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A study on the Free Economic Zone location competitiveness assessment
in attracting Foreign Direct Investment
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Abstract

This paper examines the priority of determinants of FDI(Foreign Direct Investment) location
by different industry sector and evaluates the competitiveness of Free Economic Zones in
attracting FDI for 73 cities in Korea. To examine the priority of FDI location determinants of
each sector, we performed an Analytic Hierarch Process through a survey with FDI experts in
universities and public organizations. The results show that investment incentive, distance
from the Seoul capital region, market size, and workforce are essential location factors for
each sector. Specifically, land price and agglomeration of domestic and foreign firms turned
out to be important for manufacturing, and urbanization and everyday life infrastructure did
for service. The evaluation of location characteristics of FDI for 73 cities using weighted
evaluation index from AHP analysis and their Z-scores reveals that traditional industrial cities
with Foreign Investment Zones(FIZ) and agglomeration of domestic and foreign firms within
the same industry ranked higher in manufacturing, and those adjacent to the Seoul capital
region with big market, abundant everyday life facilities, a high degree of urbanization
ranked high in the service sector.
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Table 1. FDI location determinants from foreign researches

Europe

Location OECD China USA .
Union

France | England

Blonige Can- | Chen Du et | Kang Ciiugrl Ford | Mayer | Crozet | Billingto

min et
n et al "9 9 al et al et al et al et al n

et al al al
(2007) 2015) | (2000) (2008) | (2007) (1991) (2010) | (2010) (2004) (1999)

GDP [ J [ ] [ ] [ J

GDP growth O [ ] [ ] [ ]

population o

trade cost

skilled labor

education
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unionization
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SEZFEZ [ ]

Agglomeration
foreign firms

Agglomeration
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Protection of
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property right

corruption O
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Table 2. FDI location determinants from korean researches
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Table 3. Current state of the designated of FEZ area
. Total Investment(trillion won) Areas status(numbers)
Period busi
of usiness
classification busi expenses
usiness (trillion N L P Total | Areas | Hold | Start | Complete
(year)
won))
'”(lthsZO)” 03-20 892 | 032|202 2381 | 2615 | 33 14 | 10 9
1st | Gwangyang .
03) (GFEZ) 03-20 13.2 101|086 | 218 | 4.05 21 8 9 4
Busan/Jinhea
(BIFE2) 03-20 9.8 047 | 028 | 539 6.14 19 3 8 8
Deagu/
Gyeongbuk 08-20 5.8 045 | 025 | 344 | 414 8 2 3 3
(DGFEZ)
2nd|  VYelllow Sea
(08) (VESFEZ) 08-20 1.5 0.22 0.22 2 1 1
Saemangeum/
Gunsan 08-20 36 0.01 0.37 0.38 3 2 1
(SGFEZ)
East coast
3rd (EFE2) 13-24 13 0.01 0.01 4 4
(13)]  Chungbuk
(CBFEZ) 13-20 2.0 0.01 | 0.05 | 0.62 0.68 5 2 3
Total 126.4 2.27 | 347 | 36.03 | 41.77 96 36 35 24
Ministry of Trade, Industry and Energy(2015)
*National(N), Local(L), Private(P)
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UE QA=OIRHEANE AEFOR S7Fst0] 2004
129 golA] 20148 18.3% YHZE ©F 154K
Edicirs=g

