1. Outline of the Survey
(1) Characteristics of the Survey

The survey on the activities of foreign affiliates in Korea for the year 2000
can be earmarked as the first full-scale practical survey conducted.
The objective of the survey was to attain an understanding of the
characteristics of the inflow of foreign direct investment into Korea and its

effect on the national economy. And based on the foregoing, it is to contribute
to the policy design on foreign direct investment, thereby enhancing
economic effects and promoting investment attractiveness.
This survey was initiated as a research project funded by the Ministry of
Commerce, Industry and Energy (MOCIE). As a preliminary step of
benchmarking surveys implemented in the US and Japan, this survey was
carried out by sampling out affiliates with a significant amount of foreign
investment. In particular, extra attention was given to the manufacturing sector.
The survey was conducted during the period between July 2001 and August
2002.

(2) Sampling

The population of the survey is composed of companies that were registered
and reported as a foreign affiliate by the end of December 2000. The selected
sample came to a total of 7,524 companies with the total investment amount of
41.7 billion dollars, where their existence and status of a foreign affiliate was

confirmed by telephone. Of these companies, manufacturing companies
numbered 2,525 with a total investment amount of 22.7 billion dollars.

Note：The industry classifications are applied with the foreign investment report criteria of MOCIE.

There were 1,423 affiliates, who replied to the survey totalling an investment
amount of 28.6 billion dollars, including 900 manufacturing companies with a
total investment amount of 18.9 billion dollars.

2. Economic Effects of Foreign Affiliates
(1) Methodology

The economic effects of foreign affiliates were analyzed along with four
performance indices: sales, employment, export and import.
In order to estimate the economic effects, the performance indices of the
population were estimated by totaling estimates of industries indices based on
the results of the survey. (Note: The effects of foreign affiliates can be
categorized into direct and indirect effects. This study examines the direct
effects based on the activities of foreign affiliates, more specifically, the direct
contribution to the national economy.)
To derive the pure contribution of foreign investment from the performance of
each foreign affiliate, the equity rate is multiplied (pro rata). Then the derived
quantity of each affiliate is added to the quantity of the corresponding industry,
which is then divided with the investment-based sample ratio (population
investment/sample investment) to estimate the index of the population.
The amount of foreign direct investment to the sample affiliates used for
estimation of sales and employment amounts to 83% of total investment and
that of export and import, 75%.

(2) Contribution to Production and Employment

Total sales of foreign affiliates in manufacturing in the year 2000 were
estimated to be 73.5 trillion won, corresponding to 13.0% of total
manufacturing production. Employment was estimated to be at 193,000
persons, which is 7.3% of total employment in the manufacturing sector.
When comparing the manufacturing sectors, the production shares in
pharmaceuticals (30%), petroleum refinery (29%), electronics & electric
equipment (18%), paper & lumber (15%) and machinery (15%) industries
exhibited above average. On the other hand, the affiliates in metallic, textile &
clothing, ceramic industries occupied a low share in the 5% range. In terms of
employment, industries such as petroleum refineries (31%), pharmaceuticals
(22%), electronics and electric equipment (14%) and transportation equipment

(12%) illustrated a higher share than average of the manufacturing sector. On
the other hand, the affiliates in textile & clothing and metallic and ceramics
industries employed less than 5% of total employment in each industry.

(3) Trade Effects

The total export and import of foreign affiliates were estimated to be 22.7
billion and 22.2 billion dollars, respectively, with a trade surplus of 500 million
dollars. The shares of foreign affiliates in international trade reached 13.2% for
export and 13.8% for import. If the petroleum refinery industry, which depends
heavily upon import of crude petroleum, is to be excluded export would be at

20.1 billion dollars and 15.3 billion dollars for import, resulting in a trade
surplus of 4.8 billion dollars.
When comparing export in the manufacturing sectors, affiliates in electronics
and electric equipment recorded the highest with 9.9 billion dollars, followed
by chemical engineering with 3.2 billion dollars, petroleum refinery with 2.7
billion dollars, transportation equipment with 2.6 billion dollars, and
machinery with 1.8 billion dollars. Based on import, electronics and electricity
topped the list with 8.1 billion dollars, followed by petroleum refineries with
6.9 billion dollars, chemical engineering with 2.4 billion dollars, and
machinery with 1.3 billion dollars. The trade surplus showed transportation
equipment with 2.0 billion dollars, electricity and electronics at 1.8 billion
dollars, and chemical engineering with 700 million dollars. These sectors are
the three leading vehicles for the trade surplus of the Korean economy.

3. Characteristics in the Management of Foreign Affiliates
(1) Market Entry Mode

Of the Korean market entry mode of foreign direct investors, new

establishment accounts for 68.4% of total affiliates replied to the survey,
followed by stock acquisition with 23.1%, and asset acquisition at 8.5%.
As for ownership structure, 100% ownership accounted for 39.8% and17.2%,
majority ownership (ownership exceeding 50%) 17.2%, minority ownership
(having less than 50%) was 31%, joint venture (having 50% ownership) was at
12.0%. This showed that multinational enterprises prefer sole investment
(100% ownership) or minority equity ownership for strategic reasons. In
particular, in the non-manufacturing sectors, the preference for sole investment
(49.3%) seemed to be more conspicuous.
Based on the nationality of parent companies, Japanese affiliates preferred
minority equity, while the US and European companies preferred sole
investment.

(2) Performance In The Year 2000

The net profit rate (the ratio of net profit to sales) of the total manufacturing
affiliates, who have replied to the survey was 1.12%, which is higher than that
of the total manufacturing sectors, -1.97%.
In terms of sectors, it was particularly high in chemicals, and precision
equipment & machinery. However, it was low in the electronics-related
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sectors.
The debt ratio (debt/equity capital) for manufacturing foreign affiliates was
149.3%, which was significantly lower than that of domestic manufacturing
companies with 210.6%. This comparison proves that foreign affiliates depend
very heavily on internal funding.

(3) Research & Development

Out of 969 foreign affiliates, only 25.2% (244 affiliates) responded having
research centers in operation, and 15% (145 companies) having research
departments in operation. However, 59.9% of the companies replied that they
did not operate either a research center or department.
In particular, over 50% of the affiliates even in the sectors such as basic and
fabricated metal, electrical & electronics and medical & precision, where R&D
plays a very important role in their activities have yet to maintain a research
center or a department responsible for R&D.
As a major function of research centers and departments (based on a total of

Note：Domestic Total includes foreign affiliates.
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384 effective responses), new product development & upgrading (71.1%) was
the major focus, followed by original technology & basic research (8.6%),
process development (8.6%), search & mining (6.8%), among others.
The reason behind the focus on R & D activities of the affiliates centers on
new product development & upgrading seems to be due to the strategies of
the multinational enterprises to capture the domestic market. However,
original technology & basic research, process development and others are
fields that require a substantially advanced level of R&D capability and huge
investment. The affiliate’
s strong dependence on the mother company can be
assumed in these areas.
As for the non-manufacturing sector, original technology and basic research
accounts for 25.7% of R&D functions. This is substantially higher than that of
the manufacturing arena with 4.8%. Based on the survey, it can be concluded
that multinational enterprises having invested in information service sectors
intend to develop new software and technology in cooperation with domestic
venture companies.

