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ABSTRACT

Income Inequality as a Demand-based Determinant of Foreign
Direct Investment

Recently, there is increasing interest in income inequality worldwide. Deepening
of income inequality and progress in polarization are detected in most
developed countries and some developing countries with high economic
growth show the pattern of the thicker middle class. This study focuses on
how these recent changes can have an impact on foreign direct investment by
multinational enterprises (MNEs).

Trade literature has recently emphasized nonhomothetic preferences,
implying that income level and income distribution are important in
determining both aggregate demand and international trade patterns. This
subject can also be applied to overseas activities of MNEs. Based on the
Knowledge-Capital (KC) model, this study argues that as income inequality
rises, independent of income level, both aggregate expenditure and MNEs'
overseas investment should increase. The empirical exercise uses Korean
outward FDI data over 1999-2010 and the dynamic panel estimator — System
GMM estimator. The main result indicates that income distribution as a
demand-side determinant turns out to be important for FDI. Moreover, our
dynamic panel estimates confirm the Linder effect for FDI. Further, overseas
investment done by Korean MNEs was well explained by the KC model, and
was motivated by two major incentives of FDI.

This study also simply investigates fundamental particulars to be dealt
with in future research on agricultural investment into North Korea after
sufficient progress in reform and opening or after the reunification of North
and South Korea. To do so, it reviews the similarities and differences between
the manufacturing and service sector investment and agricultural investment.
Moreover, it looks for the patterns of agricultural investment through available
data after identifying the determinants of investment in agriculture for major
countries. From these discussions, finally, this research attempts to derive the
implications for attracting agricultural investment to the North Korean region.

Researcher: Yongho Choi
Research period: 2015. 3. ~ 2015. 7.
E-mail address: yonghochoi@krei.re.kr
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h 6d A | wF | 6d FA | HF 2 %
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v 9,106 24 29,760 21 75,180 23
4 6,015 15 25,083 14 46,133 14
Zem 1,153 3 6,913 4 14,604 4
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AR dxFEd2d. AYEAS5A DB.

¥ 2-2. o= oh=X7|Ye =3It sl AHFA F0

ool Wk gy, %

1999 ~2004 2005~2010 1980~2012

T Tea A mzE eavA] mzE | 24 | wz
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Ha o 26%°l cl2H o, HE A FAO Utk v, FAFA A A
A g #ArE FA FFEte (FHE) FAY HIEE 19959 ol %
1996~20001 °F 5%, 2001~20053 °F 15%, 2006~2009'd °F 39% = FA3 =
7b FAl A Sl

ASHATEE ZAGE WPE oY A7t Jo2 B AFeIAE b
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<3 2-3> 1999~2010d 717t f-Euyetel e & AYA s & AYA T
o] W3} Fol& HolEth 20009t S okt AT okt FUbske F
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A& Solt(2014). The Standardized World Income Inequality Database.
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¥ 24 F=9

E XA F0l

s 42,58 41.62 42.72 43.07 4250 1.01
7Nt 43.19 44.01 44.37 43.34 43.73 1.00
A 5 39.29 39.73 38.77 37.75 38.88 0.97
AI= 42.15 43.26 43.68 44.34 43.36 1.07
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Z+&: Solt(2014). The Standardized World Income Inequality Database.
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E 2-5. FF & AUA=F FO|
| Waw | waw | war | vaw | waw | 109
T 31.87 31.36 31.71 32.70 31.91 1.04
7H ot 31.38 31.67 31.42 31.34 31.45 1.01
A 51 25.71 26.37 26.41 25.30 25.95 0.99
Aze 24.87 25.30 25.93 25.68 25.45 1.05
A Eal 210.87 21187 217.98 29.21 28.23 1.08
5 =4 26.82 27.66 28.16 28.78 21.85 1.07
S o 28.36 29.52 29.97 29.78 29.41 1.06
5| dgd= 23.84 25.88 27.03 21.20 25.99 1.17
i TEAE 34.43 33.03 31.81 30.95 32.56 0.88
=290 24.36 24.75 23.59 22.74 23.86 0.96
Zd= 28.30 30.13 30.50 29.31 29.56 1.02
7ML E 43.17 42.90 44.68 44.19 43.73 1.00
29 = 24.55 23.28 24.43 25.67 24.48 1.06
&} 34.21 33.97 35.33 32.71 34.80 1.03
o] = 36.69 36.78 37.60 37.43 37.13 1.01
o= e L} 45.44 46.39 43.53 40.62 44.00 0.89
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Bepy 52.06 50.21 48.55 47.08 49.47 0.90
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ZF&: Solt(2014). The Standardized World Income Inequality Database.
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© 2 Blundell-Bond(1998)2] System GMM F4H & Al&35te] T4 9 d 3

