
Chapter6NortheastAsianEconomy:

IntegrationorCooperation?1

JUNGKu-Hyun2(YonseiUniversity)

1.ANewErainEastAsia

The1990sisoftendubbedas`thefirstdecadeofglobalization.'The

coldwareffectivelyendedin1990whentheSovietUnionstoppedtofunction.

Withtheendofcoldwar,theglobaleconomybegantomovetoasingle

economy,meaningthatthewallbetweenthesocialistblocandcapitalistbloc

haseffectivelyfallendown.ThismeantfbrSouth
.Koreanfirmsthatthey

nowcouldhavedirectbusinessrelationswithChina,Russiaandotherformer

socialistcountriesinAsiaalldEurope.Inparticular,tradeandinvestment

relationsbetweenSouthKoreaandChiIlahavegrownveryfastinthe1990s

andChinabecamethesecondlargestdestinationofKoreanoutwarddirect

investmentandthirdlargesttradingpartnerbytheendofthedecade.More

significantly,thenewerameansthatthecountriesintheregioncanhave

economicrelationswithalltheothercountries.

tPreparedfortheJapan -KoreaConferenceon"RecentDevelopmentsintheKoreanPeninsula

andANewErainJapan-KoreaCooperation,"whichwasheldinOtaru,JapanonFebruary19,
2001.
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Enteringintoanewcenturyanddecade,severalnewdevelopments

areexpectedtomovetheEastAsianeconomiccooperationtoahigherlevel.

Thefirsteventthatwillenhancetheeconomiccooperationintheregionis

China'saccesstoWTO.China'smembershipatWTOmeansthatChinawill

conducttradebyinterna事ionallyacceptedrules.Inaddition,averagetariff

rateswillfalloverthenextseveralyearsandsomenon-tradebarrierswill

alsoberemoved.Someoftheindustrieswillnowbeopentofbreign

investors,includingthetelecommunicationsindustryandotherservice

industries.By2005,Chineseeconomyislikelytoadoptmorefeaturesofthe

marketeconomy,whichinturnwillfacilitatetradeandinvestmentrelations

withtheoutside.ThisisaverygooddevelopmentfbrbothSouthKoreaand

Japanbecausetheyareclosestneighborsandwillbeinapositiontotake

advantageofnewbusinessoPPortunities.

AnotherdevelopmentistheideaofKorea-JapanFreeTrade

Agreemellt(FTA).JapaneseAmbassadorinKoreatossedtheideaoutin

1997andtwogovernmentsagreedtocommissionastudytoassesstheimpact

oftheFTAin1998.Twogovernment-supportedresearchinstitutionsin

eachcountryparticipatedintheresearchandpresentedresearchresultsin

2000.Asignificantthingisthatbothsidesagreedtostudythefeasibilityof

anFTAandbegantothinkaboutit.Asiswellknown,thereisnoeconomic

integrationschemeinNortheastAsia,perhapstheonlyregionwherethereis

nosuchagreement.Thisreflectshistoricallegacy,diverseeconomicsystems

andheterogeneityofnationaleconomiesintheregion.Nonetheless,itis

timetothinkaboutsomeformoffbrmalregionalintegrationintheregion,
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andKoreaandJapanareclosestintermsoftheeconomicandpoliticalsystem

inNortheastAsia.

Thisnewmoodofcooperationhasl)eengreatlyhelpedbyrecent

developmentsbetweentwocountries;especiallyafterKimDaeJung

governmenttookoffice。SouthKoreaabolisheddiscriminatoryimport

restrictionsonJapaneseproductsandalsoopenedhermarkettoJapanese

masscultureinthelastthreeyears.Andtwocountrieswilljointlyhostthe

WorldCupin2002.Arecordnumberofpeoplevisitedeachotherin2000.

Despiterecentconflictsoverthetextbookissue,SouthKoreaandJapanare

enjoyingthemostfavorablebilateralrelationshipinrecenthistory.

Thethirddevelopmentisthemeetingofthreecountriesatthe

ASEANsummitmeetings.Forthefirsttime,headsofJapal1,SouthKorea

andChinamettogetherattheASEANmeetingsandtheso-called

"ASEAN+3"meeting

、willbereguユarizedandfbrmalizedstartinginYear2000.

Thisisasignificantnewdevelopment.UntilrecentlythePRChasbeencool

toamultilateralorregionalgroupinginEastAsiaandJapanhasbeenalso

reluctaIlttosuchameeting.ButtheASEANgroupinvitedthreeNortheast

Asiancountriestotheirfbrumand,asaresult,theEastAsianregionbeganto

haveafbrmaldialoguechannel.Itisnotclearatthismomentwhatwould

beadesirableconfigurationofeconomicregionalismintheregion.Itcould

beabroaderEastAsianblocoranarrowersub-regionofNortheastAsia.

