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* The factor proportion hypothesis in trade theory has been the subject of many
empirical tests, but few have analyzed the changes in a country’s factor content in
different export markets over time, This paper analyzes the change in factor intensity
of Korean exports towards its major trading partners, as well as the role of EC
integration in Korean exports from 1978-1991. Changes in the pattern of factor
intensity to variations in each of Korea’s trading partners and the EC market’s

positive effects on Korea are traced,
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I . Introduction

It is generally acknowledged that international trade flow is deter-
mined by the comparative advantage of relative factor endowments in
different countries. The purpose of this paper is to test the factor
proportion hypothesis in trade theory on Korea’s manufacturing exports
and to differentiate these export patterns towards Korea’s major trading
partners, i.e the U.S., EC, Japan, EFTA, and ASEAN. In addition, this
paper will also analyze the role of the EC market in Korea’s changing
comparative advantage during 1978-1991.

To analyze the structural changes in Korean exports, 81 manufactured
commodities classified by the 2-digit level of HS were employed, since
Korean exports consist mostly of manufactured goods. Comparative
advantage of a given country has been conventionally defined in terms of
relative export performance, while neglecting imports which are greatly
affected by protectionist policies.

The analysis is based on three testing procedures. First, section [I of
this paper discusses how to measure comparative advantage, and by using
the measurement method in this section, describes the changes in Korean
export patterns towards its major trading partners. The factor intensities
of each export industry are measured within the framework of the factor
proportion theory. The structural changes in each trading partner’s
comparative advantage are estimated in section [lI. Using the same

regression method, the role of the EC market in time-variation of Korea’s



comparative advantage is estimated in section [V.

II. Changes in Comparative Advantage Toward Coun-
tries

In identifying the differences in a country’s export patterns toward
each trading partner, comparative advantage, which reflects the differ-
ences in cost as well as non-price competitiveness in each export market,
must be measured. Many studies suggest various methodologies for
measuring comparative advantage, which is normally determined by the
actual export performance of individual countries.

However, almost all studies were designed to measure inter-country
differences in comparative advantage but did not focus much on measur-
ing a country’s differences in each export market. For instance, the RCA
index of Balassa (1965), which calculates the ratio of a country’s share in
world exports of a particular commodity to its share of world exports, has
been widely utilized to measure inter-country differences in comparative
advantage.”

With this in mind, this study devised the CAC (Comparative Advan-
tage by Country) index to measure the differences in Korean export

patterns with each trading partner as follows:

1) The Symbols of RCA = Ey; /| TEX | WEXi | TWEX, where EX stands for the export of commodity
i of a certain country ; TEX for total exports of this country ; WEXi for total world export of

commodity i ; and TWEX for total world export of all commaodities.



CACE; = EXi [ EX [ Ti [ Treveererrneernereenieriuieneinnnuiinennn (1)

where CACg; denotes Korea’s comparative advantage of commodity
i in a given country E (e. g. EC); EX; symbolizes Korea’s export of
commodity i to country E; EX is total Korean exports to country E; Ti is
total Korean exports of commodity i, and T represents Korea’s total
exports of commodities.

Namely, the CAC index is calculated as the ratio of a commodity’s
share of total Korean exports to a certain country (e. g. EC) to the
commodity share of total Korean exports of all commodities. Thus, a ratio
of 1.10 (0.90) suggests that a certain commodity’s share of total exports
to a particular country is 10% higher (lower) than its commodity share of
total Korean exports.

To identify the pattern of change in Korean exports by calculating
the CAC index, 81 manufacturing export commodities with an HS 2 digit
level during 1978-91?and their five main export regions, including the U.S.,
the EC 9, EFTA 6, Japan and ASEAN 6 countries were selected.® From
this calculation, Korea’s different export structures that are applied to its

various trading partners could be uncovered.

2) To calculate the CAC index, we used Monthly Foreign Trade Statistics of the Korean Customs
Administration. Due to the differences in numeration between the CCCN and the HS codes in

1987, we linked in detail these slight differences.

