An Analysis of Japan-Korea FTA: - { Formatted

Sectoral Aspects

Tomoyoshi Nakajima
Economic Research Institute for Northeast Asia

Abstract - { Formatted

Here, we introduce an idea for a Japan-Korea Free Trade Agreement. It is already jn the process of -~ { Deteted: or

~ 7 7 Deleted: on

””””””””””””””””””””””””””” ~O T ‘[ Deleted: ion
NI

AN ‘[ Deleted: between

| We apply the CGE model using GTAP database ver.5 for the quantitative analysis of the economic \{ Deleted: among
effects of the FTA. " { peleted: by
We found some positive results as a result of our simulation. In_terms of macroeconomic effects, - - { Deleted: through

there are some gains in terms of real GDP or equivalent variance. With regard to sectoral effects, we -~ {(Deteted: n

were able to_point out some sectors that would benefit from a FTA, such as the ROK’s electronic _ _ - { Deteted: coutd

. ~J ~  Deleted: gain
eqUIpment sector. >

‘[ Deleted: by

) WU G U A

Key Words - { Formatted

Japan-Korea FTA, Capital Accumulation, Sectoral Effects, Intra-industry Trade

- { Formatted

=
5
~+
=
o
o
[
(o]
=
o
=}

The idea of a Japan-Korea Free Trade Agreement (FTA) was raised by President Kim Dae-Jung at
the Japan-Korea summit meeting with Prime Minister Keizo Obuchi in October 1998. As the first
stage of negotiations, The Institute of Developing Economics (IDE), of the Japan External Trade
Organization and the Korea Institute for International Economic Policy (KIEP) began research on the
economic effects of the Japan—Korea FTA in December 1998 at the request of the two governments.
Their reports were released in May 2000. Both of them applied CGE models, which used the database
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As the second stage, the first meeting of the Japan—-Korea FTA Business Forum, a gathering of ,” , {Delete ;.
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statement_to the two governments in January 2002, requesting the early conclusion of the FT; JZC/'{DeIeted: to the two governments in
January 2002
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One is a model for short " ( peleted: wied

run effect analysis. This is basically equivalent to the standard GTAP model. The other is a model { Formatted

for long run effect analysis. This model is shown in Warmsley (1998).> Here, we have capital stock {De'e‘edi former
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as an endogenous variable for an analysis of the effects of capital accumulation. On the other hand, it
is an exogenous variable in the standard GTAP model. We assume interregional mobility for capital
stock at the same time. With some shocks, such as tariff removal, capital stock® will move until_the
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In Figure 1, we can illustrate the effects of FTA on real GDP. One is the efficiency improvement
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include only the efficiency improvement effect. Long-run effects include both of them.
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The macroeconomic effects from the results of our simulation are found in Table 4 and the figures - - { Deleted: M
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Firstly, there is not much change in real GDP in any region in the short-run case. Only the ROK
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2 We applied a version with a standard benchmark database and no risk premia.
3 Here, capital stock means beginning of period capital stock or KB in the GTAP model.
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There is also an obvious contrast jn the trade balance. It grows worse in Japan and the ROK and _ -~ {(Deteted: on )
improves in other regions, except China in_the long-run case. The magnitude is larger in the short-run
case.
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trade patterns of Japan and_the ROK. Figures 8 and 9 show the composition of the exports of the two
countries according to the GTAP database.

.- L . . : : : : Deleted: C...s...are ...two ...that
The composition, of exports js similar in poth countries. Machinery, jncluding motor vehicles, other es s for . ne difierent
transport equipment, electronic equipment, and other machinery and equipment, is a major export, of point...wearing ...has ---50’“3""”"-”‘;;]

both Japan and the ROK. With regard to areas of difference, textiles and apparel account for g share
of the ROK’s exports, but are not present in Japan’s exports.

