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Executive Summary

The East Asian countries including Korea, China, and Japan were
latecomers in FTA negotiations, beginning to consider the FTA policies
since the late 1990s. This study analyzes the determinants of staging
categories for the tariff elimination in FTA negotiations of East Asian
countries, using a probit model. It is crucial for the successful com-
pletion of the FTA negotiations for goods to set up the product scope
for tariff elimination and the exclusion list in the tariff schedule in or-
der to maximize the national economic welfare. The empirical results
indicate that the East Asian countries were not losers in determining
the staging categories consistent with the pre-negotiation expectations.
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국문요약

한국 중국 일본 등 동아시아국가들은 년대 말에 들어서 비로소 정, , 1990 FTA

책을 추진함으로써 세계적인 조류에 다소 늦게 합류하였다 본 연구는 프로FTA .

빗모형을 이용하여 동아시아국가들의 협상에서 관세철폐 단계별 카테고리FTA

의 결정요인을 분석하고 있다 상품분야의 협상에 있어서는 경제적 이익을. FTA

극대화하기위하여관세철폐의품목범위및예외품목리스트를설정하는것이성

공적인협상타결을위한핵심이다 본연구의실증분석결과는동아시아국가들이.

협상 전의예상과일치되게단계별카테고리를결정하는데성공적이었다는점을

보여준다.

핵심용어 경제통합 자유무역핵심용어 경제통합 자유무역핵심용어 경제통합 자유무역핵심용어 경제통합 자유무역: ,: ,: ,: ,
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Determinants of StagingCategories for the
Tariff Elimination in the FTA Negotiations

Nakgyoon Choi

. IntroductionⅠⅠⅠⅠ

The East Asian countries including Korea, China, and Japan had not
payed much attention to a free trade agreement (FTA) until the 1990s
while they appreciated the non-discrimination principles sponsored by
the General Agreement on Tariffs and Trade (GATT)/World Trade
Organization (WTO). They maintained that an FTA is an exception to
the GATT Article 24, thereby being less efficient than the multilateral
trading system. However, the global trading system was faced with a
fundamental shift due to the successful embarkment of EU and
NAFTA in the early 1990s.

In response to the global challenges, the East Asian countries have
taken the multi-track approach to regional as well as multilateral trade
negotiations since the late 1990s. Compared with other regions, they
were latecomers in FTA negotiations. Up to now, they have finalized
FTA negotiations with many countries including the neighboring
Asian countries and Chile, among others.
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It is very interesting to see how the East Asian countries turned
from the GATT/WTO disciples to the FTA supporters and what de-
termined the details of their market liberalization. Notably, the follow-
ing political as well as economic factors will be integral to the success-
ful implementation as well as completion of an FTA, just like a multi-
lateral negotiation.

First, the expected economic benefits must be sufficient enough to
maintain or improve national welfare and, if possible, key industrial
interests. Theoretically, trade liberalization will benefit both producers
and consumers nationwide, but the size of the benefits will differ by
industry. Furthermore, it is not surprising to see that some will be hurt
by the liberalization, while other sectors will turn out to be trade
winners. Product coverage, and the exception list in the liberalization
program, are determined by considering the impact on the product
along with the industrial interests. Such economic considerations also
determine the length of a period allowed before finalizing product
liberalization.

Second, the final FTA agreement must gain, in each country, the
support of a coalition sufficient to achieve its adoption and
implementation. The ultimate test will be whether the agreement could
gain the legislative approval of both countries. This could be difficult
considering the U.S. Congressional approval of DR-CAFTA took more
than a year, having the House margin of just two votes, and National
Assembly ratification of the Korea-Chile FTA took about a year.

The main elements of a support coalition are typically: (1) govern-
ment leaders who are negotiating the agreement; (2) influential legis-
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lators who favor it; and (3) economically interested parties who see
themselves as gaining from the agreement. Generally, these are highly
competitive producers who see larger markets as their friend, while
producers in weaker industries are not willing to accept market open-
ing measures.

Previous studies including Olson (1965), Krueger (1974), Baldwin
(1984), Magee, Brock, and Young (1989), Grossman and Helpman
(1995), and Maggi and Rodriguez-Clare (2007), among others, at-
tempted to explain the difference across industries in tariff reductions.
They employed the political economy approach to capture the relation-
ship between the political aspects and the economic phenomenon.

Specifically, Olson (1965) examined lobbying, a subject closely tied
to rent seeking. He argued that lobby organizations are easier to run
with fewer numbers; in more concentrated industries; with more sim-
ilar members; with greater external threats. He also suggested that pro-
tectionist under-dissipation is explained with free riding by members
of the protectionist lobby. Grossman and Helpman (1995) investigated
whether a free trade agreement between the two countries will be po-
litically viable and on what forms the FTA will take, emphasizing the
interactions between the lobby groups representing industry's special
interests and an incumbent government. Maggi and Rodriguez-Clare
(2007) developed a theory where politics is at the center of trade agree-
ments, considering a model where trade agreements are motivated by
the desire of governments to commit vis-a-vis domestic lobbies.

The political economy approach successfully highlights the political
elements in international trade negotiations, but fails to reveal how the
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product-level liberalization is different in the same industry.1
Specifically, there have been few, if any, studies to analyze the determi-
nants of staging categories empirically.

On the other hand, there have been empirical studies that analyzed
tariff reductions sponsored by the multilateral trade organization such
as the GATT using industrial data. For example, Cheh (1974, 1976) ex-
amined the exemptions from the across-the-board 50 percent tariff cut
imposed in the Kennedy Round, indicating that certain U.S. industry's
characteristics are significantly related to tariff reductions and declin-
ing industries are associated with low reductions. Bale (1977) sup-
ported Cheh's paper by saying that industries with high labor adjust-
ment costs received greater exceptions from the across-the-board tariff
cut in the Kennedy Round than from industries with lower
adjustment. On the contrary, Riedel (1977) revealed that nominal tariffs
were reduced in the West German industries enjoying the highest lev-
els of protection at the time of negotiations, implying that in-
dustrialized countries have continued to maintain a policy compatible
with the short-run interests of labor in light of the shift in the form of
protection.

This study will investigate whether the East Asian countries were
winners or losers in determining the staging categories consistent with
the pre-negotiation expectations. It will analyze what factors will de-
termine the staging categories for tariff elimination in an FTA negotia-
tion, using product-level data. It will also analyze how industry char-

1 Trefler(2004) uses plant-level data to assess the short-run costs and long-run benefits of
the Canada-U.S. Free Trade Agreements.
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acteristics will affect the product coverage and liberalization period in
the FTA negotiations. Specifically, it will use the international input
output data compiled by the institute of developing economies, there-
by eliminating the data concordance problem which used to occur in
the international comparative analysis.



. Model SpecificatioⅡⅡⅡⅡ n and Data

A. Model Specification and Data

The market access negotiations for goods focus on how soon tariffs
should be eliminated and on what items tariffs should not be
eliminated. In other words, it is crucial that the successful completion
of FTA negotiations set up the product scope of tariff elimination and
the exclusion list in the tariff schedule for goods in order to maximize
the national economic interests.

