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I. Introduction

A's China's recent industrial advancement has
changed the trade structure between Korea and
China from a complementary relationship to a
more competitive one, the need for research on

Chinese industrial policy has increased.

T herefore, this study aims to analyze and
evaluate changes in major industrial policies
and industrial structures following China's re-
form and opening. We also analyze changes in
the trade structure between Korea and China

due to changes in China's industrial structure.
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II. Changes in China’s Indus-
trial Policy

In the first stage, the Chinese government
first introduced industrial policies and fo-
cused on adjusting proportional relations
such as imbalances between the agricultural
and industrial sectors, and light and heavy in-
dustries. During this period, direct intergov-
ernmental measures such as uniform quanti-
tative control were mainly used, being the
main means of a planned economy, but the
effectiveness of industrial policy was limited.
However, it is also a time when the govern-
ment laid the foundation for China's policy to
foster high-tech industries, such as the
“Torch Program (“kKtE1H%!)” in 1988 and the
designation of a “High Technology Industrial
Development Zone (Si#iH AR K [X).”
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n the second stage, the Chinese government
introduced a market economy system, imposed
national industrial policies in the 1990s, and
implemented policies to foster high-tech indus-
tries such as machinery, electronics, petro-
chemicals, and automobiles. The Chinese gov-
ernment began to support the introduction of
overseas technologies and equipment by at-
tempting industrial policies related to foreign
investment policies, such as clarification of
property rights and conversion of science and
technology development through the modern

corporate system.

he third stage is a time when the government
adopted new industrialization and industrial
information convergence strategy for the de-
velopment of high-tech and technology-inten-
sive industries, announced the development of
“Strategic Emerging Industries” after the fi-

nancial crisis, and promoted innovation in new
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industries. At the same time, restructuring pol-
icies were implemented for balanced develop-
ment between industries, such as eliminating
excess supply and eliminating underdeveloped
production facilities, which were side effects

of industrial policies in the past.

t this stage the Chinese government is ac-
tively pursuing technology pursuit strategies
through initiatives such as “Made in China
2025” and "Internet+" and "Artificial Intelli-
gence+." At this time, China is promoting the
industry based on improved IT technology
networks. It is also pushing for efforts to im-
prove the efficiency of the market system by
reforming the supply side, improving the mar-
ket system through anti-trust laws, and imple-
menting policies to establish a market compet-
itive order. In response to U.S.-China trade
disputes and the Covid-19 pandemic, the im-
portance of industrial policy is expected to
continue as the domestic market is integrated
through the "Dual Circulation (W {&IR)" strat-

egy and enhanced efficiency.

Table 1. China's Industrial Policy Stage and Core Policy

Stage 1 2 3 4
- Mitigation of supply short- | - Market failure ér;ggisntgal structure up- | _ Strengthen manufactur-
Policy ages Adjustment _ Establishment of mod- ing competitiveness
Goal - Industrial structure ad- | - Prevention of duplicate em industrial system(¥, | ° Digital transformation of
justment investments o Y traditional sectors
RIER)
. - Food, beverage, to- . . . . o . - Capital and technology-
in('j\:ljijt? ires bacco, construction ma- ) Id_ﬁgtor;mtenswe light in- | - iﬁgﬁ;tfrl;ntenswe heavy intensive  high  value-
terials added industries
- Direct control by quanti- | - Giving priority to govern- ;
ties, prices ment investment and fi- | - il‘rﬁﬁvegﬁ;’iirnmgﬁgt d'?ggf - Subsidy
Policy - Preferential distribution of nancial support tvpe measures gu - Development Fund
measures supplies and resources - Expansion of financial | _ Rygstructurin by market - Direct financing (Chasdad,
- Fund allocation, foreign support such as tax in- and technol § gyy AR
currency allocation centives, etc.

Source: Wonseok Choi et al. (2020).
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III. Changes in China's indus-
try and Korea-China trade
structure

First, China's industry has transitioned from
the light industries to a heavy industry-oriented
structure. From 2002, right after China entered
into the WTO, to 2007, before the financial cri-
sis, automobiles, knit textiles, products, and
electronic components grew rapidly due to the
expansion of exports. Since 2012, the telecom-
munications, train food, and pharmaceutical in-
dustries have grown at a high rate as they have
emerged as a production hub for the Chinese
global telecommunications industry and do-

mestic consumption has grown.
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Second, the proportion of the high-tech indus-
try has increased and the level of technology
in the manufacturing industry has increased.
The proportion of high-tech industries in man-
ufacturing production in China rose from 6.2%
in 1987 to 13.6% in 2017.

Third, localization and domestic industrializa-
tion are proceeding. The import and export
rates of China's manufacturing industries fell
from their respective peaks in 2002 and 2007.
The export rate decreased from 14.5% (1997)
to 13.1% (2017), while the import rate also fell
from 13.2% (1997) to 9.5% (2017).

Table 2. Changes in China's industrial structure during each stage

Ratio of Heavy Industries

Stage Major Industries Export Ratio | Import Ratio | R&D Intensity to Light Industries

Daily miscellaneous goods,

1 h - - - 11

Refractory materials
Computers,
2 Other transportation equip- 14.5 13.2 0.7 1.2
ment

Automotive, Knit and Textile

3 products 15.8 10.9 1.3 2.2
Communication equipment, )

4 Ceramic products 131 95 20

Source: Wonseok Choi et al. (2020).

[ ooking at changes in the trade structure be-
tween Korea and China, Korea's import and
export dependence on China has increased.
Korea's dependence on exports to China has
risen from 3.5% in 1992 to 10% in 1997 and
20% in 2005, and its economy continues to de-
pend on China for more than 25% of exports
since 2013.

K orea's export sector to China has gradually
advanced from labor-intensive to technology-
intensive industries. As major export industries
were upgraded according to China's industrial
structure upgrade policy, Korea's export indus-
tries to China moved from steel, synthetic resin,
chemical fiber to electronic components, basic
chemical materials, synthetic materials, and

semiconductors in the 1990s.
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ased on this information, we perform linear
regression with a two-way error component,
using data on the manufacturing sectors in Ko-
rea and China from 1997 to 2017. Our results
show that Korea's exports to China increased
by 0.36 percent when China's exports to world
rose by 1 percent. In addition, Korea's exports
to China showed an upward trend in 2007,
2012, and 2017, against 1997 data, but this
trend reversed between 2012 and 2017, indi-
cating that the synchronization of Korean and
Chinese exports fell between 2012 and 2017.

IV. Implications

ased on these analyses, we propose the fol-
lowing policy implications for Korea. Under
the U.S.-China trade friction, China is ex-
pected to focus on a powerful science and
technology strategy, promotion of the digital
economy, "new infrastructure" construction,
and the China Standard 2035 strategy. Korea
needs to diversify its export market in the in-
formation and communication technology sec-
tor, prepare Korea's industrial technology pro-
tection system, and expand its participation in
China's domestic market while diversifying

global supply chains.

n addition, China's global influence in the
field is expanding as the Chinese government
strengthens support in new growth industries
such as 5G, Al and establishes an industrial
ecosystem. Therefore, it is analyzed that it will

be more important to expand the supply capac-
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ity of materials, parts, and equipment in Ko-
rea's new growth industries. Therefore, a re-
sponse strategy is needed considering China's
import growth rate in these areas and to im-

prove Korea's trade competitiveness.

inally, China's industrial policy is expected
to evolve from simple incubation measures to
a comprehensive strategy brought into har-
mony with the market, and further research on
the creation of Chinese industrial ecosystems
through policy and interaction between com-

panies is expected.KisP
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