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Abstract

Trade relation of Korea and China has been growing explosively since the establishment of diplo-
matic relations in 1992. Now, China is important to the role of market in Korea. Therefore, it is
very important to develop economy and trade relations. So in this study, we analyzed the impacts
of FTA and economic integration on trade value using HS 85’s panel data of 45 countries trading
with Korea from 1992 until 2013 by gravity model. It can be inferred how many impacts of Korea
and China’s FTA on throughput. As a result, GDP and population were accorded with the basic
gravity model; there was statistical significance in trade index (export similarity index; ESI, export
and import price index) except trade complementarity index (TCI) as trade diversion effects. Fi-
nally, we proved trade-generating effect about FTA and economic integration as trade creation ef-
fects.
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1. Introduction

Because of geographical characteristics, China has a close relationship with Korea in history and culture. Now,
China is important to the role of market in Korea. Trade relation of Korea and China has been growing explo-
sively since the establishment of diplomatic relations in 1992,

The radical economic relationship with China is being expanded increasingly. China is ranked No. 1 trading
partner of Korea, and Korea is ranked No. 4 trading partner of China. Therefore, it is very important to develop
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economy and trade relations. Reflecting these phenomena, in Korea, it is growing interest in regional trade
agreement (RTA) of Korea and China. There are many private and government studies.

Therefore, in this study, we analyzed an extension of the previous research, took advantage of the ex-
port-import price index and analyzed the effect of the elimination of tariffs and the trade value among the factors
that can affect. Tariff can be changed in the short term through free trade agreement. We also analyzed impacts
of economic integration. GDP, productivity, population and geographical environment are fixed in the short
term. It is limited to measure effect of regional trade agreement. However, according to the elimination of tariffs,
export-import price index’s short term effect can be predicted clearly. In this current situation, the market is ra-
pidly cooled. It can say it is the way for expanding of trade value and activation of economy in the short term.

In addition, as mentioned earlier, economic environment will be changed as the formation of regional eco-
nomic block like EU in the flow of the global economy. Therefore, Korea and China can form regional econom-
ic block as an important role of global economy based on sharing history and regional adjacency.

In this study, we analyzed the impacts of FTA and economic integration on trade value using HS (According
to The International Convention on the Harmonized Commodity Description and Coding System separates 6
units. Korea: 10 units, US: 10 units, Japan: 9 units, China 8 units) 85’s panel data of 45 countries trading with
Korea from 1992 until 2013 by gravity model. It can be inferred how many impacts of Korea and China’s FTA
on throughput.

2. Review of Trade between Korea and China

Before examining trade between Korea and China, we reviewed degree of dependence upon foreign trade of
Korea. Degree of dependence upon foreign trade of Korea in exports and imports occupied at 31.7% and 29.1%
since in 2005, and it occupied at 89.8% in 2011. After, it has been lower than before.

Table 1 shows degree of dependence upon foreign trade of Korea.

Table 2 shows percentage of export and import of Korea and China in 2014. Trade between Korea and China
has been started since the establishment of diplomatic relations in 1992, until recently, China accounts for a
greater and greater portion of Korea’s external trade. Ratio of trade with China has been expanding continuously;
it has been growth up to 25% in 2014.

In 2014, Korea’s highest exports country was China, exports value was 145,288 million dollars, 25.4 percents.
Korea’s highest imports country was China, imports value was 90,082 million dollars, 17.1 percents in 2014. On

Table 1. Degree of dependence upon foreign trade of Korea.

million $, %
Year n. GDP =t e [;I;(z;?ele
Value Degree Value Degree
2005 898,000 284,419 31.7 261,238 29.1 60.8
2006 1,011,000 325,465 322 309,383 30.6 62.8
2007 1,122,700 371,489 33.1 356,846 31.8 64.9
2008 1,001,700 422,007 42.1 435,275 43.5 85.6
2009 902,300 363,534 40.3 323,085 35.8 76.1
2010 1,094,300 466,384 42.6 425,212 38.9 81.5
2011 1,202,700 555,214 46.2 524,413 43.6 89.8
2012 1,222,400 547,870 44.8 519,584 425 87.3
2013 1,304,300 559,632 42.9 515,586 395 82.4
2014 1,449,500 572,665 39.5 525,515 36.3 75.8

Data: Korea International Trade Association (KITA).
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Table 2. Percentage of export and import of Korea and China in 2014.

