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Abstract. When the global financial erupted, European Union (EU) had suffered from
unprecedented economic downturn. Unemployment soared and consumption declined, causing
negative effects on Europe’s per capita income growth. EU then started to realize the need for
the utilization of Free Trade Agreements (FTAs), to alleviate the low growth trend of European
economy. As the first initiative of EU Global Strategy, which was intended to significantly
expand EU’s export markets to offshore countries through FTAs, South Korea was selected as
one of the first targets. After eight rounds of FT A negotiations started from 2006, FTA between
EU and South Korea came into effect in 2011. Using UN Comtrade’s export and import data
from 2000 to 2017, this paper discusses about changes in trade patterns of EU and South Korea
before and after the EU-South Korea FTA, and empirically analyzes the impact of EU-South
Korea FTA. The results of our regression models show that the FTA indeed has positive effects
on growth of both trade volume and trade share in the world, between South Korea and the EU,
with significance. The fact that there were increases not only in commodity trade, but also in
service goods trade and foreign direct investment suggests that the virtuous cycle of EU-South
Korea FTA can expand to related areas. Furthermore, as South Korea is East Asia’s FTA-
centered country which signed FTAs with both US and China, the two largest economies in the
world, the indirect benefits from the EU-South Korea FTA will become greater for the EU. This
advantage is expected to help creating a virtuous cycle that induces economic growth of EU
through increases in trade, productivity, and job creation.
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AnnHoTtanms. [Tocie rnobansHoro ¢puHancororo kpusuca Epponetickuii coro3 (EC) moctpanan
0T OecrpeneneHTHOTO SKOHOMHYECKoTo cnana. bespaboruia pe3ko Bo3pocia, a moTpedicHre
COKpAaTHJIOCh, YTO HETaTHBHO CKAa3ajJoCh Ha POCTE JOXOIOB Ha Ayury HaceneHus B EBpore.
Briocnencteru EC Hawan oco3HaBaTh HEOOXOMMOCTE UCTIONB30BaHus Cornamennii 0 cBo00 -
Hoit Toprosie (CCT), 4ToObl CMATYNTH TEHICHIIUIO HU3KOTO POCTA €BPOIEHCKOW SKOHOMUKH.
B xauectBe mepBoii uanimaTuBe! [ obdansHOI cTparernn EC, koTopas Obuta HampasiieHa Ha
3HAYUTEJIbHOE paclIupeHue SKCIopTHBIX pbiHKOB EC B oddiiopHbie cTpaHbl MOCPEACTBOM
CCT, IOxnas Kopes Oblia BeIOpaHa B KauecTBe OJHOMN U3 MepBHIX 1eneil. [locie Bocbmu pa-
yua0B rieperoBopoB 0 CCT, nauateix B 2006 r., CCT mexnay EC u FOxnoit Kopeeit Bctynmmno
B cuity B 2011 1. Mcnionb3ys mannsie 00 sxcriopte u umnopte UN Comtrade 3a nepuoa ¢ 2000
1o 2017 r., B 3TOM JOKYMEHTE pacCMaTpHUBAIOTCs U3MEHEHUs B cTpyKkType Toprosiu EC u FOx-
Hoi Kopewn 10 1 mociie moAnucanus COTIalieHus 0 CBOOOIHON TOPTOBIIE, a TAKIKE SMITHPHUE-
CKH aHAIIM3UPYETCs BIMSHIE JAHHOTO COTJIAIICHHs Ha TOproBeie cBs3u Mexay EC u FOxHoM
Kopeu. Pe3ynpraThl Halmx perpecCMOHHBIX MOJEJEH MOKa3bIBalOT, YTO COTJIAllEHHE O CBO-
0OIHOU TOPTOBIIE JEHCTBUTEIFHO OKA3bIBACT 3HAUUTEIHHOE ITOJIOKHUTEINEHOE BIMSIHAE HA POCT
Kak o0beMa TOProBIH, TaK U JIOJIK TOProBiu B Mupe mexay FOxuoit Kopeeii u EC. Tor ¢axkr,
YTO MPOU3OIIEN POCT HE TOJBKO B TOPTOBJIE CHIPhEBHIMHU TOBapaMH, HO M TOBapaMu cgepbl
YCIIYT U MPSIMBIX MHOCTPAHHBIX WHBECTHULIUAX, TOBOPUT O TOM, 4TO O61aroTBopHblil muksi CCT
«EC — IOxnas Kopes» MOXeT pacnpoCTpaHUTLCS Ha cMexHbIe oOnactu. Kpome Toro, mo-
ckonbKy FOxnas Kopes siBnsiercst ctpanoit, opuertupoBanHoii Ha CCT B pernone BocTouHoi
A3HH, ¥ UMEET COTJalIeHUsI O CBOOOAHON TOProBiie ¢ ABYMs KPYIMHEHIIMMH SKOHOMHUKAMHU
mupa kak CHIA u Kuraii, Takoe napTHepcTBO MPUHECET OUIYTUMbIE KOCBEHHBIE BBITOJIBI TS
EC. Oxunaercst no3UTHBHOE BO3AECUCTBHE 3TOTO MPEUMYIIECTBA B CMBICIIE YBEITUUEHUS TOP-
TOBJIH, IPOM3BOJUTEIEHOCTH 1 YUCIIa Pa00YHX MECT, YTO OIarONpHUATHO OTPA3HUTCS HA SKOHO-
muueckoM pocte EC.