This study analyzes the determinants of staging categories for the
tariff elimination in FTAnegotiations, using a probit model. The probit
model is used to calculate the maximum likelihood estimates of re-
gression parameters and the threshold response rate for the discrete
data, which is widely used to analyze the following qualitative de-
pendent variable:

p = Pr ( Y=0 ) = C + (1-C) F(x' )β

where P is a probability of a response, C is threshold response rate, F is
cumulative distribution function, is a vector of parameter estimates,β

and x represents vector of explanatory variables.
This paper will use the polytomous as well as dichotomous probit

model. In our model, the staging categories will be determined by vari-
ous factors including: (i) the level, type, and product item of tariff; (ii)
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the product-level competitiveness in the domestic, partner country's,
and world market; (iii) industry characteristics; and (iv) political econ-
omy as follows.2

STAGEkli = ßk0 + ßk1 TARIFFki + ßk2 SPECIFICki + ßk3 SECTORki
+ ßk4 PTR_TCIkli + ßk5 TCIki + ßk6 IM_RATIOkli
+ ßk7 ISDki + ßk8 IDPki
+ ßk9 FTA_DUMMYkli + ε

where k and l represent Korea, China, and Japan, and i represents an
item in the tariff schedule of the FTAagreement.

The dependent variable, STAGEkli, represents a staging category of
item i in which country k has committed to country l, whose value is
assigned from 1 to 5, corresponding to Stage 1 to 5 in the polytomous
model while it is 0 or 1 in the dichotomous model. Various explanatory
variables are included to consider the following four factors: tariff,
trade competitiveness, industry characteristics and political economy
of FTApolicies.

First, we assume that the tariff factor is important in the deci-
sion-making process of assigning the staging categories to each
product. This paper takes into consideration the tariff factor with three
variables. TARIFFki is a current MFN tariff rate of item i in country k.
SPECIFICki is a dummy for a specific tariff, in other words, non-ad-val-
orem tariff. SECTORki is a dummy for an agricultural item.

2 We do not include the factors including employment and wage in the model because
they are not covered in the international input-output database described in the next
section.
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Second, Protection is assumed to be associated with industries in
which an economy is at a comparative disadvantage. In other words,
industries that faced significant import threats were able to maintain
tariff protection in the face of overall liberalization. The product-level
trade competitiveness is captured by the degree of import penetration,
along with the trade performance in the FTA partner country's market
as well as world market. TCIki is calculated to cover the trade com-
petitiveness of country k in the world market with respect to item i us-
ing the following index.

TCIki = (EXPORTki - IMPORTki)/(EXPORTki + IMPORTki).

PTR_TCIkli captures the trade competitiveness of country k in the coun-
try l's market with respect to item i.

PTR_TCIkli = (EXPORTkli - IMPORTkli)/(EXPORTkli + IMPORTkli).

IM_RATIOkli is calculated to take care of the import share of country l
in country k with respect to item i as follows:

IM_RATIOkli = IMPORTkli /IMPORTki.

Third, industry characteristics are captured in the framework of in-
put output model. The index of sensitivity degrees captures additional
amounts of product i that are available to be used as inputs to the other
product j for their own production, while the index of dispersion pow-
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er captures the induced production of product i which is used as in-
puts to produce product j. ISDki is calculated to take care of the index of
sensitivity degrees (ISD) of item i in country k as follows:

 



╱







╱




where k represents country k, i and j represent sector i and j, n is the
number of sectors in the input output table, and B is the inverse matrix
of the input output table.
IDPki is calculated to take care of the index of dispersion power

(IDP) of item i in country k as follows:

 



╱







╱




where k represents country k, i and j represent sector i and j, n is the
number of sectors in the input output table, and B is the inverse matrix
of the input output table.

Fourth, this paper includes a dummy for an FTA partner country in
order to consider the political economy in the political decision making
process of FTA policies. FTA_DUMMYkli is a dummy for a country
which is not Chile because Chile was an FTApartner for all three coun-
tries such as Korea, China, and Japan.

The probit model in this paper captures the probability of the lower
response levels, namely, the probability of lower staging categories, im-
plying the more trade-liberalizing tariff schedule. If ß is positive, then
the probability of liberalizing staging categories will be greater when



18 Determinantsof StagingCategories for the Tariff Elimination in the FTANegotiations

the magnitude of the explanatory variable is greater. On the other
hand, the probability of protectionist staging categories will be greater
with negative ß when the magnitude of the explanatory variable is
greater.

In other words, the lower the STAGEkli is, the more aggressive a
country is to liberalize the corresponding item. For example, if the var-
iable STAGE is 5, that means a country is not willing to liberalize the
corresponding item.

We expect negative signs for TARIFFki and SPECIFICki because there
is a tendency to protect an item with a higher tariff or a specific tariff.
We also expect a negative sign for SECTORki because it will not be sur-
prising to see a protectionist measure for an agricultural item.

The signs for PTR_TCIkli, TCIki, IM_RATIOkli, ISDki, and IDPki repre-
sent trade competitiveness, import penetration, and industry charac-
teristics, which are expected to be detemined by the trade and in-
dustrial policies of Korea, China, and Japan. We expect positive signs
for PTR_TCIkli and TCIki, and a negative sign for IM_RATIOkli because
there is a tendency to liberalize a competitive product more
aggressively.

The signs for ISDki and IDPki represent industry characteristics,
which are expected to be detemined by the industrial policies of Korea,
China, and Japan. A sign for FTA_DUMMYkli is expected to depend on
the political as well as economic considerations of the three countries.
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B. Data

We will set up the following product-level and industry-specific da-
ta, and implement empirical research, in order to analyze the relation-
ship between industrial interests and political decisions to determine
product coverage and liberalization period.

First, we will analyze the FTA concession lists of Korea, China, and
Japan according to the HS 8 digit classification system. Second, we will
set up an input output analysis model to capture the industrial inter-
ests of a FTA. To understand the potential industrial effects, we will
analyze the widely used index of sensitivity degrees and the index of
dispersion power using 2000 international input-output tables devel-
oped by the institute of developing economies. Third, we will reconcile
the trade and industry databases according to the classification used
for the Korean input output table. In order to capture the relationships
between industrial and trade structures more precisely, a uniform in-
dustry classification should be employed throughout the analysis.
Fourth, we will evaluate how the country-specific interests are re-
flected in the concession lists.
TARIFFki is obtained from 2004, 2005, and 2007 most favoured na-

tion (MFN) tariff database for Korea-Chile FTA, Korea-ASEAN FTA,
and Korea-U.S. FTA, respectively. In the case of China, we use the
China-Chile and China-New Zealand tariff schedules, while we use the
data of Japanese applied tariff rates in the Japan-Chile tariff schedule.
SPECIFICki is taken from tariff data of Korea, China, and Japan.
SECTORki includes Category 01 (wood, pulp, paper and furniture) and
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Category 11 (fish and fish products) in multilateral trade negotiations
(MTN) industrial product categories for the WTO non-agricultural
market access negotiations. TCIki, PTR_TCIkli, and IM_RATIOkli are cal-
culated using the WTO Integrade DataBase (IDB) and trade database
of the Customs Offices of Korea, China, and Japan. Specifically, this pa-
per uses the trade statistics of one year before the corresponding FTA
agreement came into effect. ISDki and IDPki are calculated for the 76 in-
dustries using international input output database compiled by the
Institute for Developing Economies in 2006.

Korea has concluded FTA negotiations with Chile, Singapore,
EFTA, ASEAN and the U.S since launching its ambitious FTA program
in 2000. FTA negotiations with Canada, India, and Mexico and a feasi-
bility study for FTAs with China and MERCOSUR are under way. This
vigorous, multi-track FTA policy is not just to expand access to mar-
kets abroad for Korea's exports. Establishing comprehensive and
high-level FTAs with its main trading partners represents Korea's sus-
tained efforts to reform and open its domestic economy. As such, it is
an integral part of Korea's broader strategy for advancing to the next
stage of economic development.

