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Abstract

This paper examines if Japan’s free trade agreements (FTAs) with Malaysia, Thailand, and
Indonesia contributed to an expansion of bilateral trade between Japan and its FTA partners,
which is the expectation. The results of our analysis do not show significantly positive
impacts when the analysis is conducted using aggregate/sectoral trade data. However,
expected positive impacts are found for some products, whose tariffs are reduced under
FTAs, when the analysis is conducted by using disaggregated trade data at the Harmonized
System (HS) 4-digit level. There are also some cases, where expected positive impacts are
not found, even where tariff reduction under FTAs was substantial. The authors argue that
several factors such as a lack of knowledge of FTAs by traders, high cost of using FTAs,
i.e., high cost of obtaining the certificate of origin, and existence of preferential tariff
treatment as part of development policies such as investment incentive schemes may be
responsible for the lack of positive response of FTAs on trade.
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1. Introduction
Japan became interested in free trade agreements (FTAs) toward the end of the 1990s.
Japan’s first FTA was with Singapore, and it came into force in November 2002 (Table 1).
Following this, Japan’s FTA negotiations centered on the countries of ASEAN, and as of
February 2015, 14 FTAs had come into effect, 13 bilateral FTAs, each with Singapore, Mexico,
Malaysia, Chile, Thailand, Indonesia, Brunei, the Philippines, Switzerland, Vietnam, India, Peru,
and Australia (in the order of enactment) as well as one regional FTA with Association of
Southeast Asian Nations (ASEAN). Japan has signed FTA with Mongolia in February 2015, and
it is currently negotiating FTAs with South Korea, the countries of the Gulf Cooperation
Council (GCC), Canada, Colombia, China-South Korea (CJK FTA), the European Union, ten
ASEAN member countries and five countries including China, South Korea, India, Australia
and New Zealand under the Regional Comprehensive Economic Partnership (RCEP) and eleven
APEC members economies under the Trans-Pacific Partnership (TPP) agreement. The RCEP
and TPP along with the Transatlantic Trade and Investment Partnership (TTIP) involving the
United States and the European Union (EU) are called mega-FTAs, as these FTAs involve a
large number of countries and several major countries. FTA negotiations with South Korea
began in December 2003, but were broken off in November 2004 due to opposing opinions on
the negotiation framework and have not restarted thereafter.
== Table 1 ==
Traditionally, Japan’s trade policy proceeded under the principle of non-discrimination
between all member countries in the framework of the General Agreement on Tariffs and Trade
(GATT)/World Trade Organization (WTO) multilateral trade systems, although there were
exceptional cases where special trade measures such as voluntary export restraints were adopted
bilaterally with the United States to deal with trade frictions. However, it now proceeds in a
multi-layered manner, pursuing discriminating frameworks resulting from bilateral/regional
FTAs as well as multilateral framework under the WTO. There are a number of causes behind
Japan becoming interested in FTAs. One is the rapid increase in FTAs in the various regions of
the world. Under the circumstances of virtually stalled WTO trade liberalization negotiations,
many countries with an interest in liberalization have started establishing FTAs. Indeed, FTAs
have become most important and popular trade policy in recent years. In the trading
environment where increasingly a large number of FTAs have been enacted, Japan has also
become interested in FTAs in order to secure export markets in a discriminatory trade
environment caused by FTAs. Furthermore, the international movements of investment and
people, for which rules under the WTO have not been established, have intensified in
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international economic activities, and so Japan and other countries have a heightened interest in
FTAs in order to set the rules on them.
Against the backdrop of rapid expansion of FTAs, many empirical studies have
examined the impacts of FTAs on foreign trade. Two different kinds of impacts of FTAs on
trade may be observed, the trade creation effect and trade diversion effect. Trade creation effect
means that FTAs eliminate trade barriers among members and, therefore, create trade among
them, while trade diversion effect means that FTAs replace imports of highly efficient non-FTA
member countries with imports from less-efficient FTA members. Most studies have found the
presence of the trade creation effect of FTAs, while few studies that examined the trade
diversion effects have found mixed results.
The objective of this paper is to examine the impacts of Japan’s FTAs on Japan’s trade
with FTA partner countries. Specifically, we take up three FTAs with ASEAN member states,
Malaysia, Thailand, and Indonesia, in the order of enactment. Many previous studies have
examined the presence or absence of trade creation effect by investigating cross-country,
time-series aggregated trade data without taking into account of the information on tariff rates,
which are crucial elements in FTAs. In these studies, FTA dummy variables are used to capture
the impacts of FTAs on trade. Unlike previous studies, our study examines the impacts of FTAs
on bilateral trade by using disaggregated product level trade data and by explicitly considering
the tariff levels. Our approach is suitable for examining the impacts of specific FTAs such as
Japan’s FTAs with Malaysia, Thailand and Indonesia on Japan’s trade with these countries. This
study is an extension of our earlier study on Japan-Mexico FTA (Ando and Urata, 2011). Such
analysis would be useful for evaluating FTA policies.
The structure of the paper is the following. Section 2 briefly explains the situation of
the progress of Japan’s FTAs. Section 3 provides descriptive analysis on Japanese trade with
three Asian countries. In particular, this section attempts to capture products that may have the
positive effects of FTAs with large preferential margins. Section 4 in turn attempts to
quantitatively examine the impacts of FTAs, using gravity model estimation, not only at the
aggregate/sectoral level but also at the product level in consideration of the information on
preferential margins. The paper concludes in Section 5.

