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(Abstract)

The Formation of Inter-Organizational Network Linkages and
their Effect on the Financial Performance of Foreign Firms
in Korea : A Case of Study of the Automobile Part and
Semiconductor-Electrontube Industries

Recently, Korea has embarked upon its quest for the twin
goals of reaching per capita income of $20,000 and entering
the ranks of the developed nations. In conjunction with this,
raising national competitiveness to adjust to environmental
changes brought about by globalization is an urgent task. One
of the proposed strategies for increasing competitiveness is to
attract foreign investment, and the government is currently
studying proposals to select the most effective ones. As a
result of these efforts, by the end of June 2003, foreign
mvestors have invested in over 13,000 companies for a
cumulative total of over US $53 billion.

However, despite this spectacular growth, there is a dearth
of research on the effects of foreign investment on national
competitiveness and the management activities of foreign
mvested corporations. This research identifies the variables
that influence successful foreign enterprises and analyzes these
characteristics by industry. In particular, the factors that aid in

the establishment of foreign enterprises in the Korean market
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are looked at from an Inter-organizational network linkages
viewpoint. The industries analyzed in this report are auto-
mobile parts, semiconductors, and electrotube, with a focus on
financial and organizational results.

First, looking at financial performance results, among the
Inter-organizational network linkage variables, companies that
enter the market through shareholder relationships with client
companies (final manufacturers), that develop many sales and
sourcing channels, and that enter the market through joint
ventures rather than independent investments achieved much
greater financial results. Chronologically speaking, 1) entering
the market through shareholder relationships with client
companies showed positive effects in all periods as of the end
of 2002, at market entrance, 5 years later, and 10 years later,
indicating that linkage with client companies is an extremely
important factor for financial success for foreign companies. 2)
trade with prior invested companies set up by same MNC in
Korea showed no effect. Although there is an initial positive
influence on global trading firms when entering the Korean
market, there are no lasting effects. On the other hand, entering
the market through intra—firm trade has no initial effect, but
showed a growing positive influence as time passes.

Through these results it can be seen that, although a global
network and linkages are important for establishing a base for
growth when entering the market and subsequently, after a
given period of time, more than reliance on a holding company

or affiliated companies in other countries, the successful
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construction of intra-firm trading systems has a greater
influence on good financial results.

In examining industry characteristics, 1) in the automobile
parts industry, both when entering the market and currently,
shareholding linkages with client firms have a positive effect,
while these linkages have no effect in the semiconductor and
electrontube industries. These results can be interpreted as
being caused by the characteristics of the automobile parts
industry, in which the degree of exclusive ownership of assets
1s high, and traditionally the existence of cooperative
relationships with final manufacturers has a large effect on
industrial results. 2) Intra—firm trading shows positive effects
and is present in all industries. The motivations for building
related enterprises in Korea within each industry are different,
so that in the automobile parts industry, while skilled foreign
firms have expanded their market share through -equity
participation in Korean companies, in the electrontube and
semiconductor industries, equity investments in venture
companies and formation of purchasing networks have been
relatively more important.

Looking at the characteristics of firms of different sizes, 1)
while for SMEs the formation of intra—firm trading systems
and links with client firms improves results, for large
enterprises having many global trading partners is more
mmportant. This 1is because, although larger firms have
comparatively many more global networks for sourcing parts

and raw materials and selling finished products, SMEs are
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relatively less globalized, and thus have to rely on establishing
sourcing and sales networks in order to import materials from
external sources and through other domestic companies.

2) Regarding links with client firms, these are important for
SMEs, which corresponds to the basic literature on relationships
between large and SMEs, and between parts suppliers and
OEMs. However, these links are not important for larger
companies, because they possess the core technologies and
produce the core parts, and particularly in the case of foreign
companies, even if they do not form shareholder relationships
with final manufacturers, the final manufacturers cannot
purchase or import the necessary parts without them; and they
can thus avoid administrative and profit sharing problems, as
well as technology transfer or other demands, while maintaining
a superior bargaining position by purchasing parts from
numerous final manufacturers.