Buttheimportantthingisthatthecountriesintheregionshouldhave

variousoptionsandevaluateprosandconsofdif偽 士entconfigurations.
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Sotenyearsaftertheendofcoldwar,itseemsthatEastAsiais

enteringaneweraofenhancedeconomiccooperationsupportedbyseveral

newdevelopmentsmentionedabove.An.dSouthKoreaandJapanarealsoin

aperiodofclosereconomic,politicalandculturalcooperationandexchange.

2. GeographicalScope=NortheastAsiaorEastAsia?

LargecountriesinNortheastAsia,ChinaandJapan,tendtolookat

NortheastAsia(NEA)involvingonlypartsoftheirterritories.Forexample,

ChinaconsidersthreeNortheasternprovincesasNEAwhileJapantendsto

equateNEAwiththeinlandareaorEastSea(JapanSea)areaonly.Thisis

understandablegiventheirhugesizeorglobalposture.ButhereIamnotso

muchconcernedwithsub-regionalormulti-localcooperationasanatioh-

leveleconomiccooperationorintegration.IIIparticular,whenIsayNEA,I

wouldliketoincludeChinalHongKong,Japan,bothKoreasandTaiwan.In

addition,EastAsiareferstothewholeregionstretc .hingfromNorthKorea

andChinaallthewaydowntoMalaysiaandMyanmar.ThusEastAsia

includesbothNEAandSoutheastAsia.

ThereisnoquestionthatJapan,twoKoreasandChinacomprisethe

mainpartofNortheastAsia.Inaddition.,Northeasternprovincesand

territoriesofRussiaiscertainlyanimportantcomponen、tofNEA.Recently,

theRussian.FarEast(RFE)begantohavemoretradeandinvestment

relationswiththecountriesintheNEA.AstheRussianFarEasthavemore
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autonomyfromMoscowineconomicdecisionmakingandhavemoredirect

andintensiveeconomiclinkageswithothercountriesintheNEA,itwillbe

usefultoincludetheRFEinthediscussionsoneconomiccooperationinthe

NEA.ButifwebegintodiscussFTA,itisdifficulttoincludetheRFE

becausepartsofastatealonecannotparticipateintheFTA.Asaresult,we

havetoexcludetheRFEinthispaper.Mongoliaissometimesincludedillthe

NEA.Thecountryisarea11ysmallplayerintermsofthemagnitudeof

economicactivity.Giventheland-lockedlocationandsmallpopulation

base,thepotentialf()rtradeandinvestmentofMongoliawiththerestofthe

regionisalsoverylimited.ButincludingMongoliainsomefbrmofeconomic

integrationillNEAispossibleifMongoliaintendstojoinit.

Themostimportantquestionindiscussingthegeographicalscopeof

NEAiswhetherweshouldincludeallorpartofChinaintheNEA.Forthe

samereasonwhyRussiacannotbeincludedineconomicintegrationinNEA,I

willarguethatthewholeofChinashouldbeillcludedintheNEA,Itistrue

thatthreenortheasternprovincesofChinahavemoreactiveeconomicties

withJapanandSouthKorea.ThereisalargeconcentrationofJapanese

investmentinLiaoningProvinceandtherearemorethanamillionethnic

KoreanChineseinthethreeprovinces,withthelargestconcentrationin

KoreanAutonomousRegioninJilinProvince.Atthesametime,however,

ShantungProvinceistheclosesttoSouthKoreaandhasmoredirectbusiness

contactswithSouthKoreathananyotherprovinceinChina.TheBohaiSea

region,includingBeijing,TianjinandShantung,isperhapsthemost

importantChineseregiollfbrtheKoreaneconomy.Shanghaiand
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surroundingProvincesarealsobecomingimportanttotheregion,especially

theeasternpartofChinahasmoreclose .contactswithKyushuinJapan,and

PusanandKyungsangnamdoinSouthKorea.Infact,thesethreelocalareas

comprisetheso-calledtheYellowSeaEconomicSubregion.ManyHong

KongfirmshaveclosetieswithBeijingandothernortheasternprovincesin

China,especiallyinhightechnologyindustries,becausethenorthernChina

hasmanygooduniversitieswithstrongengineeringandsciencedepartments.