2. Japan’s recent trade structure with Malaysia, Thailand, and Indonesia
Malaysia, Thailand, and Indonesia are important trading partners for Japan. The
share of bilateral trade with these three countries in Japan’s total trade is 10 percent for both
exports and imports, indicating the importance of these countries for Japan’s trade. Table 2
presents trade values in U.S. dollars and shares in Japan’s total trade (exports to and imports
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from the world) in 2000 and 2012 for countries with FTAs (as of February 2015), including
three countries, and major countries without FTAs. 1 From 2000 to 2012, Japan’s export values
increased by 27 percent for Malaysia, 221 percent for Thailand, 167 percent for Indonesia on a
nominal base, while the corresponding figure is 133 percent for the world. As a result, the
share of these three countries in total Japanese exports expanded from 7.3 percent in 2000 to 10
percent in 2012. Japan’s import values did increase, but almost at similar pace to its imports
from the world, unlike the case of exports. The shares of imports from three countries remained
more or less at the same level.
== Table 2==
The following discusses features of Japan’s recent trade structure with each of the
three countries, particularly focusing on trade patterns before and after FTA enactment. Figure
1 shows trend of trade aggregated by major sectors since 2000, and Table A.1 in the Appendix
presents the corresponding trade value and sectoral share, based on Japanese bilateral trade in
Japanese Yen. 2
== Figure 1==
Malaysia
Although both Japan’s exports to and imports from Malaysia dropped in 2009, when
the Global Financial Crisis (GFC) occurred, they seem to have returned to the pre-crisis trend
quickly. However, a trend after 2007 (after FTA enactment) is different between exports and
imports: a decreasing trend is observed for exports and an increasing trend for imports.
Major sectors of Japan’s exports to Malaysia are electric machinery (HS85), general
machinery (HS84), base metal and products (HS72-83), transport equipment (HS86-89), and
chemical & plastic (HS28-40); their sectoral shares in total exports are 35/25 percent in
2006/2012 (before/after enactment of bilateral FTA), 15/16 percent, 14/15 percent, 10/17
percent, and 10/10 percent, respectively. A significant sectoral change in terms of both value and
share is that the electric machinery declined while the transport equipment sector rose. The
export value of electric machinery in 2012 is close to a half that in 2000, and such shrinkage
seems to have heavily contributed to the declining trend of Japan’s overall exports to Malaysia.

1

Major countries without FTAs are those who are within the top 10th of Japan’s exports and/or
imports in 2000 and/or 2012.
2 Note that values in Table 2 and values in Figure 1/Table A.1. are in U.S. dollars and Japanese
Yen, respectively, and thus, the trend seems to be different.
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Major sectors of Japan’s imports from Malaysia are mineral products (HS25-27),
electric machinery (HS85), wood & wood products (HS44-46), general machinery (HS84), and
agriculture & food (HS01-24); their sectoral shares in total imports are 32/58 percent in
2006/2012, 25/15 percent, 11/4 percent, 8/3 percent, and 7/8 percent, respectively. The imports
of mineral products expanded significantly in terms of both value and share. For instance, the
import value in 2012 is 2.6 times that in 2006 (4.3 times that in 2000), with a significant gain of
sectoral shares from 32 percent in 2006 (23 percent in 2000) to 58 percent in 2012. A
significant expansion of imports in this sector seems to have contributed to the increasing trend
in Japan’s total imports from Malaysia. Note that imports of agriculture & food products tend to
expand, particularly since 2007, though the import value per se is not so large compared to
imports of mineral products. Also, electric machinery imports tend to decline in both exports
and imports. This would suggest a reshuffling of fragmentation of production by Japanese firms
in this sector within the region and/or a decline in the prices of electric products.
Thailand
Similar to the case of Malaysia, both Japan’s exports to and imports from Thailand
dropped in 2009, but they seem to return to the pre-crisis level and trend quickly. However, a
trend after 2008 (after FTA enactment) is different between exports and imports: an increasing
trend for exports and a decreasing trend for imports, which is opposite to the case of Malaysia.
Major sectors of exports are general machinery (HS84), electric machinery (HS85),
base metal and products (HS72-83), chemical & plastic (HS28-40), and transport equipment
(HS86-89); sectoral shares in total exports are 22/29 percent in 2007/2012 (before/after
enforcement of bilateral FTA), 21/15 percent, 19/18 percent, 13/10 percent, 11/14 percent,
respectively. A significant expansion of exports is observed for general machinery and transport
equipment in 2012. However, we have to note that such a significant increase for these two
sectors must be partly related with the great flood in Thailand in 2011. Unlike to the case of
Malaysia, a significant sectoral change in shares is not observed.
On the import side, major sectors are electric machinery (HS85), agriculture & food
(HS01-24), general machinery (HS84), and chemical & plastic (HS28-40); their sectoral shares
in total imports are 21/16 percent in 2007/2012, 20/23 percent, 17/15 percent, and 15/19 percent,
respectively. Among these sectors, the value of imports increased only in the chemical & plastic
sector, compared with the value before 2007. Moreover, the imports of transport equipment
(HS86-89) tend to expand, particularly since 2007, though the value of imports per se is not so
large as other sectors mentioned above; the value of imports in 2012 is about the twice that in
2007.

