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Abstract

On February 14, 2019, the government of Korea formally decided to consider the feasibility of
joining the Comprehensive and Progressive Trans-Pacific Partnership (CPTPP) and has since been
conducting bilateral consultations with individual member countries. In terms of the impact
estimation, the CPTPP is actually a Korea-Japan FTA, and the most sensitive issue in the FTA is
the opening of the auto industry market to Japan. Despite these circumstances, previous studies have
predicted that the auto industry will be a beneficiary industry when joining the CPTPP. However,
the Korean auto industry is opposed to joining the CPTPP. In order to investigate the cause of this
discrepancy, this paper examines the problems of previous studies in estimating the impact of joining
the CPTPP and found that the preceding study did not consider the industrial characteristics of the
auto sector, especially in the context of Japan-Korea trade, and was heavily dependent on the
Armington elasticity (structure) in the demand function of the GTAP CGE model. As a result, the
domestic auto sector could lower prices and increase exports when joining the CPTPP. This paper
attempts to precisely re-estimate the impact of joining the CPTPP on the auto sector in a way that
corrects these problems by changing the CGE model and reflecting the major characteristics of the
industry, with policy implications for the negotiation of CPTPP accession.
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Table 1. Progress of TPP(CPTPP)
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Date Event

2016. 02. 04 Signing the TPP Agreement (12 member states, including the US, Auckland,
s e New Zealand)

2017. 01. 23 President Trump signed an executive order to leave TPP agreement

2017. 11, 12 Conclusion of the negotiation for the CPTPP

2018. 03. 08 Signing of the CPTPP Agreement (Chile Santiago)

2018. 12. 30 CPTPP entered into force (6 countries)

2019. 01. 14 Vietnam ratified the CPTPP Agreement

2019. 01. 199 New Membership Guidelines (CPTPP Ministerial Meeting, Tokyo)

2019. 02. 14 Kor.e..a'. s External Economic Ministers' Meeting made a decision for reviewing
T of joining the CPTPP Agreement

2019. 11, 12 Chile’ s decision to cease discussions on the ratification of the Agreement

Source: Press release and relevant government information.

Table 2. Estimation of Joining the CPTPP on Industrial Production(KERI)

(Unit: %, rate of change)

Livestock Other

SCN 1 No 0.024  -0.017 -0.088 -0.237  -0.716 0.050 0.011 —0.047
SCN 2 No 0.005 0.080 -0.098 -0.233  -0.793 0.055 -0.055  -0.066
SCN 3 Yes -13.89  1.671 0.854 1.606 3.693 -0.334  -1.558 0.437
SCN 4 Yes -13.89 4125 4132 6.008 5.459 3.698 3.024 1.077
Note: SCN 1: CPTPP11, SCN 2: TPP, SCN 3: CPTPP11+Korea, SCN 4: TPP+ Korea

Source: Korea Economic Research Institute(KERI, 2018)
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Fig. 1. Bilateral FTAs by CPTPP countries

Japan CanadaAustraIiaMexicoMalaysiasgz)%g_ Chile |Vietnam Peru Z::j::] d Brunei 6?:3
Japan(2) ° ® ® ® O ™ ® ® °

Canada(7) ° ° O ° ° m ° m ° e | (2015)
Australia(2) m ° ° O m m m m O ® | (2014)

Mexico(6) m m ° ° ° m ° ® ° °
Malaysia(3) = ° m ° m m m ° m ® | (2007)
Singapore(2) | ® ° O ° = O O ™ = ® | (2007)
Chile m m m m m m m m m ® | (2004)
Vietnam(3) m ° m ° m m m ° O ® | (2015)
Peru(4) O] O] m = ° O O ° ° e |(2011)
New Zealand(4)| ° m ° m m m m ° ® | (2015)
Brunei(3) m ° m ° m m m m ° m (2007)

Korea [ ] m m O m m m m m m

Note: The numbers in parenthesis are the number of new bilateral FTAs due to CPTPP,
®: Existing FTAs before CPTPP, ®: New FTA

Table 3. Simulation Scenarios for Reproducing Previous Research Results

Time of joining the CPTPP Major assumptions

Original member state of the CPTPP, early

Scenario 1 Before implementation liberalization

Scenario 2 After implementation New CPTPP member, long—term liberalization

scheme
Scenario 3 After implementation Scenario 2 and exemption of auto industry from
tariff liberalization

Scenario 4 After implementation No participation of Ko(:ggt()calculatlng opportunity
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Fig. 2. Structure of GTAP CGE Model
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Table 4, Clarification of Country and Industry in the GTAP DB

Country(Region)

Industry

- Korea

- Japan

- Canada

- Vietnam

- Mexico

- Malaysia

Other CPTPP such as Australia and Canada
— Other OECD members (not cited elsewhere)
- ROW: All remaining countries