China has emphasized the importance of FTA negotiations with the
neighboring countries including Pakistan, and ASEAN, among others,
which are strategically crucial to China's diplomatic objectives. China
negotiated with Australia, Gulf Cooperation Council (GCC), Shanghai
Cooperation Organization (SCO) because it has a keen interest in en-
ergy and natural resources. After joining the WTO in 2001, China final-
ized the FTA negotiations with Hong Kong, Macao, ASEAN, Pakistan,
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Chile, and New Zealand.
Japan prioritized the business interests through the international

production network rather than market opening to expand its trade,
thereby focusing on the countries where its business sector invested
much portion of their FDI stock. Until now, Japan made free trade
agreements with Singapore, Mexico, Malaysia, the Philippines,
Thailand, Brunei, Indonesia, and Chile.

This paper studies the Korea-Chile, Korea-ASEAN, and Korea-U.S.,
excluding Korea-Singapore and Korea-EFTA because Singapore is an
almost tariff free country and Korea's trade with the EFTA countries
concentrates on the narrow range of trading products. This paper cov-
ers China-Chile and China-New Zealand, excluding Hong Kong and
Macao because they belong to the Chinese economy with separate cus-
tom areas. China-ASEAN and China-Pakistan FTAs are not covered in
this study because many excluded products are included in the final
agreements. This study also included Japan-Chile, Japan-Mexico, and
Japan-Malaysia among many individual and separate FTA agreements
with the ASEANmember countries.

The staging categories of tariff elimination become different in the
FTA final agreement of Korea, Japan, and China. This study classifies
the staging categories in the following five categories in order to ana-
lyze the determinants of staging categories for the tariff elimination in
consistent criteria.

First, Stage 1 covers the staging categories of duties on originating
goods provided for in the items in which shall be eliminated entirely.
Second, Stage 2 covers the staging categories of duties on originating
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goods provided for in the items in which shall be removed in less than
four or equal to four equal annual stages beginning on the date this
Agreement enters into force. Third, Stage 3 covers the staging catego-
ries of duties on originating goods provided for in the items in which
shall be removed in more than five or equal to five and less than ten
equal annual stages beginning on the date this Agreement enters into
force. Fourth, Stage 4 covers the staging categories of duties on origi-
nating goods provided for in the items in which shall be removed in
more than ten equal annual stages beginning on the date this
Agreement enters into force. Fifth, Stage 5 covers the staging categories
of duties on originating goods provided for in the items in which shall
not be removed. In other words, duties on originating goods provided
for in the items in stage 5 shall remain at base rates, or no obligations
regarding tariffs in the FTA agreement shall apply with respect to
items in Stage 5.

We exclude the items for which more than two staging categories
are assigned in the tariff schedule. We review the staging categories
listed in the appendix to the final agreements of Korea, China, and
Japan to assign the five categories for the agricultural items.

In the case of Korea-Chile FTA agreement, staging category 'year0'
is classified as Stage 1. Staging category 'year3' is classified as Stage 2.
Staging category 'year5', 'year7', and 'year9' are classified as Stage 3.
Staging category 'year10', 'year13', and 'year16' are classified as Stage 4.
Staging category 'X' is classified as Stage 5.

In the case of Korea-ASEAN FTA agreement, staging category 'NT
Immediate' is classified as Stage 1. Staging category 'NT 2008' is classi-
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fied as Stage 2. Staging category 'NT 2010' is classified as Stage 3.
Staging category 'SL' is classified as Stage 4. Staging category 'A', 'B',
'C', 'D', and 'E' are classified as Stage 5.

In the case of Korea-U.S. FTA agreement, staging category 'A, 'K',
and 'S' are classified as Stage 1. Staging category 'B', 'C', and 'D' are
classified as Stage 2. Staging category 'E', 'F', 'G', 'I', 'L', 'Q', 'W', and 'Z'
are classified as Stage 3. Staging category 'H', 'J', 'M', 'N', 'O', 'P', 'T', 'U',
and 'V' are classified as Stage 4. Staging category 'X', 'Y', and 'R' are
classified as Stage 5.

In the case of China-Chile FTA agreement, staging category 'year1'
is classified as Stage 1. Staging category 'year2 and 'year5' are classified
as Stage 2. Staging category 'year10' is classified as Stage 4. Staging cat-
egory 'X' is classified as Stage 5. Notably, there is no item listed in stag-
ing category 3.

In the case of China-New Zealand FTA agreement, staging category
'2008' is classified as Stage 1. Staging category '2009', '2010', '2011', and
'2012' are classified as Stage 2. Staging category '2013', '2014', '2015',
'2016', and '2017' are classified as Stage 3. Staging category '2018' and
'2019' are classified as Stage 4. Staging category 'blank' is classified as
Stage 5.

In the case of Japan-Chile FTA agreement, staging category 'A' is
classified as Stage 1. Staging category 'B5' and 'B7' are classified as
Stage 3. Staging category 'B10', 'B12', 'B12*', and 'B15' are classified as
Stage 4. Staging category 'X', 'P', 'Q', and 'R' are classified as Stage 5.

In the case of Japan-Mexico FTA agreement, staging category 'A' is
classified as Stage 1. Staging category 'B1', 'B4', and 'B5' are classified as
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Stage 2. Staging category 'B2', 'B6', 'B7', and 'C' are classified as Stage 3.
Staging category 'Ca', 'D', and 'E' are classified as Stage 4. Staging cat-
egory 'X', 'P', 'Q', and 'R' are classified as Stage 5.

In the case of Japan-Mexico FTA agreement, staging category 'A' is
classified as Stage 1. Staging category 'B3', 'B4', and 'B4*' are classified
as Stage 2. Staging category 'B5', 'B6', 'B7', 'B9', and 'B9*' are classified as
Stage 3. Staging category 'B10' and 'B15' are classified as Stage 4.
Staging category 'X', 'P', 'Q', and 'R' are classified as Stage 5.

Table 1. Staging Categories for Tariff Elimination
Stage 1 Stage 2 Stage 3 Stage 4 Stage 5

Korea-Chile FTA year0 year3 year 5,7,9 year10,13,
16 X

Korea-ASEAN FTA NT
Immediate NT2008 NT2010 SL A,B,C,D,E

Korea-U.S. FTA A,K,S B,C,D E,F,G,I,L,
Q,W,Z

H,J,M,N,
O,P,T,U,V X,Y,R

China-Chile FTA year1 year2,5 year10 X
China-New Zealand
FTA 2008 2009,2010,

2011,2012
2013,2014,
2015,2016,

2017
2018,2019 Blank

Japan-Chile FTA A B5,7 B10,12,12*,
15 X,P,Q,R

Japan-Mexico FTA A B1,4,5 B2,6,7,8,C Ca,D,E X,P,Q,R
Japan-Malaysia FTA A B3,4,4* B5,6,7,9,9* B10,15 X,P,Q,R

Source: Choi et al. (2008)
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A. Pooled Data Analysis by Polytomous Model

In this section, we discuss the empirical results on pooled data
using a polytomous model described in the model specification. Table
2 reports the empirical results using Korean data. It reveals that
estimates for TARIFF, SPECIFIC, and SECTOR are all negative as
expected and statistically significant at less than 1 percent significance
level. It means that Korea is likely to assign an item with high tariff, an
agricultural item, and an item with specific tariff to a less liberalizing
staging category.
PTR_TCI, TCI, and IM_RATIO represent the performances of

individual items in the trade market. The sign of PTR_TC turned out to
be positive while the signs of TCI and IM_RATIO were negative. This
implies that the greater the PTR_TC is, in other words, the more
competitive the item is in the partner country's market, the greater the
probability of lower staging categories is.