Looking at the results of analysis of sequential investments,
1) although shareholder relationships with client companies
have a positive effect on financial results, there is no effect on
sequential investments. Positive effects were found only for
the automobile parts industry. 2) In the initial stages of
entering the market, companies that secured many internal
trading relationships, whose holding companies had active
experience in other industries, and that invested heavily in
R&D, tended to make more sequential investments. 3) Also in
the analysis of transport logistics, companies that had trading

relationships with firms previously part of the investments of
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the holding company, that had secured many internal trading
relationships, and whose holding companies had active experi-
ence in other industries, invested in sequential investments. In
general, in the case of sequential investments, factors associated
with the holding company had more important effects than
factors associated with the subsidiary itself.

In the automobile industry, companies with many client firm
linkages, major intra—firm trading relationships, and high R&D
expenditures made more sequential investments. On the other
hand, in the semiconductor and electrontube industries,
linkages with client firms or former holding company invested
companies were less a predictor of sequential investments than
establishment of intra—firm trading relationships when initially
entering the market and the active experience of the
holdingcompany in other industries.

When examining the overall results of the current research
report, 1) shareholder relationships with client companies are
stable and have a positive effect on financial results, but do
not affect decisions for sequential investments. 2) As the role
of trading partners changes, the level of dependence on global
trading when entering the market is high, but as time passes
intra—firm trading relationships have a positive effect on
financial results, and also affect decisions for sequential
investments. Although the role of the holding company is
immportant in building a market base, as a fixed period of time
passes, it i1s important for the company itself to fuel its own
growth.
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3) It was found that the experience of the subsidiary itself
or the holding company in other industries has no effect on
financial results. This result conflicts with other research.
However, with regard to sequential investments, the experience
of the holding company in other industries has a positive
effect, in that this experience serves as an important base for
future investments.

The main points of the current research are as follows.

First, the results of the enterprise are already decided by the
types of linkages established at the time of entering the
market. Of course, the later activities of the company also
influence results, but it has been shown that results differ
based on the quality of initial linkages. Especially from the
point of view of the new investment industries, companies that
thoroughly analyze entrance strategies that can aid in building
an early secure base for growth have much better financial
results. Through these strategies, they establish direct links
with companies already successful in the market and the
industrial networks of their parent companies.

Second, the country that is slated to receive investment can
provide its expertise and experience of its market during the
process of building trading links. The success of management
activities in the market depends on how much specialized
information is effectively provided.

Third, building cooperative relationships with leading firms in
the market is necessary for successful operations. The current

research is aimed at foreign investors, but its commercial logic
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can equally be applied to Korean firms looking to invest
overseas. For example, when entering a market where political
risk is high, a company can establish a base for growth
through developing cooperative relationships with other

companies that are already successful in that market.
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o 941‘/?'3}‘:’5 A3 AE 5] AstE HEAe] dAAE
A7) wizolth wEbd t=A719e] 747 v SAL ¢
A HESA 540 s Awd 5 gtk 1y A3AF U E
dae= A HEHLERE ope} AL B o8} 23]}
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WAL ¥3ksta Ut} ol9t e A= Bk 7193 &
(contact) €& zta Qi

E3] o]t A52e VA7t &5 2 Ade A FAE
FHkshA "t oleldk AFY A dAlE o# 7IZF Fore] Aw

42) Yetdoz HELT FMIoM 7| UWEYHIE Hasts 27| tf2 REol 248 Sl M=
AAE|OjZICt E35| HIEYIE Safl 7P Mit, =2, opAg, AL ST} 2HEstol 71 A
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Al Zlct(Johanson and Mattsson, 1988). 2% I(posmon)a.i 5t 719 HEHT KofAo]
A M <ojsict ol2{st BAIE Ef0|ESHA| e =&t AdAHI=lof A Ect Eto|Est THA|
= HES J|YEX|MIL B0 22 M EMS WMAF|s gH, =& e 2 HEstA A
O|El EX|ME A kst Z&S ofo|§totn & 4= QUoh

IEN °1-_r‘(Ghaur| 1990)0l| 2w O 7|e H7|IA AMMATFE2AM 0[2E HEYIE

= Ste Zgo| Jlon, @ 22| UERIEs SFA-MMTIY BAIE oM, 24,

EO*KM 17, ZMX} Snte| AAE ZFets Wz Melst ot Z= (g7t l—ﬂE%ﬁEF
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Al 7EX] 50 & O cf52f ofsHEAIRH(FS LA,
@ 718 Y=t
Ef O[LME[ET} &

