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The People’s Republic of China (China), the Republic of Korea (South Korea), and Japan are 

currently negotiating a Free Trade Agreement (hereafter CJK FTA) in an effort to spur 

economic growth and reduce political tensions. In stark contrast to the incontrovertible 

economic arguments for trade liberalization, unresolved political challenges between the three 

states undercuts the necessary political willpower. For China, the motivations for and against 

this FTA are significant and reflect an implicit power struggle within the government over how 

to balance economic and political interests. China is especially struggling to manage these 

interests vis-à-vis Japan. Economic cooperation is a reality, but here public discourse often 

favors historical, political, and military confrontations. The CJK FTA process and its context 

offers a microcosm that affirms the notion of hot economics and cold politics. China will 

continue to quietly negotiate this trade deal because the economic motive is sufficient to 

overcome political concerns.  

 

China has concluded fifteen FTAs, South Korea has adopted ten FTAs and Japan has 

finalized thirteen.
123

 As China negotiates the CJK FTA, it is also considering trade agreements 

with India and Mongolia.
4
 The Regional Comprehensive Economic Partnership (RCEP) and 

Trans Pacific Partnership (TPP) are major multi-state initiatives, as well. This cursory overview 

suggest a great deal of policy activity by these three states and indicates a scramble for trade 

agreements. The process of binding the state’s economy to international standards is now an 

important signal in the community of states.  Critics, however, argue that FTAs 

compartmentalize trade and thus roll back the hard-won gains of the World Trade Organization 

to universally reduce trade restrictions.  China’s politicians favor regional agreements as building 

blocks that cumulatively reshape the international system. “Regional orders are the pillars of the 

global one”; China can effect change without clashing directly with the United States.
5
  

The CJK FTA is a special challenge because of the large economic activity it would 

encompass and the political tensions between the states. The fact that China is now consuming 

more Japanese goods than all of Europe combined is just one of many statistics showing how 
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integrated these three states already are.
6
 In fact, roughly half of China, Japan, and South Korea’s 

exported goods and services stay in northeast Asia.
7
 South Korea is now a net importer of 

Kimchi thanks to cheap alternatives in China.
8
 Total trade between the three countries is more 

than US$ 500 billion a year.  

China’s View: Two Bilaterals 

Of the three states, South Korea is the most eager to ratify the CJK FTA and poses little 

threat to the trade agreement negotiations. South Korea is a shrimp among whales, and must 

attempt to accommodate the two behemoths. It realizes that a trilateral agreement protects it from 

concessions that would be demanded in bilateral negotiations. Despite the Chaebol’s protected 

industries, South Korea is a relatively open economy and the Korea-United States FTA that 

began in 2007 has shown South Korea’s skill in trade negotiations. Korea is expected to have the 

greatest short-term benefits from its newfound market access. A joint report indicated that “CJK 

FTA will increase China’s GDP by 0.4%, Japan’s by 0.3% and South Korea’s by 2.8%.”
9
  

 

The viability of the CJK FTA rests on the Sino-Japanese relationship. The Sino-Japanese 

relationship is one of the world’s most contentious bilateral relationships today. China is the 

world’s second largest economy and Japan is the third, but their politics are confrontational 

(Figure E). It is this bilateral relationship that is most volatile and thus deserves our attention. 
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Sino-Japanese trade in 2013 was valued at US$311.995 billion, but this newfound mutual 

vulnerability is an unwelcome social cost of globalization.
10

 

Part One: Background 

A Free Trade Agreement (FTA) is a serious and complicated international agreement to 

extend reciprocal, advantageous trade conditions to another state or states. FTAs are typically 

concluded by countries which already trade together and could thus benefit from a reduction in 

trade barriers. The World Trade Organization (WTO) has explicit rules about FTAs to ensure 

they truly expand trade and are not trade diversions. GATT Article XXIV, paragraph 4 is the 

primary legal summary of an FTA:  

The contracting parties recognize the desirability of increasing freedom of trade by the development, 

through voluntary agreements, of closer integration between the economies of the countries parties to such 

agreements. They also recognize that the purpose of a customs union or of a free-trade area should be to 

facilitate trade between the constituent territories and not to raise barriers to the trade of other contracting 

parties with such territories.
11

 

In today’s global economy, the vast majority of states have formal trade agreements (See 

Figure A). FTAs are just one variety of trade agreements, but they are valued by policymakers 

because they are the most comprehensive legal framework to liberalize or open-up economies. 