Although.Chinesethemselvesdividethecountryintofiveorsixsubregions,

thedivisionmaybecomelessmeaningfulasinterrelationsbetweenthem

increaseinthefuture.Taiwan'seconomicpositionintheregionissomewhat

similartothatofSouthI(orea.Ithascloseinvestmentandtechnology

relationswithJapanandhasevenclosertradeandinvestmentlillkswiththe

mainland.Becauseofthesevariousinter-linkages,Ithinkthatitisuseful

toincludethewholeofthePRC,HongKongandTaiwanintheNEAregion,

IfwedefinetheNEAverybroadly,therearemanysubregionsinthe

region.Whatisthecriterionforameaningfulsubregion?Sincemostof

thesesubregionsaremadeupofpartsofnation-states,thepossibilityofa

formaleconomicintegrationsuchasafreetradeareaisruledoutatthe

outset.Thenapropercriteriaforanecollomicsubregionistheintensityof

businessactivitiesinthesubregion.Ifbusinessfirms,largeorsmall,ina

subregionareengagedintradeandinvestmentactivitiesamongthemselves

andtheinterdependenceamongthemisincreasedtoasignificantdegree,a

subregionbeginstotakeafbrm.Transportationandcommunication

linkagesinthesubregionwillbeincreasedgraduallyanddefactoeconomic
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integrationwillprogress.Aregionwiththiskindofecon6micintegration

basedonl)usinessinitiativesandwithoutanyfbrmaleconomicintegration

agreementbetweengovernmentsissometimescalledanatu」raleeonomie

territory,oraNET.Lookingatmanyso-calledeconomicsubregionsinthe

NEA,theonlysignificantoneseemstobetheSouthChinaEconomic

Subregionthathasbeenmadedynamicbydirectinve「stmentsofsmalland

mediumsizedcompanies(SMEs)of}longKongandTaiwan,Other

subregionsdonotshowthesamedegreeofinterdependencyoreconomic

activityastheSouthChinasubregiondoes.SouthChinasubregionisreally

aspilloverofHongKongandTaiwaneconomicdynamism.SMEsinthese

twoNIEshavebeendrivenoutoftheirindustrialbasesathomeduetohigh

costsofproduction,mostnotablythelaborcost.SouthKoreanandJapanese

SMEsdoIlotshowthesamedegreeofexodustoneighboringregions,partly

becausetheyhavetoovercomelanguageandculturalbarriers.Japanese

SMEsaremorecloselylinkedwithbigcompaniesathomeandsomeofthem

f()llowedbigcompaniesinmovingproductionbasetoSoutheastAsian

countries.SomeKoreanSMEshavemovedtheirproductiontoShantungand

TianjinbutnottothedegreethatHongKongandTaiwanSMEshavedone.

Onecanarguethatsubregionswillbecomeevenlessmeaningfulin

thefuture.Thefirstreasonistheincreasingglobalizationtrendworldwide,

whichmakesremoteplacesengaginginbusinesswitheachothereasier.As

theinfbrmationtechnology,inparticulartelecommunicationstechnology,is

diffusedrapidly,thegeographicaldistanceisbecominglessmeaningful.The

60stofinternationalcommunicationshasbeenlowereddramaticallyinthe
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lasttenyearsandwilldeclinefurtherinthefuture.「Itislikelythatthe

majorhindranceforinter-continentalcommunicationswillbethetime

difference,notthecost,inthefuture.Inaddition,themetropolisspillover

reachesalimitastheproductioncostsatthenearbyhinterlandincrease

rapidlyandbecomelesscompetitivecomparedtomoredistanthinterland.

ThisisobservedbothinSouthChinaaswellasaroundSingapore.The

Singaporegovernmentpushedhardinrecentyearstoexpanditsindustrial

parkstoVietnam,ChinaandIndia.Apparently,theSingapore-Riau-

Johoregrowthtrianglehasreachedasaturationpointbecauseofthe

congestionandhighcostsofproduction.HongKongandTaiwanfirmsalso

begantomovetotheinlandprovincesofChinaaswellastothePhilippines

andVietnam.Ingeneral,itcanbearguedthatasmallNEToragrowth

trianglewillclaimasmallerproportionoftradeandinvestmentactivitiesof

thesubregionitselfinthefuture.

3.EconomicCooperationorEconomiclntegrationin

NortheastAsia?

Tradeandinvestmentflowshaveincreasedoverthelastdecadein

theregion,inparticul年rafterChinaopenedherdoormorewidelyaround

1990andSouthKoreaandChinaestablishedafbrmaldiplomaticrelationship

in1992.Atthesametime,SouthChinaeconomicareahasbecomeanatural

economicterritorydrivenbyprivateinvestmentandtradeflowsdespitethe

factthatChinaandTaiwanremainaspotentialadversaries.Thusthe
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questionfacingNortheastAsiancountriesiswhethertheyshouldbuildanew

institutionalframeworkthatwillsupportavibranteconomiclinkagesalready

developingintheregion.Inotherwords,thequestioniswhetherthe

couIltriesintheregionshouldstartthinkingaboutsomefbrmofeconomic

integrationsuchasfreetradeagreement(FTA).Thisnewconfigurationisa

verycomplexonegiventhesecurityconsiderations,ideologyandhistorical

legacyoftheregion.Inaddition,thepresenceoftheUnitedStatesinthe

regionbothintermsofmilitaryandeconomicinfluenceaddsanothercomplex

dimensiontodiscussionsofFTA.