The negative sign of IM_RATIO implies that the more the import
dependency of a country upon the other one is, the greater the proba-
bility of a higher staging categories is. The results on the sign of TCI
are not consistent with our expectation, implying that the Korean gov-
ernment tends to actively liberalize the product whose competitiveness
is strong in the partner's market but weak in the world market.



26 Determinantsof StagingCategories for the Tariff Elimination in the FTANegotiations

Table 2. Results of Probit Analysis on Korea's FTA Staging Categories
MODEL1 MODEL2 MODEL3 MODEL4 MODEL 5 MODEL 6 MODEL 7

TARIFF -0.0047*** -0.01*** -0.01*** -0.01*** -0 .0045 ***
(0.0002) (0.0003) (0.0002) (0.0004) (0.0002)

SPECIFIC -0.93***
(0.07)

SECTOR -1.62*** -1.51*** -1.60*** -1.11*** -1.53*** -0.98*** -1.51***
(0.02) (0.02) (0.02) (0.03) (0.02) (0.03) (0.02)

PTR_TCI 0.26***
(0.01)

TCI -0.04***
(0.01)

IM_RATIO -0.47***
(0.05)

ISD -0.11***
(0.02)

IDP 0.69***
(0.03)

DUMMY_USA -0.14*** -0.12*** -0.13*** -0.24*** -0.19*** 0.48*** -0.12***
(0.02) (0.02) (0.02) (0.06) (0.02) (0.09) (0.02)

DUMMY_CHL -0.76*** -0.77*** -0.76*** -1.08*** -0.84*** -0.38*** -0.77***
(0.02) (0.02) (0.02) (0.06) (0.02) (0.09) (0.02)

Intercept1 1.57*** 1.60*** 1.57*** 1.53*** 1.61*** 0.77*** 1.00***
(0.02) (0.02) (0.02) (0.06) (0.02) (0.09) (0.04)

Intercept2 0.64*** 0.66*** 0.64*** 0.90*** 0.68*** 0.94*** 0.68***
(0.01) (0.01) (0.01) (0.02) (0.01) (0.02) (0.01)

Intercept3 1.19*** 1.25*** 1.20*** 1.45*** 1.27*** 1.50*** 1.27***
(0.01) (0.02) (0.01) (0.02) (0.02) (0.03) (0.02)

Intercept4 1.66*** 1.80*** 1.68*** 2.19*** 1.84*** 2.26*** 1.83***
(0.02) (0.02) (0.02) (0.04) (0.02) (0.04) (0.02)

Observatiion 33,784 33,491 33,784 15,544 29,975 11,969 33,491
Log Likelihood -22,082 -21,105 -21,988 -11,328 -19,085 -9,343 -20,809
Note: All null hypotheses for all variables are rejected in 1 percent level. The number

in the parenthesis represents standard error.

A sign of ISD turned out to be negative, which implies that Korea
took a protectionist strategy for an intermediate product. On the other
hand, a sign of IDP turned out to be positive, which implies that Korea
made a market opening decision for the industry with greater back-
ward linkage effects.
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The results on FTA-DUMMY revealed that the signs of DUMMY_
USA and DUMMY_ASN turned out to be negative, except for MODEL
6, which implies that the Korea-USA and Korea-ASEAN FTA are less
liberalizing compared to the Korea-Chile FTA.

Table 3 reports the empirical results using China data. It reveals that
estimates for TARIFF, SPECIFIC, and SECTOR are all negative as expected
and statistically significant at less than 1 percent significance level. It
means that China assigned an item with high tariff, an agricultural item,
and an itemwith specific tariff to a less liberalizing staging category.
PTR_TCI, TCI, and IM_RATIO represent the performances of in-

dividual item in the trade market. The signs of PTR_TC and TCI
turned out to be positive while the sign of IM_RATIO was negative.
This implies that the greater the PTR_TC and TCI are, in other words,
the more competitive the item is in the market, the greater the proba-
bility of more liberalizing staging categories is. The negative sign of
IM_RATIO implies that the more the import dependency of a country
upon the other one is, the greater the probability of less liberalizing
categories is.

The signs of ISD and IDP turned out to be negative, which implies
that Korea took the relatively protectionist strategy for an intermediate
product as well as a product with greater backward linkage effects.
The results on ISD are not statistically significant, because the null hy-
pothesis was not rejected in the 5 percent. The results on FTA-DUMMY
revealed that the signs of DUMMY_NZL turned out to be positive ex-
cept for MODEL 3, which implies that the China-New Zealand FTA is
more liberalizing compared to the China-Chile FTA.
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Table 3. Results of Probit Analysis on China's FTA Staging Categories
MODEL1 MODEL2 MODEL3 MODEL4 MODEL5 MODEL6 MODEL7

TARIFF -0.12*** -0.12*** -0.12*** -0.18*** -0.12***
(0.00) (0.00) (0.00) (0.01) (0.00)

SPECIFIC -0.44***
(0.03)

SECTOR -0.57*** -0.08*** -0.57*** -0.09* -0.10*** -0.06 -0.10***
(0.02) (0.03) (0.02) (0.05) (0.03) (0.08) (0.03)

PTR_TCI 0.13***
(0.03)

TCI 0.03**
(0.01)

IM_RATIO -1.49***
(0.27)

ISD -0.04
(0.03)

IDP -0.13***
(0.04)

DUMMY_NZL 0.00 0.13*** -0.06*** 0.29*** 0.14*** 0.99*** 0.14***
(0.02) (0.02) (0.02) (0.03) (0.02) (0.09) (0.02)

Intercept1 -0.40*** 0.37*** -0.33*** 0.03 0.36*** -0.17** 0.55***
(0.01) (0.02) (0.02) (0.04) (0.02) (0.09) (0.05)

Intercept2 1.51*** 2.11*** 1.51*** 2.34*** 2.10*** 2.92*** 2.11***
(0.01) (0.02) (0.01) (0.03) (0.02) (0.09) (0.02)

Intercept3 2.51*** 3.93*** 2.56*** 4.44*** 3.93*** 4.67*** 3.94***
(0.02) (0.05) (0.03) (0.09) (0.05) (0.15) (0.05)

Intercept4 2.52*** 3.95*** 2.57*** 4.49*** 3.94*** 4.75*** 3.96***
(0.02) (0.05) (0.03) (0.09) (0.05) (0.16) (0.05)

Observation 15,187 13,651 15,187 6,580 13,283 1,622 13,651
Log Likelihood -15,995 -10,547 -15,892 -4,778 -10,310 -978 -10,538
Note: The shaded area represents that a null hypothesis is not rejected in 10 percentlevel. *, **, and *** represent the rejection of null hypothesis in 10 percent, 5percent level, and 1 percent level, respectively. The number in the parenthesisrepresents standard error.

Table 4 reports the empirical results using Japan's data. It reveals
that estimates for TARIFF, SPECIFIC, and SECTOR are all negative as
expected and statistically significant at less than 1 percent significance
level. It means that Japan assigned an item with high tariff, an agricul-
tural item, and an item with specific tariff to a less liberalizing staging
category.
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Table 4. Results of Probit Analysis on Japan's FTA Staging Categories

Note: The shaded area represents that a null hypothesis is not rejected in 10 percentlevel. ** and *** represent the rejection of null hypothesis in 5 percent level and1 percent level, respectively. The number in the parenthesis represents standarderror.