X}, ZMA 5)& ZEsts &7|H TA,
| ZF2AM AESH(deliberate) 242 20|, ® WEHIWH MTI|go=s
ystctn st 4= Qlck(Prasad and Ghauri, 1993).
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Cyert and March(1963)= ZAstEE S4AS MMM o= =3 8, Fo| 73

(attention rules), J12|11 EHM 2| (sear ot

E02 sl x=Fo| HHMS Y=ol W
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o|2{3t x=Z|o| 2F = AlZtol| w2t 2|0 Mt 2ol w2t Mol HMEtMe of
siatA| ot & AftH=A el =22 cist MEiChe =
StStot,



HIIA QAET el MDk2M [HE 012X 28 49

o
jud)
ol
o,
%
S oy
oM
ot
tlo
f
:(I)L_tl
=
D)
o 1>
o
o
o
o
i
L
=
@
=
a
2

X]4 A 7“3"3—:‘. % tH(Prahalad and Hamel, 1990).

A2E Fske P A F oRE FEE &

(DiBella, Nevis, and Gould, 1996). A#l+= %3] IHXJOL
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2 Al P (Thompson, 1967).
S AbE]A =3 (social construction process)
o7 B Qe dE Yo 2Yde HdAeR 7| ol

g EAskE Aol ofum 79, sl &nRR}, FuAE Sike] |
A oA 2S4Sl Aotk wEhA 2L 730 o
&l 71¢do] sh5E 4 A= ArE ddr|do] A9 e %
of FoJel= F=2 471 HriLevinthal and March, 1931).
A7 o H|Fo] B XA Ao x4 - A 5
S 93 AT AR A G M 223 A FAPE F
dq O g&4o8 oF =

sl @A, 84719 2 AL A 5 5
8oz o)Fold + At

A ZuoAw wrhw Jlde w99 GEe vgow
sis1A1gel A Hm, A9 ol F, w1 2 ojek 43

50) ¢Algo| 2= ofn|E Ziets| MmEH ofFu 2ot J|Ye| K& 4% JtsdR EIIRteolLH
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M ESETE 7}"'*5 uen, ol AT QU= MBS AIE WIo2M BFo Bl
AAIZ 5= Qlct chA] Zhal| Al47|dof| Qlof Aot 2+ R&o| X2 MER xZ|o| MEA|
ZXo| HRE ZYstn 2R ol BAFYHRRE ASEUE HISHC



54 E=FIE 21=7|40| TAZE MM JF i THSAIDL 210] 20 245t 431

o W, BAAQ 2 Alwate] A4, A - AEA o
A 2A85e oA 1M, ol AAAFeIA ] A3
% ol QL wAd ek oleld AR T

ol

-

GG FEHo) HTHOR ool A, AP 714
T g 5

U

)

Al san, 28]

o
=
P ARG R Eh - A%

xs
=%
o

ofr

-

I &R > KtS|AF &1t

X0l ne
2



M QETIol Mut=Ml HEt 012X 28 55

AAA Addel g ATl g Al A
8 g e o] Tt Wigk EAE st =A%
Fiokel Fo Aol o shsith A 27)el opFd
A3l gl AAVIde 22 HEYAE T8 AV F
b AETVINEE 7S ¢ Aok 2Ry e A A wbe
Al - Ak ok ol dxAEel A a7]hel EAlskaL
AL, ol HiF vwiEs §F ool 7l AAH
FEFe vA= B, ol AHAAE 2= Aol FAut

g 548 T3] 9
S FRE BATANLE 81 YA A FE o

A% BRI BESE 7190 4FNE AERaR
B fAshee] g g SE B
VAR ol oW &A@ o]

of weh 2mA A FEt Bed 5 AR FHoR:
aulAsh ARA AANE el weh 719l ot @
B 5 STk AvA WAl Aol S wel Qukan A

e oor

i

51) 2 dAFolM= =EZE AAMe| ojn|E AE HaizHlof 7| g £ 2N wldez dolsta
UL TIE cATolAel 7|zt Rpfle| 5Fo l

ofst XolE 2™, Bartlette and Ghoshal
(1987:48)2 M 7tx| AHA=ES TpYstict. O FE2E, -_r“éia 2AMZ, @ XIF, 7I&, oiEt
s|AXt, ® otolC|of, X|4, intelligence % Ich ol & 71 5% 7|1Y Wl 582 et 7|
0|0, BF 7|=3 MZo xilsaPEloi W= P b= &S o1 Qo 2 dAFoMe Xjelel &

