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Abstract

This study extensively investigated Japan's FTA strategy and plan of FTA policy and analyzed the economic
effect caused by it. In the analysis of economic effect using world economical model shows not only positive
economic effect in home country but also to the foreign country.

Recently, Japan's bilateral relation with Korea and China is getting worse, not in a friendly way. Consequently
Japan's future FTA negotiation will be expected to be focused on the East-Asia region. In other words, Japan
expressed assistance for the purpose of communication, stability and prosperity in the East-Asia and will seek
individual economic cooperation with each East-Asia country trying to reinforce the stand of Japan. This means
that Japan is trying to improve the relation with Korea and China in the other way because it cannot change
the relation with Korea and China on its own. That is to say, It can be interpreted as Japan is trying to reinforce
the economic cooperation with other East-Asia countries for the realization of East Asia community rather than
directly negotiating with Korea or China.

Key Words : Free Trade Agreements, Trade Liberalization, Japan-Korea FTA.
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o thste] FE7HAE Qs HW Boll SlolA = U7 Qlske Snlsil HH B 9
S7HE} o] i FU 7] vEe] I S5 AAA "k % o] a3 By 5
Yool ek ATe HFo] 245 S7sH "ok old @ sul7bA Y] stk T A
7tARE gE AN AJHE U, B AAAES SN 2o $9EAel WekeRe] §
W= S UERA Fe

o B kAol AT ES gt A FYIAE Qlekele AL BE FEWHEE
eteh= A sde adE Zeth 5 4719 2t AaAes s He A onshd o a9
& AEHO A S F8te] AR BEE gt

AlEE o] AL BdlS o]838le] 1999 72004132] 61Tt Y, FF ATkl AL ol ASE HA
ato] 3T AA oWk Fgo] A=THE EAES Tk B AFelMe 712H ol R IMFEAE
ARgBEaL Qlom, FU A #%‘ o & *HEM 2 Z4aro] PAELS T7.5%, T6.2%, LE2.7%

ATk ol AAES
Me K

oprloE Al A
P5-FH2000)0 ASF] St

WAEI} AEA oI 7]

& £l st
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Aol o

%
= AR HAAsiH.
AlEH ol A¥b= theo<it IV-10>, <3 IV-11>7} 2t
CE IV-10> SFUFTAS| ZMX &3}
(91 %
2R} 4R} 6}
GDP 1.896 0.431 0.125
ZoH) 1.05 0.672 0325
&= 72 0.002 0.543 0275
TE 1.461 1.335 1.215
4 3.186 1.695 1.534
GDP -0.2 0.076 0212
ZoH) -0.256 -0.039 0.138
=3 T2 -0.104 -0.081 0.197
TE 0.507 0.839 0.952
Y -0.55 0.208 0.601
GDP 0.093 0.097 0.08
ZoH) 0.039 0.088 0.08
Az T2 0.101 0.103 0.085
= 0.837 0.762 0.754
Y 0.585 0.754 0.815
7y =9 o] 7)Ao W SE
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<HIV-11> SHSYFTAS XA &1t

(91 : %)
2ER} 4ER} 6}
GDP 1.939 0.514 0.262
ZeH) 1.041 0.707 0.434
&= 72 5.625 0.524 0.442
FE 1.993 1.920 2.097
9 3516 2.135 1.143
GDP -0.427 0.005 0384
ZoH) -0.486 -0.150 0.221
&= T2 -0.166 -0.360 0.302
TE 2.940 4.008 4,606
&9 1.260 2.940 3.878
GDP 0.036 0.025 0.017
ZoH) -0.010 0.024 0.004
Uz T2 0.032 0.016 0.035
TE 1.038 1.080 1.224
4 0.906 1.249 1.557
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=]
B %