PTR_TCI, TCI, and IM_RATIO represent the performances of in-
dividual items in the trade market. The signs of PTR_TC and TCI
turned out to be positive while a sign of IM_RATIO was negative. This
implies that the greater the PTR_TC and TCI are, in other words, the
more competitive the item is in the market, the greater the probability

MODEL 1 MODEL 2 MODEL 3 MODEL 4 MODEL 5 MODEL 6 MODEL 7
TARIFF -0.18*** -0.26*** -0.19*** -0.27*** -0.18***

(0.00) (0.01) (0.00) (0.01) (0.00)
SPECIFIC -2.13***

(0.03)
SECTOR -1.80*** -0.98*** -1.39*** -0.72*** -0.90*** -0.63*** -0.96***

(0.02) (0.03) (0.02) (0.11) (0.03) (0.12) (0.03)
PTR_TCI 0.25***

(0.06)
TCI 0.37***

(0.04)
IM_RATIO -0.30

(0.25)
ISD 0.10***

(0.04)
IDP 0.38***

(0.05)
DUMMY_MEX -0.18*** -0.65*** -0.20*** 0.08 -0.73*** 0.25 -0.66***

(0.02) (0.03) (0.03) (0.14) (0.04) (0.16) (0.03)
DUMMY_MYS 0.06** 0.04 0.44*** 0.03 0.00 0.19 0.04

(0.02) (0.04) (0.03) (0.14) (0.04) (0.15) (0.04)
Intercept1 1.61*** 2.22*** 1.79*** 2.46*** 2.52*** 2.12*** 1.72***

(0.02) (0.03) (0.02) (0.14) (0.05) (0.16) (0.07)
Intercept2 0.03*** 0.08*** 0.05*** 0.07*** 0.07*** 0.08*** 0.08***

(0.00) (0.01) (0.00) (0.02) (0.01) (0.03) (0.01)
Intercept3 0.26*** 0.82*** 0.38*** 1.09*** 0.85*** 1.17*** 0.82***

(0.01) (0.02) (0.01) (0.10) (0.03) (0.11) (0.02)
Intercept4 0.46*** 1.59*** 0.74*** 2.42*** 1.61*** 2.67*** 1.59***

(0.01) (0.03) (0.02) (0.19) (0.04) (0.21) (0.03)
Observation 27,134 22,590 27,134 4,754 19,186 2,845 22,590
Log Likelihood -14,958 -6,256 -11,478 -453 -5,006 -388 -6,227
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of more liberalizing staging categories is.
The negative sign of IM_RATIO implies that the more the import

dependency of a country upon the other one is, the greater the proba-
bility of less liberalizing categories is.

The signs of ISD and IDP turned out to be positive, which implies
that Japan took the liberalization stance for an intermediate product as
well as a product with greater backward linkage effects.

The results on FTA-DUMMY revealed that the sign of DUMMY_
MEX turned out to be negative, which implies that the Japan-Mexico
FTA is less liberalizing compared to the Japan-Chile FTA. On the other
hand, the positive sign of DUMMY_MYS implies that the Japan-
Malaysia FTA is more liberalizing compared to the Japan-Chile FTA.
Almost half of the results on FTA-DUMMY, however, turned out to be
statistically insignificant in 5 percent level.

B. Marginal Effects by Dichotomous Model

In this section, we discuss the marginal effects of the coefficients in
the estimation equation. We will use a dichotomous model instead of
polytomous model because it is meaningless to estimate the elasticity
of coefficient at the mean value in a polytomous model. In other
words, the marginal effects evaluated at the mean value of in-
dependent variables in a polytomous model do not provide consistent
information on the response of a dependent variable.

Table 5 reports the marginal effects of the independent variables
from STAGE1 to STAGE5. The results reveal that the magnitude of
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marginal effects show the similarities as well as differences, depending
on the country. In the case of Korea, the marginal effects of the
PTR_TCI and industry characteristics including ISD and IDP turned
out to be very big, while that of the tariff rate is the smallest among the
three countries.

Table 5. Marginal Effects of Estimates in Probit Model
COUNTRY VARIABLE STAGE1 STAGE2 STAGE3 STAGE4 STAGE5

KOREA

TARIFF -0.00182 0.000897 0.000485 0.000338 0.000102
PTR_TCI 0.044946 -0.03722 -0.00596 -0.00163 -0.00014

TCI -0.03568 0.020388 0.008427 0.005212 0.001655
IM_RATIO -0.08014 0.039588 0.019269 0.014759 0.006519

ISD 0.172644 -0.09031 -0.04138 -0.02894 -0.01202
IDP 0.027377 -0.0151 -0.00646 -0.0043 -0.00152

CHINA

TARIFF -0.0349 0.015597 0.018578 0.000141 0.000586
PTR_TCI -0.00538 0.003834 0.001224 2.18E-05 0.000298

TCI 0.025269 -0.01401 -0.00834 -0.00011 -0.00281
IM_RATIO -0.28321 0.122799 0.059458 0.003083 0.097875

ISD 0.018616 -0.00774 -0.00875 -0.00019 -0.00194
IDP -0.00412 0.001942 0.001842 3.03E-05 0.000308

JAPAN

TARIFF -0.01461 0.001995 0.011895 0.000718 1.82E-06
PTR_TCI -6.6E-05 1.34E-05 5.18E-05 8.91E-07 4.11E-10

TCI 0.001293 -0.00012 -0.00087 -0.0002 -9.5E-05
IM_RATIO -0.00846 0.000497 0.004045 0.003154 0.000764

ISD 0.129632 -0.01129 -0.09256 -0.02066 -0.00513
IDP 0.042623 -0.00327 -0.02348 -0.01013 -0.00575

The details of the empirical results are as follows. First, the marginal
effects of TARIFF range from -0.18% to 0.08% depending on the
STAGE. This result reveals that Korea's response to the tariff rate is the
smallest among the three countries, and it also implies that Korea does
not pay much attention to the tariff level in determining the staging
category in FTA negotiations. Specifically, it means that 1 percent in-



32 Determinantsof StagingCategories for the Tariff Elimination in the FTANegotiations

crease in the Korean tariff rate increases the probability for a less liber-
alizing staging category by 0.18% in STAGE1, while it increases the
probability for a more liberalizing staging category by 0.08% at the
maximum in STAGE2 to STAGE5.

Second, the marginal effects of PTR_TCI range from -3.72% to 4.49%
depending on the STAGE. The marginal effect of PTR_TCI is the larg-
est among the three countries, meaning that Korea tends to emphasize
Korean product competitiveness in the partner's market. Specifically, it
means that 1 percent increase in the Korean trade competitiveness in-
dex in partner country's market (PTR_TCI) increases the probability for
a more liberalizing staging category by 4.49% in STAGE1 while it in-
creases the probability for a less liberalizing staging category by 3.72%
at the maximum in STAGE2 to STAGE5.

Third, the marginal effects of TCI range from -3.56% to 2.03% de-
pending on the STAGE. This result is as large as that of China, com-
pared to Japan. Table 5 reveals that 1 percent increase in the Korean
trade competitiveness index in world market (TCI) increases the proba-
bility for a less liberalizing staging category by 3.56% in STAGE1 while
it increases the probability for a more liberalizing staging category by
2.03% at the maximum in STAGE2 to STAGE5.

Fourth, the marginal effects of IM_RATIO range from -8.01% to
3.95% depending on the STAGE. This number is in between those of
China and Japan. Table 5 indicates that 1 percent increase in the
Korean import share (IM_RATIO) increases the probability for a less
liberalizing staging category by 8.01% in STAGE1 while it increases the
probability for a more liberalizing staging category by 3.95% at the
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maximum in STAGE2 to STAGE5.
Fifth, the marginal effects of ISD range from -9.03% to 17.26% de-

pending on the STAGE. It is surprising to see how much ISD affects
the process of determining the staging categories. One percent increase
in the index of sensitivity degree increases the probability for a more
liberalizing staging category by 17.26% in STAGE1 while it increases
the probability for a less liberalizing staging category by 9.03% at the
maximum in STAGE2 to STAGE5.