3) EC 9 suggests that Greece, Spain, and Portugal were excluded from the total 12 EC members, while
Reichitainchitain was also excluded from EFTA 7. The 6 ASEAN countries include Singapore,

Malaysia, Thailand, Indonesia, the Philippines and Brunei.



In the case of Korean exports to the EC and EFTA in 1981,
commodities ranking within the top ten of the CAC index consisted
mainly of labour-intensive goods, such as musical instruments, leather
goods & bags, clothing, etc. Yet, in 1991, commodities emerging in the
top ten list were a mixture of labour-intensive goods and capital- or
technology-intensive goods, such as medical instruments, office machin-
ery, home-electrical appliances and shipbuilding(especially in the case of
exports to the EFTA).

Compared with the EC and EFTA, Korean exports to the U.S. have
diversified since earlier years. Capital-intensive industries, such as office
machinery, machinery and mechanical appliances, and home-electrical
appliances ranked in the top ten list of the CAC index for Korean exports
to the U.S. in 1981. However, this export structure did not change
substantially until 1991, implying no significant structual changes in
Korean exports to the U.S.

It is also difficult to find any significant change in the pattern of
Korean exports to Japan and ASEAN in the sample. In the case of Korean
exports to Japan, pulp and paper, articles of stone or similar materials,
zinc and articles thereof, umbrellas, and musical instruments were always
included in the top ten list. In the case of Korean exports to ASEAN,
fertilizer, copper and articles thereof, inorganic chemicals, and industrial
machines were continuously in the top ten list during 1978-1991.

Table 1 reports the computed CAC index of 15 major export

commodities, which constituted about 80% of total Korean exports in
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1989-1991. It reveals that each commodity has a different comparative
advantage in different export markets. Namely, sound & telecommunica-
tion equipment, which is the most important export item with its share of
15.0% in total Korean exports during 1988-91, shows higher CAC index
figures in exports to the EC and EFTA. Clothing(12.9%) and iron & steel
(7.9%) show higher CAC index figures in exports to Japan. Textiles(7.6%)
and shipbuilding(3.5%) revealed an increasing CAC index in exports to
ASEAN, while CAC index figures for shipbuilding exports to EFTA have
gradually declined since 1979. CAC index figures for footwear(5.6%) and
vehicles(5.6%) have shown growth in exports to the U.S. Meanwhile,
travel goods & bags and office machines have recorded higher index
figures in exports to the EC and EFTA.

The changes in the export structure can be shown by the standard
deviation of CAC indexes, which has continuously declined since 1978.
This means that the comparative advantage of commodities produced in
Korea has diversified because of the country’s economic development.
In 1991, however, the standard deviation of CAC indexes of exports to
the U.S.was 0.68% in comparison to EFTA (0.78), the EC (0.86), ASEAN
(1.25) and Japan (1.26).

In order to compare the whole commodity structure of Korean
exports to each of its major trading partners, the Spearman rank correla-
tion coefficients have also been calculated between Korean exports to the
EC and to other countries. Table 2 presents the results.

The Spearman rank correlation coefficient of CAC indexes between



Korean exports to the EC and to the EFTA has been higher than that
between exports to the EC and to other countries with about a 0.6-0.7
difference since 1978. The estimated coefficients for the EC-U.S. has
declined in early years but has increased gradually since 1986. The
correlation coefficients estimated for EC-Japan and EC-ASEAN were
negative. In particular, the negative trend of the EC-Japan coefficient has
gradually increased since 1982. This means that the Korean export
structure toward Western countries, such as the EC and the U.S., has
continuously changed from labour-intensive industries to capital- and
technology-intensive industries, while to Japan and ASEAN, it has

remained constant.

