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1. Introduction

Traditionally, Japan has assigned the highest priority in its trade policy to multilateral cooperation
through the GATT and WTO frameworks, in order to reduce tariffs and other trade barriers. However,
the tide of regional economic integration, including various free trade agreements (FTA) throughout the
world, was stronger in the 1990s. It has become more difficult for Japan to protect its interests in the
field of international trade by means of the WTO system alone.

There has been an obvious change in trade policy in the last few years. Japan’s first FTA, with
Singapore, which was named the Japan-Singapore Economic Partnership Agreement (JSEPA), came
into effect in 2002, while official negotiations with Mexico have reached their final stages. A joint
research group that includes government officials, business leaders and academics was established in
2002, to investigate the possibility of establishing a Japan-Korea FTA'. We can say that FTAs have
now become an essential part of Japan’s trade policy.

Japan will have more potential FTA partners in the second stage. Japan has agreed with ASEAN to
begin negotiations on an FTA in 2003. China has also made an approach to Japan about the possibility

matters to be handled in the new round of WTO talks. However, it is not realistic to expect that
potential partners such as ASEAN and China will accept such conditions in an FTA with Japan.
Therefore, to make an FTA with these countries possible and maintain a certain level of income for
domestic producers in agricultural sectors, it is necessary to introduce a new support policy that
replaces tariffs and other boundary barriers. Direct income subsidies to producers — a so-called
“decoupling policy” — are known to be a method that minimizes the distortion of markets. Here, we try
to analyze the economic effect of the introduction of direct income subsidies to agricultural sectors in
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Asian regions_— Japan, the, ROK, China, Hong Kong, Indonesia, Malaysia, Philippines, Singapore,
Thailand and Vietnam,— and_4 agaregate yegions. The sectoral aggregation of our model is shown in
Appendix table 2. For the purpose of analysis, we have used smaller subdivisions of the agricultural and
food processing sectors.

3. Economic effects of an East Asian FTA

Deleted: Here, we... have...which ...e
Assumption of ...is ...shment...M" 12

FTA. SIM1 assumes the total abolition, of import tariffs among_the 10 East Asian regions. The
Jnacraeconomic effect in member regions and its sectoral effects in Japan are summarized below.
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rates are set at a high level in_the agricultural and food processing sectors, with the highest in the rice
sector, at 80.35% for all regions.

imports. As we can see in Figure 3, the greatest decrease_is in_the price of rice, which experiences a
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remarkably high, af, 657.56%. The 4 sectors mentioned above also recorded a relatively high increase.
In terms of the change in the trade balance, other food products showed the largest deterioration, with /
rice experiencing the next largest,
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production._Figure 6 illustrates the change in value added by sector, All agricultural and food
processing sectors recorded a decrease, the largest being 19.68% jn the rice sector. Jn addition, the raw /,
milk sector showed a decrease in value added. As there is no import tariff on imports from East Asian /
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cause a decrease jn employment in these sectors. Figures 7 and 8 show the change in the employment
of skilled and unskilled labor. All sectors recorded a negative change, of Jess than 20% in_the case of
the rice sector, for both skilled and unskilled labor.
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and employment jn Japan’s agricultural and food processing sectors, even though it will provide
macroeconomic benefits for the majority of East Asian regions, including, Japan. It is to be expected
that these effects will pe the source of political objections to the FTA in Japan. Here, we would like to
introduce alternative policy scenarios which would reduce adjustment costs in those sectors?.
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accounts for a major part of Japan’s agricultural production. So,_in simulation 2 (SIM2) we_have
Jmnaintained Japan’s import tariff on rice in order to support domestic production, Here, we have
deliberately assumed a change jn only one sector, in order to identify the direct effect of the policy
change. Other than that, simulation 2 is identical to simulation 1.

