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Korea as JapanKorea as Japan’’ss
Economic PartnerEconomic Partner

““Geese flying development patternGeese flying development pattern””
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GDPGDP
(unit: (unit: bil.Ubil.U$)$)

Income per Capita Income per Capita 
(unit: U$)(unit: U$)

SSource: OECD, World bank, Bank of Koreaource: OECD, World bank, Bank of Korea
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ExportExport
(unit: mil. U$)(unit: mil. U$)
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KoreaKorea’’s Trade Balances Trade Balance (unit: (unit: bilbil. U$). U$)
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KoreaKorea’’s Trade Balance with its s Trade Balance with its 
Major partnersMajor partners (1995(1995--2005)2005)
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Export Market Export Market (2005, unit: U$ billion)(2005, unit: U$ billion)

1.   China1.   China
2.   US2.   US
3.   Japan3.   Japan
4.   Hong Kong4.   Hong Kong
5.   Taiwan5.   Taiwan
6.   Germany6.   Germany
7.   Singapore7.   Singapore
8.   United8.   United

KingdomKingdom

KoreaKorea JapanJapan

1.   US1.   US
2.   China2.   China
3.   Korea3.   Korea
4.   Hong Kong4.   Hong Kong
5.   Thailand5.   Thailand
6.   Germany6.   Germany
7.   Singapore7.   Singapore
8.   United8.   United

KingdomKingdom
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SSource : Korea International Trade Associationource : Korea International Trade Association
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JapanJapan’’s FDIs FDI into Koreainto Korea(1995(1995--2005)2005)
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FDI into Korea by origin FDI into Korea by origin (2005, stock)(2005, stock)

China    1,768 mil. U$ / 1.5%China    1,768 mil. U$ / 1.5%

JapanJapan
17,737 mil. U$17,737 mil. U$

15.1%15.1%

USUS
35,127 mil. U$35,127 mil. U$

29.8%29.8%

SSource : Ministry of Commerce, Industry and Energyource : Ministry of Commerce, Industry and Energy

OthersOthers
26,459 mil. U$26,459 mil. U$

22.5%22.5%

EU EU 
36,595 mil. U$36,595 mil. U$

31.1%31.1%
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KoreaKorea’’s FTA Policys FTA Policy
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Under Under NegoNego.. SignedSigned EffeciveEffecive

1.1. KK--Chile FTAChile FTA Feb. 2003Feb. 2003 Apr. 2004Apr. 2004

2.2. KK--Singapore Singapore 
FTAFTA

Aug. 2005Aug. 2005 Mar. 2006Mar. 2006

3.3. KK--EFTA FTAEFTA FTA Dec. 2005Dec. 2005 Jul. 2006Jul. 2006

4.4. KK--ASEAN FTAASEAN FTA Dec. 2005Dec. 2005 Jul. 2006Jul. 2006
(Goods)(Goods)

5.5. KK--Japan FTAJapan FTA Dec. 2004Dec. 2004

6.6. KK--US FTAUS FTA Jun. 2006Jun. 2006

7.7. KK--Canada FTACanada FTA Jul. 2005Jul. 2005

8.8. KK--India FTAIndia FTA Mar. 2006Mar. 2006

9.9. KK--China FTAChina FTA Under studyUnder study(2005)(2005)

1010 KK--EU FTAEU FTA Under studyUnder study※※
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trade with FTA trade with FTA 
partners(%)partners(%)number of number of 

FTAFTA

number of number of 
FTA FTA 

countriescountries 2003. Dec.2003. Dec. 2005. Dec.2005. Dec.

ChinaChina 55 1414 10.4%10.4% 19.6%19.6%

KoreaKorea 44 1616 0%0% 3.3%3.3%

JapanJapan 33 33 2.4%2.4% 2.9%2.9%

U.SU.S 1212 1616 33.2%33.2% 35.3%35.3%

MexicoMexico 1616 4343 86.3%86.3% 88.0%88.0%

SingaporeSingapore 1010 1919 43.9%43.9% 60.1%60.1%

Importance of trade with Importance of trade with 
country's FTA partnerscountry's FTA partners
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The JapanThe Japan--Korea FTA Korea FTA 
why is it at standstill?why is it at standstill?
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HistoryHistory

JointJoint--research (1998research (1998--2003)2003)11stst stagestage

Negotiation (Oct. 2003 Negotiation (Oct. 2003 –– Dec. 2004)Dec. 2004)

APEC Summit (Oct. 2003)APEC Summit (Oct. 2003)
•• Open government to government negotiationOpen government to government negotiation
•• Conclude by 2005Conclude by 2005

Six rounds of negotiationSix rounds of negotiation

Standstill since Dec. 2004Standstill since Dec. 2004

22ndnd stagestage

33rdrd stagestage
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Level I gameLevel I game is to bargain with foreign trade partners, leading to is to bargain with foreign trade partners, leading to 
a tentative   agreement. a tentative   agreement. DiplomacyDiplomacy
Level II gameLevel II game is to negotiate domestically with various interest groups.is to negotiate domestically with various interest groups.