(Table 2) Spearman Rank Correlation Coefficient Between the CAC index of Each Country

EC-EFTA EC-US EC-JAPAN EC-ASEAN
1978 0.686 0.507 -0.242 -0.354
1979 0.615 0.486 -0.269 -0.272
1980 0.648 0.368 -0.205 -0.303
1981 0.758 0.366 -0.126 -0.332
1982 0.771 0.502 0.005 -0.438
1983 0.749 0.475 0.015 -0.188
1984 0.610 0.319 -0.177 -0.206
1985 0.576 0.293 -0.129 0.019
1986 0.648 0.197 -0.145 -0.018
1987 0.728 : 0.387 -0.358 -0.123
1988 0.739 0.447 -0.469 -0.120
1989 0.745 0.438 -0.402 -0.176
1990 0.742 0.361 -0.427 -0.168
1991 0.664 0.416 -0.420 -0.246




. Factor Endowment and Korea’s Comparative Ad-

vantage

With the emergence and wide acceptance of the neo-technological
hypothesis, neo-factor proportionists have continued to emphasize the
significance of labour and capital over technological factors in explaining
trade flow. Capital is divided into physical and human capital, for which
the latter substitutes for those technological factors. The neo-technologi-
cal hypothesis emphasizes the role of technological changes, the product
cycle and economies of scale in determining the pattern of compara-
tive advantage. The neo-factor proportion hypothesis combines human
capital with physical capital and relates the sum of these two factors to
labour.”

Lary (1968, p.196) first divided capital intensity into physical and

human capital intensity in terms of flow measures as follows:

K = Vai = P{f + h = (Vai — Wi) + Wi = (Vai — Wi) + {(Wi -
W) 4 W cee e )

Kif and Vai refer to the flow measure of capital intensity and value

4) Hufbauer(1970) was the first to introduce the distinction between neo-factor proportions and the
neo-technological explanations of comparative advantage. The former was introduced in many
studies, e.g. Brecher & Choudhri(1984), Herman(1975), Heller(1976), Leamer(1992, pp.15-20). The
latter was emphasized by Gruber and Vernon(1970), Goodman & Ceyhun(1976), Soete(1981) and
Owen(1983).



added per man, respectively, and p;f and h;f refer to physical and human
capital intensity. Wy and W;" are average wages and unskilled wages,
respectively. Namely, the non-wage value added per man, Vai-Wi, is taken
to represent physical capital, while the skilled wage value-added per man
after discounting the portion of unskilled wages from total wages is
taken to represent human capital intensity.”

Following Lary’s introduction of physical and human capital, many
studies have tried to examine the explanatory power of the neo-factor
proportion hypothesis for international trade flow. While many studies
(e.g. Branson & Junz, 1971, Baruh, 1986) have attempted to investigate
the correlation between factor proportion and net-exports, Balassa (1977)
used the RCA index as a measure of comparative advantage. Many
authors(e.g. Kojima 1970, Lary 1968) have found that the factor propor-
tion hypothesis is valid, especially for trade between developed and
developing countries.

However, human capital intensity is normally measured by the wage
value-added per man under the assumption that wage rates for unskilled
labour are the same across all industries, due to the difficulty in calculating
them for individual industries. More seriously, because wages are deter-

mined by the quality of labour, as well as other factors including the power

5) Until now, no unique method to measure capital intensities has been determined. The flow measure
that is value-added per man, instead of capital stock, could be a powerful measure of capital
intensity. However, Balassa (1977, p.17) investigated that the flow and the flow measures of capital

intensity are highly correlated with a Spearman rank correlation coefficient of 0.956.



of labour unions, wage levels could be considered as production costs
rather than capital.®

To identify the differences between the neo-factor proportionist and
neo-technologist view point, this study estimated various factor intensities
in 81 Korean export industries in 1983 and 1988.” First, to be consistent
with Lary in his flow measurement of capital intensity, we measured wage
compensation in value-added per man as human capital intensity and kept
a portion of value-added per man (Va) as capital intensity.® Secondly, two
types of labour intensities were calculated in terms of Va and a portion of
wages in Va. Therefore, if an industry has a small amount of Va or its
share of wages in Va is large, this industry could be assumed to be a
labour-intensive industry. Finally, we also calculated technology intensity
in terms of R&D cost per man, which includes the cost of researchers,
equipment, and imported technologies.?