Sixth, the marginal effects of IDP range from -1.51% to 2.73% de-
pending on the STAGE. It turned out that the result on IDP is relatively
large. One percent increase in the index of dispersion power increases
the probability for a more liberalizing staging category by 2.73% in
STAGE1 while it increases the probability for a less liberalizing staging
category by 1.51% at the maximum in STAGE2 to STAGE5.

In the case of China, the marginal effects of TARIFF, TCI, and
IM_RATIO turned out to be very big, while those of industry character-
istics including ISD and IDP were the smallest among the three
countries.

The details of the empirical results are as follows. First, the marginal
effects of TARIFF range from -3.49% to 1.85% depending on the
STAGE. The result turned out to be the biggest among the three
countries. One percent increase in tariff rate increases the probability
for a less liberalizing staging category by 3.49% in STAGE1 while it in-
creases the probability for a more liberalizing staging category by
1.85% at the maximum in STAGE2 to STAGE5.

Second, the marginal effects of PTR_TCI range from -0.58% to 0.38%
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depending on the STAGE. It means that 1 percent increase in the trade
competitiveness index in partner country's market (PTR_TCI) increases
the probability for a less liberalizing staging category by 0.58% in
STAGE1 while it increases the probability for a more liberalizing stag-
ing category by 0.38% at the maximum in STAGE2 to STAGE5.

Third, the marginal effects of TCI range from -1.40% to 2.52% de-
pending on the STAGE. The result reveals that China emphasizes the
competitiveness in the world market in determining the staging
categories. Specifically, one percent increase in the trade competitive-
ness index in world market (TCI) increases the probability for a more
liberalizing staging category by 2.52% in STAGE1 while it increases the
probability for a less liberalizing staging category by 1.40% at the max-
imum in STAGE2 to STAGE5.

Fourth, the marginal effects of IM_RATIO range from -28.32% to
12.27% depending on the STAGE. The result is surprising in that the
magnitude of the marginal effect is the largest among all variables,
meaning that China has been most sensitive to the import ratio in de-
termining the staging categories. Specifically, 1 percent increase in the
import share (IM_RATIO) increases the probability for a less liberaliz-
ing staging category by 28.32% in STAGE1 while it increases the proba-
bility for a more liberalizing staging category by 12.27% at the max-
imum in STAGE2 to STAGE5.

Fifth, the marginal effects of ISD range from -0.87% to 1.86% de-
pending on the STAGE. It turned out that China tends to neglect the
importance of the industry characteristics compared to Korea and
Japan. Specifically, 1 percent increase in the index of sensitivity degree
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increases the probability for a more liberalizing staging category by
1.86% in STAGE1 while it increases the probability for a less liberaliz-
ing staging category by 0.87% at the maximum in STAGE2 to STAGE5.

Sixth, the marginal effects of IDP range from -0.41% to 0.19% de-
pending on the STAGE. It turned out that 1 percent increase in the in-
dex of dispersion power increases the probability for a more liberaliz-
ing staging category by 0.41% in STAGE1 while it increases the proba-
bility for a less liberalizing staging category by 0.19% at the maximum
in STAGE2 to STAGE5.

In the case of Japan, the marginal effects of industry characteristics
including ISD and IDP turned out to be very big, while those of the
PTR_TCI, TCI, and IM_RATIO were the smallest among the three
countries.

The details of the empirical results are as follows. First, the marginal
effects of TARIFF range from -1.46% to 1.18% depending on the
STAGE. The magnitude of the effect is in between China and Korea.
Specifically, 1 percent increase in the tariff rate increases the proba-
bility for a less liberalizing staging category by 1.46% in STAGE1 while
it increases the probability for a more liberalizing staging category by
1.18% at the maximum in STAGE2 to STAGE5.

Second, the marginal effects of PTR_TCI range from -0.006% to
0.005% depending on the STAGE. This result is the smallest among the
three countries, meaning that Japan neglects the product-level com-
petitiveness in the partner's market in determining the staging
categories. Specifically, one percent increase in the trade competitive-
ness index in partner country's market (PTR_TCI) increases the proba-
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bility for a less liberalizing staging category by 0.006% in STAGE1
while it increases the probability for a more liberalizing staging cat-
egory by 0.005% at the maximum in STAGE2 to STAGE5.

Third, the marginal effects of TCI range from -0.08% to 0.12% de-
pending on the STAGE. This result is the smallest among the three
countries, as seen in the case of PTR_TCI. Specifically, 1 percent in-
crease in the trade competitiveness index in world market (TCI) in-
creases the probability for a more liberalizing staging category by
0.08% in STAGE1 while it increases the probability for a less liberaliz-
ing staging category by 0.12% at the maximum in STAGE2 to STAGE5.

Fourth, the marginal effects of IM_RATIOkli range from -0.84% to
0.40% depending on the STAGE. It means that 1 percent increase in the
import share (IM_RATIOkli) increases the probability for a less liberal-
izing staging category by 0.84% in STAGE1 while it increases the prob-
ability for a more liberalizing staging category by 0.40% at the max-
imum in STAGE2 to STAGE5.

Fifth, the marginal effects of ISDki range from -9.25% to 12.96% de-
pending on the STAGE. The magnitude of the effect is very big, com-
pared to that of China. Specifically, 1 percent increase in the index of
sensitivity degree increases the probability for a more liberalizing stag-
ing category by 12.96% in STAGE1 while it increases the probability for
a less liberalizing staging category by 9.25% at the maximum in
STAGE2 to STAGE5.

Sixth, the marginal effects of IDPki range from -2.34% to 4.26% de-
pending on the STAGE. It means that 1 percent increase in the index of
dispersion power increases the probability for a more liberalizing stag-
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ing category by 4.26% in STAGE1 while it increases the probability for
a less liberalizing staging category by 2.34% at the maximum in
STAGE2 to STAGE5.



. Summary and Policy ImplicationsⅣⅣⅣⅣ

The empirical results indicate that the East Asian countries includ-
ing Korea, China, and Japan were latecomers in FTA negotiations but
were not losers in determining the staging categories consistent with
the pre-negotiation expectations. This paper reveals the following styl-
ized findings regarding the staging categories.

First, the lower the current tariffs are, the earlier the three countries
tend to eliminate the tariffs. It is because the political burden to elimi-
nate the relatively low tariffs are not too strong to resist.

Second, there is high probability that the specific tariffs or
non-ad-valorem tariffs will be eliminated in a delayed process or they
will be assigned as the exclusion items. Possibly, it will be more diffi-
cult to control the import surge of the relatively cheap products when
the specific tariffs are eliminated.

Third, the share of the items, for which tariffs will be eliminated im-
mediately or in the shorter term, is higher in the case of FTA agree-
ments with the developed countries compared to the developing
countries. The three countries need to liberalize their own markets as
early as possible, in order to penetrate into the low-tariff developed
markets. On the other hand, they have reached a compromise with the
developing countries to liberalize their sensitive sectors in the longer
term, responding to the lukewarm tariff schedules of the developing
countries. China began to emphasize the economic rather than the po-
litical factor, which was more important in the early stage of FTA pro-
motion, thereby expanding the scope of liberalization.
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In addition to the above-mentioned findings, the probit analysis re-
veals the following peculiar results of East Asian countries in de-
termining the FTAstaging categories.

First, Korea and Japan planned to eliminate the agricultural tariffs
in the medium and long term or exclude some of them from the tariff
concession. Korea and Japan have been reluctant to liberalize the agri-
cultural sector because of the industrial policy to take time to re-
structure the agricultural sector considering the high level of agricul-
tural tariff rates and its weak competitiveness.

