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The Role of Foreign Affiliates in Explaining
Transmission of Shocks*

Mihye Lee!

Abstract This paper investigates whether the linkages between foreign affil-
iates in Korea and their parent companies is a key factor in explaining trans-
mission of foreign shocks from 2006 to 2015 using firm-level data. We try to
answer this question by empirically examining the relationship between the per-
formance of foreign affiliates located in Korean and their parent companies. The
empirical results show that growth in parent country (the location of parent com-
pany) has negative impact on the growth in foreign affiliates in Korea rather than
contribute to increase in foreign affiliates performance. This result means that
negative foreign shocks may not contribute to decrease in GDP growth rate or
does not have negative impact on domestic business cycle. We interpret this re-
sult as an evidence that the linkages between foreign affiliates in Korea and their
parent companies may not be a key factor in explaining transmission of foreign
(oriented) shocks in case of Korea.
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1. A2
2 =2 o9 A7 s B o2 g 2ol el et
TAH o7 Fe]FHo @511 Ul 2 A7 & Fl oI BA whaE =2
o 7lQata e Bo) Awuct |20 Bhe ATES 27k 7k A7 HE
Z/d(comovement)o] ZH-& Frao] =7F 1t AW 5o T2 Hr ot
olof H|X|= Pkl ol =& HFAUeh o5 = It W = (bilateral
trade)®t 7 7|H-5 9] X4 1rell= A#)Q] TAZE flow ol= EX FZ 0]
ol 2]t F- A7t AA|(trade linkage)E &l Thgd 4= Qlof =7} 2+ F o] %7}
¢ R71WES) B2¢ AYSHE SAU RLolkL w3k 297 A%
SASHA FgA1A e B¢ AA] F-8AAS B9t 9]7] A o](crisis contagion)
=1 EOH N =719 ;‘7501 oef =7t= mgEo] F8AEY s A=Y
27} 271 7 A7) HEL) EXAS A1 7 29102 1T o] o]
?:]——,Lﬁ}c,’iﬂr.(Mendoza and Quadrini, 2010).
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(Burstein et al., 2008; Kleinert et al., 2015; di Giovanni et al., 2016, 2017).
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2 1: eZA 74 9 Bl F

(&<1: %)
KIS-Value 71 42=Z At

Rk vlE 18 HE | FUPEA HlE A8 HF
2007 20.17 1491 9.62 9.31
2008 21.30 14.98 9.51 9.27
2009 19.06 15.00 9.02 8.53
2010 19.15 14.71 7.69 8.66
2011 20.04 14.96 8.36 8.29
2012 17.42 14.86 7.69 7.63
2013 16.94 14.61 7.87 7.49
2014 1591 14.33 7.44 7.61
2015 17.30 14.07 7.97 7.66

A& : KIS Value, SAA 7|95 FAF

<H-1>2 LAAZI 4 o] A Hlol| A AFA] sk H|Foll thet 7heket SA
S AASHL it AHA 71 h 9] vl F-e 18-S 7|F o2 KIS-Value A= S
RHESHE 9 15%, /I ABEZAE ALETHE S 8% ~ 0% FEE A
L7102 Uehie] 217H S 7|20 2 8 39 KIS-Value S AF5Hs 79
AA| 71712 2] 20% W<, 7] 45 ZALE AHESh= 9 10% WLl & 217
S} 2.0 2 vehdt. ol e24A 7| lo] A el A AAshs v Fo] 2]
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BIE J)Ee] W7} 2 AIEE 5 3
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and Rose, 1998; Baxter and Kouparitsas, 2005). 413+
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50012), AAF WD
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sA°] =l A7 HE] AW = A A olsisten E=ol
2 Ao B2 o5 7| o] =7t A G0y S Aol of B A - sh=A] ol
et 24 8o 245 BFo] A48 Aystara ottt
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Attt MM 2524 B9ds 245kl 24 23 Al U}X]
Bro= VA E 28 B A S =&ttt
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7Fssttth 71485 xAs SACl mid = 2419 719 § A-8L=AT
5091 o] 3ol o] AH2Fo] 3190¢] 7| AAE PO = B, 7| AT AL
AT 8 B3k oo} 7190 A3, Ba 45520 DA
O] 2712 T3 PR B H 52 TAFSEe] Alg-skal lek. FAI ol Al A5t
= 719 E A ol 9ol e 7] AR mAE <E-1>0) A A vl o] KIS-
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E2:7125A1
& 7194