As shown in Table 3, Spearman rank correlation -coefficients

6) For instance, mainly due to a strengthening of labour unions, Korea’s nominal wages
have increased an average of 20.42% in comparison to a 13.54% increase in labour productivity

during 1988-91. Source, Korea Bank, 1992, ‘Monthly Statistics,” December.
7) The data for all factor intensities were obtained from the Industrial Census(Volume T & IT) of

the Economic Planning Board of Korea, which has been published every 5 years since 1985.

8) The Korean Industrial Census defines value-added as the value of production reduced by direct
production costs, such as material and energy costs. However, we calculated value-added using the
same method but added to it depreciation value, and advertisement and research expenses, which
are among the many indirect production costs.

9) There are also different suggestions for measuring technology intensity. For instance, R&D
expenditure performs best in the Branson and Junz (1971) study, whereas Baldwin (1971) finds the

number of engineers and scientists to be the most important explanatory factor.



{(Table 3) Spearman Rank Correlation Coefficients Between Factor Intensities.

L, L, Pc H T
L, 1 0.919 -0.965 -0.865 -0.606
L, * 1 -0.919 -0.631 -0.528
Pc * * 1 0.764 0.551
H * * o 1 0.539
T * * * * 1

Note: L,) labour intensity measured by reverse rank of value-added per man(l/vai).
L,) labour intensity measured by share of wages in value-added per man.

P.) physical capital intensity. H ) human capital intensity. T ) technology intensity.

between each factor intensity are different. First of all, the estimated
correlations of the two different labour intensities with physical capital
intensities are negatively high at -0.97 and -0.92, respectively. Thus, high
physical capital-intensive industries correspond to low labour-intensity
industries.

In particular, the correlation between physical and human capital
intensity is higher at 0.764 in comparison to those of technqlogy intensity
with physical and human capital intensity at 0.551 and 0.539, respectively.
From these results, it is uncertain whether or not human capital can
substitute for the technology factor in explaining international trade
flows, as neo-factor proportionists purport. Moreover, if human capital
is used together with physical capital intensity as an independent variable,
the problem of multicollinearity would be serious.

Based on the aforementioned correlations between factor intensities,

this study formulated the following equation (3) to analyze the sources of



Korea’s comparative advantage in its various export markets :

log CACg; = a + BPlogPi + BUogTi + BIDic s rrveveeeceenncnns (3)

where CACyg; refers to the CAC index of commodity i exported from
Korea to country E (e.g. the EC), and P and T are physical capital and
technology intensity, respectively. D is a dummy variable, which assigns
1 for 14 natural resource-intensive industries (e. g. fishery products and
cement) and 0 for other industries. Because of the importance of natural
resources as a production factor, they are included in our analysis.

AP or B* can be interpreted as CAC index elasticity with respect
to physical capital and technology intensity. A positive(negative) value of
S or B* means that the higher(lower) the physical or capital intensity of
the industries is the higher(lower) the CAC index of the industry. The
positive(negative) value of 39 implies that the resource-intensive industry
has a higher(lower) CAC index than other industries, given the same

physical capital and technology intensity.

As an example, the regression results for Korean exports to the EC
in 1988 are:
log CACg88 = 3.847 — 0.676 logP + 0.291 logT — 1.430D------ 4

(1.870) (2.484) (1.901) (3.239)
R? = 0.242
F =17.879

—12—



In the equation, the t-values in parentheses are significant at the 5%
level. The coefficient of the multiple correlation is not lower as we can
generally see from the cross-section study. F-statistics are high enough to
reject the hypothesis that all the coefficients are zero. More importantly,
the coefficients for physical and natural resource intensity are negative,
while the coefficient for technology intensity is positive. Labor intensity
is not explicitly included in the regression estimation. Yet, as we men-
tioned above, an industry with low physical capital intensity can be_,
identified as a high labor-intensive industry.'”

This means that, in comparison with its other export markets, Korea
has a lower comparative advantage in physical capital and natural
resource-intensive exports to the EC. At the same time, Korea has a high
comparative advantage in labour, as well as in technology-intensive
industries, even though its comparative advantage in technology inten-
sive-industries had been lower than those in labor-intensive industries

until 1988.