million $, %
Korea China

Export Import Export Import

Rank Country Export p Rank Country Import p Rank Country Export p Rank Country Import p

1 China 145,288 254 1 China 90,082 171 1 USA 396,063 169 1 Korea 190,286 9.7
2 USA 70,285 123 2 Japan 53,768 10.2 2 Hong Kong 360,947 154 2 Japan 162,686 8.3
3 Japan 32,184 56 3 USA 45283 86 3 Japan 149,452 6.4 3 USA 153,131 7.8
4 HongKong 27,256 4.8 4 Saudi Arabia 36,695 7.0 4 Korea 100,402 43 4 Taiwan 152,310 7.8
5 Singapore 23,750 41 5 Qatar 25,723 49 5 Germany 72,731 31 5 Germany 104,776 5.3
6 Vietnam 22,352 39 6 Germany 21,299 41 6 Netherlands 64,923 28 6 Australia 90,132 4.6

7 Taiwan 15,077 26 7 Australia 20,413 39 7 Vietnam 63,618 2.7 7 Malaysia 55,771 2.8
8 India 12,782 22 8 Kuwait 16,892 32 8 UK 57,133 24 8 Brazil 51,976 2.6

©

9 Indonesia 11,361 2.0 9 UAE 16,194 3.1 9 India 54,237 2.3 Saudi Arabia 48,679 2.5

10 Mexico 10,846 19 10 Taiwan 15,690 3.0 10 Russia 53,686 2.3 10 Russia 41,558 2.1

Data: Korea International Trade Association (KITA).

the other hand, in 2014, Korea was ranked 4th exports county of China, exports value was 100,402 million dol-
lars, 4.3 percents. China’s highest imports country was Korea, imports value was 190,286 million dollars, 9.7
percents in 2014.

We also checked the main export items of export and import to China in 2014. HS 85 code was occupied at
first position in 35.25% of exports, in 31.58% of imports. Especially, Korea’s top five export items to China (HS
standard) were accounted around 90%. Korea’s export items to China were flat panel displays, semiconductor
integrated circuits, petrochemicals, synthetic resins, intermediates, etc. Because of China Government had been
conducted lower electronics and car industry policy from 2009, it caused largely growing needs about flat panel
display, integrated circuits, semiconductors, auto parts, construction and heavy equipment in China.

On the other hand, Korea’s import items to China were semiconductor integrated circuits, fine chemical raw
materials, flat panel displays, power distributors and controllers. Korea’s export items to China are consistent
with Korea’s import items to China significantly. It means industrial structure of Korea and China had been
switched interindustry trade to intra-industry trade.

Therefore, in this study, first we prove the effects of trade index between Korea and China on throughput of
them. And then we check the effects of FTA and economic integration on throughput of Korea and China by
gravity model.

Table 3 shows Korea’s 10 lists of export and import to China in 2014.

3. Theoretical Consideration and Literature Review
3.1. Theoretical Consideration of Gravity Model

The concept of gravity model is that the gravity between two objects in physics is proportional to mass, and in-
versely proportional to the distance. It has been applied for explaining to flow of economic exchanges between
countries. In other words, it is the concept that economic exchanges between countries (e.g. trade) are inversely
proportional to the distance. This gravity model was adopted international trade theory model from physics; it
has been recognized to explain trade between countries and foreign direct investment in empirical parts [1].

In the 1960s, Poyhonen [2] stated quantitative analysis through gravity model, but it was not supported by
economists at that time. Gravity model was very suitable model of an empirical analysis, and it produced suc-
cessful results in quantitative analysis. But its theoretical basis was not on firm ground. However, after the
1970s, Anderson [3], Helpmanand Krugman [4], Bergstrand [5] [6] and Deardoff [7] proved gravity model equ-
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Table 3. Korea’s 10 lists of export and import to China in 2014.