(1) GDP.J=CP.J4IF.J+CG.J+EX.J-IM.J+DISC.]
(2) GDP.K=CPK+IF X+CGK+EX.K-IMK+DISC.K
(3) GDP.C=CP.C+IF.C+CG.C+EX.C-IM.C+DISC.C
(4) CP.J=13928.8+.371472%(GDP.J)+.295472%(CP.J(-1))
(8.95) (6.80)  (2.93)
OLS (1972-2004) R"2=.999 SD= 2,154.14 DW= 1.3
(5) CP.K=25929.5+291082*(GDP .K)+.421513%(CP.K(-1))
(3.52) (3.75)  (2.69)
OLS (1983-2004) R"2=.985 SD= 10,634.8 DW= 1.144
(6) CP.C=5081.43+.106580%(GDP.C)+.685138*(CP.C(-1))
(4.00) (2.01)  (4.64)
OLS (1992-2004) R"2=.993 SD= 789.2930 DW= 2.09
(4) IF.J=-8791.3+.295%GDP.J)-1353.4*(L.J-DOT(PGDP.J))+12349.*(D9091)-16923%(D0204)
(-2.08) (26.31) (-1.91) (3.83)  (-5.76)
OLS (1975-2004) R"2=.975 SD= 4,323.87 DW= 1.056
(5) IF.K=1869.48+.395450* GDP K)-2396.96*(1.K-DOT(PGDP.K))-50109.4*(D9904)
(22) (1649) (-2.63) (-5.52)
OLS (1983-2004) R"2=.954 SD= 11,332.6 DW= 1.417
(6) IF.C=-5230.17+.463677%(GDP.C)-245.456*(1.C-DOT(PGDP.C))-3629.06*(D00)
(-4.12) (29.31) (-2.24) (-2.25)
OLS (1991-2004) R*2=.985 SD= 1,534.93 DW= 1284
(7) EX.J=EXN.J/PEX.J*100
(8) EX.K=EXN.K/PEX.K*100
(9) EX.C=EXN.C/PEX.C*100
(10) EXN.J=3872.75+1.00159*(EXMN.J*RATEJ/1000)
(537)  (59.66)
OLS (1979-2004) R*2=.993 SD= 751.8851 DW= 1.018
(11) EXN.K=-3442.15+1.23702*(EXMN K*RATEK/1000)
(-2.35) (109.52)
OLS (1983-2004) R"2=.998 SD= 4,045.74 DW= 1.643
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(12) EXN.CN=-1192.00+1.20874*(EXMN.CN*RATEC/100)

(-6.60) (144.93)

OLS (1991-2004) R"2=.999 SD= 380.5606 DW= 1.554
(13) IM.J=IMN.J/PIM.J*100
(14) IM.K=IMN.K/PIM.K*100
(15) IM.C=IMN.C/PIM.C*100
(16) IMN.J=-11460.6+1.147*(IMMN.J*RATEJ/1000)

(-1.05)  (18.39)

Orrcut (1989-2004) R"2=.985 SD= 810.9953 DW= 1.844 RO=0.977
(17) IMN.K=-11547.2+1.28818*(IMMN.K*RATEK/1000)

(-4.38) (70.12)

OLS (1990-2004) R"2=.997 SD= 4,152.18 DW= 1.675
(18) IMN.C=-1037.31+1.20475*(IMMN.C*RATEC/100)

(-5.42) (121.19)

OLS (1990-2004) R"2=.999 SD= 449.3641 DW= 1.755
(19) PEX.J=-103.067+2.07775*(WPLJ)

(-7.31) (15.21)

OLS (1990-2004) R*2=.943 SD= 2.93688 DW= 1.199
(20) PEX.K=82.0264+.197106*(PGDP.K)

(11.36) (2.30)

OLS (1985-2004) R"2=.185 SD= 8.44369 DW= 1.058
(21) PEX.C=4.90017+1.06407*(PGDP.C)

(42) (7.63)

OLS (1985-2004) R"2=.751 SD= 16.2164 DW= .865
(22) PIM.J=-15.2632+377656*(PUMI)+.663057*(RATEJ)

(-1.10) (3.74) (19.88)

OLS (1985-2004) R"2=.962 SD= 3.66579 DW= 1.727
(23) PIM.K=-14.3477+.354564*(PUMK)+.064895* RATEK)

(-1.81) (5.40) (2220

OLS (1985-2004) R"2=.963 SD= 2.81790 DW= 2.121
(24) PIM.C=-130.909+.808335*(PUMC)+18.2388*(RATEC)

(-4.38) (3.59) (12.77)