10) In fact, if labour intensity rather than physical capital intensity is implied, the coefficients of labour
intensity(L) would be highly positive, while other coefficients would be quite similar to the results
in equation(3), as follows:

log CACgy = 5.622 + 0.843 togL + 0.342 logT — 1.596D
(1.985) (2.434) (2.153) (3.714)
RZ= 0272
F =11.476



IV. Dynamic Changes in Korea’'s Comparative Advan-
tage

Since economic development in both exporting and importing coun-
tries should be accompanied by changes in the factors of comparative
advantage, the coefficients in regression (3) should change predictably
over time. Therefore, the dynamic changes in comparative advantage in
different Korean export markets during 1983-88 should be investigated.
However, in order to apply the average factor intensity between the two
years (1983 and 88), it is necessary to assume that the relative ranking
order for each factor intensity does not change noticeably over time as
determined by Lee (1986).

The estimated results are illustrated in Table 4. First, 5® coefficients
are the highest and are statistically significant in exports to ASEAN
during the years examined, while those to Japan are relatively low and
insignificantly different from zero in the early period but signiﬁcantly
different from zero in the latter period of the sample. However, those in
the EC, the U.S., and EFTA all show negative signs and are generally
significant. In particular, among these countries, the negative sign of 5
coefficients in Korean exports to the U.S. are the highest and most
significant during all of the sample years.

These results imply that Koreahas the highest comparative advantage
for physical capital in the ASEAN market, less of an advantage in Japan,
and even less of an advantage in the EC, the U.S., and EFTA. From the
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inverse relationship between physical capital and labour intensity, these
regression results also imply that Korea has the lowest comparative
advantage for labour intensive-products in ASEAN, while it has a
relatively high comparative advantage for such products in the EC, the U.
S. and the EFTA market.

The £t coefficients in exports to the EC and the U.S. have, in general,
risen over time. The coefficients representing the EC were negative and
low compared to those of the U.S, but gradually increased to show signifi-
cantly positive values after 1987. Korea has rapidly increased technology-
intensive exports to the EC, even in comparison with the U.S. Meanwhile,
the figures representing EFTA show the same trend, but the coefficients
are still lower and somewhat significant even in late periods. The coefficients
for ASEAN are consistently positive, but there is no increasing trend, and
they are generally insignificant during the entire period. However, from the
results that show Japan’s figures to be consistently negative and significant,
Korea had maintained a relatively low comparative advantage in technol-
ogy-intensive industries in the Japanese market until 1991.

With the exception of Korean exports to Japan, the coefficients of
natural resource-intensive industries’ dummy varriables, 89, are all nega-
tive and genefally significant during all periods of the sample. This means
that Korea’s comparative advantage for resource-intensive exports had
been highest in the Japanese market until 1991.

From the aforementioned results, 3 different markets for Korean

exports can be devised. First, Korea has maintained its high comparative



advantage for labour-intensive products in Western countries. Meanwhile,
Korea has rapidly increased its comparative advantage for technology-
intensive exports in these markets, especially in the EC market, even
though it had continued to be lower in comparison to labour-intensive
products until 1991. However, Korea has a relatively lower comparative
advantage in physical capital and resource-intensive exports in these
markets.

Second, in the Japanese market, Korea has a high comparative
advantage in resource-intensive industries and also has held a positive
position in physical capital-intensive industries since the middle of the
1980’s, while maintaining a lower comparative advantage for technology-
intensive industries. This means that Korea has no comparative advantage
in technology-intensive, as well as labor-intensive industries, in its
exports to Japan. Such an export structure may have been the major
cause for Korea’s increased trade deficit with Japan since the early 1960’s.
Third, unlike its exports to developed countries, Korea has maintained
an high comparative advantage for physical capital-intensive products in

the ASEAN market. Such a trade pattern is manifested by exports from

developed to developing countries, which has often been investigated by
the neo-factor proportionists. However, since the mid-80’s, Korea has had
an higher comparative advantage in technology-intensive industries in
Western countries than in developing countries, such as ASEAN. This
fact cannot be explained by neo-factor proportionists, nor by other

international trade theories. This is because most theoretical literature in



international trade concentrates on production and often uses assump-
tions that neutralize demand as a determinant for the composition of
trade.

