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The United States and Korea Free Trade Agreement (KORUS FTA)

eliminates tariffs on over95 percent of industrialand consumer Orlglnal Aftermarket
T . . Equipment Rank
goods within five years, with tariffs on U.S. car exports fully Ll

eliminated in 2016. The FTA attempts to address automotive safety
standards and new Korean environmentalstandards that have 6 16
served as barriers to U.S. exports to create a more open and fair

market for U.S. auto companies.

On March 15, 2012, the United States and Korea
broughtinto force the United States-Korea Free
Trade Agreement (KORUS FTA). Trade between the
United States and Korea is bound by the terms of the
KORUS FTA. The FTA was negotiated to increase
opportunities for U.S. businesses and promote of
American exports. It eliminates tariffs on over 95
percent of industrial and consumer goods within five
years. For autos specifically, the FTA contains
measures to address automotive safety standards
and new Korean environmental standards thathave
served as barriers to U.S. exports with the intention
of creatinga more open and fair market for U.S. auto
companies. For example, the FTA immediately cut
Korea’s tariffon U.S. car exports in halffrom 8 to 4
percent, and itwas fully eliminatedin 2016. Korea
immediately eliminatedits 10 percent tariffon U.S.
trucks. Since the ratification of the KORUS FTA, the
tariff on automotive parts and accessories, which are
new or used, is zero percent.

In Korea, imported vehicles accounted for about
15.5 percent of all vehicles intotal marketsharein
2015, up from 5 percent in 2009 and 10 percent in
2012.Accordingto the Korea Automobile Importers

& Distributors Association (KAIDA), the number of
newly registered imported carsin 2015 was 243,900,
a 24.2 percent risefrom 2014. Exports of U.S.
passenger vehicles and lighttrucks to Korea have
been steadily climbing. In 2009, the United States
exported less than 5,000 vehicles. U.S. vehicle
exports roseto 20,086in2012 and reached over
46,000 vehicles by the end of 2015.1n 2015, almost
1.9 million passenger vehicles were sold in Korea.
Accordingto Ward’s, total production of vehicles in
Korea was 4.66 million unitsin2011,4.56 million
unitsin2012 and 4.52 unitsin2013.From the 2013
numbers, 3.45 million were produced by Hyundai
andKia, 782,721 by GM and 129,638 by Renault.

Today, Korea is ranked the fifth largestvehicle
producer inthe world. Korea’s top two automakers,
however, have been shifting production to their
plants outside of Korea. “In 2008, Hyundai made 60
percent of its vehicles in Korea, but now the country
accounts for only about 40 percent of Hyundai
production. Kia used to make almost80 percent of
its vehicles in Koreanfactories, but now 60 percent
are made there.”' Factors leadingto productionin
other markets outside of Korea includecostlier
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wages as well as disruptive strikes and walkouts,
making Korea less competitive for auto production.

Overview of the Automotive Parts Market in Korea

Korea ranks as the ninth largestexport market for
U.S. auto parts overall. Accordingto this analysis,
Korea ranks as the sixth best prospect market for OE
parts and the sixteenth best market for aftermarket
parts. Factors that contributed to its rank for OE
include Korea’s high level of domestic vehicle
production and Korea currently being a top 10
market for overall U.S. parts exports.

From 2009 to 2015, U.S. auto parts exports have
more than tripled from $303 million to over $926
million.In 2014, U.S. auto parts exports to Korea
reached $914 million, a 15 percentincreasefrom
2013.Accordingto the Korea Auto Industries Co-op
Association (KAICA), the total sales volumeinthe
Korea auto parts industry for OE parts was $49.3
billionin2014,$46.3 billionin2013,546.1Bin 2012,
$46.6Bin2011,$37.4Bin2010and $26.8Bin2009.
For aftermarket parts,sales totaled $2.9 billionin
2014,52.8 billionin2013,5$2.8 billionin2012,52.8
billionin2011,$2.2 billionin 2010 and $1.6 billionin
20009.

Challenges and Barriers to Automotive Parts
Exports

Historically, Korea has maintained a number of
policies thatinhibit U.S. auto exports, includingrigid
automotive safety and environmental standards
unique to the Korean market. These policies have
given domestic producers advantages and have

Fgure 1: 2015 Korea Automotive Market
Sales (units) 1,875,551

U.S. Auto Parts Exports to Korea $926,448,708

Total Korean Auto Parts Imports $10,373,022,935

Total Domestic Vehicle

Production LI
Vehicles in Operation 20,780,689
U.S. Auto Parts Export Growth +206%

2009-2015

made itdifficultfor foreign manufacturers to
compete. In 2014, the American Chamber of
Commerce inKorea issued a report focused on the
key issues and recommendations for the auto
industryin Korea. Inthis report, AmCham stated in
2012 and 2013, “Korea imposed burdensome parts
certification, registrationand marking
requirements...Over the next few years, the list of
parts that Korea will requireto be certified,
registered and marked will dramatically
increase...Korea’s parts rules areunreasonableand
unduly burdensome.” These issues,among others,
make competing inthe Korean market a challenge.

The European Union - Korea Free Trade Agreement
(FTA) entered intoforceinJuly 2011. The European
automobileindustry has faced market issuesin
Korea that remain even after the FTA, citingthat
Korean authorities remainreluctantto dismantle
existing non-tariffbarriers (NTBs) and that new
barriers havealso emerged." As a resultof the
provisions of EU-Korea FTA, U.S. exporters face
increased competition from European suppliers.

Given that Korea is one of the largestvehicle
manufacturers inthe world, the market is already
extremely competitive. In 2014, there were 879 first-
tier suppliers serving the automakers, down from
898in2013. The number of these suppliers for
Hyundai was 343, followed by 330 for Kiaand 316
for GM Korea. Chinais already theleadingexporter
of parts to Korea with most exports coming primarily
from Asia or the EU. Whilethe United States
exported over $926 millioninauto parts to Korea in
2015, it imported over $8.5 billionin parts from
Korea.

Opportunities for U.S. Companies

The OE segment accounted for approximately 94
percent of the market with the aftermarket
accounting for the remainder. Cooperating with
Hyundai and Kia Motors in the United States or with
U.S. parts suppliers thathave a manufacturing base
inKorea is highly recommended. Hyundai Motors
and Kia Motors have plants in Alabama and Georgia.
A good working relationship with Hyundai and/or Kia
inthe United States will help suppliers enter the
Korean market. Inaddition, examples of the
suppliers already operatingin Korea includeBosch,
Denso, Continental, Magna, Johnson Controls,
Delphi, TRW and Visteon, among many others. Best
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sub-sector prospects for OE includevehicle
diagnostic systems, electronic control systems and
low-emission related technologies.

For the aftermarket, demand in Korea is for vehicle
diagnostic systems, replacement parts for imported
vehicles, high-end car audio systems and
components, and high-performance automotive
chemicals, such as wax and rust-proofing solutions.
It should be noted that Korean consumers typically
rely primarily on OEM'’s after-sales service networks
to servicetheir cars rather than usingindependent
shops.

Therefore, Korea’s market is a competitive
environment, and U.S. suppliers need to offer
technological advantages. Partnering with a Korean
distributor could also be effective in breakinginto
the aftermarket.

'nttp:/Aww.businessweek.com/articles/2014
-08-28/koreas-carmakers-flee-to-mexico
"hitp://www.acea.be/news/article/eu-south-
Korea-fta
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