AEAE AAFLA BT,

ROFDIL,; = Bo + Bi(ROFDIz;) + Ba(Sum GDPis) + B3(GDP Diff Squ)
+ B4(HC Diff)s) + Bs(GDP Diffy; X HC Diffyz)
+ Bs(ICx) + B«(TCHy) + Bs(TCFz) + Bo(HC Diff Squs X TCFy)
+ B1o(Sum GDPPCy;) + B11(GDPPC Diff Squs)
+ B12(GDPPC Diffy; X HC Diffyy)
+ B1o(Sum GINI) + B1i(GINI Diff Sqpus)
+ B12(GINI Diffy; X HC Diffyz)
+ ap (13)
(he 3=, f=1,2, .., 57, t = 1999, 2000, ..., 2010)
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of cfst System GMM F&Z 1}

A 7| - (1) 124 (2) 24
L.ROFDI 1 0.608 0.608

(0.108) (0.108)
4.97e-05 4.89e-05

Sum GDP +
(3.32e-05) (3.21e-05)
GDP Diff Sq /4 6.96e-12 7.05e-12
(3.80e-12) (3.71e-12)

HC Diff — /4 173.0 174.2

(75.03) (75.07)
GDP Diff x HC Diff —/+ ~6.02¢705 ~6.08¢-05
(3.36e-05) (3.42e-05)
) -2.180 -2.134

Host Investment Barriers -
(2.258) (2.270)
-1.185 -1.152

Home Trade Costs —
(2.054) (2.024)
1.538 1.497

Host Trade Costs +
(2.569) (2.596)
HC Diff Sq X Host Trade Costs — ~3.552 ~3.582
(2.165) (2.161)
HEA AT 529 529
=7F N 57 57
=TS NS 46 46
Arellano-Bond A% (1) (p value) -2.17 (0.030) -1.86 (0.063)
Arellano-Bond A (2) (p value) -0.18 (0.859) -0.17 (0.861)

Hansen &4 (p value)

4517 (0.168)

4517 (0.168)

F (e BFLAROIH, *(

1
ol

T p<0.01, T p<0.0s, T p<0.)E G4 S 9w

VAR ol WHHC Diff'= SAHOE §oI8 A FHASE Bl Fru
S8 $718 Ttk AAAR Folsh AFFR Ho] 7 A interaction
o

o3 F(9 #3& Yehg=tl o= Awokuse et al.(2012), Chellaraj et



al.(2013) Foll Ao Ao} F3Tt, FAFA = FAGH W00 e =
Are ol U= FOE FAHNY SAHCRE /lo} A %
O Al je Wes T8 ddo] gl ”W tfh?oﬂ 3+ %

O
1o
ol
)
N
=
o
1r
ot }01' 2

#H FARAT FHH - 7F alxpgtoltt o] Ml %@ﬁ]?—% % A4 «I*Ur

HEo] 7tz 7)o F3E HofEth maA FAGA T FH9H o] AdFE

TR FAL JAE B F7keh, AR Apol7y Frtekel et (5, 44

T2k A B} S718 whah) 34 FAke A B 7HAad,
<X 44> Choi(2014)8] A 422 2do t)gk System GMM 4 2 o]t} 13

AA AR} ARTEY FAE WFE At 7224 A4 -2

9 HFY RES <X 43> dFHA Jdstes FIE

A 782 Aoz FFE BFolth webA 199 &53 #dT W

e 7184 A4-AR o TFAMNAL 71E9] Ao}t E AolE TEA
g v 199 A5 BEd HFES 474 fAAHEAE Ayt T
L% guE 7AYok WA AR AFEd 10T A5 WFEEHY
84S YRS BH, Sum GDPS GDP Diff Sq= SA X2 fof3t4 ¥
B, 1978 25 Wesd BF 793t Wb Choi(2014)7F A 53 Hl 2
197 &5 fsso] fAHFAE 2Hst= vl o Fasity A 5 9
o = 19T &5 A Mo tid L 583 M-S ASeka 9
=H, 24L& 2 f9AHFA e "o 7Hd(Linder hypothesis)©] T
Linder(1961)°l @21, 1909 £50] A 37t Ao e ¢85 f