Aoz EXige AmEH, Q1F0] AR

Folo] EYE o] 2014W7HK] & 68219 HHE
classification Firms Employment 7HE Be Q=RIREEAYT SYEUE A
Host FDI Host FDI
IFEZ 807 | 74 | 16400 | 8036 A FAR-RISIRIOIS 20056 22} 2.89] €, 2.39
GFEZ | 227 | 47 | 55% | 1922 28, 20118 239 2, 259 g FHoR
BJFEZ 744 69 17,802 | 8,443 cole phms o -
DGFEZ 199 10 | 4218 | 226 SHE HEshl QIth FARAEEAIES 20096
e : : HE 2013674 & 820 27t A EIMAIT
EFEZ 18 2 249 315 1899 4oz EX Alugdyt gyt
Cerez | 30 | 2 | 7 | 0 ugp} 2 20 Ueh ZARS IR &
Total 20,29 260 44983 | 18,964 . _ .
Ministry of Trade, Industry and Energy2015) e OlF 2014E71K19] QQ=QIRNHEAL Slge &
E 5. ZHASTO L SXSAIHE2004-2014)
Table 5. The status of investment promotion in FEZ
Year 04 05 06 07 08 09 10 11 12 13 14
(A)Total
. 1280 | 1157 | 1125 | 105.2 1171 1148 | 130.7 | 1367 | 1629 | 1455 190.0
(million$)
(B)FEZ(million$) 1.2 5.8 1.5 3.2 2.3 8.1 9.7 11.6 25.6 13.5 183
(B/A,%) 0.9) (5.0) (1.3) (3.0) (2.0 (7.0 (7.4) (8.5) (15.7) 9.3) (9.6)
IFEZ 0.01 0.7 0.9 1.3 1.2 54 5.0 55 21.1 94 171
GFEZ 0.6 2.8 0.2 1.0 0.0 0.0 0.3 23 13 0.5 0.2
BJFEZ 0.5 2.3 04 09 1.1 0.5 1.5 25 2.2 1.2 09
DGFEZ 0.3 0.2 0.5 0.5 0.04
YESFEZ 0.01
SGFEZ 2.2 2.6 1.0 0.5 1.9
EFEZ 0.04

Ministry of Trade, Industry and Energy(2015)
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Table 6. Location determinants weighted value of manufacturing industry

Upper Layer Weight(a) Lower Layer Weight(b) Total weight(a*b) Ranking
Wage 0.2015 0.050395 7
Production 02501 Workforce availability 0.2144 0.053621 5
factors High quality workforce 0.1580 0.039516 11
Land price 0.2822 0.070578 2
Agglomer?it:r?qr; domestic 01855 0.050994 6
inustral N A99'°me1[ﬁfr'nosn foreign 01512 0.041565 10
agglomeration Trade transaction volume 0.1337 0.037854 13
Market size 0.2020 0.05553 4
Market growth speed 0.1786 0.049097 8
Urbanization 0.2336 0.047304 9

Distance from Seoul

Infrastructure 0.2025 region 02816 0057024 3
Knowledge infrastructure 0.1728 0.034992 14
Everyday life infrastructure 0.1947 0.039427 12
Environment 01306 Government corruption 0.2521 0.032924 15
of policy Investment incentive 0.6781 0.08856 1

B7 MZY 228 9 ug

Table 7 The consistency ratio of manufacturing industry field

Consis’Fency Total Production Industrial. S Enviroan\ent of

Ratio factors agglomeration policy

CI/RI 0.0582 0.0496 0.0745 0.0453 0.00
80| d¥de 2 dse Slsielnt el Zloz FEHITHAFEO) 2013). 53] FAF
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At 2483 T AR ARZERQIY 49 Q% e iRl QUL = A0
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QIR Zo& LIERILE Sob7] el Zos FHATKA™ES, 2011).
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Table 8. Location determinants weighted value of service industry

Upper Layer Weight(a) Lower Layer Weight(b) Total weight(a*b) Ranking
Wage 0.2109 0.051038 8
Production 0242 Workforce availability 0.2276 0.055079 5
factors ’ High quality workforce 0.1882 0.045544 11
Land price 0.2235 0.054087 6
Agglomerajuon domestic 01869 0049323 10
firms
) Agglomeration foreign
Ir;dustrla! 0.2639 firms 0.1483 0.039136 13
agglomeration Trade transaction volume 0.1120 0.029557 15
Market size 0.2410 0.063600 4
Market growth speed 0.2016 0.053202 7
Urbanization 0.2448 0.063819 3
Distance from Seoul 03114 0081182 1
Infrastructure 0.2607 region
Knowledge infrastructure 0.1553 0.040487 12
Everyday life infrastructure 0.1941 0.050602 9
Environment 01252 Government corruption 0.2901 0.036321 14
of policy ’ Investment incentive 0.6208 0.077724 2
B9 MHAY REE did HE
Table 9. The consistency ratio of service industry field
Consistency Production Industrial Environment of
. Total . Infrastructure .
Ratio factors agglomeration policy
CI/RI 0.0436 0.0591 0.0536 0.0480 0.00
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Table 10. FDI location determinants evaluation index and define variables