OLS (1990-2004) R"2=.92 SD= 6.94926 DW= 1.604
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(25) CU.J=84.5103+2.15386*(GDP.J/N.J)-.859047*(K.J(-1)/N.J)
(836) (5.51)  (-6.99)
OLS (1980-2004) R"2=.819 SD= 3.35310 DW= 1.055
(26) CU.K=69.4981+.498899*(GDP.K/N.K)-.170563*(K.K(-1)/N K)-5.89418*(D0103)
(2991) (11.30) (-10.30)  (-3.46)
OLS (1980-2004) R"2=.859 SD= 2.31664 DW= 1.363
(27) CU.C=100.598+1.53242*(GDP.CN/N.C)-1.13231*(K.C(-1)/N.C)-1.34497*(D9092)
(411.79)  (2.01) (-2.80)  (-6.27)
OLS (1983-2004) R"2=.688 SD= 329658 DW= 1.234
(28) K.J=(1-D.J/100)*K.J(-1)+IF.J
(29) K.K=(1-D.K/100)*K K(-1}+IF.K
(30) K.C=(1-D.C/100)*K.C(-1)+IF.C
(31) L.J=5397.53+.007261%(GDP.J)-2633.68*(WLJ/PGDP.J)-194.477*(D0204)
(29.28) (15.94) (-6.32)  (-5.90)
OLS (1980-2004) R"2=.986 SD= 39.6502 DW= 1.36
(32) LK=1413.28+.001338*(GDP.K)
(12.73) (7.32)
Orrcut (1980-2004) R"2=.992 SD= 26.4748 DW= 1.153 RO=0.883
(33) L.C=47371.5+.736280*(GDP.C)-436.784*(W.C/PGDP.C)+8033.19%(D9092)
(52.57) (11.92) (-7.61) (6.72)
OLS (1983-2004) R"2=.962 SD= 1,860.08 DW= 1.234
(34) UR.J=-11.6853+15.9962*(WLI/WPLI)
(-470)  (629)
Orrcut (1985-2004) R"2=.962 SD= 220966 DW= 1.67 RO=0.789
(35) DOT(UR.K)=28.3421-3.33813*(DOT(IF K))
(3.78) (-5.21)
OLS (1985-2004) R"2=.579 SD= 26.3415 DW= 1.606
(36) UR.C=1.69243+.018346*(W.C/PGDP.C)
(15.41) (13.38)
OLS (1988-2004) R*2=918 SD= .191447 DW= 1.364
(37) DOT(WLI)=5.13487+.354384*(DOT(PGDP.J))-1.00181*(UR.J)
(5.71) (2.55) (-4.03)
OLS (1980-2004) R"2=.842 SD= .750673 DW= 1.404
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(38)

(39)

(40)

41)

(42)

(43)

(44)

(45)

(46)

47)

(48)

DOT(WILK)=12.0420+.755083*(DOT(PGDP K))-1.43904*(UR K)
(335 (3.55)  (-1.58)

OLS (1980-2004) R"2=.346 SD= 5.58677 DW= 1457
DOT(W.C)=9.16783+.842442%(DOT(PGDP.C))

(7123)  (4.93)

OLS (1980-2004) R"2=.493 SD= 4.49974 DW= 1.406
WPLJ=-7.65838+52.2268*(WLI*L.J/GDP.J)+.101761 %(CU.J)+.002673*(PUMJ *RATEJ)
(-55)  (4.98) (144)  (17.32)

OLS (1980-2004) R"2=.961 SD= 2.06888 DW= 1.356
PGDP.K=-80.70+171.238*(WLK*L.K/GDP K)+.7198#(CU.K)+.000423*(PUMK *RATEK)
(322) (1206) (3.12) (687

OLS (1986-2004) R"2=.989 SD= 2.24424 DW= 1.668
PGDP.C=308+008*(W.C*N.C/GDP.C)+3.15%(CU.C)+.039*(PUMC*RATEC)+ 10.3%(D97)
(-2.52) (13.67)  (2.60) (9.02)  (3.08)

OLS (1980-2004) R"2=.989 SD= 3.12975 DW= 1.315

PGDP.J=88.3640+.113001 *(WPLJ)

(1640)  (2.57)

Orreut (1972-2004) R"2=.983 SD= 1.33068 DW= .958 RO=0.879
1.J=-1.37591+.0000122*(GDP.J)-.761912*(M.J/PGDP.J)+.685254*(DR.J)

