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& (1.6) (7.8) 90.6) (23.2) (349 (55.7) 74) (100)
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5 3717 658(5.6) 5 ZEl 1 EAE 1,044(4.8)
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7 o5 440(3.7) 7 FAEA717] 906(4.2)
8 = 298(2.5) 8 =537 771(3.6)
9 (IR 272(2.3) 9 F87]7] 754(3.5)
10 PARSIE 269(2.3) 10 7R 750(3.5)
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Executive Summary

Korea-Japan FTA and Future Agenda for Korea’s Large
Conglomerates

Jang-Hee Yoo and Eun-Mee Kim

Multilateral trade negotiations have set the stage for world trade. However, we
have also witnessed a sharp growth in bi-lateral trade negotiations even from
countries engaged in multilateral trade negotiations. Nations enter into bi-lateral free
trade agreements (FTAs) in order to benefit from increased competition, economies of
scale, and better utilization of resources. The Republic of Korea signed its first FTA
with Chile in 2004 and is actively pursuing FTAs with many other nations and
regions. Among these, the FTA with Japan is one of the most important FTAs.

The Republic of Korea has consistently experienced trade deficits with Japan in
the last 5 decades, which is attributed to large imports of machinery, materials and
parts from Japan. In the manufacturing sector in particular South Korea has little
comparative advantage in terms of accumulation of capital, technology or raw
materials. Thus, many speculate that South Korean firms will be exposed to adverse
effects when the FTA is signed. In fact South Korea's large business conglomerates
are concerned that their products will not be competitive vs. Japanese products
because their products' comparate advantages are largely derived from differences in
tariff rates.

This paper discusses the price competitiveness of South Korean export products



and the effects on market shares compared to those from Japan with a focus on the
activities of South Korea's large business conglomerates. An empirical analysis based
on price elasticity of demand found that the sales volume of electronic products,
textile and clothing, automobiles will decline as much as 2,700 billion won, 216,000
tons, or 226,000 units, respectively, when the tariff is eliminated. In spite of this
pessimistic scenario, we also found from interviews with leading conglomerates that
some South Korean firms believed that the textile and clothing industry will not be
subject to negative effects, and that a few sectors with an advantage in developing
new technology and products will even gain from the FTA. However, the paper
critically argues that the lack of transparent management system and corporate
governance could hinder South Korean conglomerates from fully benefitting from the
Korea-Japan FTA.

The paper argues that Korea-Japan FTA can become a catalyst for the two nations
in reorganizing world trade in terms of expanding the industrial structure or securing
new markets. In order to maximize the positive effects while minimizing short-term
negative effects, the South Korean government should prepare complementary
measures such as the Trade Adjustment Assistance (TAA). As a country with high
rate of trade dependency, South Korea should strategically move forward with the

Korea-Japan FTA as a means to prepare for the new era of economic development.
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