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A. Development of FDI Regime

¤· 1962~1979

    Korea's FDI liberalization was implemented in four stages. Between 1962 and 1979, foreign investment was made mainly through international commercial loans and loans from international foreign institutions like the IBRD, rather than through foreign direct investment, because there were concerns that foreigners might take control of domestic industries.   As a result, both of these types of foreign loans constituted over 80 percent of the total foreign capital introduced to Korea. 

¤ 1980~1989

   The introduction of foreign capital reached its limits in the 1980s due to the 2nd oil crisis and the declaration of a moratorium by developing countries, etc. With this in mind, Korea began to lay the foundation for encouraging the introduction of FDI, by eliminating the 50 percent ceiling on foreign ownership of the types of businesses that restricted foreign investment. 

¤·1990~1997
   Since establishing the "Five-Year Plan for FDI Liberalization" in June 1993, the Korean government has revised and complemented the plan in a continued effort to further open its markets to foreign investors. With the launch of the WTO system in 1995 and Korea's entry into the OECD in 1996, Korea has responded to the changed circumstances of the global economy, while enhancing the competitiveness of domestic industries and expediting the opening of its markets. 

   Policies for facilitating the introduction of FDI have been promoted, leading to the permitting of foreign ownership of existing stocks in April 1995 and friendly M&As in February 1997. In July 1997, as the financial crisis in Thailand spread to the other major economies in Southeast Asia, Korea also experienced a crisis as its foreign exchange rate fell, usable foreign currency reserves were sharply reduced, stock prices plummeted in December of the same year and its national credit rating was downgraded to the level of "inappropriate for investment." 

¤·1998~
   Against this backdrop, the Korean government quickly responded in various ways to cure the structural problems of the Korean economy, which were considered to be the cause of the crisis. Recognizing that attracting FDI was a shortcut to overcoming the economic difficulties, the government actively promoted policies for encouraging foreign investment, while drastically liberalizing FDI and portfolio investment. In May 1998, ceilings on foreign ownership of the companies which were listed on the stock market or registered on the Kosdaq were lifted, and hostile foreign M&As with domestic companies were completely liberalized, thereby allowing foreigners the right to freely own stakes in Korean businesses. In June, foreign land ownership was totally guaranteed, and all types of business categories, except two, were opened to foreign investment. As a result, the liberalization rate reached 99.8% as of December 2001. These government policies designed to liberalize foreign investment led to the securing of foreign currency and contributed to strengthening the foundation of the national economy by helping Korea to create jobs and overcome the financial crisis earlier than expected. 

1. Liberalization of M&A

   The Korean government freed restrictions on friendly M&A(Feb 1997) and hostile M&A(May 1998) of Korean companies by foreign companies. 

   Prior to buying shares publicly, investors had to file a report with the Financial Supervisory Board. This was a major drawback in the case of hostile M&As, because such transactions were usually conducted behind closed doors. This process has been changed so that investors can now report after the actual acquisition.

2. Liberalization of the Capital Market

   Previously there were limits on number of shares foreigners could own of Korean listed companies, but these were abolished in May 1998, putting foreigners on an equal footing with Koreans in terms of equity investments. 

   The bond market was completely opened and foreigners can now freely trade government bonds, public bonds and corporate bonds.

   Foreign investment limits on all financial products including stock price index futures, option contracts and commercial paper were also deregulated.

3. Liberalization of Land Acquisition by Foreigners

   Regulations on land and building acquisition by foreigners differ from country to country. 

  - In the Philippines, foreigners are prohibited from owning land but a foreign invested company whose equity is more than 60% owned by a Filipino is allowed to own land. Foreigners are also allowed to own buildings. 

  - In China, neither locals nor foreigners can own land. Instead they are allowed to acquire the right to use it. 

  - In India, foreigners and foreign companies can buy real estate, but in reality the government owns most of the industrial land due to its socialist orientation. Therefore, foreign investors rent land from the government.

   The Korean government fully opened its real estate market to foreigners in June 1998. Regardless of their intended use or size, foreigners can buy real estate on equal terms with Koreans nationals. 

4. Investment Deregulation

   Under its new vision of "a good country to do business in, a good country to live in", the Korean government initiated a total restructuring of regulations that stand in the way of strengthening the country's competitiveness.

   To achieve this, the government established the Regulation Reform Committee, a presidential advisory body. 

   Regulatory reforms focused mainly on promoting foreign investment. They included removing foreign investment restrictions, introducing a consolidated system for announcing changes to foreign investment regulations and improving administrative services. 

   They also include providing more economic flexibility to the corporate sector by liberalizing foreign currency trading, improving of labor market flexibility, abolishing price and competition restrictions

   Over the last three years, 6,060 regulations were abolished and 3,166 regulations were improved out of 11,125 different regulations(an improvement rate of 82.9%)

B. Future FDI Policy 

   The Korean government will continue to improve existing policies and also introduce various new policies in order to make Korea a good place to do business. 