(-1.04) (230) (-2.66)  (8.70)

OLS (1980-2004) R"2=.936 SD= 435141 DW= 1.136
LOG(LK)=-2.57361+.836299*LOG(GDP.K)-.80968 1*LOG(M.K/PGDP K)

(-65)  (1.77) (-2.77)

OLS (1984-2004) R"2=.542 SD= 206915 DW= .869
1.C=-.827161+.000498*(GDP.C)-.002788*(M.C)

-31) (3.51)  (-3.90)

OLS (1980-2004) R"2=.576 SD= 1.97595 DW= .841

LOG(PUEJ)=-1.196+.971 *LOG(PGDP.J)+.595*LOG(PUEC.J)-.282*LOG(RATEJ)
(123) (7.92)  (5.03)  (-342)

OLS (1994-2004) R"2=.977 SD= 013305 DW= 1.27
LOG(PUEK)=10.66+.160444*(LOG(PGDP K))-.956*(LOG(RATEK))-.194*(D0204)
(22.70) (2.78)  (-11.43) (-4.40)

OLS (1984-2004) R"2=.932 SD= 060413 DW= 1.921
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(49)

(50)
(51)
(52)

(53)

(54)

(55)

(56)
(57)
(58)

(59)
(60)

(61)

(62)
(63)
(64)

LOG(PUEC)=.788+.229*LOG(PGDP.C)+.686*LOG(PUEC.C)-.140*LOG(RATEC)
(1.79) (3.32)  (654)  (-2.50)

OLS (1980-2004) R"2=917 SD= 039335 DW= 1.093
EXMN.J=EXMNK. J+EXMNC J+EXMNROW.J

EXMNK.J=EXMK..J*PUEJ/100

OG(EXMK.J)=9+.550*(LOG(GDP K))-.792*(LOG(PUEJ/(PGDP.K/RATEK))) +.3*(D04)
(3.69) (7.31)  (-2.81) 2.27)

OLS (1985-2004) R"2=.834 SD= 128719 DW= 1.263
EXMNC.J=EXMC.J*PUEJ/100
LOG(EXMC.J)=-2.26+1.220%(LOG(GDP.C))-.587*(LOG(PUEJ/(PGDP.C/RA TEC)))
(241) (1437)  (-242)

-.380%(D90)-.267%(D9899)+.472*(D04)

(-2.53) (-2.46) (2.86)

OLS (1987-2004) R"2=.956 SD= 138785 DW= 1426

EXMNROW J=283679.1+.061483*(WTRADE)

(12.39)  (3.73)

OLS (1992-2004) R"2=.518 SD= 22,613.1 DW= 1.423
EXMN.K=EXMNJ.K+EXMNC.K+EXMNROW.K

EXMNJ.K=EXMJ.K*PUEK/100
OG(EXMI.K)=-29.0089+3.38378*LOG(GDP.J)-1.20884*LOG(PUEK/(PGDP.J /RATEJ))
(-2.52) (4.17) (-5.92)

OLS (1992-2004) R"2=.965 SD= .072027 DW= 1.675
EXMNC.K=EXMC.K*PUEK/100

LOG(EXMC K)=-24.5749+3.01943*LOG(GDP.C)

(24.15) (33.34)

OLS (1992-2004) R"2=.989 SD= 105457 DW= 1.791

EXMNROW K=36498.5+.057551*(WTRADE)

(256)  (7.93)

Orrcut (1990-2004) R"2=.961 SD= 4,997.07 DW= 1.812 R0O=0.798
EXMN.C=EXMNJ.C+EXMNK.C+EXMNROW.C

EXMNJ.C=EXMJ.C*PUEC/100
LOG(EXMJ.C)=-129.1+11.045*LOG(GDP.J)-1.138*LOG(PUEC/(PGDP.J/RATEJ))
(-1440) (1544) (-3.06)
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(65)
(66)

(67)

(68)
(69)
(70)

(71)
(72)

(73)
(74)

(75)
(76)
n
(78)
(79)
(80)
81)
(82)

OLS (1991-2004) R"2=.949 SD= .131238 DW= 1.464
EXMNK.C=EXMK.C*PUEC/100

LOG(EXMK.C)=-25.2+3.027*LOG(GDP K)-.792*LOG(PUEC/(PGDP .K/RATEK))