CountriesintheNEAregionaresodiverseintermsofsize,levelof

economicdevelopment,industrialcompetitiveness,economicsystem,and

politicalsystemthatitisverydifficulttohaveeconomicintegrationat

present.Japanisthedominanteconomicpowerintheregionatthe

moment,althoughhershareintheregionwilldecreasegraduallyinthe

futureashereconomicgrowthslowsdown.Japanisoneofthetriadpowers

oftheworldeconomyandthushasglobalinterestsbothintradeand

investment:ThebiggesteconomicpartnerofJapallistheU.S.,bothin

termsoftradeandinvestment.JapanandtheUnitedStatesarenowso

closelyintertwinedthatitisdifficulttoascertainthecountryoforiginof

manyproducts.AmericancarsusesomanyJapanesepartsthattheycannot

qualifyastheA皿ericanmadeinsomecountries.MaIlyelectronicsproducts

suchascomputersarealso"jointlymadeinJapanandtheU.S."Despite

varioustradeconflictsandnegotiations,twocountrieshavelearnedhowto

livewitheachotherbynow。Morerealisticallyspeaking,lobbygroupsintwo
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countriesf()rtheotheraresostrongthatmajortradeconflictshavetobe

resolvedintheend.

WhatistheimportanceoftheNEAfbrtheJapaneseeconomy?In

theearly1970swhentheJapaneseeconomyencounteredhighproduction

costsathomepartlycausedbythehighervalueofyen,manyJapaneseSMEs

movedtoHongKong,TaiwanandSouthKorea.ThesethreeNIEsbeganto

buildtheirindustriesbasedonJapanesetechnologyand,toalgsserextent,on

Japanesecapital.Bythe1980s,however,Japanesefirmshadtomovetheir

offshoreproductionbaseagaintoSoutheastAsiancountriesbecausethefirst

-tierNIEsthemselvesinNortheastAsiabegantoexperiencehighproduction

costsandappreciatingeurrencies.Inthemeantime,theyhavebecomemore

independentfromJapanesecapitalandtechnologyandalsohavebuiltamore

diversifiedeconomicrelationshipwiththeother'countriesintheworld.

ChinawhojoinedtheglobaltradegamelatelycouldnotattractJapanese

directinvestmentverymuch.Japanesefirmsaccountf()rabout7.7percent

ofcumulativeinwardforeigndirectinvestmentsinChinaasof1998.Itcan

besaidthatthesignificanceofNortheastAsianeconomytoJapanmayhave

declinedinthe1980sand1990s.

ThesamecannotbesaidaboutthreeNIEs.HongI(ongfirmshave

mostoftheirproductioninthemainland,mostnotablyinGuangdong

Province.SomuchofTaiwaneseinvestmentandproductionarenowinthe

mainlandthattheTaiwanGovernmentbegantopressureitscompaniesto

investelsewhere.Chinainthe1990ssuddenlyemergedasthethirdmost
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importanttradingpartnerofSouthKoreaandtherecipientofbiggestamount

ofKoreanoutwardFDI.JapanandChinaputtogether,NortheastAsiaisby

nowthemostimportanteconomicpartnerf()rKorea.Thusthereisthis

asymmetryineconomicrelationswithNortheastAsiabetweenJapanandthe

threeNIEs.ForthePRC,theUnitedStatesisthemostimportantexport

destination,butTaiwanandHongKongaremostimportantdirectinvestors

accountingforsome65percentofthetotalinwarddirectinvestment

(notwithstandingmanysystematicerrorsintheFDIstatisticsofChina)in

thecountry.ForthreeNIEsasagroup,however,theSoutheastAsianregion

includingIndochinaemergedasimportantdestinatioIlsforoutwardFDIin

the1990s.TheincreasinginterdependencebetweenNortheastAsiaand

SoutheastAsiahasbeenreinforcedbyinvestmentsbyethnicChinesefirmsin

SoutheastAsiancountriesintotheMainland.Allthesefactsindicatethatit

wouldbemoremeaningfultotalkabouttheEastAsianeconomy,including

boththeNorthandSouth,thantolimitthediscussionstotheNorthalone.