Kiwuesrble caoBa: CornamieHie o CBOOOIHON TOProBie, TOProBasi MOJIHTHKA, EBpomenckuii
corosz, Kopest

Hcropus craTbu: nocrymmia B pefaknuio 15 centsiopst 2021 r.; nposepena 1 HostOps 2021 r.;
npuHATa K myonukauuu 14 gexadbps 2021 r.

Jdass muruposanusi: Yu Woosik, Lee Han-Sol. Trade strategy of European Union and
the Impact of EU-South Korea FTA // BectHuk Poccuiickoro yHuBepcureTa ApyKObl HAPOIOB.
Cepusi: Oxonomuka. 2022, T. 30. Ne 1. C. 70-78. http://dx.doi.org/10.22363/2313-2329-
2022-30-1-70-78

Introduction

“The EU has traditionally pursued favorable trade arrangements with
neighboring or former colonial countries, but it has maintained a passive stance on
FTAs with distant countries on the grounds that they could undermine the
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multilateral trading system represented by the WTO. The EU’s executive
committee, however, began to make a sharp turnaround from its previous stance in
October 2006, announcing a global European strategy that calls for pushing for a
dramatic free trade deal with offshore countries. The EU’s new trade strategy, ‘EU
Global Strategy’, is characterized by the aggressive pursuit of FTAs with distant
countries, considering them as part of a comprehensive trade policy that advocates
free trade” (Kang et al., 2011, p. 76-77).

When the global financial crisis erupted in 2008, European Union had
suffered from unprecedented economic downturn. Unemployment soared and
consumption declined, causing negative effects on Europe’s per capita income
growth. EU then started to realize the need for the utilization of Free Trade
Agreements (FTAs) in order to alleviate the low growth trend of EU’s economy.
As the first initiative of EU Global Strategy, which was intended to significantly
expand EU’s export markets to offshore countries through FTAs, South Korea was
selected as one of the first targets. After eight rounds of FTA negotiations started
from 2006, FTA between EU and South Korea finally came into effect in 2011.

Our study is contributable in that several studies have presented the
macroeconomic effects of the EU-South Korea FTA and the expected effects of
each industry such as Kang et al. (2011), but not many have conducted empirical
studies with the time-series trade data that include recent years. In this paper, trade
data up to the year 2017 will be used to test the effects of EU-South Korea FTA on
changes in trade patterns of both partners.

The remainders of this paper are as follows. Second section will cover
previous studies dedicated to the impact of FTA on import and export. The third
and fourth section will investigate the impact of EU-South Korea FTA on both
economic entities. The fifth section will discuss conclusions and policy
implications.

Literature review

There have been multiple studies to tackle the impact of FTA on trade and
other economic activities, but the results vary depending on economic regions.
Okabe (2015), in his study on impacts of ASEAN+1 FTAs for the period 2002—
2012, found significant trade creation effects of ASEAN-China FTA and ASEAN-
Korea FTA in various types of goods. While, the author asserted that the impact of
ASEAN-Japan FTA is rather not impressive as bilateral FTA with 7 ASEAN
countries are much actively used. Duong (2016), in his study on the impacts of the
European Union — Vietnam Free Trade Agreement (EVFTA), employed the gravity
model based on the panel data including Vietnam and 27 EU countries for the period
1997-2003, and found a positive association of FTA with bilateral trade between
EU and Vietnam.