However, such differing patterns of Korea’s comparative advantage
in each export market may be interpreted to mean that a country’s
composition of trade is determined by factor endowménts, as well as by
the demand of importing countries. For instance, Korea has an higher
comparative advantage in technology-intensive industries in the EC
market than those in the ASEAN market mainly because there is less likely
to be demand for these products in the latter’s market. This investigation
partially supports the Linder Hypotheses, which claims that “differences
in tastes are a deterrent to trade because of the cost of tailoring a product

to fit local conditions.”
V. The Role of the EC in Korea’'s Export Industries

A major purpose of the economic integration theory is to construct
hypothetical estimates of what trade flow would have been in the absence
of integration and compare it to the actual flow. One example is the
income elastiéity approach of Balassa (1975), which analyzes the changes
in income elasticities of import demand for the extra-regional supplier
assuming that those would have remained unchanged in the absence of
integration. Another example, the Normalized Share Approach, analyzes

changes in import market shares assuming that changes occur at the same



rate, as in the third market, had regional economic integration not
occurred.”

Differing from previous studies, this paper attempts to estimate the
effects of EC integration on the dynamic changes in Korea’s export
structure using regression analysis. Namely, as equation (5) shows, the
CAC index for Korea’s exports to 3 Western markets regresses in terms
of physical capital and technology intensities. In addition, a dummy
variable, which assigns 1 for the EC and 0 for the U.S. and the largest
EFTA countries (Austria, Switzerland, Sweden), is used. Thié is because
by including other Korean trading patterns such as Japan and ASEAN,
which have extremely different market structures and geographical loca-
tions from the EC, the effect of EC integration will be inappropriately
estimated. Since many Korean export items have not been exported to
small EFTA countries, only 3 EFTA countries have been included in these
estimates. Additionally, 14 resource-intensive industries among the 81
export items have been excluded because of their insignificance as exports

from Korea to Western countries.
log CACy; = a + BPlogP; + Btlog Ti + B Dggyrevvrererervvreses (5)

CAC,, refers to the CAC index for Korea’s export of commodity i
to Western countries, including the EC, the U.S and 3 EFTA countries.

11) This approach, pioneered by Lamfalussy(1963), has been refined by Williamson(1971).



Dgc; is a dummy variable for Korea’s export of commodity i to the EC.
/3© will, therefore, appear positive (negative) if the EC market influences
Korean exports positively (negatively) in comparison to other countries,
even though it has the same factor intensities.

The estimated results of equation (5) for the period of 1978-91 are
shown in Table 5. The 8P and Pt coefficients are obviously the same across
Western countries. They are continuously negative for 8° and vacillate
from negative to positive for 8. The (5° coefficients of the dummy

variables continuously show positive signs and are significantly different

(Table 5) Regression Results for the Role of EC Integration 1978-91.

Vit st Yol Intercept R? F
1978-80 -0.058 -0.167 0.280 0.290 0.028 830"
(-0.508) (-2.597)* (2.090)** (0.849)
1981-83 -0.124 -0.166 0.130 0.980 0.028 5.970"
(-1.077) (-2.525)** (0.956) (1.133)
1984-86 -0.103 -0.085 0.300 0.393 0.019 4'0.06*
(-0.944) | (-1.362)*** | (2.325)** | (0.478) .
1987 -0.552 0.062 0.569 3.247 0.069 15427
(-4.808)* | ( 0.928) (4.131)* (3.761)* 0.903"
1988 -0.502 0.144 0.424 2.445 0.046 ‘
(-4416)* | ( 2.208)** (3.165)* (2.867)* 10.692°
1989 -0.489 0.152 0.533 2.206 0.049 '
(-4149)* | ( 2.236)* (3.833)* (2.494)** 9.660°
1990 -0.486 0.227 0.491 1.754 0.044 '
(-4.004)* | ( 3.238)* (3.433)* (1.922)** 8.305°
1991 -0.504 0.216 0.306 2.175 0.038 |
(-4403)* | ( 3.269)* (2.249)** (2.515)*




from zero, except during the recession period of 1981-83. Therefore, it is
clear that the EC market has had a positive influence on Korean export
industries.