   As part of these efforts, the government will use FDI as the key axis for boosting Korea's industrial competitiveness and improving the nation's economic infrastructure. 

   It will also convert its paradigm for FDI policies from focusing on quantity of FDI to emphasizing quality of FDI, which will greatly benefit the national economy. 

   In addition, the government will offer further incentives to foreign-invested companies and create a world-class business climate to help them conduct business and enjoy a comfortable lifestyle in Korea. 

C. FDI Incentives

   In order to promote foreign investment, the Korean government provides a wide variety of investment incentives such as tax and rental reductions or exemptions. 

   In addition to facilitate and support foreign investment, the government offers many other benefits in specially designated areas such as foreign investment zones and industrial complexes for the exclusive use of foreigners

1. Tax Incentives

   Korea provides tax incentives to attract foreign investment in many ways. 

   Most businesses involving advanced technologies and service industries that support the manufacturing sector are eligible for tax exemptions and reductions.

   New businesses are eligible for special tax incentives if they are one of the following businesses: 

    ¤ High technology,

    ¤ Service businesses that support the international

      competitiveness of domestic industry, 

    ¤ Businesses located in a Foreign Investment Zone

    As of January 2002, the number of high technology categories eligible for tax incentives was 467, and the number of eligible service business categories was 111.  

   Businesses qualified are eligible for a seven-year corporate and income tax exemption (50% reduction in years eight through ten). 

    Korea has one of the most business-friendly corporate tax structures among industrialized nations. A two-layer structure offers an upper rate of 28% and a lower one of 16% on corporate profits.

< OTHER EXEMPTIONS >

   The customs duties, special excise tax, and value added tax (10%) also are exempted on capital goods imported within three years from the date of investment notification.

2. Land Acquisition and Rental Benefits

   The rental period of central and local government-owned properties is up to 50 years, which may be renewed indefinitely for up to 50 years at a time. 

   Eligible foreign invested enterprises that are located on central government-owned properties are entitled to rental fee reductions. The amount of reduction varies as follows. 

  ¤ Up to 100 % reduction for:

- Foreign invested enterprises located in a Foreign Investment Zone, or

- Companies with high technology making an investment of over $1 million, 

located in the Industrial Parks for foreign invested enterprises.

  ¤ Up to 75 % reduction for:

- Manufacturing companies located in the Industrial Parks for foreign 

invested enterprises making an investment of over $5 million

  ¤ Up to 50 % reduction for:

- Foreign invested enterprises located in National Industrial Parks with 

high technology companies making an investment of over $1 million or manufacturing companies making an investment of over $5 million.

3. Foreign Investment Zone (FIZ)

   The concept of the Foreign Investment Zone or FIZ has been introduced to attract large-scale foreign investment. 

   Local governments have the autonomy to designate a particular area as an FIZ for purposes of accommodating FDI upon request from a foreign investor or investors based on the amount of the investment and the number of jobs expected to be created as a result of their FDI.

   The Foreign Investment Zone program offers several special incentives for eligible businesses located in the Zone:

¤ National Tax Incentives: A seven-year exemption of corporate tax and income tax on dividends (50% reduction in years eight through ten) is available to new businesses.

¤ Local Tax Incentives: A seven-year exemption of acquisition tax, property 

tax, aggregated land tax, and registration tax (50% reduction in years eight through ten) is available to new businesses. 

¤ Infrastructure Assistance: The central government will grant a special fund to a local government in whose jurisdiction the Zone is located. 

D. Administrative Support for Investment

   In the past, foreigners who were considering investing in Korea had to submit to the inconvenience of researching all foreign investment related laws and regulations to determine whether their intentions were legal. 

   Today, however, in accordance with the Foreign Investment Promotion Act, a system has been adopted for investors' convenience for the public notification of all foreign investment regulations and laws relating to foreign investment.

1. Simplification of Investment Procedures

   To simplify the investment procedure, the Korean government has changed the process from a report and approval process to one requiring a notification only. 

   To mitigate any difficulties foreign invested companies may encounter with administrative regulations, the government has newly introduced a one-stop service system for plant establishment.

* One-Stop Service

   The main features of the one-stop service are the adoption of an auto-approval and pre-approval(i.e. conditional approval) system, in setting up a plant.

   The auto-approval system allows a specified maximum settlement period for the administrative process. When the transaction is not settled within the maximum settlement period, it is automatically considered to be approved and such a system enables foreign invested companies to promptly carry out the necessary administrative procedures for plant establishment.

   The pre-approval system involves conditional approval for certain administrative procedures in cases where required documents are not fully provided. In such cases, approval will be conditional on the submission of the missing documents.

2. Korea Investment Service Center (KISC)

   In order to minimize the number of institutions a foreign investor needs to contact and to increase processing speed, KISC (Korea Investment Service Center) established in July 1998 as a one-stop service center for foreign investors.