AAZIHA)  FHIIUB)  A/A+B) | AAAZ|A(C) =U7I](D) CHC+D)
2007 | 213,000,000 1,430,000,000  12.96 754 9,397 743
2008 | 538,000,000  1,860,000,000  22.44 702 8,810 7.38
2009 | 395,000,000  1,830,000,000  17.75 768 9,460 751
2010 | 288,000,000  2,080,000,000  12.16 740 9,344 7.34
2011 | 302,000,000  2,220,000,000  11.97 747 9,273 7.46
2012 | 282,000,000  2,370,000,000  10.63 805 10,139 7.36
2013 | 273,000,000  2.420,000,000  10.14 852 10,565 7.46
2014 | 158,000,000  2,030,000,000  7.22 855 10,499 7.53
2015 | 177,000,000  1,940,000,000  8.36 914 10,648 7.91

PAE ol 71 gd g 2] B 27] ) 2=, EAEE AL
7] el vt E} T A EE A5k WrHol KS-ValueS ARE-5h= ¢
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=B AN AA B HIFE WE, 7194 4, F7P7HA], A8 5o RS
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A A HIE gt 2o 910 A7 Y2 BEARTE gk o] ] 9] o
=7tell Sl ¢ elAA7 Foleta FRa.

<HE2>0F <HE-3>2 7| 9] BEALRE F2eh =), AHA7 Y EEel
et 712 5AR R oI Wi, 1A 5, F717HA], 28 52 =, 1 AHA 7]
Hel WAS Bt A WA <#-2>2 B 94#741 714 e] M= 7] g% l
b AR AAehe HleS At S B A9 s
AR wiZ YAl 8% ~ 23%2] H|F-= AAISEIL glow el2HA 7] o] A
Zo A AR Bk HlE-2 1182 Bl -0l 7%l A et thef Khal ¥5-Zo]
Adidor 270z welth

<E-3>2 FIPHA| 9L Ao gt BAE HolErt <3;-2>94 2%}

A7 2] HiE Bl o] AA HE oA AA]5k= Bl Zol ]71—1:1]-1:]— o=

=751 AA 7 o] A BARZFA A A A2 Sh= BTS2 T% ~ 10%2 1
Ephey. mhA]ste 2 9)A] Rlo] 1A L&A A HF €A 27}
A1k A 7% ~ 10% 4 & 2 e T
) AEE AR B R ol teh A4S AT oA ot B e 24§
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23712541

F7P7HA] g
AAZIAA)  =FHZIAB)  A/(A+B) | AAZIJC) =W A(D) CAC+D)
2007 | 35,000,000 329,000,000  9.62 273202 2660118 9.31
2008 | 31,000,000 295,000,000  9.51 269575 2638115 9.27
2009 | 34,000,000 343,000,000  9.02 263113 2820278 8.53
2010 | 33,900,000 407,000,000  7.69 273062 2880971 8.66
2011 | 36,400,000 399,000,000  8.36 269322 2980683 8.29
2012 | 34,300,000 412,000,000  7.69 265943 3220056 7.63
2013 | 35,600,000 417,000,000  7.87 272759 3367921 7.49
2014 | 31,900,000 397,000,000 7.4 264226 3206893 7.61
2015 | 35,400,000 409,000,000  7.97 268511 3236540 7.66
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RofS Hof A7 J W AAGHE 7ol (el AHAAE S