In the same line of research, Xiang et al. (2017) also identified significant
trade creation effects from the China—Australian Free Trade Agreement (ChAFTA)
in coal exports. Similarly, in a study of Thangavelu et. al (2021) on the impact of
Association of Southeast Asian Nations (ASEAN)-Australia New Zealand Free
Trade Agreement (AANZFTA) on Australian imports from ASEAN countries for
the period 2012-2016, the positive effects of preferential tariff margins and co-
sharing rules of origin are revealed.
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On the other hand, other studies demonstrated strong adverse impacts of
FTA on domestic business (for instance, the reduction of demand and falling price
in domestic products due to tariff liberalization) (Francis, 2011). Busse et al.
argued that in the case of Jordan, the impacts of FTA were insignificant, in
general, excluding that with the USA. Oh and Lee (2011), in their study on the
Korea-US FTA on ICT industries, also demonstrated that trade surplus is expected
to decrease after the Korea-US FTA and that there are no positive effects of FTA
in the short-run.

The study of Quimba et al. (2020) on the impact of FTA on Philippine
industries showed mixed views. The study proved a positive relationship between
FTA and labor productivity growth, while negative impact on unemployment is
found. In addition, Jang (2011) argued that trade treaty reduces inward FDI'. As
FDI plays a crucial role to economic development, trade treaty may negatively
affect national economy. Moreover, Augier et al. (2005) raised an issue to apply
strict rules of origin, identified as a factor to reduce trade volumes in their study,
under complex global value chains (GVCs).

Landscape of trade patterns

Graphical visualization of data helps understand the time-series pattern. Trade
data from UN Comtrade are illustrated in graphs so that the readers can easily read
the patterns of import and export between Korea and EU, especially before and after
the EU-South Korea FTA comes into force.
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Figure 1. Export from EU to Korea and its share in the world, 2000-2018

Source: UN Comtrade. Retrieved June 20, 2019, from http://www.comtrade.un.org

Figure 1 illustrates export from EU to Korea (left) and its export share in the
world (right, EU’s export to Korea divided by EU’s total export to the world). The
left graph of Figure 1 can also be interpreted as import to Korea from the EU. We
can see that after the provisional EU-South Korea FTA in 2011, the ‘growth rate’ of
EU’s to Korea export share has become steeper. Also, after the official EU-South
Korea FTA enters into force in 2016, the downtrend of both export and import share
changes to an increasing trend, and in terms of growth rates, they turn to positive
from negative.

! FDI: Foreign Direct Investment.

OKOHOMUYECKAA MHTETPALIA U TJTIOBAJIM3ALIAA 73



Yu Woosik, Lee Han-Sol. 2022. RUDN Journal of Economics, 30(1), 70-78

60
f

.

40
L

Impart Value {in Billion USD)
Impart Share

Figure 2. Import to EU from Korea and its share in the world, 2000-2018

Source: UN Comtrade. Retrieved June 20, 2019, from http://www.comtrade.un.org

Figure 2 depicts imports to EU from Korea (left) and its import share in the
world (right, EU’s export to Korea divided by EU’s total export to the world). The
left graph of Figure 2 can also be interpreted as export to EU from Korea. We can
see that both after the provisional EU-South Korea FTA in 2011 and after the official
EU-South Korea FTA conclusion in 2016, EU’s from Korea import share
significantly increases. Although the level of import value from Korea keeps
decreasing even after the year 2011, it increases after the year 2016. One thing to
note is that from the year 2008 to 2011, the world trade stagnated; therefore, to
detect the exact impact of EU-South Korea FTA, it is worth analyzing both the
‘level” and ‘share’ variables as above.
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Figure 3. Korea’s to EU export and from EU import shares, 2000-2018

Source: UN Comtrade. Retrieved June 20, 2019, from http://www.comtrade.un.org
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Figure 3 shows time-series graphs of Korea’s to EU export and from EU
import shares to the world. Both graphs turn to increasing trend after the turning-
point and critical year of 2011. After 2011, steep drop of Korea’s to EU export share
starts to slow down and eventually starts to grow. Also, Korea’s from EU import
grows steeply right after the year 2011.

Then, the question is, which products have contributed to the growth of trade
between the two economic entities?

Table 1
Top 5 fastest grown products from 2011 to 2016

Exports from EU to Korea Exports from Korea to EU
1. Leather Products 1. Organic Chemicals
2. Meat 2. Pharmaceuticals
3. Perfumes and Oils 3. Aircraft and Parts
4. Wine and Spirts 4. Furniture
5. Clothing and Shoes 5. Specialty textiles

Source: UN Comtrade. Retrieved June 20, 2019, from http://www.comtrade.un.org

Table 1 shows the top 5 fastest grown products in trade volume from 2011 to
2016. It appears that Korea primarily imports luxury goods such as clothing, shoes,
and bags that are made of leather. Perfumes and wine, which are also regarded as
luxury goods, are in the top 5 list. This is because Korea’s high tax rate on luxury
goods was lowered after the EU-South Korea FTA. On the other hand, EU has
imported high-tech products such as organic chemicals, pharmaceuticals, and
machinery parts.