“Trade is considered ‘free’ […] when goods and services can move into markets without 

restrictions, and prices are determined by supply and demand.”12 A FTA is difficult because it has 

clear WTO guidelines that call for tariff elimination on 90% of all tariff items within ten years.
13

 

Moreover, not all developing countries’ governments have the bureaucratic capacity to complete 
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lengthy, legally arduous negotiations.  For states wary of negotiating away their economic 

advantages, preferential trade arrangements (PTAs) offer “unilateral trade preferences.”
14

 

Typically, rich countries offer PTAs to poorer countries. “Trade as aid” has the political 

advantages of boosting exports and imports, and thereby fostering national champions. Trade 

deals abound, but an FTA is the most respected as a means to liberalize economies.  

Why do states pursue FTAs with other states? There are two main motivations: a political 

willingness for co-dependence or mutual support; and self-interested economic incentives.
15

 In 

fact, no FTA is signed without the presence of both factors, merely the proportions vary among 

FTAs. For example, the first FTA was the North American FTA (NAFTA) in 1994 and 

policymakers praised the deal’s ability to produce economic gains but also formalize legal and 

political continuity between the three governments.
16

 Compared to NAFTA, CJK FTA is 

overwhelmingly economic in its justification. 

CJK FTA has important differences from its North American equivalent, NAFTA. 

Although each trilateral is intended to create and expand the gains realized from trade, there are 

considerable obstacles for the northeast Asian version. First, NAFTA was signed by three 

representative democracies and CJK FTA will link two representative democracies with an 

authoritarian regime. Second, NAFTA was spearheaded by the United States but leadership is 

less clear within CJK. In NAFTA, the richest country sought the agreement, but in CJK FTA it is 

China that controls the pace of negotiations. The CJK FTA is moving along despite political 

incongruities. 
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From an economic standpoint the CJK FTA is a net positive for each participating state. 

Liberalization of trade and more open borders reduce market inefficiencies by broadening 

competition. Freer trade, by nudging states to produce their comparative advantages and 

expanding the scope of markets, benefits all states. This does not mean that everyone benefits 

from free trade. Producers may lose profits, for example, but the marginal benefit to consumers 

and reduction of government outlays to support domestic producers results in an overall benefit 

to the national economy. In this scenario, freer trade requires states to wean off companies that 

depend on state subsidies to maintain competitiveness. In essence, hundreds of state-owned 

enterprises (SOEs) and ‘national champions’ would be forced to sink or swim in a three-state 

market that encompasses almost 1.5 billion people.  

Part Two: China’s Domestic Considerations  

FTA political feasibility is dependent on domestic politics. In the 21
st
 century, as it has 

been centuries, doing well economically is good politics. As perceived by Chinese policymakers, 

the USSR failed because its politics rejected economic reform and became decrepit and weak.
17

 

China must reform economically and stay vital. The CCP has chosen a path that favors economic 

liberalization that is not de jure paired with political liberalization.
18

 

Regimes that alienate their constituencies will not maintain their authority, and regime 

stability is the primary motive for political actors. Regime characteristics, specifically the 

spectrum of democratic versus authoritarian regimes is thought to influence the willingness of 

states to agree to international agreements. Democratic states tend to ascribe to liberal ideas 

about the benefits of rule of law. However, authoritarian regimes have a streamlined 

authorization process and thereby avoid expending political capital to collect support from the 
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state’s various constituencies and interest groups. Democracies are more accustomed to rule of 

law and transparency, and so liberal regimes tend to adopt international agreements more than 

authoritarian regimes suspicious of foreign influence. 