   The one-stop service not only provides administrative support for investment but also extends to comprehensive investment counseling services and post investment services. 

   Its wide range of services includes 

    1) investment plan consultation

    2) procedural assistance for tax duty reduction

    3) assistance in selecting factory sites 

   In June 2000, Euromoney Publications selected KOTRA's Cyber KISC(www.kisc.org) homepage as the best among 100 investment promotion agency websites reviewed worldwide. 

3. The Office of the Investment Ombudsman

   The Office of the Investment Ombudsman (OIO) was established in November 1999 to address difficulties experienced by foreign companies in conducting business in Korea and to provide support in conjunction with related government institutions.

   Currently, the work of the OIO consists of resolving difficulties through its team of "home doctors" in the areas of construction, tax, finance, labor and customs. In year 2000, the OIO satisfactorily resolved 418 grievances out of a total of 454.

   To promote the ombudsman system, the OIO allows foreign investors to personally choose their own home doctor to maximize their satisfaction with the problem-resolution process. 

< Basic Terms >

1. Definition of FDI 

   In order for a foreign capital inflow into Korea to be officially classified as foreign investment, whether it be a corporate acquisition or the formation of a new company, the amount involved must be more than 50 million Korean won (US$45,000) per case. 

   The share of foreign investment in the total equity of an existing company or a company to be formed, must comprise more than 10 percent of total equity as a rule. 

   However, when it is clearly indicated in the joint venture contract that the foreign investor exercises substantial influence over the company management, a foreign owned equity stake of less than 10 percent can be constituted as FDI.

   In cases where foreign investors increase the amount of their investment or reinvest dividends in a company, such amounts shall be considered FDI without any requirement for a specified minimum.

2. Appropriate procedures of FDI

   When FDI is undertaken by the acquisition of newly issued stock, a foreign investor must submit, either personally or through an agent, a 'Notification of Foreign Investment' either to the head office of a local bank or any of its domestic branches, or to the head or domestic offices of the Korea Trade-Investment Promotion Agency (KOTRA) or any of its overseas branches.

   Based on the notification document investors should receive without delay, such investors may then proceed to bring capital into Korea either by transferring it through a bank or bringing it into the country in person.

   After the introduction of the foreign capital, a Certificate of Foreign Currency Purchase will be issued by the foreign exchange banks handling the conversion of funds. (When introducing capital goods, a Completed Spot Contribution Confirmation is issued).

3. Protection for FDI

- Guaranty of overseas remittance

   The overseas remittance of stock dividends and equity owned by foreign investors, of proceeds from sales therein, of principal and interest paid on long-term loan contracts, and of commissions and royalties paid pursuant to technology licensing contracts shall be guaranteed.

   Suspension of foreign exchange transactions or other restrictive measures taken under situations of critical and rapid changes in the domestic economic situation, war, or acts of God, stipulated by the FETA(Foreign Exchage Transaction Act) shall not apply to FDI made pursuant to the FIPA(Foreign Investment Promotion Act). 

- Equal treatment as Korean nationals

   Foreign investors and their companies investing in Korea shall be treated on equal terms as domestic investors and companies, except as otherwise provided in other laws

   Foreign investors enjoy more favorable treatment than Koreans do in tax reductions and in the site selection for their company of factory

4. FDI-allowed Business

   Out of a total of 1,121 sectors of activity under the Korea Standard Industry Classification, 63 including public administration, diplomatic affairs and national defense are closed to foreign investment.

   Out of the 1,058 business areas that are subject to foreign investment, two remain prohibited and 27 are partially open to foreign investment. 

   Radio, television and satellite broadcasting are still closed to foreign investment. 

   Partially restricted sectors include the growing of cereal grains, farming of cattle, publishing of newspapers and periodicals, power generation, wholesaling of meat, coastal water passenger and freight transportation, scheduled or non-scheduled air transportation, wire or wireless telegraph and telephone service, domestic banking, cable broadcasting and news agency activities.

   Different degrees of limitation on foreign equity participation or the exclusion of some business lines to foreign investment are the most common types of restriction found in these partially opened business sectors. 

5. Advanced technology

   The government designates business sectors eligible for such tax incentives in consideration of whether they are likely to bring substantial economic and technological benefits to the national economy and are deemed critical to the advancement of the industrial structures and national competitiveness.

   Currently 467 business sectors based on specific advanced technologies are designated by the government as eligible for these tax incentives. 

   They include electronic, information and electrical technologies related to computer manufacturing and design, semiconductors and communication equipment.

6. Service industries supporting manufacturing

   There are 111 service industries deemed to provide support to the manufacturing sector that are currently acknowledged by the government as eligible for these tax incentives.

Major types of service industries eligible for tax incentives are those based on the technologies, systems or specific activities used.
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