A g U oot E2 TA = AXAZI DY BIHA] T £ A4 o] ¥g)
2 4ol 7Y A= A7V E A= Sl (@)et E H x40
2 7HsA& AT & 4 Qlom AFSEAE Soff o] tisf A=
—E*ﬂ St7] &2 qtr

AZEA o A o] 7 ofgf =7teke] A 7| 5-& A sh=d o
7| &2 7125t T 9] dTo] duht Fa7tA] AW E 1%} gt o] &
2135l World Bank 2] Development Indicator A} =5 AF-&5}o] 1987d K€ 2016

<]

o 2 joi

O
oll

>~1



142 PREDICTING CONDITIONAL VOLATILITY

T
-1 -.5 0 .5 1
X

Correlation w/ Korea ~ ----------- Correlation w/ Korea Parent Company ‘

17| 9e] #7p7hA) Zohe Tt 4 E ke AR

off
o

ot S} o6 27} 7 AR ATHAS AL S A
G} AL 2] o B (trade intensity) 2H2E o] 45

At R 7 AAREE) AT o 7h0] TAE A
Y251 o ol §ate] HRZo RARFEE AR ZolE R
}E0) 4BASE BASHAT <I1P-2>2 HHRY FAYFE
AR R ATAS 2HlE SolmlgE H(+)0] A7} UehtA)

(o]
0,
>~ 2

§9 10 N i NN,
M o0 oy 4 ot ™ N
L HL 2L A L oft i
o oX | o .
o,
I o ot
e =
ol {NI L
N ox
o2l
b L2
fo, off
ol > N

= 29gst=t A
1719< &

o]

H

= 714
LIAA7]

i)
b
>
re
Kl
rlr
Al
N

I Y
N,
! &

>,

2
oft
i
= o
PN

rE
o
o,
i
ol of

A
of w5t

Ao

2, oo
L2 o
4

i

R
ol
e
I

o2 F
odl
filo
=)
B
rr
)
=
P
o
tlo
pi= )

w
nx
oN
Bl
ax

o] ol A= 2007d~20153 Q= Wf XA 7| A A =E 085t 32| <]
371 A0l =il oA R E A At B S2 BUd 24 =
7He] B2 8oz Qs =l 24 AAA7I A 9l gl 716k B¢ 4
)l &Jst ol WA EEANE Y= 5ol &=2] GDP F7ha A
F S Het oAl el s el o] 3] B A0l =l aA LAAZ
o] LR oloj e & & ot W 2 E=71e] 7| H-go] 2AHA 7| e



ojm|g] 143

[ ]
[ ]
[ ] ® °
I
‘.o. °
[ ]
" R .
[ ]
oa¢¥ﬂ7*——’”"———~“_——
(B
v o
| [ ]
E) 560 1dOO 1500

Trade intensity

’ ® Correlation of GDP growth rates

Fitted values ‘

2 27} 3 AR E 7S] JTTASE R

lo
o,
o
ol
lo

ofp
N

Aol e A eFeth 71E0] Aok ge
ot 15| GDP 48] Wak ¢l Aolch
71 BEL sj9l9] B715 0] Ff 24 AR
o AR 918 27k 2 AW
o] S0 7] Z5}0] o]& AsH
S BaE 1ES S et

SR e ERE e

) kel A7l ol G

()N A = 3 Hr=o) 9l2A7] 9]
%1 olek. whebAl 912A)7] 0] B
Aot ofet 57]90] AT 52 AR
20 vehdthd ol a9l 52 o] Ff oIz
Qo] Aoz G 04 FFHORL FYNFEOIE 9FS Frhu 2
240 AEE FENSE Aot Bk 22
FHWSE Aol o5 7|4 o] HHES Ak

1] o] ST A oA £ A8 B
b AFEAL FAROR AANY FH B2 4ES A

=2

H" A/

ftlo

off

ol
1o ¢ o
sy ol

ro kN
oL

b
offf >
W
WW

i ojt il o

o, o

2
oo
> ok ol A Ob X 5Q |

B2

-

ﬂﬂmﬂﬁ¥4

l"