10 million $

Rank HS code Export Rate Import Rate
1 85 51,181,581 35.23% 28,444,356 31.58%
2 90 20,350,744 14.01% 4,089,407 4.54%
3 84 14,758,021 10.16% 10,460,562 11.61%
4 29 13,520,686 9.31% 2,647,357 2.94%
5 39 10,378,662 7.14% 2,069,058 2.30%
6 27 7,799,278 5.37% 905,595 1.01%
7 87 7,435,484 5.12% 1,449,934 1.61%
8 72 3,906,571 2.69% 8,903,105 9.88%
9 74 1,618,688 1.11% 557,666 0.62%
10 28 1,121,353 0.77% 2,006,621 2.23%
Total 145,287,701 100% 90,082,226 100%

Data: Korea Customs Service; HS 85: Electrical machinery and equipment and parts thereof; sound recorders and reproducers, television image and
sound recorders and reproducers, and parts and accessories of such articles; HS 90: Optical, photographic, cinematographic, measuring, checking,
precision, medical or surgical instruments and apparatus; parts and accessories thereof; HS 84: Nuclear reactors, boilers, machinery and mechanical
appliances; parts thereof; HS 29: Organic chemicals; HS 39: Plastics and articles thereof; HS 27: Mineral fuels, mineral oils and products of their dis-
tillation; bituminous substances; mineral waxes; HS 87: Vehicles other than railway or tramway rolling-stock, and parts and accessories thereof; HS
72: Iron and steel; HS 74: Copper and articles thereof; HS 28: Inorganic chemicals; organic or inorganic compounds of precious metals, of rare-earth
metals, of radioactive elements or of isotopes.

ation can be deducted as basic international trade theory. This means that theoretical system and the foundation
of gravity model were established.

Limits of quantitative analysis in traditional trade theory were shared among international scholars early.
Gravity model was offered for solving that problem. In gravity model, it uses gross domestic product (GDP) or
gross national income per capita (GDP per capita) like the mass of the law of gravity; it also uses transportation
costs or geographic distance like the distance of the law of gravity. Gravity model has been continuously used in
forecasting of international trade, quantitative analysis and factor analysis of determining trade, because sim-
plicity of model setting and convenience of empirical analysis through real economic data. It also has high ex-
planatory power considerably. In particular, Anderson and van Wincoop [8] showed gravity model has not only
superior in empirical analysis, but also the theoretical foundation.

General Law of gravity equation is as follows [1].

1J 2
D;
In here, F; is gravity between two objects, M;M; is mass of two objects, D; is distance between two
objects, G is gravitational constant.
Gravity model equation of gravity in international trade is as follows.

T, = Ax— O]

]
In here, T; is trade value between two countries, Y;Y; is GDP of two countries, D; is distance between
two countries, A is proportional constant.
Trade value between two countries in above-mentioned equation has positive relationship with GDP; it has
negative relationship with distance. This model can be arranged as follows.

Ti=5+h InY; + B, InY; + B;1n D; (3)
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There are several variations of gravity model in empirical analysis, but it has four common characteristics
generally.

First, gravity model is applied for explaining trade between countries, and dependent variable is always trade
related variable. Second, economic mass of export country and import country is generally measured by GDP,
GNP, GDP per capita or GNP per capita. Third, distance is geographic distance between countries; it reflects
transport costs as a variable of gravity model. And the distance is usually measured by straight distance between
each country’s economic center or capital. However, in some cases, it is not an accurate measurement. For ex-
ample, if measuring distance between China and the other country using capital of China (Beijing), the result
should be inaccurate. Because there are many economic centers except Beijing in China, and distance between
Beijing to other economic centers is also too far. Four, dummy variable is used for analyzing variables like reci-
procal trade agreement, language and borders.

The basic premise of gravity model in trade is that the trade value between two countries is proportional to the
product of GDP, and inversely proportional to the distance between countries. Typically, the effects of each in-
dependent variable on trade value or it estimates by linear pane model using linear algebra for understanding the
elasticity. In here, coefficient means the elasticity. Therefore, it means if each dependent variables change 1 %,
how change export or trade value between countries. There are two estimation methods. Considering random-
effect model, fixed-effect model and Hausman test, if there are not relationship between dependent variables and
error term (accept null hypothesis), it can select random-effect model. On the other hand, if there are relation-
ship between dependent variables and error term (reject null hypothesis), it can select fixed-effect model.

3.2. Previous Research

The gravity model has been used by many researchers. In 1950, Viner [9] analyzed the effects of trade creation
effect and customs union.

Taking his research, many scholars analyzed the effects of tariff and income. It was expanded to trade value
in accordance with RTA. Beginning in the 2000s, it was studied on trade value and a property of trade structure
more actively. In this process, they studied based on trade complementarity concepts, potential trade value and
real trade value. In particular, they studied study on based on property of trade structure, analysis of theoretical
trade value and real trade value through trade structure, identifying obstacle factors through trade structure, and
study on extension of trade based on identified obstacle factors solve through RTA.