Ev?:]LéZt)l(on Detailed evaluation index Define variables Source Reference
. Cheng et al(2000)
Wage per average wages kosis.kr Billington(1999) etc.
Coughlin et
Workforce availability unemployment rate kosis.kr al(1991)
Production Billington(1999)
factors number of universit YeoLee(2009)
High quality workforce raduated peo Iey kosis.kr Kim(2015)
9 peop Cheng et al(2000)
average land price(won/m’) Cha(2004)
Land price (manufacture, commerce kais.kr Kim-Choi(2008)
land) Kim,Kang(2012) etc
Agglomeration domestic number of domestic firms . Du et al(2008)
firms in the same indust kosis.kr Crozet et al(2004)
v Yeo,Lee(2009) etc
Agglomeration foreign number of foreign firms in . Du et al(2008)
Industrial firms the same industry motie.go.kr Mayer et al(2010)
| i Lee et al(2000) etc
agglomeration Trade transaction volume annual trade transaction custom.go. Ford et al(2010)
volume(dollar) kr. Blonigen et al(2007)
. . Yeo-Lee(2009)
Market size GRDP kosis.kr Park-Choi(2009) etc
Market growth speed GRDP growth rate kosis.kr Lee et al2014)
o population . Can-ming et
Urbanization density(number/i) kosis.kr 2l(2015)
Distance from Seoul distance from Seoul center als Yeo-Lee(2009)
region point(km) Cha(2004)
Infrastructure . . . . Ford et al(2010)
Knowledge infrastructure patent ratio(per 10000 unit) kipo.go.kr Cho(2008) etc
number of Can-ming et
Everyday life infrastructure | schools(elementary-universit kosis.kr al(2015)
y) Kim(2015)
Government corruption corruption index acrc.go.kr Du et al(2008)
Environment P P 90 Lee et al(2014)
of policy . . . Cheng et al(2000)
Investment incentive number of SEZ or FEZ motie.go.kr Du et al(2008) etc
as olgsit, 74;91 AN R gl et
Aojsto] AthEQl Hluvt E7Fsee® 7 g2 X - X
AFEEE BEC 4 SOl TR o Z="5 D

HhH S ZHEISITE
A (unit normal scaling)e AKEEl] Frigt=s

BESOI
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(3154727, BEOIME= FFAL06T58H), SHO
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Table 11. The status of FDI location environment(Manufacturing)

ST | City(-si) Score ST City(-si) Score ST | City(-si) Score ST | City(-si) Score
1 Hwa 0.7889 | 19 | Pocheon | 0.0759 37| Uiwang -0.1251 | 55| Jecheon | -0.2556
seong@
2| sSuwon | 07260 | 20 | Osan | 00749 | 38 G':Je -01343 | 56 Sacieo” -0.2595
. Wonju Donghae
3| Yongin | 05861 | 21 o 00733 | 39| “OTEE | 01360 | 57| Namwon | -0.2630
4| UM 05145 | 22 | Gimhae | 00529 | 40| S| gq376 | sg| MU | o200
[ ] yangQO gyeong
5| M9 0419 | 23 | YeosuO | 00498 | 41| Jimu | 01637 | 59| 22 | 03001
won@O ryeong
6| Bucheon | 04570 | 24 | Jeonju | 00391 | 42| Guri | -01653 | 60 ;Z';% -0.3042
7| Ansan | 04565 | 25 | Gwangu | 00384 | 43| Seosan | -01739 | 61| " | 03049
cheonO
Chun Uijeong Yeong
8| eong | 04041 | 26 o 00337 | 44| Yangsan | -01849 | 62| o0l | 03061
Pyeong Gunsan .
9| ke | 03876 | 27 | TO" | 00279 | 45| Jeongeup | 01911 | 63| Gongju | -03066
10| M9 | 03564 | 28 | A% | gooas | 4| P9 | 51945 | 64| veongiu | -03158
nam g cheon
11| Anyang | 03537 | 20 | N | 00061 | 47| Mokpo | -01991 | 65| °™ | 03238
yangju cheon
12] ©"a9 103390 | 30 | Gunpo | 00051 | 48| vangu | -02002 | 66| %9 | 03421
myeong ju
Ansan . . .
13 ®0 0.3288 | 31 Paju 0.0038 49| ChungjuQO | -0.2035 | 67| Miryang | -0.3723
14| icheon | 02812 | 32 | ™ | 00024 | 50| %9 | 02009 | 68| Nonsan | -03803
[ neungO
15| Goyang | 01785 | 33 Gimpo | -0.0068 | 51| Samcheok | -0.2262 | 69| Taebaek | -0.3841
16| M€Y | gasgp | 34 | MM | 0082 | 52| Hamam | -02283 | 70| sangju | -03881
[ ]@) cheon
17| Siheung | 0.1552 | 35 Sokcho | -0.0865 | 53| Gyeryong | -02410 | 71 Naju -0.3948
18] POMN9 | o068 | 36 | Y%OM9 | 00891 | 54| Geoje | -02477 | 72| Andong | -04133
[ ]©) san
@FIZ(Foreign Investment Zone), OFEZ(Free Economic Zone), MFTA(Free Trade Area)
*Status(ST)
2) YX|=tE =4 g, XNGUSdL 2 AUsds 888, o+
Qo) YrpRol mE AEY JRolNEEa o U SoldE E&aliEhiol £ 7z
A 82 eAwslE 0108y dEkes g A S8R BASTel 5 SO Bdwlol S7i6ks
- — = L 3 S|
Aol Flo1R0% L0 B120} 20| Him  ASE AERICE ol AddAToIM Q=olA
BHE AT 297 =2 IER] 1049, 11-20 A @Al el S Hel XE8els
_ Qlx]3]
&9, 21-3059DYSE AN, 4dA] ol gars I AR
ARt 4 B ¥E0) B JlRo] 4, pagw  LHH 192 XY HutiEn SE8AH,