Insummary,JapanmaybeleastinterestedinFTAinNEAbecause

shehasaglobaleconomicinterest.Buttheeconomicstagnationofthe

countryinthe1990sandstrollgtendencyofregionalisminotherpartsofthe

worldmaychangethepostureofJapan.Inparticular,theAsianeconomic

crisisin1997showedclearlythattheASEANFreeTradeAgreement(AFTA)

wasnotcapableofdealingwiththecrisisorprovidinganymeaningful

reaction.Infact,theotherregionalbloc,i.e.APEC,wasalsoineffectivein

thefaceoftheveryacutecrisis.Asaresult,itseemsthatthewholeEast
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Asiabegantohaveadifferentperspectiveonregionaleconomicintegrationas

wemoveiIltothenewcentury.

4. ProsandconsofKorea-JapanFreeTradeAgreem帥t

Inthiscontext,discussionsontheKorea-JapanFreeTrade

Agreement(KJFTA)areverysign雌cant.Theissuewasfirstraisedbythen

JapaneseAmbassadorinKoreain1998andtwocountrieshavesponsoreda

researchonthetopicin1999。Researchreportspaintamixedpictureofthe

FTAbutlayagroundfbrgovernment-1eveldiscussionsonthesubject.

EconomiceffectsoftheFTAareimportantandwillaffectdifferentsegments

oftheeconomydifferentlyintwocountries.Butthepsychologicaland

strategicimpactoftheagreementcanbemoresignificantthaneconomic

effects.

ResultsoftworesearchespaintamixedpictureinthattheFTAwill

adverselyaffectsomeindustries.Thisiswhatisexpectedfromsuchastudy.

Theoryofcustomsuniontellsusthatthetradeeffectcanbedistinguished

intotwotypes:staticeffectallddynamiceffect.Thestaticeffectwillagain

bemadeupoftradecreationeffectandtradediversioneffect.Ifandwhen

thetariffsareabolishedbetweentwocountries,competitivelyweak

companieswillbedrivenoutofthemarket.Andmorecompetitivecountryin

eachindustrywilltakeahighermarketshareintheindustryoftheother

country.Inotherwords,industriesintwocountrieswillbegintobe
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integrated.Evenaverycarefulstudywillnotbe

consequencesandeffectsofthetariffabolition.

abletorevealallthe

Japan'ssimpleaveragetariffratewasabout4.4percentin1998,

althoughitvarieswidelydepending・upQnproducts.Thetariffratewasless

than10percentfor87.5percentofproducts,butfbraboutlpercentof

productsitwentupto30-70percent.SouthKorea'ssimpleaveragetariff

ratewasabout8.9percentin1999,andagaintheactualtariffratesvaried

fromOpercentto70percent.IncaseofSouthKorea,83.4percentof'

productshadthetariffrateoflessthan10percentand3.Opercentofproducts

hadthetariffrateof30-70percent.Abolishingtariffsfortheproductsthat

havehightariffswillhaveasignificanteffectontheindustriesand

companiesaffected.Ifwepayattentiontoparticularindustriesand

companies,itwouldbedifficulttopushf()rtheFTA.Inparticular,whena

certainindustryisconcentratedinalocalregion,politiciallsfromtheregion

willbestronglyopposedtoanyagreementthatwilladverselyaffecttheir

region.ThusaFTAbetweentwocountriesrequiresafar-sightedand

future-orientedvisionofleadersoftwocountries.

AnystudyoftheimpactofFTAthatconcentratesitsallalysison

statictradeeffect,balanceofpaymenteffectorimpactonspecificindustries

willreportanegativeconsequenceoftheFTA.Butthemoresignificant

impactoftheFTAwillbethedynamiceffectandinvestmenteffect.Itisno

secretthattwocountriescurrentlyarefacedwithaserioustaskof

restructuringtheeconomy.Theprol)lemonthesurfaceiswithfinancial
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in、tituti。n,.J。p。n,、ec。mmerci。1bank、hav,n・n-P・ ・f・・mingasset・wh・t

couldamounttomorethan10percentoftheirtotalassets.Theaccurate

percentageofnon-performingassetsishardtoestimatebecausesomeofthe

companiesmaynotbehealthybutarekeptalivebythesupportofthebanks.

Evenifthebankscanreducetheirbadassetstemporarilywiththeemergency

facilityprovidedbythegovernment,theproblemwillpersistaslongas

companiesarenothealthy.ThesamecanbesaidaboutKorea.Thecountry

isundergoingadifficulttaskofconsolidatingunhealthybanksbyeither.

mergillgthemorcombiningthemthroughthefinancialholdillgcompany.

Buttheultimatesuccesswilldependuponthehealthofthecompanies.

