56 51.038 911
A 13 19.826 1.525 3.8 6.5
A AR A 27 99.057 3.669
7] Ebel A AR 32 16.798 525
o] k! 22 3742 170
L2 A 21 5304 253
T84 19 22.334 1.175
QF2 A 15 13.836 922
R 11 102.247 9.295
A2 A 10 6.453 645 2.0 2.7
kA3 9 4.113 457
TEA 5 3.228 646
A 4 506 127
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A4 2 1.372 686
A3l 1 121 121

A 7.392 6.544.410 885 100.0 100.0
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TE2 1192 24 ARG E 44 dHFol I F/E olF3 e AS &
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(1) E(n) = E(R(Q)) - E(C(Q))
AA@WA Sad A(De e} 2ol AgaY
(2) E(7) = E(R(Q)) ~{E(Cp) + E(Cy)}
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