Egger [10] verified correlation of no-observable factors and explanatory variables by Hausman test. And
based on that result, he studied the reason of why do not selecting random-effect model and about correlation of
fixed-effect model.

Next, Elliott and Ikemoto [11] analyzed ASEAN free trade area (AFTA) by traditional gravity model adding
trade conformity. They studied according to RTA, economic bloc between regional countries and offshore coun-
tries in traditional gravity model as dummy variables. In addition, they used trade index. Through this, they
proved the more complementarity trade structure is, the higher trade value will be.

Pitigala [12] studied based on hypothesis natural trading partner and trade complementarity index (TCI) by
gravity model. He established hypothesis that seven countries in South Asia satisfied condition of natural trading
partner. And he determined South Asia free trade area (SAFTA) will have positive effects of expanding trade
value based on analyzing trade complementarity index of South Asia’s seven countries by gravity model.

After that, Baier and Bergstrand [13] argued to analyze methods using gravity model that there are three me-
thods (ordinary least square (OLS), fixed-effect model and random-effect model), those have data-aware struc-
tures of different forms. They argued that there is a problem of endogeneity because general OLS can not con-
trol no-observable factors, so they used fixed-effect model and random-effect model because no-observable fac-
tors are deleted in those models.

Generally, when analyzing effects of RTA by gravity model, there are have doubtful points because it offsets
the negative factors of trade diversion effect, and the positive factors of RTA. However, Streatfield [14] and
Benedictis and Tajoli [15] asserted that RTA between similar trade structure countries causes trade creation ef-
fect because of maximizing effectiveness.

Streatfield [14] insisted there is a trade creation effect in trade change between similar export structure coun-
tries. Because if one of country is offshore country, there is high similarity of export structure, it causes differ-
ence of trade costs like tariff and logistics costs, so difference of productivity is not important. On the other hand,
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it causes low difference of trade costs like tariff and logistics costs, because it causes a competition even low
difference of productivity.

Benedictis and Tajoli [15] argued that there are trade creation effects in industries of sharp competition be-
cause transfer of technique through RTA, spillover effect of technology and knowledge cause effect of a sharp
increase in productivity. But, existing fixed-effect model can not estimate the coefficient of distance variable
because it is not change in accordance with time. And there is a problem of the endogeneity among the variables
of unchanging in accordance with time. (e.g. individual effects through historical or cultural backgrounds, and
dummy variable of same language in each country etc.)

One of an important flow of empirical analysis by gravity model is about analysis of effects of trade agree-
ment like RTA and FTA. Frankel [16] assumed the effects of RTA on trade value between countries adding new
dummy variables like Asia Pacific Economic Cooperation (APEC), North American Free Trade Agreement
(NAFTA) and Mercado Comundel Sur (MERCOSUR). In a similar way, Garman and Debora [17] also investi-
gated the effects of Latin America’s RTA (e.g. Latin American Integration Association; LAIA, Andean Pact,
Central American Common Market; CACM) on regional trade value by gravity model. In addition, Wall [18]
analyzed for estimating trade patterns of US and economic costs of protective trade using limiting dependent va-
riables as trade value among US and other countries.

Studying on analyzing decision factors of international trade using gravity model containing explanatory va-
riables based on researchers, period and target countries made variety gravity models. However, except basic
gravity model, there is not a model that all countries can be applied to gravity model.

Many common existing studies analyzed effects of RTA as separating trade creation effect and trade diversion
effect. However, we analyzed not only trade creation effect between countries utilizing the existing variables,
but also effects of each variable considering trade index as TCI, ESI and export and import price index.

4. Empirical Analysis

4.1. Model Selection and Data

Based on previous research, we set up an equation. In this equation, all the variables have been expressed in
their natural logarithm form because all variables have differentcriteria; it needs to natural logarithm for data
log-normal distribution.