Furthermore, electric machinery tends to decline in both exports and imports, which is
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observed for Malaysia as well. This may suggest a reshuffling of fragmentation of production by
Japanese firms in this sector within the region and/or a decline in the prices of electric products.
Indonesia
Similar to the cases of Japan’s exports to Malaysia and Thailand, Japan’s exports to
Indonesia dropped in 2009. Although they dropped in 2009, they rapidly returned to the level of
pre-crisis level and trend, and depicted an increasing trend after 2009 (after FTA enactment).
Unlike the case of exports, and similar to the case of Thailand, a decreasing trend is observed
for imports, though the value of imports slightly increased again after the GFC.
Major sectors of Japan’s exports to Indonesia are general machinery (HS84), base
metal and products (HS72-83), transport equipment (HS86-89), chemical&plastic (HS28-40),
and electric machinery (HS85); their sectoral shares in Japan’s total exports to Indonesia are
28/29 percent in 2008/2012 (before/after enforcement of bilateral FTA), 20/18 percent, 16/22
percent, 12/11 percent, and 12/10 percent, respectively.

Although sectoral shares did not

change significantly among these sectors, exports in general machinery, base metal and products,
and transport equipment are expanding recently. This might be related with recent active FDI in
this sector by Japanese firms.
On the import side, mineral products (HS25-27) account for around 60 percent of the
total. The value of imports in this sector declined significantly, contributing to a decreasing
pattern of Japan’s total imports from Indonesia. All sectors except this sector in Figure 1/Table
A.1 still have more or less similar levels of import value and share before and after FTA
enactment.

3. Preferential margins and trade growth
The previous subsection discussed features of trade structure, focusing on the
differences before and after FTA enactment, without identifying preferential treatment under
FTAs. This section in turn sheds light on preferential margins of FTAs and attempts to pick up
commodities with potentially positive impacts of FTAs. As we cannot obtain any information on
the actual use of FTAs unfortunately, we simply investigate preferential margins and trade
growth of commodities at the most disaggregated level for Japan or the HS 9-digit level.
Tables 3 to 5 present a list of commodities with relatively high preferential margins
and export growth, and Tables 6 to 8 a list of commodities with relatively high preferential
margins and import growth. 3 As mentioned in Section 1, Japan has two FTAs with Malaysia
3

See Appendix for the detailed explanation of the criteria to pick up corresponding
commodities.
6

and Thailand FTAs, i.e., bilateral EPA and AJCEP. Thus, both preferential tariffs in addition to
MFN tariffs are shown in Tables 3, 4, 6, and 7. 4 Moreover, while information on MFN tariffs
and preferential tariffs is available at the HS 9-digit level on the import side, such information is
not available on the export side for us. Therefore, Tables 3 to 5 have 2 lists of commodities,
using the information on MFN and preferential tariffs at the HS 6-digit level. The upper part of
these tables includes commodities at the HS 9-digit level with a single tariff (MFN/preferential)
at the corresponding HS 6-digit level, and the lower part have commodities at the HS 9-digit
level with multiple tariffs (MFN/preferential) at the corresponding HS 6-digit level. In the
following, we discuss features of these commodities.
== Table 3==
== Table 4==
== Table 5==
== Table 6==
== Table 7==
== Table 8==
A. Exports
Major commodities for Malaysia include rubber products used for cars such as
transmission belts and tires (HS4010, 4012), wadding of man-made fibres (HS5601), unsorted
rags, scrap twine and worn out articles of textile materials (HS6310), glass products (HS7006,
7020), articles of precious metal (HS7115), base metal products such as tubes and pipes of alloy
steel (HS7304) and alminium products including wire of aluminium alloys and aluminium foil
(HS7605, 7607), general machines such as roller conveyor, coal/rock cutters and tunneling
machinery, and moving (HS8428, 8430), safety seat belts for motor vehicles (HS8708),
automobiles and their parts and components such as tractors, motor vehicles, chassis fitted with
engines, bodies, and seats (HS8701, 8702, 8703, 8704, 8706, 8707, 9401). Many of them are
automobiles or their parts and components.
Major commodities for Thailand include manicure and shampoos (HS3304, 3305)
rubber products used for cars such as transmission belts and tires (HS4010, 4011), garments
4