_[Q'_
Sl 2% A7 3 ool A B
A AHEA] AT ole@ A &

13 Choi(2014)2] 29L& 7] &2 9]
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I 4-4. Choi(2014)e] Z&of thst System GMM =X Z 1}

A 755 (1) 1A (2) 224
L ROEDI N 0.586 0585
(0.107) (0.107)
-6.33e-06 -7.89e-06
S GDP +
o (3.95¢05) (3.78¢05)
(4.36e-12) (4.36e-12)
(77.04) (77.87)
: . -1.03e-04"" -1.05e-04"
GDP Diff x HC Diff -/ +
! ' / (3.58¢e-05) (3.67e-05)
-3.863 =-3.775
H I Barri —
ost Investment Barriers (2.403) (2.390)
Home Trade Costs — ~10.78 ~10.66
(3.177) (3.167)
Host Trade Costs + 4.959 4.874
(2.724) (2.756)
HC Diff Sq X Host Trade Costs — —5.704 ~5.024
(2.165) (2.161)
Sum GDPPC N 0.00733 0.00730
(0.00218) (0.00219)
(6.37e-08) (6.11e-08)
. . 0.00974"" 0.00963"
GDPPC Diff X HC Diff -/ +
' ' / (0.00485) (0.00508)
HEA AT 529 529
=7k N 57 57
S Tl 49 49
Arellano-Bond A% (1) (p value) -2.18 (0.029) -1.85 (0.065)
Arellano-Bond A% (2) (p value) -0.13 (0.900) -0.12 (0.901)

Hansen #7413 (p value)

48.95 (0.090)

48.95 (0.090)

F: () BFoFolH,

<001, T p<0.05, | p<0.)E A S on) e
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ojAl B AFA 7H AR Ml ASEHSTE AFEd d F4
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¥ 4-5. 2 AdAFe 2@ ofst System GMM FAZ 1}
2w 2 7|5 (1) 194 (2) 294
0559 0558""
L.ROFDI * (0.111) 0.111)
~1.95¢ 05 ~1.90e-05
Sum GDP + (5.44¢-05) (5.15¢-05)
_ 8.63e-12 8.75¢-12
GDP Diff Sq /+ (752¢12) (7.39e-12)
. 91.39 8758
HC Diff /+ (92.02) (83.00)
' . ~2.93e-05 ~3.17e-05
GDP Diff x HC Diff / + (9.086-05) (9.180-05)
, ~3.893 -3.678
Host Investment Barriers - (2.705) (2.809)
~ 1192 1140
Home Trade Costs (4.980) (4.173)
3.291 2.999
Host Trade Costs + (3.014) (3.072)
HC Diff Sq X Host _ -1.751 -1.329
Trade Costs (1.795) (1.932)
0.00844""" 0.00819""
Sum GDPPC + (0.00279) (0.00269)
_ _ 151e-07" 1.44e-07
GDPPC Diff Sq (7.02e-08) (6.37¢-08)
, . 0.00898"" 0.00818""
« _
GDPPC Diff x HC Diff / + (0.003383) (0.00378)
Sum GINT, 0.0194° 00188
um T + (0.0103) (0.0099)
. 2.22e-07 228607
GINI, .. Diff S -
vy VUL ©q (2.08e-07) (2.06e-07)
GINT, ... Diff % HC Diff | — 0.0232"~ 0.0238
ey Di i [+ (0.00673) (0.00640)
H5A I 529 529
7k A o7 o7
EPRE A 50 o0
Arellano-Bond SA % (1) (p value) ~2.16 (0.031) -1.81 (0.07D)
Arellano-Bond £41% (2) (p value) 0.11 (0.910) 0.11 (0.913)

Hansen -S43 (p value)

45.75 (0.106)

45.75 (0.106)

F()E BFLAROIH, *(

<001, T p<0.05, | p<0.)E oA S o)
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¥ 4-6. XYAH T Efdof| w2 System GMM FHZ1} H|W