To persuade domestic constituencies to ratify the tentative agreTo persuade domestic constituencies to ratify the tentative agreement ement 
Domestic politicsDomestic politics

Domestic politics of JKDomestic politics of JK FTAFTA
-- PutnamPutnam’’s s ““TwoTwo--level gamelevel game”” --

Korean governmentKorean government

Japanese governmentJapanese government

domestic groupsdomestic groups

LLevel I game evel I game 

LLevel II game evel II game 
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Two Level Game in JK FTATwo Level Game in JK FTA

HHard domestic politicsard domestic politics

•• CongressCongress
•• InterestInterest
groupsgroups

Failure  of Failure  of 
concessionconcession

making making GGameame
(No win(No win--set)set)

Korean Korean 
govgov..

Japanese Japanese 
govgov..

HHard domestic politicsard domestic politics

Level II Level II 
gamegame

Level I Level I 
gamegame

Level II Level II 
gamegame

•• CongressCongress
•• InterestInterest
groupsgroups

Political & HistoricalPolitical & Historical
IssuesIssues
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R. StraussR. Strauss
-- STR, Tokyo Round STR, Tokyo Round --

““ As an US ambassador of STR, I spent as As an US ambassador of STR, I spent as 
much time in negotiation with domestic much time in negotiation with domestic 
constituents(Labor Union, Industry etc.) constituents(Labor Union, Industry etc.) 
and the US congress as I did negotiating and the US congress as I did negotiating 

with our trading partners. with our trading partners. ””
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Four determinants of domestic politicsFour determinants of domestic politics

Nature of negotiation issuesNature of negotiation issues

Reaction of domestic interest groupsReaction of domestic interest groups

PoliticizationPoliticization

Political leadershipPolitical leadership



19

1. Nature of negotiation issues 1. Nature of negotiation issues 

IInterests of nterests of 
Interest groupsInterest groups

LLevel II gameevel II game
(domestic politics)(domestic politics)

HomogeneousHomogeneous
* Peace treaty between* Peace treaty between

NorthNorth –– South KoreaSouth Korea

nnot so difficultot so difficult

HeterogeneousHeterogeneous

•• WinnersWinners -- eexporting industriesxporting industries

•• LosersLosers -- importimport--competing industriescompeting industries
(declining industries)(declining industries)

difficultdifficult

Clear distinction between Clear distinction between winner groups andwinner groups and
loser groupsloser groups in  Japan and Koreain  Japan and Korea
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very heterogeneous     very heterogeneous     

Korea Japan

heterogeneousheterogeneous

LoserLoser

WinnerWinner

•• Employees in parts & Employees in parts & 
componentscomponents
(1.1 mil.(1.1 mil. ,  46% ,  46% of the whole of the whole 

manufacturing employmentmanufacturing employment))
•• SME(SME(中小企業中小企業))
(33,282firms, 30 % (33,282firms, 30 % of theof the

whole manufacturingwhole manufacturing))

•• FarmersFarmers

•• FarmersFarmers

•• ManufacturingManufacturing
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2. 2. Reaction of domestic interest groupsReaction of domestic interest groups

Symmetry of Symmetry of 
political reactionpolitical reaction

nnot so difficultot so difficult

•• Losers and winners : same political reactionLosers and winners : same political reaction

UUnionnion
NGOsNGOs

USUS
BBusinessusiness
--endorse endorse 

groupgroup

PPoliticalolitical
reactionreaction

PPoliticalolitical
supportsupport

•• More political donation to pro NAFTA politicians More political donation to pro NAFTA politicians 
thanthan concon--NAFTANAFTA

NAFTANAFTA
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AsymmetryAsymmetry

•• Losers      Losers      strong political reactionstrong political reaction
labor unionslabor unions
SMESME