Note that AJCEP is not effective for Indonesia yet.
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(HS5208, 5407, 5512, 5603, 5608, 5804, 6212), general machinery such as internal combustion
piston engines and ventilating hoods (HS8408, 8414), electric machinery such as DC motors
(HS8501), static converters (HS8504), electric accumulators & lead-acid for starting piston
engines (HS8507), windscreen wipers (HS8512), winding wire (HS8544), and lamp carbons
and battery carbons for electrical purposes (HS8545), seats for motor vehicles (HS9401), and
automobiles such as motor vehicles, motorcycles, bicycles (HS8704, 8711, 8712) and gear
boxes (HS8708). Many of them are automobiles or their parts and components, in addition to
garments.
Major commodities for Indonesia include chemical products (HS2843, 2850, 2917),
plastic products such as acrylic polymers and articles of plastics (HS3906, 3926), rubber
products such as latex, tubes, pipes and hoses, transmission belts, and tires (HS4002, 4009,
4010, 4011), textile products such as artificial staple fibers of viscose rayon and carpets
(HS5504, 5703), general machinery such as heat exchange units and lifting machinery (HS8419,
8426), electric machinery such as electrical apparatus for switching/protecting electrical circuits
and motors (HS8535), automobiles and their parts such as motor vehicles, motorcycles,
drive-axles, steering wheels, gear boxes, suspension systems, and silencers and exhaust pipes
(HS8703, 8704, 8708). Many of them seem to be automobiles or their parts and components.
B. Imports
Major commodities for Malaysia include cocoa power (HS1805), instant coffee
(HS2101), textile products such as nonwovens, twine, cordage, rope, textile fabrics, and gloves
(HS5603, 5607, 5903, 6116), base metal products such as photograph/picture/mirrors and cored
wire (HS8306, 8311). Major commodities for Thailand include skipjack and other bonito
(HS1604), textile products such as high tenacity yarn of polyesters, synthetic staple fibers,
woven fabrics of polyester (HS5402, 5503, 5513), and garments such as women’s dresses,
blouses, and coats (HS6104, 6106, 6110, 6114, 6202, 6204, 6210). Major commodities for
Indonesia include instant coffee (HS2101), textile products such as woven fabrics, and garments
such as women’s dresses and blouses, men’s shorts, globes, women’s jacket, and garments made
up of fabrics of felt and nonwovens (HS5205, 5208, 5407, 6103, 6104, 6105, 6112, 6116, 6202,
6210). In summary, many of these commodities are textile products, garments, and certain food
products.
C. Preferential margins
Let us discuss some features of preferential margins. First, tariffs under bilateral
FTAs that are imposed on commodities listed in Tables 3 to 8 are lower than those under AJCEP
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for Malaysia and Thailand, except a few commodities exported to Thailand 5. This is because
AJCEP tariff rates are applied to Japanese products exported to all ASEAN members except
Indonesia, which has not enacted AJCEP, whereas bilateral FTA tariff rates are applied to
Japanese products exported only to bilateral FTA partners. However, we have to note that
AJCEP can be applied even if preferential tariffs are higher in AJCEP than those in bilateral
FTAs as AJCEP can utilize the cumulative Rules of Origin.
Second, preferential margins tend to be larger for Japan’s exports to the three countries
than its imports from the three countries. This means that three Asian developing countries still
impose higher MFN tariffs than Japan does and thus preferential margins can be larger. For
instance, MFN tariffs imposed on commodities listed in Tables 3 to 5 are high for Malaysia and
Thailand; around 20 to 30 percent for Malaysia except some commodities and 10 to 30 percent for
Thailand, while preferential tariffs under bilateral FTAs are less than the half in most of them for
Malaysia and are zero for many commodities for Thailand. These observations imply that the
impacts of tariff reduction through FTAs can be expected particularly large for Japan’s exports to
these two countries.
Third, MFN tariffs imposed by Japan on commodities listed in Tables 6 to 8 are less than
six percent in most cases for Malaysia and are around 10 percent for Thailand and Indonesia,
while preferential tariffs under bilateral FTA/AJCEP are mostly zero percent. In other words,
there would be the possibility of the use of bilateral FTA/AJCEP.
Fourth, most of MFN tariffs and preferential tariffs under FTAs are ad valorem tariffs,
but there exist specific tariffs or more complicated tariffs for a few commodities listed in Tables 3
to 8.

4. Gravity model estimation
4.1 Methodology
This section quantitatively examines the impact of Japanese FTAs on Japan’s bilateral
exports to and imports from Malaysia, Thailand, and Indonesia, considering basic economic
conditions/relationships such as distance, size of economy, and income level. For this purpose,
we conduct gravity model estimation at the aggregate level as well as the sectoral/product level,
with a particular focus on products mentioned in the previous section. As our sample pools data
from 2002 to 2010, both pooled Ordinary Least Squares (OLS) (with White's corrected standard
errors) and fixed effect model are applied to our estimation for aggregate trade. For the analysis
of trade at the sectoral/product level, pooled OLS and PPML fixed effect model (instead of fixed
effect model) are applied because there are many cases of no bilateral trade, which is also
5

See Appendix for the criteria and procedure used to select the products listed the tables.
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important information to be considered. Our sample consists of 40 countries listed in Table 9 as
Japan’s important trading partners with exports/imports of no less than 0.1 percent of Japan’s
total exports/imports in both 2005 and 2010.
== Table 9 ==

Our equation of gravity model estimation is as follows:
𝑙𝑙(𝑡𝑡𝑡𝑑𝑑𝑖𝑡 ) = 𝛽0 + 𝛽1 ln(𝑑𝑑𝑑𝑑𝑖 ) + 𝛽2 ln(𝐺𝐺𝐺𝑡𝑖 ) + 𝛽3 ln�𝐺𝐺𝐺𝐺𝐺𝑡𝑖 � + 𝛽4 𝐹𝐹𝐹𝑡𝑖 + 𝜀,

where 𝑡𝑡𝑡𝑡𝑡𝑖𝑡 expresses Japan’s exports to country 𝑖 or its imports from country 𝑖 in year 𝑡,
𝐺𝐺𝐺𝑖𝑡 GDP of country 𝑖 in year 𝑡, and 𝐺𝐺𝐺𝐺𝐺𝑖𝑡 GDP per capita of country 𝑖 in year 𝑡,

𝑑𝑑𝑑𝑑𝑖

distance between (capitals of) Japan and country 𝑖, and 𝐹𝐹𝐹𝑡𝑖 FTA dummy for the

Japan’s FTA with country 𝑖 in year 𝑡. Note that distance measures are included only when the
OLS is conducted. Since Japan has FTAs that entered into force by 2010 with Singapore

