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ABSTRACT

This paper examines the possibility of ‘parallel reimportation’, the
reimportation of goods originally produced in the country and exported to another
country by profit—pursuing arbitrageurs., The chance of parallel reimportation
implies unusually high level of market power of domestic enterprises, and
promoting parallel reimportation can be an effective welfare—enhancing,
competition—generating policy for the situation, Motivated by the finding, this
paper proposes a methodology to measure the welfare effects of parallel
reimportation, Specifically, this paper makes use of a structural empirical model
to estimate the demand and supply system of Korean automobile market for
performing a counterfactual experiment to measure the welfare effects of the
parallel reimportation, The results indicates that parallel reimportation can
enhance social welfare considerably by increasing consumer surplus and
government tax revenue altogether, though it reduces the producer surplus,
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(Table 1) Price Differences: Car Retail Prices in Selected Countries

China Hong Kong us. UK. Japan

Toyota Yaris $13,950 N/A $14,450 $17.940 $13470
Ford Focus $16,800 N/A $18,000 $26,740 $12,860
Volkswagen Passat $35,000 $41,000 $29,000 $31,400 $41,650
Mercedes Benz E200 $74,550 $53,420 $51,600 $48,340 $81,530
BMW 328i $68,400 $61,920 $36,500 $49,390 $68,250
Toyota Prius $32,000 $38,000 $24,200 $35,260 $26,000

Source: South China Morning Post webpage(http: //www.scmp.com, accessed: 2014, 2. 10).
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(Table 2) Number of Cars Produced, by Size and Manufacturer

MiniC SubC | Compact | Mid-size | Full-size | RV/SUV | Sports |Van/Truck| Total
Hyundai 0 60,603 | 242,751 | 104,848 | 198,992 | 250,237 | 1,880 0 859,311
KIA 268,687 | 31,048 | 104,490 | 77,034 | 52929 | 189,255 0 64,634 | 788077
GM 129,038 6,241 41353 | 24717 | 12018 | 54,718 199 0 268,284
Renualt 0 0 39,491 45,711 10,161 10,649 0 0 106,012
SY 0 0 0 0 8,476 | 59,763 0 43,291 | 111,530
Total | 397,725 | 97,892 | 428,085 | 252,310 | 282,576 | 564,622 | 2,079 | 107,925 |2,133214

Note: For the domestic market, MinC.: &, SubC: A8, Compact: &5, Mid-Size: &8, Ful-Size: &,
Source: KAMA(http://www.kama.or.kr, accessed: 2014, 2. 10), from November 2011 to November 2013.

ARY AFER A BREG} AZo] G /b FRUY U Aol TR e
gon], F571 ole] 7R EAUTHA LSl BolHE 45A A4 2 5

o] Beh U4aAlg R 7k Hfolrh AR olHE BAIS Adsly] s Al
S 9 wase] A4, oln), vlg Aui Wge o] Yk Holee} AAAR

I,

th ERE AT HlolE T dRbFo® bt avjRlEe] Fufshal GUGe R o8-St
LPG FUE A thels S8R0l THE 2eHEA 5)2 2 AqtllA ALk
om 7|17k 2011d 11¥EE 20139 11971x] 9] 2574 L7te] W4 8Alek RS o] &
shainh, s 2 Agtol A ARERE Afmol ojASte] 2 SApE R LS Qo F
Al= (Table 2)¢} 2t}

oA A AsAE AAFHL Qe AlRAks &, 7]ok GMAIYE HE2), 4F
HAEL, A& 5 T 570 IAfelt, GM2 AA 42 Eet oM A2 e 54 B
AR -85kl Qo sl Slapelo|Bm shute] Al Atz E55F3AT) 32 shA|Rt
AhRFsAke} 7]opAkEAte] o= A—7|oF AFsALEol &8l 7= SHAIRE A
= oE ARl ER oE AlRARE ERskaidt

2 =wollA ARERE HlolE 717F Fete] 72 A4S 2011d 1ERE 201349 1Y
7M1 ] A WA 719 ollA et Z1oke] ARt S8R A Tl R-ES 77.2%
of goh, AR AuEol: hE oA Athet 7o ARsAte] A i f-&0]
50%5 Zyfstal Qv wEbA = AEt S8ARAIS -7 ]okx 7L F4lo] H T

fu

B Ao HsAeh FAoe nes 2wt
32 AnE % B SR AR shite] AlEAlw sk

87



88

(Table 3) Number of Car Models, by Size and Manufacturer

MiniC SubC | Compact | Mid—size | Full-size | RV/SUV | Sports |Van/Truck| Total

Hyundai 0 3 8 9 10 9 2 0 41
KIA 6 12 2 8 10 0 5 48
GM 3 2 9 5 3 7 3 0 32
Renault 0 0 2 3 2 8 0 0 15
SY 0 0 0 0 7 6 0 4 17
Total 9 10 31 19 30 40 5 9 153