©
'

[ TSEAZ, 513 7= (2016)
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Table 12. Comparison of FDI location environment current state by the ranked group

Manufacture industry Service industry
classification TOP TOP TOP | LOWEST | TOP TOP TOP | LOWEST
10 11-20 | 21-30 10 10 11-20 | 21-30 10
W
- age 29,837 | 24,141 | 25815 | 31510 | 20324 | 19,126 | 18,654 | 18919
g (thousand W)
5 Unemployment(%) 3.2 3.2 2.9 1.8 3.3 3.1 2.8 1.6
5 Graduated
3 oraduate 110,037 | 60,427 | 47,525 | 10,576 | 129,846 | 51,267 | 37,878 | 12,156
o university(num)
o) Land pri
a and price 6354 | 5832 | 4766 | 965 | 3,55353 | 22966 | 23748 | 1,7026
(thousand W)
Foreign fi
oreign firms 499 177 15.1 24 503 111 11 18
5 (num)
& [ Domestic fi
g omeste WMs | 5077 | 29837 | 27026 | 8105 | 39903 | 22107 118761 | 75074
3 (num)
g | Trade transaction | 1o o6y | 40174 | 6,936 657 12,432 | 13,981 | 9,872 | 3462
2 (million $)
3 GRDP
2 o 219,670 | 110,314 | 74,113 | 23,885 | 201,200 | 120,246 | 84,983 | 29,826
= (100million W)
> GRDP growth
976 6.84 5.97 0.09 10.89 5.15 713 0.18
rate(%)
Population
density 42639 | 34337 | 19182 | 1548 | 62415 | 2,699.1 | 8318 | 3476
g_,, (num/km’)
% [ Distance f
2 Istance from 82.0 685 | 1159 | 1996 | 535 867 | 1200 | 2223
8 seoul(km)
I Patent ratio
(per 10000 o) 419 364 185 14.8 387 337 246 17.8
Schools(num) 109.8 932 89 56.4 106 1014 85 525
3 | Corruption index | 8276 | 8271 | 8234 | 8133 | 8277 | 8331 | 8162 | 8221
) FEZ(num) 0.9 0.3 04 0 04 0.8 0.4 0.09
Statistics Korea(2010)
SEANO] ARl ATl AWEd} xJol7) 9 1) YX=E =2
= 2108 FAEQICL Ol &f] «flo] &9 & ARE R 7371 EAS oz 9=7|oe
AISOl Bl HRIRAR SE SEBAVE q1g ot ArixigTel 9x B9 @rpEe
O] Agstal ol QI¥er RAISEN BRIST  mast Au dulaY QROIRRER AR|EHE @
o wer gl 1 B dBE, =Rl 7199 el mizah 2o BRIl me EE4o)
TEY PO SoM ettt BES AR W gre mo) gy BA 201 FUA IR =o
=ol Zlog BdEn S9I8 HOITL Est W40 o] 0 ol TA
= 2991 JaAIRIoO, $HAIE HIFES V%
2. MH|AY 271 TAl, BT B, ZaiAl, ZaRE ),