Deleted: and ...increase ...of rice ...we
...t...and ... [14]

- { Deleted: variation

—J

for Japan decreased from $9,880 million jn simulation 1 to $7,347 million, due to the continued high v'iis'ita'i‘:;ﬂy”iiﬂéﬂs..'_'v'vﬁ?c'LaLi',;i"h‘igh
price of imports. level ... [15]

(2) Simulation 3

Deleted: Here,...on ... in simulation
3...which is ....... B...imports of

a rate calculated to minimize the reduction of value added. Other than_on that point, simulation 3 is ;’--B--"gpkhoifsl-éggfhE--by

could achieve through the manipulation of production subsidies, The decrease jn employment js much //
smaller than in simulation 1, as shown in Figures 7 and 8. The gquivalent variance of Japan is $8,257 |

. . . . . . . Deleted: It ...to ...y...to
2 This does not mean that these scenarios are consistentywith WTO rules or politically acceptable for potential FTA partners. These,are just 7{ . [17]

hypothetical assumptionsynade in order to analyze the effects of a policy change.

3



million, which is Jower than in simulation 1 but higher than in simulation2. - | peteted: doltrs
T { Deleted: smaller
5 COnClUSiOﬂ ) ‘[ Deleted: larger
Obviously, an East Asian FTA would have positive economic effects for the majority of potential -~ { peteted: tere are
member regions, However, negative effects on the agricultural and food processing sectors can be -~ Deleted: inthecase of Est asia A
. . . . . . . - o leted: ble i

expected from our simulation. We introduced hypothetical scenarios yeducing, the domestic political {Zeleted e expeciane I

R ) ) ) ) . . _’"’C\* eleted: to
isk esulting from the FTA. Jn terms of welfare, simulation 3, i.. ghe introduction of  production o
subsidy in the rice sector, has an advantage. _ { Deleted: for

HOWG‘VEI', as mentioned above, it does not mean this scenario yyould be consistent yyit WTO rules or \\\\\ Deleted:
\ N

From the point

politically acceptable for potential FTA partners. We must consider about political feasibility of our *. \f Formatted: Font color: Auto

scenarios. Additionally, we have not examined, the fiscal cost of this policy choice here. This would be \\\

{ Deleted:

or

LN \\ Deleted:

S

essential for policy design during the next stage. N

******************************************************* NN { Deleted:
N

to

N
LIRNESN

W .
b \\\{ Deleted:

did

W\
‘\\\ W \\{ Deleted:
NN

make any

wl
W \\\{ Deleted:

examined

we
W \\{ Deleted:

ations for

\
\‘\\[ Deleted:

t

must be

‘\{ Deleted:
( Deleted:

n

A A A A A A L ) A




References

Brown, D. K., Deardorff A. V. and Stern, R. M. (2001) “Multilateral Regional and Bilateral
Negotiating Options for the United States and Japan” Discussion Paper No0.469,
Research Seminar in International Economics, School of Public Policy, The
University of Michigan

| Cheong, 1. (2001) “Economic Effects of a Korea-Japan FTA and its Policy Implications” Policy Studies

01-04, Korea Institute for International Economic Policy (KIEP) (In Korean)

McKibbin, W. J., Lee, J. and Cheong, I. (2002) “A Dynamic Analysis of a Korea-Japan Free Trade

Area: Simulations with the G-cubed Asia-Pacific Model” Working Paper 02-09, _- - { Deteteap

Korea Institute for International Economic Policy (KIEP)

Nakajima, T. (2002) “An Analysis of the Economic Effects of Japan-Korea FTA: Sectoral Aspects”
The Journal of Econometric Study of Northeast Asia, Vol.4, No.l, Economic
Research Institute of Northeast Asia

Tsutsumi, M. (2000) “Regional Economic Integration an China’s Participation to WTO” JCER
Discussion Paper No.60, Japan Center for Economic Research (JCER) (In Japanese)



Figure 1: Change in Real GDP

(A

20

asim1

LY
Osim3

05 |

00
Japan ROK China Hong Kong Indonesia Malaysia Philippines Singapore Thailand Vietnam  Rest of ~ NAFTA EU Rest of
Asia World

-05
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Table 1: Japanes Tariff Rates on Imports from Various East Asian Regions

Karea China | Hong Kong| Indonesia]

Rice 8035 8035 8035 8035 8035 8035 8035 8035 8035
|Cereal grains 1801 23575 K786 1722 1679 1694 R278 1678 1679
its 3098 3098 3098 3098 3098 3098 3098 3098 3098