Note: For the domestic market, MinC.: A&, SubC: A, Compact: &5, Mid-Size: £, Ful-Size: .
Source: KAMA(http: //www.kama.or kr, accessed: 2014, 2. 10), from November 2011 to November 2013,
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(Table 4) Descriptive Statistics: Quantity, Price, Characteristics

Variables # of samples Mean S.D. Min Max
Quantity 2,690 793.02 1,424.53 1 10,179
Price 2,690 3,329.20 2,428.00 910 14,760
Displacement (cc) 2.690 2.314.70 986.71 995 6,162
Engine horsepower 2,690 190.84 80.52 65 430
Horsepower/cc 2,690 0.08 0.01 0.06 0.14
Avg. fuel efficiency (km/l) 2,690 12.41 3.11 515 21

(Table 5) Distribution: Car Models in Each Nest in the Dataset

Displacement (cc) Frequency Ratio (%)
under 1,000 216 8.03
1,000~1,800 670 24.91
1,800~2,000 748 27.81
2,000~-3,000 486 18.07
over 3,000 570 21.19
Total 2,690 100.00
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[Figure 1] Distribution: Cars Produced for the Domestic Market, by Price
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[Figure 2] Distribution: Cars Produced for the Domestic Market, by Displacement
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[Figure 3] Distribution: Cars Produced for the Domestic Market, by Engine
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(Table 6) Demand System Estimation Results

Variables Model | Model I Model Il
V. 0 X 0
Nest Car class Displacement Displacement

—15.16** -8.77** —7.76**

Constant

0.51 0.114 0.378

21.46™* 8.53** 8.84**
Horsepower/cc
3.37 0.91 1.47
Fuel efficiency 0.237* 0.111%* 0.028*
Fuel efficiency -0.012 ~0.124** —0.111**

Note: For each variable, the first row is the value of the coefficient, the second row is the standard error. * indicates
that the value is significant at the 5% level and ** at the 1% level. Instrumental Variables (.V.) are
characteristics of other firm's cars in the same nest.
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(Table 7) Summary Statistics: Elasticities of Demand

Variable Number Mean S.D. Min Max
Own price 2690 5.94 4.41 1.08 27.18
Horsepower/cc 2690 3.29 0.53 1.82 5.60
Fuel efficiency (km/l) 2690 1.58 0.40 0.68 2.74
F.E. deviation (kn/I) 2679 -0.23 0.44 -2.80 0.052

(Table 8) Markup (P-MC) of Selected Cars

Model Firm Avg. dfsg?cemem (10%?)r(i)<l</§)/on)
Accent 1.4 Hyundai 1,396 572.26
Santafe (DM) 2.0 Hyundai 1,995 655.08
Grandeur HG 2.4 Hyundai 2,359 702.87
Genesis 3.3 Hyundai 3,342 775.88
K3 1.6 4DR KIA 1,591 665.55
K7 2.4 KIA 2,359 614.66
Cruze 1.8 GM 1,796 580.67
NEW SM5 2.0 Renault 1,998 554.00
Korando C 2.0 DSL SY 1,998 563.29
Chairman W 3.6 SY 3,598 554,50

Note: Data for the month of November 2013.
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(Table 9) Distribution of Car Models in Korea (November 2013)

Manufacturer # of models Ratio (%)
Hyundai 33 30
KIA 33 30
Chevrolet 19 17.27
Renault/Samsung 9 8.18
SsangYong 11 10.00
GM Daewoo 5 4.55
Total 110 100
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(Table 10) Counterfactual Experiment: Profit Changes (November 2013)

Manufacturer 0?138%%% i;Rp\;:/c))ﬁt Change& )in profit
Hyundai —4,999,689 2717
KIA —3,642,423 —20.51
Chevrolet/GM —1,014,962 —27.96
Renault/Samsung —271,1510 —15.81
SsangYong -505,096 —18.01
Total —10,433,321 —23.55
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