China seeks to make itself the center of Asian trade networks. In northeast and southeast 

Asia, a patchwork of disparate trade agreements complicates and reduces the efficiency gains 

incurred through trade. China may be the world’s factory, but it sources its material and 

innovation from neighboring low and high-tech states.
19

 Economic theory argues that the world 

balance of bilateral trade surpluses and deficits must be zero. Figure B illustrates how China has 

deficits with its neighbors in order to generate large surpluses with developed countries in the 

West and Japan. China’s export revenue is only a small percentage of the value of its sales. 

“China in the mid-2000s earned only thirty-five cents of the value of a $20 doll labelled ‘Made 

in China.’”
20

 Regulatory minutia and state-specific customs provisions add costs to 

manufacturing costs, and these costs are passed off to consumers.  

China’s successful economy sustains the ruling Chinese Communist Party (CCP). In the 

wake of the Cold War, few in China are Marxist ideologues. With ruthless pragmatism, the CCP 

enjoys the public’s support because it has delivered unprecedented economic growth and ably 

managed the nation’s reengagement with the global community. In this sense, the current 

economic slowdown from double-digit growth to 7.5% GDP growth is not disastrous but the .4% 

predicted boost to China’s GDP would be a timely benefit of the CJK FTA.  

Between 1980 and 2007, world trade quintupled, “from $4 trillion to $27.5 trillion.”
21

 

Deng’s market reforms in the 1980s allowed China to participate in this worldwide economic 
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revolution. “Chinese trade grew thirtyfold from $25.8 billion in 1984 to $762 billion in 2005.”
22

 

An FTA makes economic sense when there is already sizeable cross-border trade between the 

contracting parties. China is the largest trading partner by value for both South Korea and Japan 

(as of 2004 and 2009, respectively).
23

  

This FTA serves China’s domestic goal—stewardship of the economy is proof of the 

CCP’s legitimacy. “The number of Chinese below the official poverty line dropped from 250 

million in 1978 to 25 million in 2005.”
24

 A China previously wary of foreign interactions is now 

benefitting immensely from trade. Public confidence in China as a great power has surged, and 

there are hopes that the latent inferiority complex derived from the Century of Humiliation could 

be set aside someday. But economic reforms outpaced social perspectives and China continued 

to see itself as both global victim and rightful world leader. 

Trade has political disadvantages, including increased vulnerability to foreign influences. 

An FTA makes you respond to foreign pressures more quickly than you might have otherwise. 

After the Tiananmen Square incident of 1989, Japan “postponed some of its Overseas 

Development Aid loans. In 1995, Japan suspended most of its ODA grants (although not loans) 

to protest China’s underground nuclear testing.”
25

  

Beijing will direct the tempo of this FTA because it has the most ground to cover to reach 

compliance with international standards. Seoul and Tokyo are eager to capitalize on an FTA that 

offers both commercial and service sector components. Securing investment protections is a 

primary driver of this FTA: Seoul and Tokyo want to safeguard private investments into China; 

and Beijing wants to continue exerting a strong pull for foreign direct investment (FDI), which 
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acts as liquid monetary infusions to sustain China’s public spending. China’s slow negotiation 

reflect the difficulty of policy reform in the midst of prosperity. China’s unprecedented economic 

growth has lulled some party leaders into the false notion that its economy is sufficiently 

responsive to market forces without “further institutional efforts.”
26

 

Politically, the strength of China’s SOEs is enormous. A thousand SOEs in China have 

been dubbed “national champions” and their economic heft make them politically significant. 

SOEs have preferential access to credit from Chinese banks, and continue to hold more than 30% 

of business assets (See Figure D). “By 2010, forty-two Chinese companies were listed in the 

Fortune Global 500,” but these companies’ successes do not mean they are not wasting China’s 

economic resources.
27

SOEs that previously used their market size to overpower competition are 

likely uneasy about competing with Korean and Japanese companies. 

 

 

 

Part III: Sino-Japanese Matters  

Sino-Japanese Public Opinion 

 

Passage of an FTA requires trade experts and elites convince the majority of elites and 

the public that freer trade is good. In the business communities of the three states, there have 

been strong and consistent calls for a trilateral FTA.
28

 The CJK FTA may appeal to 

cosmopolitans and economists, but it needs public support in order to be legitimate public policy. 

