COMPLETION REPORT

With the rising cals to speed up the process of economic integration among Japan, China and
Korea, we conduct this research in the hope of further exploring of the present condition of the JCK
cooperation and some congructive suggestionsfor it in the future,

In this report, we start with a comprehensive investigation of the background and foundation of
economic integration among Japan, China, and South Korea. Apart from putting an eye on the driving
effect of the regionad economic integration and the three countries’ FTA grategic progress, we have
proved that there lies a s0lid economic foundation for their cooperation. In practicd terms, the
increesing volumes of trade, mutud investment as well as the financiad cooperation as showed in our
research implies that their geographic proximity and economic complementarity has greetly stimulated
theintegration of JCK.

In the second part, our empirical analysisindicates the profound overdl effect of the liberdization on
the economy and the specific effect on some key departments. In particular, we employ the SMART
modd basad on the WITS trade database to estimate the economic effect of JCK FTA. Our empiricd
study shows that trade creation will be inspired by the establishment of the FTA and then the economic
wefare of JCK could go up to 0.26 billion, 1.5 billion and 1.1 billion dollar correspondingly. Chinas
exports to Japan and South Korea will reach 11.85% and 11.16% respectively while Jgpan’s exports to
Chinaand Koreawill increase by 4.07% and 6.4 % respectively. Moreover, the RCA index in our paper
shows that China has a rdaive advantage in agriculture, fishery and textile industry, while Japan and
South Korea are more competitive in auto industry. To sum up, the establishment of JCK FTA hasthe
potentia to exert awin-win trade effect regardless of the shock of somereatively weeker indudtry.

Furthermore, in order to test the long-term investment effects of a free trade area according to data
from 1980 to 2010, we have conducted a survey of the JCK investment and adopted the gravity modd.
Our empirica sudy showsthat JCK FTA can simulate the inward and outward investment. Supported
by the results, we have come up with the following conclusions. Although the direction of the
invesment effect is Sgnificantly postive on al variables, its magnitude is the lowest; Among dl the
vaiadles, it isindicaed tha the forward indudtrid trandfer effect caused by various types of FTA is
relatively wesker, far behind the more direct factors such as scae of production and consumption.
Anyway, theinterna potentia has yet to be excavated.

At lagt, based on the results above, we try to figure out the trend of the development of JCK FTA
according to both the internd and externa causes in the process and then come up with some
congtructive suggestions such astariff concession, rulesof origina and traderelief accordingly.

To concdlude, our research report provides a comprehensively theoretical and empirica view on the
present process of the JCK FTA and itsimportance to the devel opment of these three countries. Findly,
we can for certain draw the concluson from our research that the establishment of the JCK-FTA is
definitely something worth looking forward to.
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