InTrade, , = #In Dist; + 8In(GDR, xGDP, ) + BIn(Pop, x Pop; )
+pInTCl;, + SInESI + FTA; (dummy1) 4)
+ ASEAN; (dummy2) + EU;; (dummy3) +¢;

it +/41In Price;,

In here, Trade

i 1S trade value (export + import) between Korea and the other country, Dist; is distance

between Korea and its trade partner countries, capital to capital (in kilometers), GDP, and GDP,; are Korea’s

GDP, Korea’s trading partner countries” GDP, Pop, and Pop; are Korea’s population and Korea’s trading
partner countries” population, TCI;, is index of trade complementarity between Korea and the other country,
ESI;;, is export similarity index between Korea and the other country, Price;, is export and import price in-
dex between Korea and the other country, FTA; is if country j is FTA with Korea, the value is 1,otherwise 0,
ASEAN; is if country j is ASEAN + 3 member, the value is 1,otherwise 0 (dummy variables), EU; is if
country j is EU member, the value is 1, otherwise 0 (dummy variables).

The model is used for the balanced panel data over the time period of 1992-2013 which generated 990 obser-
vations. Basic statistical tests are performed on the data as given in Table 4; the correlation between variables is
also found and given in the Table 5. For this purpose, 45 countries each year are considered over the time period
of 22 years from 1992 to 2013. This means that these 45 countries are considered every year, thus generating
balanced panel data.

Data sources for our empirical tests are as follow:

Data on the basic variables of economic and population are obtained from IMF, data on the basic variables of
trade index are obtained from UN, data on the distance is obtained from website; http://www.timeanddate.com

Division of commodity for analyzing export and import price index was distinguished by 2 units of HS (Har-
monized System) code.
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N =990
Mean Std. Dev. Min Max
Trade 20.809 2.041 14.509 26.157
Dist 8.871 0.477 6.863 9.818
GDP 42.177 2.834 34,027 46.480
Pop 44.759 4.168 39.071 58.347
TCI 0.467 0.682 -1.302 2.878
ESI -0.074 0.058 -0.157 0.178
Price 46.646 1.920 41.525 51.430
Table 5. The correlation results of the variables used in the model.
Trade Dist GDP Pop TCI ESI Price ASEAN EU
Trade 1
Dist -0.291" 1
GDP 0.161" -0.039 1
Pop 0.586™ -0.117"  -0.541" 1
TCI 0.041 -0.231" -0.049 -0.051 1
ESI 0.292" -0.255" 0.159" -0.079" 0.532" 1
Price 0.761" 0.022 0.415™ 0.304™ -0.076" 0.327" 1
FTA 0.207" -0.017 0.089" 0.030 -0.410" 0.065™ 0.267" 1
ASEAN 0.358" -0.726" 0.017 0.059" 0.0258" 0.2883™ 0.063" 0.128" 1
EU 0.067" 0.323" 0.543"™ -0.276" -0.249" 0.026" 0.336" 0.017 -0423" 1

"p<0.1, "p<0.05.

We analyzed correlation analysis for identifying multicollinearity problem among variables in the following
Table 5. As a result, there is relatively high correlation between trade and population variable, but we used these
variables because it is a low correlation as a whole.

4.2. Results of Analysis

We compared with TCI of Korean’s major trading partners (China, Germany, India, Indonesia, USA) because if
deducting TCI between Korea and China, there is not a reference point. China achieved high marks of 1.3235 in
TCI. The results of other are shown in Table 6. Of course, even though the relative comparison, it has policy
implications because Korea aims to increase trade value through FTA with China. Therefore, it has important
implications of priority for practical expanding trade in RTA negotiations.

In ESI, Table 7 shows Korea and China’s export similarity is almost the same as 0.997. These high ESI, it is
expected to collide in many commaodities after Korea and China have signed FTA. Therefore, it is necessary to
prepare that the strategy for activation of trade value. The higher ESI, the higher efforts of increasing efficiency
between industries, it causes expanding export. Therefore, we can expect that tariff elimination of Korea-China
FTA has effects on increasing efficiency between industries based on short term.

Generally, panel data that includes property of cross-section data and time series data connotes more informa-
tion and volatility of variables. Therefore, we analyzed with fixed effects model (FE) and random effects model
(RE) utilizing characteristic of panel data. After that, we estimated the results after choosing an appropriate
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Table 6. Trade complementarity index of Korea’s main trading partners in 2013.

China Germany India Indonesia United States

1.902 0.885 0.530 0.819 1.097

Table 7. Export similarity index of Korea’s main trading partners in 2013.

China Germany India Indonesia United States

0.997 0.932 0.898 0.908 0.932

model through Hausman test. Also, we analyzed effects on FTA and economic integration using ordinary least
square (OLS) that used in most previous research.