22 AT M5 E20tE SuoIM AFED Uc

— 54



A

]_

)

IZXIE Q=710 FARE MM = 2t THRA

17198 AFan4z

oS

56
3]

_cH

QA (LA G A ko] A

o o] Foll ehAlE

el

AY 271 A

XO

=i}
3 A

o

HA <}
9

o

=

3T
™

A A

>

F 7140l Al

o 5
bele A

nE zaS AP dAAA 222 UAste 5 gk

CERIER PR

O]

1

A

7kl

A Aol
ATERD) o2 EW 2%

A b A

s
™

s
™

Al

o LAY A (kA
o

1

23t

B

=l
2k

L=
A MZEAA A HEH2Y

#7
A HAHS 4

53) 32 I KNSAt

EEE

A 25

=
=]

25| dmEH, I &t

o
=]

I
=

2

st ls Aol BIF0l 60% of

2 5
=

q

s 20 17h9] &

B ECME



M QETIol Mut=MHl HEt 012X 28 57

AFATA 7190l FAFLAA G} ARBAZ B3
T e o]2d ZRdA B Ay

]

S0l Adnlgs 7= AES ARE ol
o AAl stell M mAEA] Xk Agte] A winirk thA|
ol &g AUAEe] EAWE =ML 7359
2 Eopy] mitolvh of7ldl =wedAdol A A9
o 718l ThsAdo] HE EobA|7] wiEe]

5 /Al "o ol A 2 A

|

=
b
)
Y
L

o

A1l

oft

ERANG] AgoR FEdE 7|99 A=

0z
o
rII
2
N
=2
o
0z
lo
e
0z
2
2
e
2
i
o
I
>
N
&
_O'L
rr
R
3|_v
To
o
of

rlo
~
o
X
2
H
o
ut
_O'L
Rl
30
o

foi
A
o >

HSAISEYSZE, 2001). ol FERHAAMST 2R MZLA Zhe| AHzH2ATL 5=
| 3 YA Mot #2H TAE RS AUZS

=

08!
2
o
W)
=

)

i

i=]

Hu

ki

)
P
fo

ob

=

2
-
n}
1
utl
>

o
o
]
Jim
ox
o
0z
>

et Y QRS HBEAT} 57| wh2ol 2R MRkl
2o} 2REe S0l o Z28 %¥e shm 9k

Ziesh HY e

54) Rt MEH2 M SZolM ARBED JUE RS T2 BLE HHO] AlZsts B0l &4
= 7HXIE ololstn, S3tald2 Ha DHYolM glsl= oEE & fls J'S 2lolsiod, HHzy
o "z = H2jel A+ 2folstct



58 E=2IE 2I=7|40| TAZE MM J1F I THSAIDL 210] 20 245t 431

@ A3t Aol ME Q] g @A/ W g
A 19lo) ol Hrk(Hymer, 1976). oleis o4 e 2

F g wHeE @YY ue duHeE $9 A
7 Ee AITHIRE 1% 4714 Chang, 1995), oh1W @
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A5 7MY & F d AEFE % (information spillover) =

(Shaver, Mitchell, and Yeung, 1997).55)

-

3

e X,
o
>
N
N
2
Mo
o
Ky

55) FLEA|UEE BT T7| FAP|ge 2S227E 52 & T Ut sty MYEXL 7|
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63) Reed and DeFillippi(1990)2} Porter(1985, 1990)& 7|2 2%t 7|HERF Aoz M
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(& V-13) ZXZE AR SHEXZE TA E4