QOther craps 1934 2749 1831 1819 1810 2008 1811 1836 1926
|Meat and animal products 1513 871 2145 924 590 1901 700 789 488
|Raw milk 000 000 000 000 000 000 000 000 000
INatural fibers 3526 3035 267 368 002 000 1112 1734 097
|Meat products 3680 3680 36.80 3680 3680 36.80 3680 3680 36.80
|Dairy prodicts 7416 7416 7416 7416 7416 7416 7416 7416 7416
Other food products 2700 2731 2752 2801 1408 2633 24 63 3222 2759
|Farestry 453 284 199 060 007 432 235 405 110
| Fishing 633 21 239 323 368 292 280 405 344
|Minerals 288 -058 103 -051 -042 037 296 172 -203
i el 940 1039 1148 768 561 1055 1023 869 1043
|Chemical products 249 262 283 243 195 258 192 116 306
|Metals 207 109 034 034 123 025 034 086 029
|Machinery 008 030 030 018 003 034 002 008 073
LOther manufacturing pmdu(‘ts‘. 695 694 318 654 8516 380 248 261 589

Source: GTAP Database Version 5




Figure 3: Price of Imports in Private Households in Japan
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Figure 5: Change in Trade Balance by Sector in Japan
(million US dollars)
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Figure 6: Change in Value Added by Sector in Japan
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Figure 7: Change in Employment of Skilled Labor by Sector in Japan
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Figure 8: Change in Employment of Unskilled Labor by Sector in Japan

(A

50

gsim1
-100 [ Egive
Osim3

-150

-200

-250

10



Appendix table 1: Aggregation of Regions

Regions Original regions

Japan Japan

ROK Korea

China China

Hong Kong Hong Kong

Indonesia Indonesia

Malaysia Malaysia

Philippines Philippines

Singapore Singapore

Thailand Thailand

Vietnam Vietnam

Rest of Asia Taiwan; Bangladesh; India; Sri Lanka; Rest of South Asia

NAFTA Canada; United States; Mexico

EU Austria; Belgium; Denmark; Finland; France; Germany; United
Kingdom; Greece; Ireland; Italy; Luxembourg; Netherlands; Portugal;
Spain; Sweden

Rest of World | Australia; New Zealand; Central America, Caribbean; Colombia; Peru;

Venezuela; Rest of Andean Pact; Argentina; Brazil; Chile; Uruguay:;
Rest of South America; Switzerland; Rest of EFTA; Hungary; Poland;
Rest of Central European Assoc; Former Soviet Union; Turkey; Rest of
Middle East; Morocco; Rest of North Africa; Botswana; Rest of SACU
(Namibia, RSA); Malawi; Mozambique; Tanzania; Zambia; Zimbabwe;
Other_Southern Africa (Ang, Maur); Uganda; Rest of Sub-Saharan
Africa; Rest of World

11




Appendix table 2: Aggregation of Sectors

Sectors

Original classifications

Rice

Paddy rice; Processed rice

Cereal grains

Wheat; Cereal grains nec

Vegetables and fruits

Vegetables, fruit, nuts

Other crops

Oil seeds; Sugar cane, sugar beet; Crops nec

Meat and animal products

Cattle, sheep, goats, horses; Animal products nec;
Meat: cattle, sheep, goats, horses

Raw milk

Raw milk

Natural fibers

Plant-based fibers; Wool, silk-worm cocoons

Meat products Meat products nec

Dairy products Dairy products

Other food products Vegetable oils and fats; Sugar; Food products nec;
Beverages and tobacco products

Forestry Forestry

Fishing Fishing

Minerals Coal; Oil; Gas; Minerals nec; Petroleum, coal

products; Mineral products nec

Textiles and Apparel

Textiles; Wearing apparel

Chemical products

Chemical, rubber, plastic prods

Metals Ferrous metals; Metals nec; Metal products
Machinery Motor vehicles and parts; Transport equipment nec;

Electronic equipment; Machinery and equipment nec

Other manufacturing products

Leather products; Wood products; Paper products,

publishing; Manufactures nec

Services

Electricity; Gas manufacture, distribution; Water;
Construction; Trade; Transport nec; Sea transport; Air
transport; Communication; Financial services nec;
Insurance; Business services nec; Recreation and other

Services;
PubAdmin/Defence/Health/Educat; Dwellings

12
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