EGA|, SEEE e ORI, SEERE FAI A
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tha TFA] HoiEE oAl ZeEth 2 8 EQAIQ204433F), ZHToliME £EAIQ70958
Pﬂ“ﬁoﬂ =W Q=0 Tﬂvﬂ% Qe BRET &), SHoME AREAI0.98495%), SHOIME= A

EAl(2.205667), HRIAE AFAIB.814698), &

Y9 8014 %01 L0 } K]@ﬁ | AHIAY Holdde BXAN(1343758), ZRAA= FHIAL
Q=QIEHEAL YA eFE0A =2 w15 HOItE (2126237, ZEolAle= FeA(2.09699E) = =A
o9t s A9IAZS TIHKEE BEEs gt UEKTL
BASH A MAQAolAe BEAZE 38146982 AERQL0ME HEAZE 124809722 Tt
2 ZA T30 ANE OV =2 g Bk A9 7 = UERITE X9EEZE Aol gYAl,
2= A7 ZYHAIG.28349%), FEAIQ2447R), FHEA9.967258), S01A1(9.40948%), ZAHTOIA]
13 MHI2Q QROINTER UK B e
Table 13. The status of FDI location enwronment(Service Industry)
ST | City(-si) Score ST | City(-si) Score ST | City(-si) Score STl City(-si) Score
1 Suwon 09637 | 19| AsanO 0.1275 37| Gimpo -0.0608 | 55 Yangsan | -0.2606
2 | seongnam | 0.7186 | 20| Gunpo | 01106 | 38| Sokcho | -0.1151 | 56 yTeZ”n% 02672
3| Bucheon | 06852 | 21| Siheung | 0.1055 39 Jinju -0.1239 | 57 Nonsan -0.2685
4| Yongin | 06187 | 22| Anseong | 01036 | 40 '1?1:%?1“ 01243 | 58 Gimje | -0.2807
5 Cha'gwon 05701 | 23| Paju | 00430 | 41| Seosan | -0.1244 | 59 Boryeong | -0.2828
Pohang Chun .
6| Anyang | 05490 | 24 00313 | 42 -0.1394 | 60 Gimcheon | -0.2950
O cheon
71 ©"9 | 05034 | 25| Pocheon | 00277 | 43| Mokpo | -01445 | e1] MM | 92993
myeong gyeong
8| Ansan | 04678 | 26| Gwangu | 00239 | 44| 9 | 01494 | 62 Namwon | -03076
neungO
9 | Hwaseong | 03537 | 27| N™AN | 0065 | 45| NI | 1617 | 63 O™ | 03114
gju san cheok
10| Goyang 03334 | 28| YeosuO | -0.0143 46| Yeongju | -0.1705 | 64 Miryang | -0.3281
11| DI 63353 | 29| Gimhae | 00213 | 47| M9 | 01756 | 65 "9 | 103206
taekO eup cheonO
2] Gumi | 03157 | 30| ®™ | o030 | 48| UM | 01871 | 6 "9 | 03406
O cheonO ju
Gwang .
13| Cheonan | 02797 | 31 lksan -0.0390 49 yangO -0.2093 | 67| Geoje -0.3493
14] Cheondl o005 | 30| cui | 00424 | 50| Y| 02124 | 68 Sangu | -03841
¢ ryong
15|  Osan | 02190 | 33 Ch“O”QJ“ 00479 | 51| Jecheon | -0.2146 | 69 Gwacheon | -0.3942
16| Jeonju | 02176 | 34| Wonju | -00507 | 52 Donghae 02293 | 70| Taebaek | -0.3962
17| Uijeongbu | 0.1923 | 35| Uiwang | -0.0552 53| Yangju -0.2321 71 Andong | -04218
18| Icheon 0.1890 | 36| Hanam -0.0594 | 54| Gongju | -0.2568 | 72 Sacheon | -0.4396
OFEZ(Free Economic Zone), *Status(ST) 73 Naju -0.4471
96 | T=REAZ, H513 73 (2016)
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4T EM-RIEO| FF0| ZEsh =
A ®MAAZ.

4, TEEEQlI MY QFQIEYER FX[Of FLH7IY
o MHELCH=s 77|l TA0| o F25HX[T,
AHXY 7S =mU7|gel HEO|l 2=7[™e
YHEECH S25ICE(0]7]|S 2|, 2008)

5. Cheng et al(2000)2t Du et al(2008)2 =2 WS
$F0| BEXRA0| 2EHQ g 0/X|= O|]E
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