But “popular nationalism in [Japan and China] is driving politicians to pander to their 
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constituencies, exacerbating the existing ill will.”
29

 It’s not just China and its state-run media 

outlets. Japan, too, has a prevalent suspicion of China’s intentions. “90.1 percent of Japanese 

polled had unfavorable impressions of China, and 92.8 percent of Chinese polled had 

unfavorable feelings toward Japan — a confrontational attitude not seen in the past.”
30

 Opinion 

data suggests that the very people who benefit from increased trade are ready to forfeit it for 

national pride.  

Economic co-dependence is at an all-time high, but “in spite of all this, the two Asian 

giants are no better reconciled diplomatically or emotionally than they were in 1978, when 

Japanese business involvement in China was virtually zero.”
31 

Is this not a seeming contradiction 

to the hot economics, cold politics thesis?  

In fact, it’s a great victory for the idea of hot economics, cold politics that the CJK FTA 

has not been deterred by nationalist protests. Since 1998, tensions between the three countries 

were low until large-scale demonstrations against Japan in 2005 and again in 2010. The Diaoyu 

Islands crisis beginning in 2012 is another critical issue and illustrates unresolved historical 

claims. In those instances, the theory of hot economics and cold politics (Zhengleng Jingre) was 

challenged but not defeated. “In fact, it was China,” Japan’s Asahi newspaper wrote, “that 

proposed the Nov. 20 [2012] trilateral meeting of economy and trade ministers.”
32

 In the midst of 

the Diaoyu Islands crisis, the fourth round of the CJK FTA talks took place in Seoul March 5-7, 

2014.
33

   

Sino-Japanese Cooperative Frameworks 
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Serious intellectual discussion about the CJK FTA began in the wake of the 1997-1998 

Asian Financial Crisis to create a potential substitute for relying on Western-led international 

financial organizations. In 1999, during an ASEAN +3 event, representatives from China, South 

Korea and Japan began to work towards economic integration.
34

 In the 21
st
 century, economics is 

the issue of choice for trilateral engagement (see Figure C).  In 2008, the Northeast Asia 

Trilateral Forum was created to offer a positive, institutionalized annual exchange that focused 

on integration and cooperation.
35

 Institutions and public policy instruments have evolved to 

respond to the natural market forces of increased regional trade.  

Sino-Japanese Political Rhetoric 

Beyond institutions, politician’s personal leadership is also needed to pass the CJK FTA. 

Beginning in 2007, China’s leaders appeared more conciliatory towards Japan in what appeared 

an effort to move beyond historical issues and prepare for the future. China’s nationalistic 

attitudes threatened the co-prosperity of the two countries’ trade relationship. Premier Wen 

Jiaobao “visited in April 2007 and President Hu Jintao’s April 2008 visit, the first Chinese 

presidential trip in a decade, to focus on developing relations for the future rather than focusing 

on the troubled past.”
36

 President Hu Jintao’s 2008 visit to Japan was a high-point in Sino-

Japanese relations. “Both sides confirmed that China and Japan are cooperation partners, with 

neither side posing any threat to the other,” according to a Xinhua news article published at the 

time.
37

  

                                                           
34

 Andrew Yeo. “China, Japan, South Korea Trilateral Cooperation.” East Asia Institute. November 6, 2012.  
35

 http://japandailypress.com/trilateral-summit-hopes-to-regain-mutual-trust-among-china-japan-and-south-korea-

2247625/ 
36

 C. Fred Bergsten, Freeman, Lardy, and Mitchell. China’s Rise. Washington, DC: (CSIS, 2008) P 219. 
37

 “FM: President's "warm spring" visit to Japan a complete success” in Xinhua. 5.11.2008. 

http://news.xinhuanet.com/english/2008-05/11/content_8143525.htm 

http://japandailypress.com/trilateral-summit-hopes-to-regain-mutual-trust-among-china-japan-and-south-korea-2247625/
http://japandailypress.com/trilateral-summit-hopes-to-regain-mutual-trust-among-china-japan-and-south-korea-2247625/
http://news.xinhuanet.com/english/2008-05/11/content_8143525.htm


11 
 

The political rhetoric in support of the CJK FTA is too sporadic to be helpful in changing 

public opinion. Prime Minister Abe said in 2012: “China is an indispensable country for the 

Japanese economy to keep growing. Japan needs to use some wisdom so that political problems 

will not develop and affect economic issues.”
38

 Premier Wen Jiabao is also publicly supportive 

of a CJK FTA, saying: “The establishment of a free-trade area will unleash the economic vitality 

of our region and give a strong boost to economic integration in East Asia.”
39

 Despite these 

supportive statements, the socialization of Sino-Japanese relations is rooted in competition. 