ﬂ

é
rl
_\I1_4
ol
_&
:qx:x

> 1o
2, ol
n
1o
_E“_l‘
oN il
oﬁ

o 4%

F

- ox,

]
|
f

>,
I
>i
2,
Zi
O
>
o J
r
L
oZi Mo rr & 4> ro mn 4

g9 AYaelor Rl



144 PREDICTING CONDITIONAL VOLATILITY

sh= f910] £0101x] A T o & Fo) Br] o] &3 F7ke] FHo] I
of ol@A s 4 GAe] 2PL nEck oS Sof BrYo] 24T F
ﬂﬂ7ﬁﬁm%§%%%%ﬂ%%%%%Jﬁ A% ) 2217192
o]

S o17h ) 5 lolop) eber e 1o 54555, Casine and Levhenko
Q016)°] Sf5tA 5714} 2AFo] & AN A EE ARSAL %714l
F2 749 ok 79 iz F7het 2 A2 AN olo]A| 1L o]t
2799 ARAHS el 245 ARA7I Gl wE FUh ololkn
soict.

AFRAL % A HpE 02 Atk 94 BRvke] AAEEE Rob)
A2 garste] o5 FAHA7E mate] A7) Akte] ofwd G WA
At B27ke] 77145 ol dolE B} AAREE GG 912
glo] 7o) A agl o2 BRTbe §HE 2he] WY HF 4] AP HAE
A% B ZPAA BAS AP o2t BRI} AAFEZ A
= 7]l AZo] oy | AAL AAsH= @olog »mAyfo] A
spago) ofujet Jope uA ] AT L A ASEel AR A AP
BR7LY] 714 W ok et 7]t 2AA 1G] AR 52 BA
BT % 9lof F7HH. 0. o] F Bajo] LA AFEAS St

=

9 mr1o] 4z 7] 910] A7 & sl o] 5 Arjo] R 3
AAFEo] A Wez|o] dis] AW Ec} FHHHE w7]Jo] 27} Pol 4

A 71 E0] 2R o] 27 golol, mo|glo] g Fotel 4AE
9§ SRAZI A5 0] BAFA 7} mo) Qo] 27k Fke] A7)k, St

2o Sof oo 4y 4 QA Aw Lt

Aln(VA,ep,) == OCAIH(GDPR,) +ﬁ ln(GDPPJ) X EMP ShareiGPJ
+yIn(GDPp;) x Tradec p+€ (4)

9] A4 In(VAiep,) = 27]190] PR7ER] 7|95 2] 271744 o] Aol w u}
ﬂNAmWA@W—ﬂﬂ%%ATﬂﬂﬂ%%E§%Hﬂquwmhﬁ%

27)¢] 4420 AAHE, EMP Share= o5 7|5 0] R4 L&A 7
AR MR, Tradec e 31 71 P1E0] ) TS 9 GDPZ e

g ek

AZENE S5 BARO AT N YBERANEE Agste] B
W eAAZS B, 1801 DT BAF S AT 2o
A% QAN o, AT B3, M DT ol gl Foz

0|



ojm|g] 145

T 485 A
A e HE
VAiep; Yicp VA BTt 71 B2 A
EMP Shareicp; Zf’,}%f AA| a1-gof| A LQAA 7] o] AR 5hH= Bl
Tradec_,p Yicpexporti+Y cp import; E7] (]).]ﬂ _/;\_ZH%-T’/]'P/] _EI_O_:!OO]:

GDPxor+GDPp

Q012 Atel] S Aol ol At
28 s a1 o) o] v ol 4 W Aol oS Al
of 717t 2E Al4tett 7| dE R AR oA = ASEAE o 2=
AL O RIS STE AL Ol RAALLEE
ARt ﬂx}ﬁ]ﬂ%ﬂ«] AA| 2-gof| A 2R 5h= HF2] 7 1jd 7]
2] WA TEASE AN T BoAe] 2ATL S F 0 o
7199 222445 & OPF—, QI2HA :L_EJPTJ o] A 11804 A 5=
W3S g FRT FAZ] 49 AAAID) $EYARE olgs
o] 27k AR GAE P} o] S T Bkl GDPE Aol
HTFohe 2 ALETTE. <E-4>L RHO| A8 E WsEo] oA |z g
A& HoEot
Al (4)2 BIAE 2= Sl A7 A E 9 B HA] Ae] A 84l
o BEAGe| AT B, AAAY ) A 8 T G
e 52 efgith. 91 Aol A ozt OFHe] FOIT e 2Tk o]
=0 AAGG T = Wi A7 G A el Q] BATE =
Aoz 2 5 ok Wz o} felgh 209 G 2 AL Bl
A IS e Ul IAAIZ o] e o]ofx %] gkt & 4 Sl
FHAZ BO] 7 B=7te] BASFEL A7 Y] AR vl Fo] w
Aapol the Ao 7t 018 F)°] G ehils A9 Bt
AT ES Bx7tet o= 1] R o] & B¢ o|F ol E=7te] A
AT B 271950 Sl S a7} 2 ofeel 31 2
o= s Yrstal, fit = ()1 B¢ =71 S40] =i 2AHA71 4 9]

A AF H;G;Go]Oﬂokgﬂ-L 78 onjsitiy B 4 Q)
01 = AL

A AT <E-5>9} 2ot BA AT BEIL0 GDP YA BS H()e] 5
o129 gLo 2 e Th< E-5>9] (NA~(3)D). 0|23t Ak 2| 9177
19081 A9 271909] sl $AH B715A0] Sl #HA9 9
o mA )R 088 A L 1A= AL o]n]g. Cravino and
Levchenko (2016)0]] o]} w7]¢le] A4 Z7h o3 Adle] o)4A7] 90



146 PREDICTING CONDITIONAL VOLATILITY

3 5: Empirical Results I

(1) 2) 3)

GDP growthp; -0.1037**  -0.1764%**  -0.1260**
(0.0476) (0.0584) (0.0492)
GDP growthp; x EMPp, 16.0394 6.9217
(14.0310)  (14.5960)
GDP growthp, x Tradep, 7.0713
(6.6816)
Tradep; x EMPp; 89.5747%%*
(38.5481)
Constant 0.2749 0.3341 0.1252
(0.5534) (0.5802) (0.5762)
N 283 265 265
R? 0.096 0.128 0.143

Standard errors in parentheses
+p<0.15,* p<0.1, # p <0.05, *** p < 0.01
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3 6: Empirical Results II

$)) 2 3)

GDP gapp; -0.1379% -0.0965 -0.0880
(0.0806)  (0.0849) (0.0839)
GDP gapp; x EMPp;, -16.8592%*  -14.4434
(8.3287)  (10.8183)
GDP gapp; x Tradep; 3.9237
(13.9777)
Tradep; x EMPp, 12.6531
(36.2230)
Constant 0.4836 0.4532 0.4020
(0.5633)  (0.5622) (0.5916)
N 154 154 154
R? 0.123 0.148 0.149

Standard errors in parentheses
+p<0.15,* p<0.1, # p <0.05, *** p < 0.01
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3 7: Empirical Results III

&) @) 3 “4)

GDP growthgoreas 0.0280  0.0446**  0.0446**  0.0477**
(0.0202)  (0.0214)  (0.0214)  (0.0229)
GDP growthp, x Sharep, -0.0004**  -0.0004*  -0.0006%***
(0.0002)  (0.0002)  (0.0002)
Horizontal Dummy; x GDP growthp, -0.0001
(0.0278)
Horizontal Dummy; x GDP gapp;, -0.0539**
(0.0243)
Constant -0.1336  -0.1796+ -0.1797+  -0.2429%
(0.1170)  (0.1186)  (0.1187)  (0.1327)
N 6,140 6,140 6,140 5412
R? 0.000 0.001 0.001 0.003

Standard errors in parentheses
+p<0.15,* p<0.1, ** p < 0.05, *** p < 0.01
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