Second, Japan proposed the very similar concession schedule to all
FTA partners regardless of their development levels as well as in-
dustrial structures. Specifically, Japan successfully carried out its first
intention of protecting its agricultural sector to the developing coun-
tries because it liberalized the services as well as manufacturing sector
in exchange of protecting its agricultural sector.

Third, the marginal effects of industry characteristics including in-
dex of sensitivity degrees (ISD) and index of dispersion power (IDP)
turned out to be very big in the case of Korea and Japan, while those of
tariff rates (TARIFF), trade competitiveness index (TCI), and import ra-
tio (IM_RATIO) of China were the biggest among the three countries.
The marginal effect of trade competitiveness index of partner country
(PTR_TCI) turned out to be the biggest in the case of Korea. This find-
ing indicates that Korea and Japan tend to respond very sensitively to
the industry characteristics of a product in determining its staging cat-
egory, while China seriously considers the product-level competitive-
ness in the world market.
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This study analyzed the determinants of the staging categories for
the tariff elimination in FTA negotiations, using the database of the
East Asian countries including Korea, China, and Japan. In the future
study, it will be very interesting to compare how the developed and
developing countries in other regions will determine the staging cate-
gories in FTA negotiations. Recently, the US and the EU have nego-
tiated with many countries including Chile and Australia, among
others. The study comparing the FTA strategies of the developed to the
developing countries is expected to provide the policy makers and aca-
demic scholars with interesting implications.



Reference
Baldwin, Robert. 1984. "Trade Policies in Developed Countries." In

Ronald W. Jones and Peter B. Kennen eds. Handbook of
International Economics, pp. 571-619. Amsterdam: North Holland.

Bale, M. 1977. "United States Concessions in the Kennedy Round and
Short-run Labor Adjustment Costs: Further Evidence." Journal of
International Economics, vol. 7, pp. 145-148.

Cheh, John. 1974. "United States Concessions in the Kennedy Round
and Short-run Labor Adjustment Costs." Journal of International
Economics, vol. 4, pp. 323-340.

Cheh, John. 1976. "A Note on Tariffs, Nontariff Barriers, and Labor
Protection in United States Manufacturing Industries." Journal of
Political Economy, pp. 389-394.

Choi, Nakgyoon et al. 2008. Comparative Analysis of FTA Agreements by
Korea, China, and Japan and Policy Implications for a Northeast Asia
FTA. Korea Institute for International Economic Policy. (in
Korean)

Grossman, G. E. and E. Helpman. 1995. "The Politics of Free-Trade
Agreements." American Economic Review, vol. 85, no. 4, pp.
667-690.

Krueger, Anne O. 1974. "The Political Economy of the Rent-Seeking
Society." The American Economic Review, vol. 64, pp. 291-303.

Magee, Stephen, William Brock, and Leslie Young. 1989. Blackhole
Tariffs and Endogenous Policy Theory. Cambridge: Cambridge
University Press.

Maggi, Giovanni and Andres Rodriguez-Clare. 2007. "A
Political-Economy Theory of Trade Agreements." The American



42 Determinantsof StagingCategories for the Tariff Elimination in the FTANegotiations

Economic Review, vol. 97, no. 4, pp. 1374-1406.
Marvel, Howard P. and Edward J. Ray. 1983. "The Kennedy Round:

Evidence on the Regulation of International Trade in the United
States." The American Economic Review, vol. 73, no. 1. pp. 190-197.

Olson, Mancur. 1965. The Logic of Collective Action: Public Goods and the
Theory of Groups. Cambridge: Harvard University Press.

Ray, Edward John. 1981a. "The Determinants of Tariff and Nontariff
Trade Restrictions in the United States." The Journal of Political
Economy, vol. 89, no. 1, pp. 105-121.

_____. 1981b. "Tariff and Nontariff Barriers to Trade in the United
States and Abroad." Review of Economics and Statistics, vol. 63, no.
2, pp. 161-168. (May)

Riedel, James. 1977. "Tariff Concessions in the Kenndy Round and the
Structure of Protection in West Germany." Journal of International
Economics, vol. 7, pp. 133-143.

Trefler, D. 2004. "The Long and Short of the Canada-U.S. Free Trade
Agreement." The American Economic Review, vol. 94, no. 4, pp.
870-895.

WTO. 2000.Market Access: Unfinished Business. Special Studies 6.



09-01 Determinants of Staging Categories for the Tariff Elimination in the FTA
Negotiations Nakgyoon Choi

08-08 Empirical Analyses of U.S.Congressional Voting on Recent FTABills
Hyejoon Im and Hankyoung Sung

08-07 Sub-Prime Financial Crisis and US Policy Choices
Yonghyup Oh andWonho Song

08-06 Real Exchange Rate Dynamics in the Presence of Nontraded Goods and
Transaction Costs Inkoo Lee and Jonghyup Shin

08-05 Eurasian Economic Community (EurAsEC): Legal Aspects of Regional
Trade Integration Sherzod Shadikhodjaev

08-04 The Impact of Foreign Direct Investment on Economic Growth: A Case
Study of Ireland Kyuntae Kim and Hokyung Bang

08-03 Flexible BBC Exchange Rate System and Exchange rate Cooperation in East
Asia Yen Kyun Wang

08-02 FDI Inflows, Exports and Economic Growth in First and Second Generation
ANIEs: Panel data Causality Analysis

Yongkul Won, Frank S.T. Hsiao, and Doo Yong Yang
08-01 National Treatment on Internal Taxation: Revisiting GATT Article III:2

Sherzod Shadikhodjaev
07-08 Experimental Economic Approaches on Trade Negotiations

Hankyoung Sung
07-07 What Kinds of Countries Have More Free Trade Partner Countries? : Count

Regression Analysis Jung Hur and Backhoon Song
07-06 Understanding Wage Inequality: Trade, Technology, and Location

Chul Chung and Bonggeun Kim
07-05 An Empirical Assessment of a Tradeoff Between FDI and Exports

Hongshik Lee and Joon Hyung Lee
07-04 A Roadmap for East Asian Monetary Integration: The Necessary First Step

Kyung Tae Lee and Deok Ryong Yoon
07-03 The Determinants of Cross-border M&As: the Role of Institutions and

Financial Development in Gravity Model
Hea-Jung Hyun and HyukHwang Kim

List of KIEP Working Papers (2001-09.04)

AList of all KIEPpublications is available at: http://www.kiep.go.kr



07-02 Financial Liberalization, Crises, and Economic Growth
Inkoo Lee and Jong Hyup Shin

07-01 Determinants of Intra-FDI Inflows in East Asia: Does Regional Economic
Integration Affect Intra-FDI? Jung Sik Kim and Yonghyup Oh

06-03 Regional Currency Unit in Asia: Property and Perspective
Woosik Moon, Yeongseop Rhee and Deokryong Yoon

06-02 Does FDI Mode of Entry Matter for Economic Performance?: The Case of
Korea Seong-Bong Lee andMikyung Yun

06-01 Investment Stagnation in East Asia and Policy Implications for Sustainable
Growth Hak K. Pyo

05-06 Exchange Rate System in India: Recent Reforms, Central Bank Policies and
Fundamental Determinants of the Rupee-Dollar Rates

Vivek Jayakumar, Tae Hwan Yoo, and Yoon Jung Choi
05-05 Exchange Rates, Shocks and Inter-dependency in East Asia: Lessons from a

Multinational Model
Sophie Saglio, Yonghyup Oh, and JacquesMazier

05-04 ARoadmap for the Asian Exchange Rate Mechanism
Gongpil Choi and Deok Ryong Yoon

05-03 Have Efficiency and Integration Progressed in Real Capital Markets of
Europe andNorth America During 1988-1999

Yonghyup Oh
05-02 Financial Market Integration in East Asia: Regional or Global?