Part Four: A New Narrative for Economic Cooperation 

 Political power is relative, whereas economic power is a matter of absolutes. We can all 

get richer, but we can't all be the regional hegemon. A realist would insist that China’s aim is to 

weaken Japan relative to its own power by furthering Japan’s human and capital investments in 

the Chinese market. In theory, Japanese businesses respond to market incentives and can be 

enticed to contribute to China’s economic success.  

China is learning from the Japanese experience how to cope with globalization that 

incentivizes inward nations to look outward. “In the 1980s, Japan’s rise fed the same kind of 

fascination and fear that many now feel with China.”
40

One scholar calls Japan’s ascendant period 

in the 1980s Phase 1 and China’s economic growth in the first decade of the 21
st
 century, Phase 2 

(Figure F). Like Japan, China has adopted a “developmental state [that uses] its control over 

finance and other government tools as both carrots and sticks to propel its industrialization and 
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exports forward.”
41

 Mercantilist trade behavior is an important lesson the Chinese learned from 

Japan’s economic success. 

Japan, like Korea, will expect the CJK FTA to offer investment rights and transparent 

private ownership provisions to insure foreign investors against China’s nationalistic tendencies. 

Beijing is eager for Foreign Direct Investment (FDI) and will comply. Japan can argue that its 

Overseas Development Investments before China’s ascension to the World Trade Organization 

and its current FDI have fueled China’s growth. Even though China is the world’s second largest 

economy, it received US$83.4 billion in the first half of 2012.
42

 

 China’s leadership worries about the social cost of inviting Japanese to modernize its 

economy. As China modernizes its wage rates increase and this will slowly encourage companies 

to choose capital investments over labor investments; machines will soon replace low-skill 

workers in some Chinese cities. This unemployment bump can destabilize social cohesion and 

lead to mass protests. Moreover, Japanese consumer brands will penetrate the Chinese market. 

As joint-venture laws and other compulsory protectionist measures are abandoned, there is the 

possibility that China’s less-experienced industries will lose out to competitors that no longer 

face tariff surcharges. The average tariff rate in China is 4.1%, and that’s a sizeable protection 

that would disappear.
43

 These are the fears that fan the flames of ultra-nationalist sentiment. 

Xenophobia is irrational and might be strong enough to deter Chinese policymakers from 

choosing the proposed marginal gain of the CJK FTA. 

Denying the Urge for Protectionism 
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In stark contrast to ASEAN or EU business dealings, competition prevails rather than 

cooperation and mutual support. Mercantilism enjoys protected status as a quasi-national security 

safeguard among resource-starved northeast Asian states, but this mindset threatens regional 

security.
44

 When northeast Asian businesses use governments to fight on their behalf, economic 

competition now involves political actors who have armies at their disposal to sort out contests. 

Such an intricate network of businesses allied firmly with states is not all too dissimilar than the 

patchwork of rash alliances that precipitated the outbreak of World War I.  

Unless Northeast Asia can open its economies, nationalism will continue to depreciate 

the value of capital investments as dollars are wasted on firms sustained not by their 

competitiveness but by political patronage. In this system, investments will flow to massive, 

bloated national champions. This preferential credit line makes scarce economic resources badly 

needed by entrepreneurs and other small business leaders. Innovation in the mighty US economy 

comes from small businesses and start-ups more than from national champions. 

China has opened itself to globalization, but hopes to redefine the rules. The question 

now is how to manage it.
45

 Rather than weaken the CCP and pollute its ideological worldview, 

globalization has strengthened a party whose ideology was already discredited. CCP rigidity has 

given way to pragmatism. Singaporean diplomat Mahbubani notes that Asia’s general success is 

based on two factors: its ideological neutrality or pragmatism and its quantitative metrics (i.e. 

massive population and huge economic output).
46

 Deng’s economic reforms and the fall of the 

Soviet Union, and not globalization, spelt the end of Marxist-Leninism as a national theology. 