Jn looking at Japan’s exports to the ROK and the ROK’s exports to Japan, we can point to a common__ - /| ZRiiBe: fomwe see- -
tendency. Motor vehicles are a major export for both. However, the share of exports to each other js
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Figure 10 illustrates the change in trade balance by sector. In Japan, other machinery and
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machinery and equipment. Metal products, motor vehicles, other transport equipment, and other

manufacturing products also show deteriorations. _ - { Deteted: aggravations )
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same as those in the trade balance. However, there are some exceptions. For example, the trade
balance of the ROK’s agricultural products sector grows worse, but the value added increases. This is
caused by a large increase in production jn the ROK’s processed food sector. Imports and domestic
production of agricultural products increase at the same time.

vehicle and other transport equipment sectors. These are puzzling results, since there are import tariffs
on these in the ROK and a FTA will remove them.* When we consider the removal of tariffs, the
results seem to move in the opposite direction, Changes in the export saleg of these two sectors_in / -
Japan are shown in Figure 12. Exports to the ROK increase in both sectors, but exports to other
regions decrease. The percentage, decrease js small, but these regions include NAFTA and the EU,
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the same time, other machinery sectors deteriorate. _We can see a change in the ROK’s export price by
sector in Figure 14. Electronic equipment is the only sector that shows a decrease jn export prices.
Jhis is caused by the removal of import tariffs. As mentioned before, electronic equipment accounts
for a high share of exports from Japan to the ROK. The yemoval of tariffs could yeduce the prices of
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Figure 1: Illlustration of Effects on Real GDP
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Source: Tsutsumi (2000)

Table 1: Aggregation of Regions and Sectors

Regions Sectors

8 regions: 17 sectors:
Japan, ROK, Agricultural products, Fishery products, Forest products,
China Mineral resources, Processed food, Textiles and wearing apparel,
Asian NIES, Metal products, Motor vehicle, Other transport equipment,
ASEAN Electronic equipment, Other machinery and equipment,
NAFTA, EU, Other manufacturing products, Energy, Transport, Communication,
Rest of World Finance, Other services

Note: Asian NIES are Taiwan and Hong Kong. _Singapore belongs to ASEAN.




Table 2: Tariff Rates between Japan and the ROK

(%)
Japan ROK
Agricultural products 36.3 51.9
Forest products 4.7 2.3
Fishery products 6.8 11.7
Mineral resources 0.0 2.6
Processed food 42.1 448
Textiles and wearing apparel 104 8.0
Metal products 2.1 7.3
Motor vehicle 0.0 8.0
Other transport equipment 0.0 2.8
Electronic equipment 0.0 8.0
Other machinery and equipment 0.3 7.9
Other manufacturing products 3.9 75
Source: GTAP database Ver.5
Table 3: Base Data (1997)
Millions of U.S. Dollars
GDP Exports | Export Share| Imports | Import Share | Trade Balance
Japan 4,255,524 506,278 5.6% 418,249 3.8% 88,029
ROK 445,503 162,516 10.1% 158,518 18.1% 3,997

Source: GTAP database Ver.5

Note: Trade data include services.
"Export Share" refers to share of exports to the ROK or JAPAN as a share of total exports.
"Import Share" refers to share of imports from the ROK or JAPAN as a share of total imports.
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Figure 4: Change in Terms of Trade
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Figure 8: Composition of Japan's Exports by Sector
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Figure 10: Change in Trade Balance by Sector
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Figure 12: Change in Export Sales of Japan's Two Sectors
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Figure 14: Change in the ROK's Export Prices

(%)

(Short-Run)

5.00

4.00 ] —

300 [

200 [

1.00 [ H

000 |:| N == =. B o O
Agri Forestry  Fishing  Mineral ProFood Texwap Met Mvh Otn Ome  OthManu

-1.00

Table 5: Elasticity of Substitute of Imports

(ESUBM)

Agricultural products

4.52

Forest products

5.60

Fishery products

5.60

Mineral resources

5.60

Processed food

4.73

Textiles and wearing apparel

6.31

Metal products

5.60

Motor vehicle

10.40

Other transport equipment

10.40

Electronic equipment

5.60

Other machinery and equipment

5.60

Other manufacturing products

4.55

Source: GTAP database Ver.5
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