Thetaskofrestructuringcompaniesintwocountriesrequiresa

heavierdoseofcompetition.LookattheJapaneseautomobileindustry.

ThereweresevenJapaneseautocompaniesaround1995.Butby2000,five

ofthemaresurvivingonlybymakinganalliancewithorbeingapartof

foreigncompanies.Japaneseelectronicscompaniesarealsofacedwitha

seriouschallengeofregainingthecompetitivenessthattheyhadenjoyedin

thepast.Incontrast,Europeancompanieshavealreadymovedaheadwith

therestructuringinthefaceoftheSingleEuropeanMarketin1992andthe

SingleCurrencyin1999.Thebigmergersandacquisitionswaveinthe

secondhalfofthe1990sreflectspartlytheconsolidationeff()rtsonthepartof

EuropeancompaniesintheprocessoffulleconomicintegrationinEurope.It

seemsthatbothSouthKoreaandJapanneedstogothroughtheperiodof

seriousrestructuringofcorporationsandbanks.Onemethodthatcanput

pressureonthemtorestructurewillbeallFTA.Actualtariffreduction
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schedulesandexceptionscanbeworkedoutbytwosidestosmooth・the

adjustmentofcompaniesandindustries.Butthea皿ouncementofanFTA

willfbrcethecompaniestothinkintermsofthebroaderEastAsiaor

NortheastAsianregion.

TheannouncementofFTAwillhavetheaddedeffectofconfidence

buildingbetweentwocountries.Itisnosecretthatbothcountrieshave

apprehensionsabouttheother.KoreansaresuspiciousofJapanesemotive

intheregionduetothelatter'sadventureinthefirsthalfofthelastcentury.

JapanesearealsoapprehensiveaboutthesincerityorhostilityofKoreansin

bilateraldealings.Forexample,Japanesecompaniesareveryreluctantto

investinSouthKoreabecausetheyarewgrriedaboutlaborunrest.

Japanesemanagersareconcernedaboutthehostileattitudeofworkersto

Japan,whichcoulddevelopintoanastyconfrontationbetweenthe

managementandlabor.TheFTAcouldsignificantlyreducethefearand

distrustbetweentwocountries.Anditisabouttimetothinkintermsofthe

future.

OvercomingtheresistanceofoppollentsoftheFTAwillnotbeeasy

byanymealls.Therewillbethreetypesofopponentstotheidea.Onewill

bethecompaniesandindustriesthatwillbeadverselyaffectedbythe

agreement.Secondgroupwillbeideologists.InKoreathereisagroupof

hard-coreanti--Japanesepeopleinbothleft-wingandright--wingcamps.

InJapan,itisperhapsthemoreright-wingelementswhoareopposedto、the

agreementbetweentwocountries.Amorecarefulstudyofdifferent
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attitudesofpeopleisnecessary.ThethirdgroupwillbewhatIwillcall

`
globalists.'TheywillopposetheKJFTAonthegroundthattheworld

economyisbecomingmoreglobalandregionaleconomicintegrationisnot

desirable.Inaddition,theywillarguethattheUnitedStatesisthemost

importanteconomicandsecuritypartnerfortwpcountriesandanyFTA

withoutincludingtheU.S.isnotworthpursuing.Thisisperhapsthemost

seriouschallengetoovercomeforFTAsupporters.Iwouldliketoarguethat

theKJFTAisjUstoneoption,oronebargainingchip,fortwocountriesinthe

globaleconomicgame.OneFTAdoesnotmaketwocountriesanexclusive

bloc.BeingamemberofNAFTAdoesnotpreventtheU.S.frombecominga

globaleconomicpowerandplayingacentralroleintheglobaleconomy.In

thesametoken,beingamemberofaNortheastorEastAsianFTAdoesnot

preventfromeitherJapanorKoreafromdevelopingclosereconomictieswith

therestoftheworld.

5.PromotionofSeoul/HokkaidoFlows:

ASeoulPerspective

SinceIaminOtaruandSapporoarea,itisworththinkingaboutthe

economicandculturalf【owsbetweentwoareasinthecontextofNortheast

Asianeconomiccooperation.FromaSeoulperspective,SapPorogivesan

impressionofa"cleanbutexpensive"destinationfbrtravelorleisure,Trade

andinvestmentlinkagesareveryweakatthemoment.Butevenfor

tourism,someinnovativeideascanbeusefu1.Thankstothebetter
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atmospherebetweentwocountriessincetheI(imDaeJungGovernmenttook