(Poisson Regression Model)

e 2d] | 2l | =d2 =g 3
s CRA Q) | (HA) A9 | (ABARE) | (AR 1)
143 147 186% 025
A 9} A
WALAS A %) | 08 0% (1%)
; 019 -034 070 -.165
e w9 ol B A 30 (60 oy
_ APk 430 A6 313
5 = A 4
BRI A7 TS AR 2308 1280 | (1525 6349)
001 002 010 032
29 A9 5
=4 749 = W) | 100 (47 (810)
A 157+ 117 113 077
- (1.803) (1.3%) (1.304) (531)
) 0% -0%6 015 008
AAFARS - wHFA=D w2 1) (050)
(219 057 -041 009 -2
e (547) (-3%) (07 (-1420)
%}:—L,LLH 1:!7104 [ 088« K0S ESE -032 0
v IR me en (2.169) (2953) (-1345) (3874)
RETrS 0% 04 103 003
(1605) (920) (1584) (033)
R o 0009 075 002
emn (229) (1%5) (-1.684) -220)
001 Q0L 0L 0006
o }-2) ok
AL W) 19 | G (120)
ez -003 0005 02 04
e (~046) (010) (499) (276)
. 83 -082 048 004
i (-816) (-815) (-1.029) (075)
. 332
AAFEARE-) ( 402’;‘
Log likelihood function -231.15 22283 -1893 -115.77
o= 000 000 000 000
n 232 232 114 118

F 0 1) % sep<0] #p<0.05  #p<10
2) Coefficientgts VERIH, () eF -4k



At ZH0] M 25t 471

(E V-14)  ZHZH AAMDE FHEXZE A 2A0)9TR)
(Poisson Regression Model)
714 F4&7149
1‘*; <
T 5d] | md2 | R4 3 | md4
1P 313 069 084
2R
WAk A 59 0 1m 6 ()
-om -339 137 1%
5] h=l o o ﬁ E oylo] 7
T 2 BN ) | (12
51 = A %
B A 7S A @%) - GI9 (13018 ¢ (13113)
. - 074 -115 007 007
2= A 5
e 5 -%6) | 15D (I (354)
- 6875 678 -8 029
@20 | 230 @ (<35 | (3%
-1 ) -0% 070
]omqu ol - R EZ}=
AAFAQSF - FAFA=D (45D (1070 | (-AID) | (-7BD
i aTo] 17 274 -043 -080
EHEDZY =D 62 X A
iz Ve 012 19
1= Y 2% 5
& =l G G (D (&)
- - 216 - 535 054 54
((1240) | (2299) | (97) (933)
- 501 201 - 003 -003
(1573) (623) -476) (=37
E— 0004 0008 004 004
(39) (92) (1412) (149D
178 203+ 006 -012
LR
(1404 | (169 (086) (-192)
I 140 -131 020 020
(139 | 132 (4 (461)
- T 161
AR
joreREy (2510 (1907
Log likelihood function 632 929 -IR12 -1%H17
o= 000 000 000 00
n 46 % 120 120
F 1D % wepl0l =p<006 #p<l0
2) Coefficientgts YERIH, () eF t-3k
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118 SI=EIE Q=710 FRIZH A 1= '2iit AN} 210] ZEH(H 2tst ¢
(E V-15)  ZZ+ 74Dt $HSX17H 2| SA-FRIMY Cfa
(Binary Logistic Model)

B SE Wald Sig. Exp(B)
aAFA e} A FA -.640 444 2.078 149 527
52719) o|AFA7Id# A 1.187 A18 8.072 004 3.279
AAL 5 AL 191 107 3.186 074 1.210
=23 AYY F -.071 083 650 420 931
A A 3 132 426 2.960 085 2.080
22 218 457 227 634 1.243
xF 543 430 1.594 207 1.721
2719 A3 .346 104 11.037 001 1.413
A& -.267 .280 910 .340 766
Fagore -.093 212 193 661 911
ATy e .001 071 .000 990 1.001
AR o 257 326 623 430 1.293
T 548 311 3.109 078 1.730
Constant -5.215 1.862 7.847 005 005
1 -2 Log likelihood function 171.869, Chi-squared 80.03,

Cox & Snell R* 341, 2= 000, 91Z§ 79.7%, n = 192

B SE Wald Sig. Exp(B)
A} A FA -.364 465 3.443 064 422
2714 o] AFA19H A 1.350 414 10.616 .001 3.859
AAE F5 AEF .000 001 024 877 1.000
229 AYnHF -.002 002 1.236 .266 998
A A &) 567 All 1.905 .168 1.764
21942 276 463 .356 551 1.318
XE 652 438 2.223 136 1.920
2719 A9 344 101 11.569 .001 1411
A EH & -.119 279 181 670 388
FaF s -.139 210 436 509 870
ALt -.014 073 035 351 986
AR ke 247 331 557 455 1.281
F2= 9 565 314 3.228 072 1.759
Constant -5.052 1.902 7.053 008 006