(effective since November 2002 for bilateral and December 2008 for AJCEP), Malaysia (July
2006 for bilateral and February 2009 for AJCEP), Chile (September 2007), Thailand (November
2007 for bilateral and June 2009 for AJCEP), Indonesia (July 2008), the Philippines (December
2008 for bilateral and July 2010 for AJCEP), Vietnam (December 2008 for AJCEP and October
2009 for bilateral), and Switzerland (September 2009) among our sample countries, dummies
for these FTAs are included in the equation, though our major purpose is to investigate the effect
of Japan’s FTA with Malaysia, Thailand, and Indonesia. Note that dummy variables are used for
Malaysia, Thailand, and the Philippines based on the timing of bilateral FTAs in force and
Vietnam based on the timing of AJCEP in force.
The expected sign of FTA dummies is positive. In the case of Malaysia and Thailand,
unfortunately we cannot identify the possible positive effect of bilateral FTAs from that of
AJCEP if any because no information on the use of FTAs is available to us. However, bilateral
FTAs have lower preferential tariffs than AJCEP as Tables 3 to 8 show in most cases. Thus,
unless cumulative accumulation to satisfy the rules of origin of AJCEP is useful to apply
preferential tariffs, bilateral FTAs would be used. The expected coefficients for other variables
are as follows: negative for distance measures and positive for GDP/GDP per capita if Japan
tends to export/import large amount to/from the countries with large economic size/high income
level.
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Data on trade are obtained from UN comtrade (online). Data on GDP, and GDP per
capita are taken from World Development Indicators online 6 , and distance measures are
obtained from the CEPII (centre d’etudes prospectives et d’ informations internationals)
website 7.
4.2 Main results
Tables 10 to 12 present the results of gravity model estimations at the aggregate level
and 21 sectoral levels. Our results indicate that Japan has a larger (smaller) amount of exports to
and imports from countries located closer to (farther from) Japan and countries larger (smaller)
in economic size. 8 In the following, we focus on the results of FTA dummies with three
countries, that is, Malaysia, Thailand, and Indonesia. In the analysis of exports at the aggregate
level, the coefficients are positive and statistically significant for Malaysia and Thailand when
the OLS estimation is applied. However, the coefficients become insignificant when the fixed
effect model is used. It indicates that Japan tends to have large exports to these countries, but we
cannot observe the positive effects of FTAs at the aggregate level once the country effect is
considered. Similarly, in the analysis of imports at the aggregate level, the coefficient for FTA
dummy is positive and statistically significant for Malaysia when OLS is applied, but the
coefficient become insignificant when fixed effect model is used, and the coefficient is even
negative for Indonesia with statistical significance. These results indicate that the positive
impact of FTAs on Japan’s trade with Malaysia, Thailand, and Indonesia does not exist at least
at the aggregate level.
== Table 10 ==
== Table 11 ==
== Table 12 ==
The sectoral analysis for 21 sectors suggests the possibility of the positive impact of
FTAs in some sectors for both exports and imports, unlike the case of the analysis at the
6

See the World Bank website for the World Development Indicators
(http://publications.worldbank.org/WDI/).
7
The
CEPII
distance
database
is
available
at
http://www.cepii.fr/anglaisgraph/bdd/distances.htm.
8 Japan has a larger (smaller) amount of exports to countries larger (smaller) in income level in
fixed effect model and a larger (smaller) amount of imports from countries smaller (larger) in
income level in OLS estimation, but the other estimation does not show any statistically
significant coefficients.
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aggregate level, though the number of sectors with positive effect is limited. The results based
on the OLS estimation suggest positive effects in many sectors for Malaysia and Thailand on
both export and import sides. Once the country effect is considered, however, the positive
coefficients with statistical significance are observed only in the following sectors from the
analysis applying the PPML fixed effect estimation: for Japan’s exports, Sector 3 (HS15: animal
& vegetable oils) for Thailand, Sector 11 (HS50-63: textiles) for three countries, Sector 13
(HS68-70: cement & ceramic) for Malaysia, and Sector 19 (HS90-92: precision machinery) for
Thailand, while for Japan’s imports, Sector 2 (HS06-14: vegetable products) for three countries,
Sector 3 (HS15: animal & vegetable oils) for Malaysia and Indonesia, Sector 4 (HS16-24:
products of food industry) for Malaysia and Thailand, Sector 9 (HS44-46: wood & wood
products) for Thailand, Sector 10 (HS47-49: pulp & paper) for Malaysia, Sector 11 (HS50-63:
textiles) for Malaysia and Thailand, Sector 15 (HS72-83: Base metals & products) for Thailand,
Sector 18 (HS86-89: transport equipment) for three countries, Sector 19 (HS90-92: precision
machinery) for Thailand, Sector 20 (HS94-96: various manufactured goods) for Malaysia, and
Sector 21 (Others) for Malaysia.