o茄ce,touristsvisitshaveincreasedveryrapidlybetweentwocountries.The

numberoffbreignvisitorsdecreasedaftertheeconomiccrisisinSouthKorea,

butithasregainedthelevelof1997byyear2000.In1997justbefbrethe

crisis,aboutonemillionKoreallsvisitedJapanwhile1.68millionJapanese

visitedSouthKorea.JapanwasthenumberonedestinationfbrKorean

travelersoverseasin1997,accountingfbrabout24percentoroneoutoffbur

overseastravelers.Ontheotherhand,SouthKoreawasthethirddestination

fbrJapanesetouristsinthesameyear,accountingfbrabout9.1percentof

Japanesegoingabroad.SouthKoreaandMainlandChinasharedthethird

position,fbllowingtheUnitedStatesandHongKong.Itisamazingthat50

percentofJapanesetravelingabroadwenttotheUnitedStatesin1997.Itis

expectedthatbilateraltouristflowswillincreaseinthefuture.

Therearemanywaysthroughwhichtourismcanbeexpanded

betweentwocountries.The丘rstwillbeprovidingvisa-freeentryinto

JapanfbrKoreans.JapanesecanenterSouthKoreawithoutgettingvisain

advance,butKoreansshouldgetonebeforeenteringJapan.Itis

understandablethatJapanisconcernedabouttheillegalentryandstayof

KoreansinJapallbutthatisasmallpricetobepaidtofacilitatethetourism.

Secondly,thereshouldbemoreflightsbetweentwocountries.Inparticular,

theSeoul-Tokyorouteisfamousfbrtheshortageofseatsfbrairtravel.Two

countriesarediscussingthepossibilityoflaunchingashuttleservicebetween

twocitiesusingHanedaandI(impoairports.Thiswillbenecessary

especiallyforthe2002WorldCupgamesintwocountries.

117



KyushuisofcoursetheclosestlocationfromSouthKoreaandalarge

numberofKoreansvisittheisland.SapporoandHokkaidoareata

relativelydisadvantageouspositiollwithrespecttothetraveltimeand

expenses.TheimageofHokkaidofbrKoreansis``cleanbutexpensive"placeto

go。ButHokkaidohasmanyattractionstoKorealls.Ithasexce11ent

eateries:beer,beef,seafbod,etc.Ithasalsobeautifulnature:mountains,ski

slopesandhotsprings.IthinkthatHokkaidoisstillanunknownplacefbr

themajorityofKoreans.Thismeansthatpromotionaleff()rtswillpayoff.

Inparticular,Hokkaidowillbeanattractivedestinationinsummerbecause

ofthemonsoonandhotweatherinSouthKorea.InKorea,locationsin

SoutheastAsialikeThailandandthePhilippineswillbemoreattractiveto

mostKoreansexceptforskiloversorasmallminorityofpeople.Ifthereare

attractivepackageproductsofferedtoKoreansinthespringandsummer,it

willbeabletoattractacertainnumberoftouristsfromKorea.

Oneadditionalcommentaboutincreasingthetrafficbetweentwo

locationsistheopeningoftheInchonAirportattheendofMarch2001.The

newairportwillcompetewithotherhubairportsintheregion,notably

KansaiInternationalAirportandShanghaiAirport.Butintermsofthe

accesslargemetropolitancitiesinNortheastAsia,theInchonAirportwill

havesomeadvantagescomparedtotheotheralternatives.Itiswithintwo

hoursflightfromallmajorcitiesinJapanandalsofromBeijing,Tianjinand

otherIargeChinesecitiesinNortheastAsia.Theairportcanbean

attractivehubf()rtouristsfromHokkaidoandnorthernHonshu.Inaddition

totourism,HokkaidoalldSouthI(oreacanincreaseindustrialcooperationin
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theareasofenvironmentandinformationtechnology.Furthermore,the

openingofNorthKoreaneconomywillofferanotherbusinessopportunityto

'Hokkaidointermsoftradeandfi
sheryindustry.

6. ConcludingRemarks

Comparedtoothermajorregionsoftheworld,NortheastAsiaisina

veryuniquesituation.First,itisaregionwherefourmajorpowersofthe

worldhaveviedforinfluenceandstrategicpositionforalongtime.Andyet

atleasttwoofthosepowers,theUnitedStatesandRussia,cannotbe

consideredAsiancountries.Althoughtheymayhavesomestrategicinterest

intheregion,theyarenotmembersoftheregionculturallyorhistorically.

Second,thereisnoclearhegemonicpowerintheregion.Duringthecoldwar

period,theregionwaseffectivelydividedintotwohostileblocs.Afterthe

coldwarperiod,theregionisinaveryunstablesituationbecausepower

balancecouldbetippedduetotherapidlygrowingeconomicpowerofChina.