One of the assumptions of the classical linear regression model is that there is no heteroskedasticity. Breaking
this assumption means that the Gauss—Markov theorem does not apply, meaning that OLS estimators are not the
best linear unbiased estimators (BLUE) and their variance is not the lowest of all other unbiased estimators.
Therefore, in this study, we verified heteroskedasticity through White’s heteroskedasticity-consistent estimator
(p = 0.0000), and to complement this, we executed analysis by generalized least squares (GLS).

However, because GLS has limits that can not consider individual characteristic and time characteristic as the
strength of panel data, based on property of panel data, we analyzed fixed effect model and random effect model.
After that, we choose an appropriate model by Hausman test. The result of the test, fixed effect model was ap-
propriate because a null hypothesis is rejected (p = 0.008).

The results of analysis including OLS, GLS, FE and RE are shown in Table 8.

Gravity model was suitable for explaining trade between Korea and other country because the OLS model, FE
model and RE model were responsible for 84%, 76% and 81% of the subject (adjusted R-squared, 0.840, 0.758
and 0.808 and every p = 0.0000). Distance variable in OLS model and GLS model were not same to a basic as-
sumption of gravity model that the farther distance is, the lower trade value will be because it had a positive
correlation. A 1% receding between Korea and other country was found to increase the trade value about 0.137%
and 0.149%. In here, we can find the reason of this results because containership maximization, port automation
including container terminals and improvement of cargo working etc. TCI, ESI and export and import price in-
dex had statistically significant positive correlations. FTA, ASEAN and EU contributed expanding trade value
through trade creation effects because they also had statistically significant positive correlations. These results
were same to a basic assumption of gravity model that the bigger economic scale is, the higher trade value will
be.

On the other hand, TCI had not statistically significant correlations. It means that tariff elimination, effect of
tariff lowering and price elasticity of import demand are more effects on trade value than trade complementarity
between Korea and other countries. FTA and economy integration variables also had statistically significant
correlations. It means that it becomes the trade creation effects in region because expanding trade through eli-
minating trade barriers as a region country.

5. Conclusions

In the rapidly changing global trade environment, FTA and economic integration for building stable trade rela-
tions are actively being pursued. In order to respond environmental change and construct stable trade environ-
ment, Korea has contracted free trade agreements continuously.

According to global environment change, trade patterns and impact analysis are important tasks for growth
through trade, and it has been studied about the impacts of trading patterns, economic integration and FTA on
trade value among the countries using gravity model in specific business parts. However, in this study, not only
effects of FTA and economic integration, but also effects of trade index and elimination of tariffs on trade value
among the countries use the expanded gravity model.

We analyzed the impacts of FTA and economic integration on trade value using HS 85’s panel data of 45
countries trading with Korea from 1992 until 2013 by gravity model.

We used trade value of trade between the two countries as dependent variables, GDP, distance, trade com-
plementarity index (TCI), export and import price index (ESI) and export and import price index as independent
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oLS GLS FE RE
Intercept —20.906™" (1.243) —23.283™ (0.787) —28.027"" (3.640) -17.375™ (3.739)
Dist 0.137 (0.099) 0.149™ (0.065) Omitted (omitted) -0.419 (0.279)
GDP 0.229" (0.023) 0.244™ (0.013) 0.435"" (0.074) 0.329™" (0.050)
Pop 0.3277 (0.015) 0.335™ (0.009) 0.522" (0.065) 0.3977 (0.035)
TCl 0.139™ (0.058) 0.228™ (0.035) 0.045 (0.053) —0.011 (0.0459)
ESI 2.267" (0.785) 0.497 (0.583) 4.4417 (0.806) 4,062 (0.784)
Price 0.339™ (0.033) 0.360™ (0.020) 0.154™ (0.039) 0.219™ (0.032)
FTA 0.178™ (0.082) 0.104™ (0.043) 0.032" (0.0463) 0.068" (0.045)
ASEAN 1.6777 (0.115) 1.826™ (0.072) 0.23277 (0.222) 0.652"" (0.192)
EU 0.419™ (0.079) 0.473™ (0.063) 0.533™ (0.065) 0.535™ (0.061)
R? 0.840 0.758 0.808

Hausman X? (p-value) 20.89 (0.008)

"0 <0.1, "p<0.05 ""<0.01; () is Std. Dev. In FE, Dist variable was omitted because it has same variables each year.

variables, and FTA, ASEAN, EU as dummy variables. We used trade value of trade between the two countries
as dependent variables, GDP, distance, TCI, ESI and export and import price index as independent variables,
and FTA, ASEAN, EU as dummy variables. The effects of FTA and economic integration on throughput of Ko-
rea and China are as follows.

