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Korea’s Exports Provide An Early Look at
Russia-Ukraine Conflict Trade Distortions
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As discussedinourrecent global macroreport,GlobalEconomic Outlook Q2 2022, the
Russia-Ukraine conflict willaffect economicoutcomesthrough manychannels,
includingdirect trade, energyand commodity prices,confidence, and policy

responses.

Tradelinkagesis akeychannel. Itreflectsthe reducedimporting capacity of the
combatants, including as aresult of various sanctions imposed on Russia. We would
expectthe conflictto have ameasurable negative impact on imports into Russiaand
Ukraine, as well as neighboring countries through so-called “gravity” effects.
Sanctions, including voluntaryrestrictions, are playingarole on the flow of physical
goods, as wellasindirectlythroughthe financing of trade. Owing to the lags between
economic activity and official reporting, datadocumentingthese effectshave sofar

been scarce.

Korean Data Give aFirst Glimpse

Korea’s export dataare one of the first set of trade numberstobereleased tothe
marketand provide a good test for our hypothesisaround transmissionchannels.The
destinationnumbers are of particular interest. Theexport datarepresentedas 12-
month growth rates show aclear breakin recent trade pattemns(see chart). Korea’s
exports byproduct are concentratedin electronics, machinery, and automobiles,
which account for 55 percent of the total.
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While the destination datafor March 2022 are preliminary, they are available for most of
Korea’s major trading partners including ASEAN, the EU, the Commonwealth of Independent
States (CIS), Chinaand the US.

Thedatashowaclearsplitintrends across Korea’s tradingpartners. Export growth for three
of Korea’s main trading partner groups in March is broadly unchanged orimproving.The
value of shipmentstothe USand Chinagrew by 20 percentand 17 percent respectively, only
marginally different from February. The growth inshipmentsto ASEAN continuestopick up
speed, risingto 44 percent.

The storychanges as we get closer tothe Russia-Ukraineconflict. Export growthtothe
European Unionfellby2 percentin March after averaging over 10 percent growthin the first
two months of theyear. Whilethe breakdownis not yet available, we suspectthat countries
inthe Eastern partof theunionare pullingthis numberdown andthat the demand from core
EU countries has moderated as well.

The storyforthe CIS countries, whichincludesRussia, iseven more dramatic. Exportsin
March fell by 38% year-on-year after having grown by an average of 36% over the previous
four months. We suspectthatthedeclinetoRussiais steepestgiven the impact of
sanctions, although neighboringcountries are likely to have been impacted as well.

What It Means

Earlytrade data from Korea confirmour prior expectations about the changes intrade
patterns as aresult of the Russia-Ukraine conflict. Countrieswithclose trade and/or
financiallinkagestothe combatantsare seeingthelargestimpacton trade flows. Tothe
extentthat Koreais aglobal bellwether, incoming datafrom other countriesare likely to
confirmthis trend.

Zoomingout, thetrade impactsfromthe conflict broadly mirror the economic impacts. We
revised down sharply our 2022 GDP growth estimate for Russia, forecast moderately lower
growth in nearbycountries, and see amuch lowerimpact on countries further fromthe
conflict. Theseforecasts included not onlytrade effects, buttheimpact of higher energyand
commodity prices as well as confidence effects, whichare tricker to measureand still a
wildcard in ourview.

Therisks tobaselineforecastremain firmlyon the downside, mainlyrelatedtothe potential
fordisruptionsin energy/commodity flowsand industrial inputs to Europefrom Russiaand
Ukraine. Thisshockwouldlikely have amuch larger effect on real variables and market
outcome comes than the transmissionchannels identified above.
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