Jongkyou Jeon, Yonghyup Oh, and Doo Yong Yang
05-01 Natural Resources, Governance, and Economic Growth in Africa

Bokyeong Park and Kang-Kook Lee
04-14 Income Distribution, Intra-industry Trade and Foreign Direct Investment in

East Asia Chan-Hyun Sohn and Zhaoyong Zhang
04-13 Location Choice of Multinational Companies in China: Korean and

Japanese Companies Sung Jin Kang and Hongshik Lee
04-12 Geographic Concentration and Industry Characteristics: An Empirical

Investigation of East Asia
Soon-Chan Park, Hongshik Lee, and Mikyung Yun

04-11 Marginal Intra-industry Trade, Trade-induced Adjustment Costs and the
Choice of FTAPartners Chan-Hyun Sohn and Hyun-Hoon Lee

04-10 Exchange Rate Volatilities and Time-varying Risk Premium in East Asia
Chae-Shick Chung and Doo Yong Yang

04-09 North Korea's Economic Reform Under An International Framework
Jong-Woon Lee



04-08 International Capital Market Imperfections: Evidence from Geographical
Features of International Consumption Risk Sharing

Yonghyup Oh
04-07 Impacts of Exchange Rates on Employment in Three Asian Countries:

Korea, Malaysia, and the Philippines
Wanjoong Kim and Terrence Kinal

04-06 Finance and Economic Development in Korea
Yung Chul Park, Wonho Song, and Yunjong Wang

04-05 Expansion Strategies of South Korean Multinationals Hongshik Lee
04-04 E-Finance Development in Korea

Choong Yong Ahn and Doo Yong Yang
04-03 Complementarity of Horizontal and Vertical Multinational Activities

Sungil Bae and Tae Hwan Yoo
04-02 Regional vs. Global Risk Sharing in East Asia

Soyoung Kim, Sunghyun H. Kim, and Yunjong Wang
04-01 The Macroeconomic Consequences of Terrorism

S. Brock Blomberg, Gregory D. Hess, and Athanasios Orphanides
03-17 Trade Structure and Economic Growth - A New Look at the Relationship

between Trade and Growth Chan-Hyun Sohn andHongshik Lee
03-16 Specialization and Geographical Concentration in East Asia: Trends and

Industry Characteristics Soon-Chan Park
03-15 Corporate Restructuring in Korea: Empirical Evaluation of Corporate

Restructuring Programs Choong Yong Ahn and Doo Yong Yang
03-14 Intra-industry Trade and Productivity Structure: Application of a Cournot-

Ricardian Model E. Young Song and Chan-Hyun Sohn
03-13 Financial Integration and Consumption Risk Sharing in East Asia

Soyoung Kim, Sunghyun H. Kim, and Yunjong Wang
03-12 The Decision to Invest Abroad: The Case of Korean Multinationals

Hongshik Lee
03-11 Exchange Rate Uncertainty and Free Trade Agreement between Japan and

Korea Kwanho Shin and Yunjong Wang
03-10 Finance and Economic Development in East Asia

Yung Chul Park, Wonho Song, and Yunjong Wang
03-09 The Effect of Labor Market Institutions on FDI Inflows Chang-Soo Lee
03-08 Potential Impact of Changes in Consumer Preferences on Trade in the

Korean and World Motor Vehicle Industry
Sang-yirl Nam and Junsok Yang



03-07 Macroeconomic Adjustments and the Real Economy In Korea and Malaysia
Since 1997 Zainal-Abidin Mahani, Kwanho Shin, and Yunjong Wang

03-06 Fear of Inflation: Exchange Rate Pass-Through in East Asia
Sammo Kang and Yunjong Wang

03-05 The Effects of Capital Outflows from Neighboring Countries on a Home
Country's Terms of Trade and Real Exchange Rate: The Case of East Asia

Sammo Kang
03-04 Dynamics of Open Economy Business Cycle Models: The Case of Korea

Hyungdo Ahn and Sunghyun H. Kim
03-03 International Capital Flows and Business Cycles in the Asia Pacific Region

Soyoung Kim, Sunghyun H. Kim, and Yunjong Wang
03-02 How to Mobilize the Asian Savings within the Region: Securitization and

Credit Enhancement for the Development of East Asia's Bond Market
Gyutaeg Oh, Daekeun Park, Jaeha Park, and Doo Yong Yang

03-01 Trade Integration and Business Cycle Synchronization in East Asia
Kwanho Shin and Yunjong Wang

02-17 How far has Regional Integration Deepened?-Evidence from Trade in
Services Soon-Chan Park

02-16 Korea's FDI into China: Determinants of the Provincial Distribution
Chang-Soo Lee and Chang-Kyu Lee

02-15 Measuring Tariff Equivalents in Cross-Border Trade in Services
Soon-Chan Park

02-14 How FTAs Affect Income Levels of Member Countries: Converge or
Diverge? Chan-Hyun Sohn

02-13 An Examination of the Formation of Natural Trading Blocs in East Asia
Chang-Soo Lee and Soon-Chan Park

02-12 Has Trade Intensity in ASEAN+3 Really Increased? - Evidence from a
Gravity Analysis Heungchong KIM

02-11 Exchange Rate Regimes and Monetary Independence in East Asia
Chang-Jin Kim and Jong-Wha Lee

02-10 Bailout and Conglomeration Se-Jik Kim
02-09 A Dynamic Analysis of a Korea-Japan Free Trade Area: Simulations with

the G-Cubed Asia-Pacific Model
Warwick J. McKibbin, Jong-Wha Lee, and Inkyo Cheong

02-08 Trade Integration and Business Cycle Co-movements: the Case of Korea
with Other Asian Countries Kwanho Shin and Yunjong Wang

02-07 Korea's FDI Outflows: Choice of Locations and Effect on Trade
Chang-Soo Lee



02-06 Hanging Together: Exchange Rate Dynamics between Japan and Korea
Sammo Kang, Yunjong Wang, and Deok Ryong Yoon

02-05 Interdependent Specialization and International Growth Effect of
Geographical Agglomeration Soon-chan Park

02-04 Who Gains Benefits from Tax Incentives for Foreign Direct Investment in
Korea? Seong-Bong Lee

02-03 New Evidence on High Interest Rate Policy During the Korean Crisis
Chae-Shick Chung and Se-Jik Kim

02-02 AFramework for Exchange Rate Policy in Korea
Michael Dooley, Rudi Dornbusch, and Yung Chul Park

02-01 Macroeconomic Effects of Capital Account Liberalization: The Case of
Korea Soyoung Kim, Sunghyun H. Kim, and Yunjong Wang

01-05 Aggregate Shock, Capital Market Opening, and Optimal Bailout
Se-Jik Kim and Ivailo Izvorski

01-04 Impact of FDI on Competition: The Korean Experience
Mikyung Yun and Sungmi Lee

01-03 Is APECMoving Towards the Bogor Goal?
Kyung Tae Lee and Inkyo Cheong

01-02 Impact of China's Accession to the WTO and Policy Implications for
Asia-Pacific Developing Economies

Wook Chae and Hongyul Han
01-01 Does the Gravity Model Fit Korea's Trade Patterns?:

Implications for Korea's FTAPolicy and North-South Korean Trade
Chan-Hyun Sohn and Jinna Yoon