Apart from the trade of goods, service trade and foreign direct investment
(FDI) has also increased after the EU-South Korea FTA. According to EU’s report
‘Assessing Results of the EU-South Korea FTA’ (2016), EU’s trade in services has
steeply increased since 2011. By the year 2016, exports of services from EU to
Korea have increased by 50%, and that from Korea to EU have increased by 35%
since 20112. Moreover, by 2015, EU’s FDI in Korea has reached 50 billion Euros
and Korea’s FDI in EU has reached 20 billion Euros. Hyundai and Kia’s motor
vehicle assembling factories in Czech Republic and Slovakia are major examples
of FDI after the EU-South Korea FTA.

EU’s report (2016) also states that there is a strong evidence of a positive impact
of'the FTA on Korean exports to the EU relative to other competitor economies in Asia
and emerging economies such as Japan, Taiwan, BRICS and Malaysia.

Methodology and empirical analysis

We present simple regression models that test the effects of EU-South Korea
FTA on the trade relationship between the two. The growth regression models are
represented by three reduced-form equations such that:

Model 1: GTyy = Bo + B1FTA; +ve + € 0]
Model 2 : GT;; = o + B FTA;r + v + vy + €4 (2)
Model 3 : GTS;, = Bo + BFTA; ¢ + v, + & A3)
Model 4 : GTS;; = By + BFTA;; +ve +v; + &1 4)

2 Source: EUROSTAT.
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Where GT; ; is annual growth rates of trade values between South Korea and
EU, and GTS;, is annual growth rates of shares of trade values with partner
economic entity to the world, both from year ¢ to year t + 1, where i denotes the
type of trade flow: export or import. Here, we used trade data (export and import)
between South Korea and EU from 2000 to 2017, downloaded from UN Comtrade.
FTA; ; is a dummy variable where it is one during the period after the enactment of
Korea-EU FTA, and zero otherwise. Also, v; and v; are included to control for the
year, trade flow type, and fixed effects respectively. Lastly, the error term of the
regression is represented by ¢;, and t ranges from 2000 to 2016.

Table 2

Regression results

Model 1 Model 2 Model 3 Model 4
Regressors Growth of Growth of Growth of Growth of
Export & Export &
Export & Export &
Import Import Import Import
Shares Shares
0.301*** 0.301*** 0.180*** 0.180***
FTA effect (0.001) (0.001) (0.005) (0.006)
Constant term -0.115** -0.127** -0.103** -0.111**
(0.037) (0.026) (0.018) (0.016)
Flow type fixed effects No Yes No Yes
Year fixed effects Yes Yes Yes Yes
Observations 34 34 34 34
R-squared 0.856 0.865 0.666 0.678
Adjusted R-squared 0.720 0.721 0.353 0.336

Note: * p < 0.1, ** p < 0.05, *** p < 0.01

Table 2 shows the regression results of growth of trade and trade shares with
year and trade flow type specific fixed effects.

The above empirical result strongly shows that both the growth rate of export
and import level and those of shares of partner countries relative to the world in the
years under the EU-South Korea FTA were higher, with statistical significance. This
implies EU-South Korea FTA had been successful in promoting the economic
relationship between the two.

Conclusion

The EU-South Korea FTA, which provisionally came into force in July 2011,
and officially ratified in December 2015, appeared to have had a statistically
significant effect on growth of both trade level and trade share in the world between
the two economic entities: Korea and the EU. Also, trade in service sector and
foreign direct investment between the two partners have grown significantly.

EU’s new trade policy since the global financial crisis have been
successful in concluding FTAs with major economies such as Korea, and the
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EU-South Korea FTA has increased the trade between the two, which
consequently has contributed to improve EU’s economic growth. Particularly,
the data shows that EU-South Korea FTA turned out to successfully promote the
trade between the two.

In addition, the fact that there were increases not only in commodity trade,
but also in service goods trade and foreign direct investment suggests that the
virtuous cycle of EU-South Korea FTA can expand to related areas.

Also, as South Korea is East Asia’s FTA-centered country which signed
FTAs with both US and China, the two largest economies in the world, the indirect
benefits from the EU-South Korea FTA will become greater for the EU. This
advantage is expected to help creating a virtuous cycle that induces economic
growth of EU through increases in trade, productivity, and job creation.
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