•• Winners    Winners    freefree--ridingriding

difficultdifficult

FFarmersarmers’’
associationassociation

KKorean orean 
governmentgovernment

BBig ig 
businessbusiness

PPolitical olitical 
reactionreaction

FFreeree--
ridingriding

KoreaKorea

strong political reactionstrong political reaction
farmersfarmers

freefree--ridingriding

JapanJapan

KoreaKorea--Chile FTAChile FTA
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3. Political issues3. Political issues

Political issuesPolitical issues
• Indifferent NGOsIndifferent NGOs

difficultdifficult

Not political issuesNot political issues
• Korea Korea –– SingaporeSingapore
•• Korea Korea -- EFTAEFTA

easyeasy

•• Korea Korea –– AEANAEAN

* The JK FTA will become * The JK FTA will become excessively delicate excessively delicate 
political issuespolitical issues because it is expected to injure the because it is expected to injure the 
interest   of  socially weak  group  like interest   of  socially weak  group  like 
-- Japan : farmersJapan : farmers
-- Korea : small business, labor unionsKorea : small business, labor unions

• PoliticiansPoliticians
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4. Political leadership4. Political leadership

It seems that politicians, who have to also It seems that politicians, who have to also 
count the votes of   farmers and   labor unions, count the votes of   farmers and   labor unions, 

will will not exercise strong politicalnot exercise strong political leadershipleadership

Japan : Prime MinisterJapan : Prime Minister
Korea : PresidentKorea : President

-- ClintonClinton’’s political leadership in the  s political leadership in the  
ratification of  NAFTAratification of  NAFTA
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New AgendaNew Agenda
-- MidMid--level FTA as an Icelevel FTA as an Ice--breaker breaker --

1.1. Mid FTA as Second  BestMid FTA as Second  Best
2.2. New GeoNew Geo--political landscape political landscape 

in East Asiain East Asia
3. US3. US--Korea FTAKorea FTA
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1.1. MidMid--level FTA level FTA 
as Secondas Second--BestBest
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EEconomic effect, feasibility and WTOconomic effect, feasibility and WTO--consistencyconsistency

TType of ype of 
integrationintegration

Quality of Quality of 
FTAFTA

Effect Feasibility WTOWTO--
consistencyconsistency

DDeep eep 
integrationintegration

HighHigh--
lelevel FTAvel FTA

HighHigh LowLow ConsistentConsistent

MidMid--levellevel
FTAFTA

AverageAverage AverageAverage ConsistentConsistent

ShallowShallow
integrationintegration

LowLow--levellevel
FTAFTA

LowLow HighHigh NonNon--
consistentconsistent
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WTOWTO’’ss ““substantiallysubstantially all the all the tradetrade””(GATT(GATT XXIVXXIV--8)8)
Low level FTA : not accepted by WTO: not accepted by WTO

Two  FTA  policy optionsTwo  FTA  policy options
Option IOption I

- High level FTA in long perspectives
aiming   at its   maximum effect

Option II

- Mid-level FTA in near future 
with its low effect
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MidMid--level FTA as Secondlevel FTA as Second--BestBest

‘Significantly’ exclude the sensitive items from 

the JK FTA

as long as this ‘significant’ exception is not against the 

WTO
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MidMid--level level FTAsFTAs

USUS--Australia FTA  Australia FTA  

Exception : Sugar, dairy products (partly)Exception : Sugar, dairy products (partly)

EUEU--Mexico (Chile) FTAMexico (Chile) FTA

Tariff elimination of 58% Agricultural productsTariff elimination of 58% Agricultural products

SingaporeSingapore--India FTAIndia FTA

51% of two Countries bilateral trade51% of two Countries bilateral trade

ChinaChina--ASEAN FTAASEAN FTA

Exception (Agricultural products) : Cambodia 30 items, Vietnam 1Exception (Agricultural products) : Cambodia 30 items, Vietnam 15 items5 items
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2. New Geopolitical landscape 2. New Geopolitical landscape 
in East Asiain East Asia

-- Emergence of Emergence of 
the Greater Chinese Economic the Greater Chinese Economic 

ZoneZone--
中中華經濟圈華經濟圈
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ChinaChina’’s FTA Policys FTA Policy
南方政策南方政策 中中華經濟圈華經濟圈

FTA(2010)

ASEAN • 400 mil. Oversea Chinese
• 10% population →

60% economic power

Greater Chinese 
Economic Zone
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3. The US3. The US--Korea FTAKorea FTA
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11stst round of Negotiation : 5round of Negotiation : 5thth June (US)June (US)
22ndnd round of Negotiation : 10round of Negotiation : 10thth July (Seoul)July (Seoul)
5 rounds of Negotiation by March, 20075 rounds of Negotiation by March, 2007

US Trade Promotion Authority : July, 2007US Trade Promotion Authority : July, 2007

US Korea
7th trading partner

2nd trading partner
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Why US chose Korea?Why US chose Korea?