Becauseofthisuniquegeographicalandpowerconfiguration,wemightgive

upanideaofawell-containedeconomicblocintheregion.

ButIarguedinthispaperthatweshouldstartthinkingaboutafree

tradeagreementinthearea。Chinahasmovedalongdistancetoamarket

economyinthelasttwodecades.China'saccesstoWTOwillfurther

integratetheChineseeconomywiththeglobaleconomy.Japanhashada

decadeofeconomicstagnationanddeteriorationofitscompetitiveness.
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SouthKoreahashadoneoftheworsteconomiccrisessince1997.Itseems

thatevenahugeeconomicpowerIikeJapancannotachievetheeconomiesof

scaleandglobalcompetitivenessbyherselfalone.Itistimetothinkabout

someformofeconomicintegrationintheregion.Furthermore,Southeast

AsiancountriesarelookingattheirNorthernneighborsfbrsomekindof

initiative.Theeconomiccrisisof1997clearlyshowedthemthatthe

SoutheastAsianregionaloneisnotenoughtorideovertheuncertaintyand

complexityoftheglobaleconomicshocks.

ButitisprematuretotalkabouttheFTAinthewholeregion.Some

ofthefbrmerlysocialistcountrieshavetomakefurtherref()rmstomove

towardthemarketeconomy.Otherdifferencesintermsofsize,industrial

developmentandincomesmaketheadjustmentdifficult.Asaresult,I

wouldliketoproposethef()rmingafreetradeareabetweenSouthKoreaand

Japanfirst.Thiswillbeasmallestcircleinmultipleconcentriccirclesthat

maydevelopinthecomingyears.Inthecurrentsituation,eventheJapan-

KoreaFTAwillnotbeeasytoselltodifferentconstituentsintwocountries.

Therewillbeindustriesandproductsthatwillbeadverselyaffectedbythe

FTA.Inaddition,therearestrongoppositiongroupsintwocountries

becauseofhistoricalreasonsandpureprejudices.ButtheFTAitselfwill

helptobuildtrustwitheachotherandsendastrongsignaltothecompanies

forcooperativeventuresinthefuture.Twogovernmentsshouldstart

thinkingseriouslyaboutengaginginnegotiationsfortheagreementinthe

nearfuture.SouthI(oreaiscurrentlynegotiatingwithChileforFTA.And

JapanisalsonegotiatinganFTAagreementwithSingapore.Experiences
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andincidencesofsuchFTAnegotiationswillenableJapanandSouthKoreato

startdiscussionsofFTAinabusiness-as-usualmanner.

AsaninterimsteptotheFTAandonitsownmerit,countriesinthe

regionshouldthinkaboutaregionalcooperationbody.TheNordicCouncilin

northernEuropeisamodelthatcanprovidesomeinsight.TheCouncilis

madeupoffivecountriesinnorthernEuropeandprovidesa負)rumfbr

dialogueandcooperationoIIspecificissues.Forexample,environment,

energy,communication,fisheryandairtransportationcanbespecificsubjects

aroundwhicharegionalcooperativecommitteeortask負)rcecanbe

established.TheCouncildoesnothaveconflictswithsomemembersofthe

CouncilbecomingmembersoftheEU.Thesameconceptcanbeappliedto

NortheastAsia.Therearemanyissuesthatrequirecooperativeapproaches

ofthecountriesinvolved.Forexample,cross-borderpollutionand

environmentalproblemsaretheissuethatrequiresjointefforts.Energyand

fbodsecurityareotherexamples.Illegallabormovementsandcrimeare

furtherexamples.TheNortheastAsianCou丑cilcallbeestablishedasa

dialogueandcooperationbodyintheregion.Headsofstatesandrelevant

ministerscanmeetregularly,perhapsonanannualbase,andissue-centered

committeescanbeorganizedeithertemporarilyoronamorepermanentbase.

Atthemoment,environmentalministershavearegularmeetingamongthree

countries.Itcanbeextendedintootherareas,too.

NortheastAsianregionalcooperationhascomealongwaysillcethe

openingofthePRCinlate1970s.Economicinterdependencyhasincreased
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morerapidlyaftertheendofthecoldwarandafterthePRCtookmoresteps

towardthemarketeconomy.Tradeandinvestmentflowshaveincreased

largelyduetotheinitiativestakingbyprivatebusinessesandindividuals.

NowitistimeforgovernmentsinthreeNortheastAsiancountriesto

institutionalizetheclosereconomictiesbyeitherstartdiscussingfreetrade

areaorestablishingapermanentbodyofcooperationintheregion.Korea-

JapanFreeTradeAgreementwillbethefirststepping--stonetowarda

broaderregionalintegrationscheme.

122


