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Abstract

This study is to identify the liability of foreignness(LOF), a
cost of doing business in foreign market, of Korean Small and
Medium Enterprises(SMEs) investing in China, and its impacts
on their investment performances.

This analysis is based on the survey and interview with 90
Chinese subsidiaries of Korean SMEs and 114 Korean
expatriates.

The findings are as follows; i) the majority of Korean SMEs
investing in China have experienced the substantial LOF, and
its negative impact on investment performances; ii) those
difficulties resulted from the differences in laws, regulations, and
institutions between Korea and China; iii) to mitigate LOF,
they have utilized the contract protection and formalization of
business process as defensive strategies, and local
networking(Guanxi), local legitimacy improvement, and input
localization as offensive strategies.

Finally, we suggest that Korean government and industrial
community have to cooperate to mitigate LOF of Korean
SMEs by promoting the strengthening of the local Korean
firm’s networking, the activation joint offensive strategy of
SMEs, the preparation of firm specific strategy portfolio, and
the utilization of gunaxi strategy, etc.
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