(-1430) (27.53)  (:3.49)

OLS (1991-2004) R"2=.984 SD= .097085 DW= 1.381
EXMNROW.C=-234823 .4+ 313287*(WTRADE)

(-8.17) (15.53)

OLS (1993-2004) R"2=.956 SD= 25,612.2 DW= 1473
EXMN.ROW=EXMNJ.ROW+EXMNK.ROW+EXMNC.ROW
EXMNJ.ROW=EXMI.ROW*PUEW/100

LOG(EXMJ.ROW)=-28.5+3.290*LOG(GDP.J)- 456*LOG(PUEW/(PGDP.I/R ATEJ))

(-531) (849)  (-2.69)

OLS (1991-2004) R"2=.891 SD= 062353 DW= 1.522
EXMNK.ROW=EXMK.ROW*PUEW/100
LOG(EXMK.ROW)=1.88+1.119*LOG(GDP.K)-.735*LOG(PUEW/(PGDP.K /RATEK))

(144) (23.43)  (-6.24)

OLS (1987-2004) R"2=.987 SD= 052319 DW= 1.713
EXMNC.ROW=EXMC.ROW*PUEW/100
LOG(EXMC.ROW)=-7.3+1.772*LOG(GDP.C)-402*LOG(PUEW (PGDP.C/RATEC))

(-2.35) (7.00)  (-1.80)

Orreut (1985-2004) R"2=.976 SD= .092792 DW= 1.44 RO=0.82
IMMN.J=EXMNJ.K+EXMNJ.C+EXMNJ.ROW

IMMN.K=EXMNK.J+EXMNK.C+EXMNK.ROW

IMMN.C=EXMNC.J+EXMNC K+EXMNC.ROW

IMMN.ROW=EXMNROW.J+EXMNROW K+EXMNROW.C

WTRADE=EXMN.J+EXMN K+EXMN.C+EXMN.ROW
PUMJ=EXMNJ.K/IMMN.J*PUEK+EXMNJ.C/IMMN.J*PUEC+EXMNJ.ROW/IMMN.J*PUEW
PUMK=EXMNK_J/IMMN K*PUEJ+EXMNK.C/IMMN.K*PUEC+EXMNK.ROW/IMMN K*PUEW
PUMC=EXMNC.J/IMMN.C*PUEJ+EXMNC.K/IMMN.C*PUEK+EXMNC.ROW/IMMN.C*PUEW
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List of Variables
CG Government Consumption(2000 price, each currency)
CP Private Consumption(2000 price, each currency)
CU Capacity Utilization percent
D Depreciation Rate percent
DISC Statistical Discrepancy + Stock Inventory(2000 price each currency)
EX Export of Goods and Services(2000 price, each currency)
EXMN Export of Goods (nominal price, dollar base) million dollar
EXM Export of Goods (2000 price, dollar base) 2000 price, dollar
GDP Gross Domestic Product (2000 price, each currency)
I Interest Rate percent
IF Gross Domestic Investment
M Import of Goods and Services (2000 price, each currency)
IMN Import of Goods and Services (nominal price, each currency)
IMMN Import of Goods (nominal price, dollar base) million dollar
K Capital Stock (2000 price, each currency)
N Number of Workers %)eer%son thousand
PDD Domestic Demand Deflator 2000=100
PEX Deflator of Export of Goods and Services 2000=100
PGDP GDP Deflator 2000=100
PIM Deflator of Import of Goods and Services 2000=100
PUE Unit Price Index of Export Goods 2000=100
PUEC Unit CompetePrice Index of Export Goods 2000=100
PUM Unit Price of Import Goods 2000=100
RATE Exchange Rate each currency/dollar
UR Unemployment Rate percent
W Average Wage yuan
WI Wage Index 2000=100
WPI Wholesale Price Index 2000=100
WT World Trade million dollar

JK,C,ROW indicate Japan, Korea, China and rest of the World respectively.

Some variables of EX, EXMN indicate their trade directions. For example, EXK.J indicates export of goods
from Japan to Korea.
Each currency’s unit of the macro and trade variables is billion yen, billion won and 100 million yuan.