First, trade value has trade patterns due to the market size (GDP). It is accorded with the basic gravity model
hypothesis. In other words, an increase in GDP between Korea and other country was found to increase the trade
value. But in distance, the results of analysis are different in each analytic method. The concept of a distance is
different than before in trade because of containership maximization, port automation and improvement of cargo
working, etc.

Second, trade indexes (ESI, price index) have the effects of changing throughput in Korea except TCI. That is
to say, if construct self-sufficient economic system in the region through regional trade agreement, in order to
protect participation and competition of the countries in the offshore, tariff will not be a trade barrier between
nations and it will be a trade barrier between regional countries and offshore countries. Also, this result is ex-
pected because we use 2-digit HS code (HS 85) among the 6-digit HS code. There is a lack of data for reflecting
the effects. Therefore, it will have to be reflected in future research.

As a result, we can conclude that there is comparability between China and Korea because ESI is 1.007. FTA
will have much possibility to produce trade conflict with China in Korea. So FTA signed some agreements in
many trade areas in order to minimize the impact of conflicts by government and enterprise. It also needs manu-
facturing that could judge advantageous strategy for Korean sphere of trade. The main industry in Korea should
find sally port from Chinese competitive priced advantage, especially competitive price and abundant manpower
resources. These factors make Korean become more and more dependent on China in export. Nowadays, more
and more transnational enterprises choose China as the industrial complex for strengthening price competitive-
ness and market, so China upgrades industrial structure rapidly. Therefore, Korean strategy should focus on in-
creasing exports to China. In manufacturing, it also needs more details on sensitive items and needs to find an
approach to abolish customs barriers or reduce tariffs on competitive business project. On the other hand, for
non-competitive items, it needs to try to related strategies to adjust direction of smooth structure.

Third, FTA proved statistical significance. There are the implications in Korea-China FTA signed in 2015. It
can be judged that Korea-China FTA is important in the change of world economic; 1) to seize opportunities of
growing Chinese market utilization, 2) to maintain dynamics and reinforcement of Korean economy, 3) to build
favorable environment in separation of industries of Northeast Asia, etc.

As China, Korea-China FTA will seem to be based on East Asian economic integration. Because Korea is a
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manufacturing power, it will extend trade effectively unlike existing FTA with neighboring countries or small
economics. It also will offset negative effects through Korea-US FTA of China. In addition, because Chinese ta-
riff is higher than the other countries and trade value between Korea and China has an extensive scale, Ko-
rea-China FTA effect is expected more than 2% of the GDP growth through increasing Korea’s exports signifi-
cantly. General manufacturing (e.g. car industry, fiber industry and petrochemical industry) export effect will be
large, in the case that agricultural products import will be higher effect twice than export. Moreover, macroeco-
nomic effects of Korea-China FTA will be expected larger than Korea-the other countries (e.g. Korea-EU, Ko-
rea-ASEAN and Korea-US)

In order to obtain such economic combination’s effects, although there are some deference between the gov-
ernment and enterprise on industrial category, they both need this direction as oriented (for ensuring source
technology and core technology, technical cooperation and expansion of R & D investment; for selecting and
focusing on high value added and differentiated products; for developing new products, new engineering and
new design; for improving technical level on beaches, materials and parts; for strengthening cooperation be-
tween large enterprises and small enterprises; for promoting continuous and smooth structural adjustment and
for needing institutional supports).

Finally, economic integration variables are indicated positive in the trading patterns and throughput. It can say
there are trade creation effects. Therefore, it requires effective countermeasures like increasing fleet etc. in eco-
nomic integration of the trade creation effects for trade revitalization.

This study analyzed the result of Korean and Chinese FTA. It is not the truth because this FTA is a new start
and we estimate right data through this theory. And only by observing HS 85 code to conclude Korean trade as
whole is also unscientific. These parts should give much supplement in further research. For accurate analysis,
study should analyze various factors, such as exchange rate, world economy (like BDI), and port factor (like
port tariff).
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