In other words, out of 21 sectors, the number of sectors with

positive and statistically significant impacts of FTAs on trade can be summarized as follows: for
Japan’s exports to Malaysia (2), Thailand (3), and Indonesia (1), whereas the corresponding
values for Japan’s imports from Malaysia (9), Thailand (7), and Indonesia (3). The results of
OLS estimations may indicate that Japan tends to have large exports to and imports from
Malaysia and Thailand for their distance from Japan and economic conditions at the sectoral
level, but these findings do not appear to indicate trade creation effects of FTAs at the 21
sectoral level.
Since the above-mentioned analysis at the sectoral level does not consider whether
preferential margins exist or not, the following discusses the results of the analysis at the
product level (HS 4-digit level) for products including commodities listed in Tables 3 to 8, i.e.,
commodities with relatively high preferential margins and export/import growth, to more
correctly identify the possible effects of FTAs. Tables 13 and 14 show the results of analysis at
the product level, using PPML and fixed effect estimation, for most products including
commodities listed in Tables 3 to 8 for exports and imports, respectively. Note that the results on
FTA dummies for the products that are subject to large FTA preferential margins, which were
selected in Tables 3 to 8, are highlighted with yellow marker. The results of the corresponding
analysis using the OLS estimation are provided in the Appendix (Tables A.2 and A.3). As the
analysis at the product level has many cases of zero trade, we discuss the results at the product
level based on the analysis using PPML and fixed effect estimation.9
9

Significant differences between analyses using these two estimations cannot be observed,
unlike the case of analyses at the aggregate/sectoral level.
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== Table 13 ==
== Table 14 ==
A. Exports
Although the number of sectors with positive effects is limited, there are some
products with possibly positive impacts of FTAs not only on exports to Malaysia and Thailand
but also on exports to Indonesia. Even among products including commodities listed in Tables 3
to 5 with relatively high preferential margins and trade growth, there are both positive and
negative coefficients with statistical significance. 10 Major products with statistically significant
and positive coefficients include food products, chemicals, plastic products, textile, base metals,
general machinery, electric machinery, transport equipment, and precision machinery. The
typical and important feature is that, regardless of whether the product is classified into the
transport equipment sector, there are many parts and components used for the transport
equipment.
The products that are likely to have positive impacts of FTAs between Japan and
Malaysia on exports include products of food industry (HS2104: such as soups and broths,
HS2105: such as ice cream, HS2209: such as vinegar), chemicals (HS2842: salts of inorganic
acids/peroxoacids), plastic products (HS3924: household articles and toilet articles of plastics),
plastic products (HS4012: retreaded pneumatic tires of rubber used on buses), textile (HS5601:
wadding of man-made fibres, HS6307: made-up textile articles including dress patterns,
HS6310: unsorted rags, scrap twine and worn out articles of textile materials), cement &
ceramic (HS7006: glass not framed/fitted with other materials, HS7020: articles of glass),
precious stone (HS7115: articles of precious metal), base metals (HS7321: cooking appliances
and plate warmers for gas fuel, HS7605: wire of aluminum alloys), transport equipment
(HS8702: motor vehicles for the transport of 10/more persons, HS8706: chassis fitted with
10

There are various possible reasons for negative results. For instance, as mentioned above,
the analysis attempts to consider preferential margins, but we cannot identify whether the
preferential tariff under FTA is actually applied or not. Even if preferential margins are large
enough, we cannot expect the trade creation effect if preferential tariffs are not utilized. Also,
trade in the gravity model estimation at the product level (HS 4-digit level) includes other
commodities in the corresponding product level than the commodity listed in Tables 3 to 8.
Therefore, results can be largely influenced by other commodities included in the corresponding
product. Moreover, some commodities in Tables 3 to 8 have preferential margins that are not
significantly large; for example, preference of five percent may not be sufficient as an incentive
to utilize FTAs. Furthermore, in the case of exports with multiple tariffs at the corresponding HS
6-digit level, we cannot precisely capture preferential margins, and thus, some commodities
listed in Table 3 to 5 (as exports: multiple) may not have large preferential margins.
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engines for the motor vehicles, HS8707: bodies for the motor vehicles), precision machinery
(HS9106: other time of day recording apparatus, with clock/watch movement/with synchronous
moto), and various manufactured goods (HS9404: articles of bedding).
The products that are likely to have positive impacts of FTAs on exports from Japan to
Thailand include vegetable products (HS1302: including vegetable saps and extracts), animal &
vegetable oils (HS1517: margarine), mineral products (HS2906: menthol), chemicals (HS3004:
gastrointestinal drugs, HS3305: shampoos, HS3504: peptones, other protein substances and hide
powder, HS3821: prepared culture media for micro-organisms and cells), plastic products
(HS4011: new pneumatic tires of rubber used on motorcycles), skin and raw material (HS4202:
trunks, suit-cases, etc), pulp & paper (HS4811: paper and paperboard coated with plastics),
textile (HS5512: woven fabrics of polyester staple fibres, HS5608: knotted netting and made up
nets, HS5804: tulles, HS6212: brassieres, girdles and panty-girdles, corselettes), base metals
(HS8311: cored wire of base metal alloys for electric arc-welding), general machinery (HS8414:
ventilating/recycling hoods incorporating a fan), electric machinery (HS8507: electric
accumulators, lead-acid for starting piston engines), transport equipment (HS8708: gear boxes
of the motor vehicles, HS8712: Bicycles), precision machinery (HS9205: brass-wind musical
instruments), and various manufactured goods (HS9401: seats, HS9402: medical furniture).
The products that tend to have positive impacts of FTAs on exports from Japan to
Indonesia include animal & vegetable oils (HS1521: such as beeswax and other insect waxes),
mineral products (HS2701: bituminous coal), chemicals (HS2843: silver compounds, HS2850:
hydrides, nitrides, azides, silicides and borides, HS3212: pigments), plastic products (HS3906:
acrylic polymers, HS3926: articles of plastics, HS4009: tubes, pipes and hoses of rubber with
fittings), pulp & paper (HS4911: printed matter), textile (HS5209: woven fabrics of cotton dyed,
HS5703: carpets of man-made textile materials), base metals (HS7806: articles of lead, HS7907:
articles of zinc), general machinery (HS8426: lifting machinery designed for mounting on road
vehicles), electric machinery (HS8535: electrical apparatus for switching/protecting electrical
circuits/for making connections to/in electrical circuits), transport equipment (HS8704: motor
vehicles for the transport of goods), and precision machinery (HS9015: parts and accessories of
electrical surveying instruments and appliances).
B. Imports
Similar to the analysis on exports, even among products including commodities listed
in Tables 6 to 8 with relatively high preferential margins and trade growth, there are both
positive and negative coefficients with statistical significance. Major products with statistically
significant and positive coefficients include food products, textiles, and base metals.