1 -2 Log likelihood function 169.782, Chi-squared 81.21,
Cox & Snell R? 346, 9% 000, <]Z& 78%, n = 192



(E V-16) ASAtited CHat olgt ZX|AEA A
B SE Wald Sig.  Exp(B)
aMAA o} A E A4 -358 672 284 594 699
2719 ol dEATId 2 A 1.308 631 4301 033 3701
AAF 35 AL F 387 186 4314 03 1472
224 A F -160 125 1643 200 852
A A & el 1652 701 5555 018 5215
A4 385 832 214 643 1.470
x3 814 614 1.758 185 2.257
w719 A 317 111 8.201 004 1.373
2| 2H & -.363 437 691 406 6%
B E -098 244 161 688 907
AR s 021 110 038 845 1.022
AR -1.638 1.332 1513 219 194
Al 1.430 571 6.263 012 4178
Constant 910 6.420 020 887 2.485

-2 Log likelihood function 79.536, Chi-squared 45.48,
Cox & Snell R? 387, 9% 000, olZ& 758%, n = 93

(B2 V-17) SEER| - MARMY CHat ol ZX|AEA 24
B SE Wald Sig.  Exp(B)
aA}A e} AR FA -684 798 734 392 505
2714 oA g A 1.768 811 4751 029 5.861
AAF 35 AL 5 179 181 987 320 1.197
=22 A F 179 182 959 327 1.19
A A & el 556 687 656 418 1.744
4 365 766 227 634 1.440
B - 453 803 318 573 636
4 49 796 246 10459 001 2218
A 21 & -640 483 1.752 186 527
a7 ek -853 909 881 348 426
A o= -.098 110 801 371 906
AR FE 951 490 3.761 052 2583
Al -603 512 1.386 239 547
Constant -5.240 2534 4276 039 005

-2 Log likelihood function 72.043, Chi-squared 53.98,
Cox & Snell R 420, #-91% 000, s]=% 71.1%, n = 9
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= T H2Adn 210) U0 248 A2

(E V-18) CH7|gd chiak ot ZX|AEA 24

B SE Wald Sig.  Exp(B)
aAdA e} A2 FA -1538 2.076 548 459 215
2719 ol dEATId 2 A 2.953 1437 4220 040 19155
AAL 35 AU F 482 428 1.270 260 1.620
=2 A - 056 345 027 870 95
AA & el 1.147 1.678 468 494 3.150
4 2.648 2.135 1538 215 14129
B -918 1.383 441 507 399
w719) 2 652 345 3562 059 1.919
A 2H & - 468 1.100 181 671 627
FaF ek 4786 3182 2.262 133 11977
AL o 210 199 1112 202 1.233
AR FE -2.035 2.152 894 344 131
a7 1.644 1.008 2658 103 5.176
Constant -415 10124 002 967 660
-2 Log likelihood function 23.845, Chi-squared 32.85,

Cox & Snell R? 543, $r9% 000, d1Z% 70.0%, n = 42
(E V-19) 47| et ojed EX|AEA A

B SE Wald Sig.  Exp(B)
aMAA o} A2 P4 1.020 575 3.139 076 361
52719} ol EA7Id 2 A 754 522 2.081 149 2125
AAL 35 AL S 241 142 2.871 090 1.273
=29 AU & -.109 109 1.002 317 8%
A A 3 e 869 510 2.902 083 2.334
2] -010 512 000 934 990
xE 1.184 546 4701 030 3.269
719 A 413 153 7.287 007 1.512
A 21 & - 477 333 2.043 153 621
SR 3 -322 440 536 464 725
AL = -.068 0% 497 481 935
AR FE -081 635 016 899 922
Al 279 429 424 515 1.322
Constant -2.162 3321 424 515 115

-2 Log likelihood function 23.845, Chi-squared 56.51,
Cox & Snell R? 316, f9)% 000, o]=F 65.1%, n = 149
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