- Agriculture: 1-11, 13, 19-26

- Light industry: 12, 14, 30-31, 34, 42
- Petrochemical: 15-17, 32-33

- Clothing, textile: 27-29

- Metal: 18, 35-37

- Electronics: 40

- Machinery: 41

- Auto: 38-39

- Services: 43-57

Note: Numbers are GTAP industry codes

Source: Researcher’ s aggregation scheme based on GTAP industry codes

Table 5. Impact on Korea's GDP by Scenario

(%, Cumulative, 2035)

Scenario 1 Scenario 2 Scenario 3 Scenario 4
GDP 1.48 0.67 0.36 -0.12
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Table 6. Impact on Production of Korean Auto Sector by Scenario
(%, Cumulative, 2035)

Scenario 1 Scenario 2 Scenario 3 Scenario 4
Impact 9.90 4,08 0.35 —0.81

Source: Researcher's estimation

Table 7. Armington Elasticity of the GTAP Model

Industry Elasticity between domestic goods  Elasticity among imported ones

and imported ones by region

Agriculture 2.47 5.02
Light industry 3.1 6.54
Petrochemical 3.66 8.62
Clothing, textile 3.78 7.59
Metal 3.16 6.16
Electronics 4.4 8.8
Machinery 4.05 8.1
Auto 3.16 6.37
Services 1.94 3.85

Source: Drawn from the GTAP DB version 10
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Table 8. Average Export Price Comparison by Country

(Unit : US$)
Korea Japan Germany USA
Average export price(2016) 14,260 22,400 36,150 26,630

Source: Internal data of the Korea Automobile Manufacturers Association
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Fig. 3. Mechanisms of Auto Prices, Production and Exports in Existing Studies of
Estimating the Impact of Accession to the CPTPP
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Table 9. Impact of CPTPP with Model Specifications*

Tariff liberalization Common Competition consideration
scenario 1 short-term Price rigidity
scenario 2 short-term Price rigidity Korea' s unfavorable competition
scenario 3 long-time Price rigidity Korea' s unfavorable competition

Note: The scenarios will be applied for only the auto industry of Japan and Korea, all other CPTPP
member countries are assumed to liberalize tariffs according to the tariff schedules of the CPTPP

and Korea’ s FTAs in Figure 1.

Table 10. Impact on the Production of Korean Auto Industry

(unit: %)

Major assumptions

2020 2022 2025 2030 2035

Scenario 1
Scenario 2
Scenario 3

Short-term tariff liberalization, price rigidity* -0.69 -1.45 -202 -3.00 -4.36
Tariff short-term, Adverse competition -3.15 -529 -643 -838 -10.59
Tariff long time, Adverse competition -349 52 570 -6.44 -7.9%4

Note: Price rigidity applies to all scenarios
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Table 11. Impact on the Imports of Auto from Japan

(unit: %)
2020 2022 2025 2030 2035
Scenario 1 49.46 49.52 50.23 50.98 50.51
Scenario 2 47.56 46.53 46.79 46.88 45.90
Scenario 3 -1.17 9.41 29.03 64.28 64.10
Table 12. Impact on the Exports of Auto to Japan
(unit: %)
2020 2022 2025 2030 2035
Scenario 1 3.63 3.49 3.14 2.66 2.52
Scenario 2 2.37 2.44 2.45 2.56 2.42
Scenario 3 2.37 2.60 2.76 2.93 2.79
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Table 13. Korea's Auto Trade with CPTPP Member Countries

149

(unit: million $)

2017 2018
Exports Imports B-zl;rlggge Exports Imports B-z:gge
Rank  Total exports 38,248 11,201 27,046 40,458 11,112 29,346
2 Canada 2,282 33 2,249 2,582 37 2,545
4 Australia 2,120 0 2,120 2,043 0 2,043
12 Vietnam 550 0 549 687 0 687
15 Mexico 472 160 311 527 89 438
19 Chile 609 0 608 3N 0 3N
25 New Zealand 274 0 274 228 0 228
26 Singapore 139 0 139 177 0 177
31 Peru 181 0 180 154 0 154
60 Malaysia 93 0 2 46 0 46
69 Brunei 35 0 34 31 0 31
131 Japan 4 1,191 -1,188 4 1,185 -1,181
Source: Drawn from the KITA Trade Statistics
Table 14. The Trend of Korea's Auto Imports
us EU Japan Total
015 No. of auto 17,501 197,396 29,003 243,900
Share 7.20% 80.90% 11.90% 100.00%
No. of auto 18,281 171,569 35,429 225,279
2016 Share 8.10% 76.20% 15.70% 100.00%
o017 No. of auto 20,019 169,487 43,582 233,088
Share 8.60% 72.70% 18.70% 100.00%
2018 No. of auto 21,277 194,175 45,253 260,705
Share 8.20% 74.50% 17.40% 100.00%

Source: Korea Automobile Importers and Distributors Association
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