To analyze the different effects of each EC member country on
Korean exports, dummy variables, which assign 1 to Korean exports and

6 to EC countries were added to equation (6) below.

log CACy; = @ + BPlog Py 4+ Atlog Ty + A° Dg; + B89 Dp; + Bf Dy
+ A'Dy + A" Dyg; + BY Dygg + 3% Dggpeeveeeeseses (6)

The variables can be explained as follows: B(Belgium and Luxem-
bourg), D(West Germany), F(France), I(Italy), UK, NE(Netherland),
and the/ other variables are the same as in equation(4). Therefore, if the
dummy variable of each individual EC country shows a positive (negative)
effect, fhen that country will positively (negatively) affect Korean exports
in comparison to its other trade partners, which have similar industrial
structures.

The estimates of the equation for each year from 1978 to 91 are shown
in Table 6. The trends of the AP, A8, and 3° coefficients are generally the
same as the results from Table 4, except that 3¢ for the period from
1984-86 is insignificant. At the same time, the 49 and B! coefficients are
generally positive and significantly different from zero during the entire
sample period. Meanwhile, the 5® and A coefficients are positive and

significant following the mid-1980’s. However, the 8% and 8" coefficients
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are insignificantly-positive during the same period.

From these estimates, Germany, Italy, Belgium and UK can be said
to have positively influenced K orea’s comparative advantage in comparis-
on to France or the Netherlands. Meanwhile, with the exception of the
recession period during the early 1980’s, total EC markets combined

positively affected Korea’s export industries until 1991.

VI. Concluding Remarks

This study has examined the changes in Korea’s export structure and
the effects of the EC’s integration process on Korea’s exports during
1978-1991. Comparative advantage has been measured by the CAC
(Comparative Advantage by Country) index. Concerning the problems of
the neo-factor proportion theory, a regression equation which relates the
CAC index to physical capital and technology intensity, as well as natural
resource intensity, has been formulated and estimated. Results of the
regression analysis confirm the general belief that the most significant
factor influencing trade flow is the characteristics of each export market.

Three areas are of dynamic importance for Korea’s comparative
advantage: Western countries (the EC, the U.S, and EFTA), Japan as
another advanced country, and ASEAN as a developing group. In
Western countries, Korea has maintained a higher comparative advantage

in labour-intensive industries, though not in physical capital- and re-

source-intensive industries. One important investigation of this study
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found that Korea’s comparative advantage had improved in technology-
intensive industries in Western countries, especially in the EC market.
Meanwhile, its comparative advantage for other factor-intensive indus-
tries has changed relatively little since the end of the 1970s.

Although Japan is also an industrially-advanced country like the
U.S. or the EC, Korea has not exported commodities which require a high
level of technology intensity to Japan. Korea has only maintained a very
high comparative advantage in resource-intensive industries in Japan,
while it has had less of an advantage in physical capital-intensive indus-
tries. This means that, in comparison to Western countries, Korea has a
lower comparative advantage in labour, as well as in technology-intensive
industries.

In the ASEAN market, Korea has maintained the highest compara-
tive advantage in physical capital industries during the period of this
study. This is a general trading pattern for exports from developéd to
developing countries, which has often been investigated by neo-factor
proportionists. Yet, Korea has less of a comparative advantage in technol-
ogy-intensive industries when compared with Western countries, while it
has no advantage in resource-intensive industries. This fact may be
interpreted to mean that the composition of trade is determined by factor
endowments, as well as by demand factors.

To estimate the effects of EC integration, this study has applied a
regression analysis using comparative advantage, which differs from other

studies. The results of the regression confirm our general belief that, except



during the period of economic recession in the early 1980’s, the EC has
positively influenced Korean export industries since the end of the 1970’s
Among the EC member states, Germany and Italy have generally been
a positive influence over the years, while Belgium and the UK have been
a positive influence since the end of the 1980’s. However, there is no

evidence of EC countries having a positive effect on Korean exports.
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