14

The products that are likely to have positive impacts of FTAs between Japan and
Malaysia on imports include animal & vegetable oils (HS1511: including palm oil, HS1513:
including palm kernel/babassu oil), products of food industry (HS1805: cocoa powder, HS2101:
instant coffee, HS2208: undenatured ethyl alcohol), mineral products (HS2712: paraffin wax),
textile (HS5603: nonwovens of polypropylene, HS5607: twine, cordage, ropes, and cables of
polypropylene, HS5903: textile fabrics impregnated with polyvinyl chloride), footwear
(HS6505: hats and other headgear made up from lace, felt or other textile fabric), base metals
(HS7612: aluminum casks, drums, cans and boxes, HS8306: photograph/picture/mirrors of base
metal, HS8311: cored wire of base metal), and various manufactured goods (HS9507: fishing
reels).
The products that tend to have positive impacts of FTAs on imports from Thailand by
Japan include live animals & products (HS305: such as smoked fish), products of food industry
(HS1604: skipjack and other bonito, HS2208: undenatured ethyl alcohol), plastic products
(HS3903: polymers of styrene), textile (HS5205: cotton yarn, HS5503: synthetic staple fibers of
polyester, HS5513: woven fabrics of polyester staple fibers dyed, HS5702: carpets and other
textile floor coverings of cotton, HS6110: jerseys, pullovers, cardigans and waistcoats, HS6114:
garments of synthetic fibers, HS6210: women's garments).
The products that are likely to have positive impacts of FTAs on imports from
Indonesia by Japan include products of food industry (HS2101: including instant coffee), textile
(HS5205: cotton yarn, HS5208: woven fabrics of cotton, HS6112: women's swimwear of
synthetic fibers, HS6116: gloves impregnated with plastics made up by sewing, HS6202:
women's anoraks, wind-cheaters and wind-jackets of man-made fibers, HS6217: made up
clothing accessories).
In summary, our results suggest that the Japan’s bilateral/regional FTAs with Malaysia,
Thailand, and Indonesia do not have a positive impact on Japan’s trade with them at the
aggregate level or in most sectors at 21 sectoral levels, although trade particularly with Malaysia
and Thailand seem to be larger, considering the distance between Japan and these countries and
their economic conditions. One of the reasons for this would be that there exist other
preferential treatments in Asian countries such as various investment incentives including
tax-exemption or duty-drawback system that is used for parts and components for the
production of exported products and, as a result, the usage of FTAs is not so high (Hayakawa
et.al, 2012). As mentioned in previous sections, we cannot identify trade with preferential
treatment under FTAs unfortunately. However, the Japan’s bilateral/regional FTAs with three
Asian countries seem to have positive impacts on Japan’s trade with them for some specific
products among those with EPA tariffs that are significantly lower than MFN tariffs.
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Considering the fact that there has not been for a long time since the enactment of those FTAs,
there is still enough room to expand trade by further liberalizing trade under the FTA in the
future.