3 o 7] ol (1) 144 (2) 194 (3) 294 (4) 2¢+A
AW <
el Gross Net Gross Net

0.559 0559 0558 0557
L.ROFDI + 011D 0.11D) (0.111) (0.111)
“19%e-05| -136e-05| -190e-05| -1.32¢-05
Sum GDP + (5.44e-05) | (5.43e-05) | (5.15e-05) | (5.22e-05)
. 863e-12 823e-12 875e-12 8.36e-12
GDP Diff Sq S T 52012 | (Tdle12) | (7.89e-12) | (7.34e-12)
. 91.39 7891 8758 75.30
HC Diff /T (92.02) 91.71) (83.00) (87.14)
GDP Diff x HC | P —293e-05| -1.84e-05| -317e-05| -2.10e-05
Diff (9.08¢-05) | (9.01e-05) | (9.18¢-05) | (9.15¢-05)
Host Investment B -3.893 -3.869 -3.678 -3.640
Barriers (2.705) (2.689) (2.809) (2.806)
Home Trade B 1192 11927 ] 11407 ] 1136
Costs (4.280) (4.258) (4.173) (4.185)
Host Trade R 3.291 3.222 2.999 2.929
Costs (3.014) (3.018) (3.072) (3.092)
HC Diff Sq X - 1751 ~1610 ~1.329 -1.225
Host Trade Costs (1.795) (1.773) (1.932) (1.898)
000844 | 0.00836" | 000819 | 0.00809" "
Sum GDPPC i (0.00279) | (0.00279) |  (0.00269) | (0.00270)
: _ ~151e-07 " | ~1.52e-07 | —1.44e-07 " | ~1.44e-07 "
GDPPC Diff Sq (7.02¢-08) | (7.08¢-07) | (6.37¢-08) | (6.41e-08)
GDPPC Diff > | 000898 | 0.00865 | 0.00818"" |  0.00790""
HC Diff (0.00388) (0.00385) (0.00378) (0.00372)
0.0194" 0.0210" 0.0188" 0.0203"
Sum GINT + (0.0103) 0.0117) (0.0099) (0.0114)
. 2.226-07 2.20e-07 2.28e-07 2.26e-07
GINT Diff 5q (2.08e-07) | (2.26e-07) | (2.06e-07) | (2.24e-07)
GINI Diff X HC | /4 002327 | 002407 | 0023377 | 00239
Diff (0.00673) (0.00648) (0.00640) (0.00616)
A N 529 529 529 529
=7} A4 57 57 57 57
=S S 50 50 50 50
Arellano-Bond 712 (1) (p value) | -2.16(0.031) | -2.16(0.031) | -1.81(0.071) | -1.81(0.071)
Arellano-Bond 72 @) (p value) | 0.11(0.910) | 0.12(0.907) | 0.11(0.913) | 0.11(0.910)
Hansen 4% (p value) | 45.75(0.106) | 4550(0.110) | 45.75(0.106) | 45.50(0.110)

[
_ ~ *%
Fi(OE BEQAM,

" p<001, T p<0.05,  p<0.DE FoAS ong
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7Hs SITHEFAO 2012). A g stglxel & =7 = f9
= FA w2 2A F VA E Yol & 5 Y. FASE
olg}H 32 7] ¥ Z(Official Development Assistance)ol 3l 3

FI
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1z
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El
1
>
X
N
N
o)
N

BEo &30H AN HEAY} At) geps] FYRE

FTHAMELZ} JAAHEAE F4HOE G S Es}ix} gt
Tao] tigdolr] W el iR IAE

A A= At =3 FH| NEELST 5 EU(European
Union)dl| 43 9= 27154 HsA % dolE7} o] & 7153tA &t A4 %
FTAMEYPZ] AT 2 dFS AHEUGE 5-1), AA AAHo=z ZH7
HAzE FE8 Sk 200090 Blske] 2013 fﬂxﬂ oF 338 Z7}3}
It <3E 5-1>0] YEd 7SS B, B Qkul, o]
Itk =, of2dEY 2 A
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lo o N rr X B
N
N
X

rir
o
2
-
Yol
=
=,

5ol 3 d A 2
T FAMTAZRY FAE Bola glon veknl, HEW, o|JE, $3
oy 52 A2 ML dzY A% FUHE Holn o

FEHE TAMNLSLZE 55 F AN F59 FASHA A A
AR ® FF3] F7HA o, 20139 & 3ANLAE T sHFE T4
AEDz7t 2R sh= vlF2 o 47%0l Edstth. 2Enlo}, =T SolME
FUHE FAMNTL 2T Fasta e W, AaSTvboldA A 4%
AR 7158t Sl obAloh AAM ST FHYo}, g2 Heknte} o]
HEY =& AAAZE ol 80