25 Counties on the waiting list25 Counties on the waiting list
US US FTAsFTAs with 29 Countrieswith 29 Countries

Korea, UAE, Thailand, Panama, Malaysia, Columbia, Korea, UAE, Thailand, Panama, Malaysia, Columbia, 
Ecuador, Republic of South Africa, FTAAEcuador, Republic of South Africa, FTAA

Under Under 
negotiationnegotiation

Peru , Singapore, Oman, NAFTA, Morocco, Jordan, Peru , Singapore, Oman, NAFTA, Morocco, Jordan, 
Israel, the Dominican Republic, Chile, Bahrain, Australia, Israel, the Dominican Republic, Chile, Bahrain, Australia, 
Central and South America (Costa Rica, El Salvador, Central and South America (Costa Rica, El Salvador, 
Guatemala, Honduras, Nicaragua,)Guatemala, Honduras, Nicaragua,)

EffectiveEffective
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US FTA PolicyUS FTA Policy

1. Economic Cooperation1. Economic Cooperation
NAFTANAFTA
USUS--Australia FTAAustralia FTA

2. Alliance (Security)2. Alliance (Security)
USUS--Israel FTA (1984)Israel FTA (1984)
USUS--Jordan FTA (2002)Jordan FTA (2002)

3. Economic Cooperation + Alliance3. Economic Cooperation + Alliance
USUS--Korea FTAKorea FTA
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US Encirclement PolicyUS Encirclement Policy
East Asian Summit (EAS)East Asian Summit (EAS)
•• ASEAN + JKC + Australia + New Zealand + IndiaASEAN + JKC + Australia + New Zealand + India

KoreaKorea

FTA(2003)SingaporeSingapore
MalaysiaMalaysia

FTA(2006)
ThailandThailand

FTA(2006)
AustraliaAustralia

US
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Hot issuesHot issues

KoreaKorea
ServiceService

Finance, Law,Finance, Law,
Education, HealthEducation, Health

Agriculture Agriculture 
rice & beefrice & beef

ManufacturingManufacturing
automotive tax systemautomotive tax system

US         US         
GaesungGaesung complexcomplex
Trade Remedy Trade Remedy 

MeasureMeasure
ADAD

Visa, migrationVisa, migration
Mutual recognition of Mutual recognition of 

license (nurse, teachers) license (nurse, teachers) 
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AntiAnti--KORUS FTA in USKORUS FTA in US
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Cautious ForecastCautious Forecast

Domestic Politics In KoreaDomestic Politics In Korea

Political issuesPolitical issues

Political leadership in Korea and USPolitical leadership in Korea and US

Korea : Very fierce political reactionKorea : Very fierce political reaction

US : US congressUS : US congress

Very hard and thrilling concessionVery hard and thrilling concession--making game.making game.
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WinWin--set game for set game for MidMid--level JK FTAlevel JK FTA

More realistic negotiation strategy based on More realistic negotiation strategy based on 

hard domestic politics in both Countrieshard domestic politics in both Countries

⇒⇒ WinWin--set game for set game for MidMid--level FTAlevel FTA
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Basic Role of winBasic Role of win--setset

Size of Size of Japanese(KoreanJapanese(Korean) government) government’’s wins win--

set is decided by level set is decided by level ⅡⅡgame (political game (political 

reaction of interest groups)reaction of interest groups)

When Japanese and Korean governmentWhen Japanese and Korean government’’s s 

winwin--sets overlap sets overlap →→ FTA agreementFTA agreement
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WinWin--set Gameset Game

Japan max Korea max

日本利益極大化協商案 韓國利益極大化協商案

100% 工産品
0% 農産品

0% 工産品
100% 農産品

韓國 win-set(50%工産品)

Agree

日本 win-set(50%農産品)

日本 win-set(100%農産品) 韓國 win-set(100%工産品)

日本 win-set(70%農産品) 韓國 win-set(70%工産品)

2004.12 2004.12
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Thank youThank you
Good luck!Good luck!
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