The Impact of China's Exports on Korea's Exports
China's share of the global market, including the US and Japan
markets, has skyrocketed as its exports have surged since the early
1990s
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Meanwhile, Korea's share of both the US and Japan markets has fallen
and that of the global market has risen only slightly.
Such a widening gap between China and Korea in terms of export
performance causes some to worry that the expansion of China's
exports may have a negative impact on Korea's exports. However,
considering the fact that China in many cases imports materials and
parts from other countries, such as Korea, and then assembles,
processes and re-exports them, China's exports seem to have had some
positive effects on Korea's exports.
Taking this view as its basis, this paper examines the impact of
China's exports on Korea's exports to both China and advanced
countries, and carries out an empirical analysis based on an estimated
export volume function. The analysis shows that China's exports had a
distinct positive effect on Korea's exports to China, but an insignificant
negative effect on those to advanced countries. Consequently, the
analysis reveals that China's strong exports have been having a positive
impact on Korea's overall exports.
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implemented vertical division of labor between Korea and China in
terms of production, by carrying out robust direct investment in China
in response to an increase in processing trade in China. Another
contributory factor seems to be that Korea has been able to position
itself clearly as distinct from China in advanced countries in terms of
both composition and quality of major export items, thus, successfully
cushioning itself against the negative effects of China's exports on
Korea.

However, the recent Chinese environment of the processing trade
has been deteriorating owing to increasing labor costs, the appreciation
of the yuan, and a reduction in the export incentives offered by the
Chinese government. The Chinese government is also proactively
pressing to carry out industrial restructuring, offer incentives for
investment in materials and parts, and high-tech IT sectors, and foster
large companies with brand power and technical expertise. If such
efforts of the Chinese government turn out to be successful, the
positive impact of China's exports on Korea's exports to China is
likely to be reduced, and competition between Korea and China is
likely to intensify in advanced countries.
In preparation for such a possible change in the trade-related
situation, Korea needs to further reinforce the vertical division of labor
by strengthening its technological competitiveness as well as easing
trade and investment barriers between Korea and China to ensure that
China's exports have a positive influence on Korea's exports. In
addition, Korea needs to maintain its edge over China in terms of
export goods on the global stage, by constantly developing its export
structure to focus on high value added goods exports. Furthermore,
Korea needs to expand its export market by building up its presence in
the domestic consumption market in China, which is forecast to see
rapid growth.