F 5-1. 2000~2013d FR=2

Ot

S X7l g2l = (Official Development Assistance) x| 81 &

gl vl W ge (P B, W)

)

—
Mo

2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013

AA A | 57,264.6| 55,883.7| 66,270.3| 90,421.6| 99,230.2| 124,102.0| 131,515.3| 129,695.8| 157,578.6| 160,351.0| 165,459.7| 164,456.0( 171,545.1| 187,96 1.1

O 26041 24543 20795 24961 2531.6] 20819 25209 2700.3| 2473.8| 2,640.2| 23826 17050 18624 17279
7 E o} 4266 405.1] 4459|9978 5209|5499 649.2] 5936 8326| 7869 10267 8256 795.7| 1,179.8

L 2209 3b24 2153 3153 2427 3721 2605 359.0[ 3129 2959 9595.3] 58l.3] 98l2] 5722
7] Qkaf 2.7 84.1 943 1016 1262 1537 1647 2470 5231 3147 3458 3BL1| 7637 78499
W E 156401 21803 1,883.2| 23049 31101 27983 2984.7| 3570.8] 3980.3| 5632.1] 4,029.3] 6370.0f 50176 6,433.6
Ay 416 79.8 780 1025 91.8 8715 487 1409 1440, 1464 1360, 1551 8.0 2695
Zejn|o} 9788 6632 8939 10026 11984| 6488 8436 8149 5788 8074 916.0] 1,001.3] 7564 7918
B4 1823 2636 1969 3008 4674 3757 3265 3615 4091 6687 10353 1,2015 26849 7820

of= gl L} 479 1496 1507|1445 801 1074 874 1753 1995 1348 1566 9838 183 82.7

oJFE 1,4400[ 1,1108| 13332 10853 1,397.3| 92601 159.1| 16967 19966 126401 25308 14209 28475 76284
Szt 2874 2459 3895 6070 10776 4398 2952 4094 5290 211.0] 500.7] 359.2| 254.6| 4416
Fup 20.8 63.0 60.0 62.2 739 78.8 69.2 7600 1168 1647 1220 86.1) 1385 1289
FAetol} 630.7| 4986 0738 o448 7208 5784 8285 1,0744] 1,186.0

Z}E: OECD Stat.

St



¥ 5-2. 2000~20134 Fe=9o sHUFE 3HI| LU =(Official Development Assistance) F* $ &

Sel mls} R Gl (4514, B 5 e

T 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013
AA AA | 26430 | 30085 | 2,784.9 | 3,047.2 | 34943 | 39349 | 42262 | 5946.0 | 68269 | 79304 | 81588 | 87785 | 99775 | 89256
= 1286 | 4749 95| 916| 360| 816| 26| 618 229| 247| 139| 182| 143| 321
ZrH.r)o} 319 | 136 18| 245| 639| 84| B3| 52| 203| 412| 545| 1234| 1035| 1369
o~ 136 420 116| 496| 330| 244| 282| 513| 409| 126 170| 512| 537| 809
1] Qkw} 2.0 04 0.0 36 2.1 39 85 44| 10| 14| 231| 391| 23| 673
W E G 228 | 1858 | 248| 1860| 2219| 658 | 974| 2951 | 69.7| 2047 | 2482 | 2740 | 2498 | 307.0
A 0.9 10 11 34 43 31 0.7 08 18 5.2 13 3.3 28 06
2|0} 873 | 165| 366| 886| 774| 1032| 725| 892| 388| 1070| 1202 | 1171| 693| 818
Behd 75 93| 117| 126 98| 132| 133| & 8| 199| 235| 194| 207| 520 739
o} 2 HENL} 12 0.6 19 43 41 13| 146 9.0 5.1 6.4 6.2 2.2 44 40
o E 121 | 698 | 152 352| 238| 635| 1692| 586 654 | 1134| 1527| 1441| 1365| 3223
e 6.1 6.9 6.1 36 17 88| 151| 594| 337 64| 301 40 54 33
Fu} 46 55 18 34 29 54 53 31 73 9.7 8.7 31 85| 185
F=Letolnt 31 94 16| 27| 247 30| 174 192 44

7} 2: OECD

Stat.

oY
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