5. Concluding remarks
This paper has examined if Japan’s FTAs with Malaysia, Thailand, and Indonesia
contributed to an expansion of bilateral trade between Japan and its FTA partners, as expected
from FTAs. For our purpose, the descriptive analysis is first conducted, focusing on trade
patterns before and after the implementation of FTAs and products with high preferential
margins. Then, the quantitative analysis is conducted, using gravity model estimations. The
results of our analysis do not show significantly positive impacts at the aggregated level or in
most sectors, although Japan’s trade particularly with Malaysia and Thailand seems to be larger,
considering the distance from Japan and their economic conditions. Expected positive impacts
of FTAs are found for some products, whose tariffs are reduced under FTAs, when the analysis
is conducted by using disaggregated trade data at HS 4 digit level. The major products with
positive impacts on the export side are transport equipment and its parts and components,
regardless of whether the product is classified into the transport equipment sector or not. The
major products with positive impacts on the import side include food products and textiles
(garments).
There are also some cases, where expected positive impacts are not found, even where
tariff reduction under FTAs was substantial. The authors argue that several factors such as a lack
of knowledge of FTAs by traders, high cost of using FTAs, i.e. high cost of obtaining the
certificate of origin, and presence of preferential treatments of tariffs under the development
policies such as investment incentives may be responsible for the lack of positive response of
FTAs on trade.
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Appendix: the methodology and criteria for identifying commodities with high preferential
margins
A. Exports
1. Pick up commodities with exports from 2002 to 2010 at the HS 9-digit level
(The number of commodities left here is 5,298 for Malaysia, 6,069 for Thailand, 5,415 for
Indonesia)
2. Combine data on trade (HS 9-digit level) and MFN tariffs (HS 6-digit level, available from
WITS database, WTO-IDB)
(The number of commodities left: 4,962, 5,680, and 5,072)
3. Calculate trade growth and the ranking
4. Exclude commodities with zero MFN tariffs
(The number of commodities left: 2,419, 4,645, and 3,992)
5. Exclude commodities if there is no export in any year during the period from 2002-2010
(exclude commodities with changes in HS code as well)
(The number of commodities left: 958, 2,081, and 1,517)
6. Pick up commodities if the minimum level of exports after the enforcement of FTA exceeds
the maximum level of exports before the enforcement of FTA
(The number of commodities left: 148, 318, and 224)
7. Combine data on trade (HS 9-digit level) and preferential tariffs (HS 6-digit level, available
from bilateral FTAs/AJCEP)
For commodities at the HS 9-digit level with a single tariff (MFN/preferential) at the
corresponding HS 6-digit level
8. Pick up commodities at the HS 9-digit level with a single ad valorem tariff
(MFN/preferential) at the corresponding HS 6-digit level
(The number of commodities left: 71, 196, and 140)
9. Pick up commodities that satisfy at least one of the three conditions (criteria 1), using
preferential margins and ranking of trade growth at STEP2 (preferential margin: the gap
between a MFN tariff and a preferential tariff under bilateral/AJCEP (lower one) in 2010)
(The number of commodities left: 22, 29, and 24)
Criteria 1:
(1-i) The ranking within 200th and preferential margins of more than 2 percent
(1-ii) The ranking within 500th and preferential margins of more than 5 percent
(1-iii) The ranking within 800th and preferential margins of more than 8 percent
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Note that the ranking within ith refers to the case that the ranking of trade is within ith in all
periods below:
Malaysia: 2002-2010, 2003-2010, 2004-2011, 2005-2010, 2005-2007, 2005-2008, and
2005-2009
Thailand: 2002-2010, 2003-2010, 2004-2010, 2005-2010, 2006-2010, 2005-2008, and
2005-2009
Indonesia: 2002-2010, 2003-2010, 2004-2010, 2005-2010, 2006-2010, 2007-2010, and
2005-2009
For commodities at the HS 9-digit level with multiple tariffs (MFN/preferential) at the
corresponding HS 6-digit level or with non ad valorem tariffs
8. Pick up commodities at the HS 9-digit level with multiple tariffs (MFN/preferential) at the
corresponding HS 6-digit level or with non ad valorem tariffs
(The number of commodities left: 77, 122, and 84)
9. Pick up commodities with high preferential margins and trade growth
(The number of commodities left: 30, 26, and 24)

B. Imports
1. Pick up commodities with imports from 2002 to 2010 at the HS 9-digit level
(The number of commodities left here is 3,798 for Malaysia, 5,391 for Thailand, 4,565 for
Indonesia)
2. Combine data on trade, MFN tariffs, and preferential tariffs (HS 9-digit level), with an
exclusion of commodities with multiple tariffs for the same HS code such as seasonal tariffs
(The number of commodities left: 3,792, 5,382, and 4,559)
3. Calculate trade growth and the ranking
For commodities with ad valorem tariffs
4. Pick up commodities with ad valorem tariffs and exclude commodities with missing data of
MFN ad valorem tariff in 2010
(The number of commodities left: 3,149, 4,459, and 3,735)
5. Exclude commodities without preferential margin due to no MFN tariffs or exception
(The number of commodities left: 1,278, 2,111, and 1,607)
6. Exclude commodities if there is no import in any year during the period from 2002-2010
(exclude commodities with changes in HS code as well)
(The number of commodities left: 299, 674, and 452)
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7. Pick up commodities if the minimum level of imports after the enforcement of FTA exceeds
the maximum level of imports before the enforcement of FTA
(The number of commodities left: 53, 102, and 48)
8. Pick up commodities that satisfy at least one of the three conditions (criteria 1 or criteria 2),
using preferential margins and ranking of trade growth at STEP2 (preferential margin: the
gap between a MFN tariff and a preferential tariff under bilateral/AJCEP (lower one) in
2010 )
(The number of commodities left: 27, 20, and 20)
Criteria 1 for Thailand and Indonesia:
(1-i) The ranking within 200th and preferential margins of more than 2 percent
(1-ii) The ranking within 500th and preferential margins of more than 5 percent
(1-iii) The ranking within 800th and preferential margins of more than 8 percent
Criteria 2 for Malaysia:
(1-i) The ranking within 200th and preferential margins of more than 2 percent
(1-ii) The ranking within 500th and preferential margins of more than 3 percent
(1-iii) The ranking within 800th and preferential margins of more than 5 percent
Note that the ranking within ith refers to the case that the ranking of trade is within ith in all
periods (see A. Exports for periods for each country)
For commodities with not ad valorem tariffs
4. Pick up commodities with not ad valorem tariffs
(The number of commodities left: 117, 233, and 192)
5. Exclude commodities without preferential margin due to no MFN tariffs or exception
(The number of commodities left: 93, 219, and 169)
6. Exclude commodities if there is no import in any year during the period from 2002-2010
(The number of commodities left: 17, 38, and 38)
7. Pick up commodities if the minimum level of imports after the enforcement of FTA exceeds
the maximum level of imports before the enforcement of FTA
(The number of commodities left: 2, 3, and 3)
The number of commodities left in total: 29, 23, and 23
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