Now, it is China’s economic vitality that engenders the masses’ support for the CCP.  
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Part Five: How the CJK FTA Affects the United States 

In the midst of the US’s Pivot to Asia, China’s economic integration considers the United 

States and its comprehensive FTA agreement known as the Trans Pacific Partnership (TPP). The 

joint study on the CJK FTA was completed December 16, 2011, one year ahead of schedule 

because China did not want its FTA to lose momentum as East Asian states competed for access 

to join the TPP negotiations.
 47

 Since then, four separate CJK FTA negotiations rounds have 

taken place.  

Japan is officially a member of the TPP negotiations, and South Korea has expressed 

interest in joining in the first wave of invitations after the TPP is ratified. Countries don’t want to 

choose between China and the United States, and so they haven’t. South Korea and Japan can be 

expected to pursue their ideal: The US security framework complemented by China’s economic 

enticements. 

“Washington becomes uneasy when Japan and South Korea begin to exhibit strategic 

ambiguity,” but Washington can use the CJK FTA to observe how China concludes trade deals.
48

 

This knowledge is important because the United States is adamant about enforcing China’s 

compliance under international law. As China’s economic strength grows, added legal 

frameworks above and beyond the World Trade Organization can regulate and stabilize China’s 

behavior. Passage of the CJK FTA might even presage China’s eventual inclusion in TPP.  

That power and influence are relational is a golden rule of political theory. As such, 

Beijing’s ability to wean South Korea and perhaps Japan off of their dependency on the United 

States portends geopolitical shifts. In some regards, the American alliance system in East Asia 

has not evolved beyond its Cold War agenda. National interests do not always align. South 
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Korea and Japan’s claims on the Liancourt Rocks, for example, irks Washington because it 

creates friction within its hub-and-spoke alliance system.  

The United States trade deficit with China, replaces its former deficits with other Asian 

countries, especially Japan. As a result of finished goods coming from Chinese ports, the United 

States has newfound trade surpluses with several Asian countries. In effect, the US trade 

relationship has changed little, but China has taken on the enormity of America’s trade shortages 

otherwise accruing to China’s neighbors. A positive trade agreement between China, Japan, and 

South Korea could turn US public opinion towards a more favorable perception of China and 

serve as proof that China is willing to further uphold US-led international norms.  

Part VI: Unresolved Questions  

 Questions abound over the CJK FTA because trade negotiations are secretive to protect 

governments wary of alienating interest groups. Moreover, China’s foreign policy circles are 

innately opaque. Further research is needed to determine how economic experts influence the 

Chinese Communist Party and whether their voices are heard over the din of national security 

concerns raised by the more protectionist wings of the party.  

Contrary to its name, the CJK FTA is unlikely to be a free trade agreement, but will 

rather be a preferential trade agreement. PTAs can be dangerous if they are perceived as trade 

diverting rather than trade creating. “It is this kind of fractured set of special deals that governed 

global trade before the Great Depression and that greatly contributed to its prolongation if not its 

outbreak,” says Clyde Prestowitz.
49

 Tariffs and non-tariff barriers will not be zeroed, but instead 

lowered. To imagine these three economies are willing to open themselves to unfettered 

competition ignores the decades of state-sponsored protectionism that has been a signature 

                                                           
49

 Clyde Prestowitz, “The Free Trade Agreement Fraud” in Foreign Policy (Online Edition.) July 30, 2012. 

http://prestowitz.foreignpolicy.com/posts/2012/07/30/the_free_trade_agreement_fraud   

http://prestowitz.foreignpolicy.com/posts/2012/07/30/the_free_trade_agreement_fraud


16 
 

component of the ‘Asian Miracle.’ Prestowitz and other critics of the CJK FTA reject the 

agreement as mere posturing, not a more competitive trade system that serves consumer interests. 

The critics play a vital role of providing momentum for more expansive future trade agreements, 

but their criticisms run the risk of sacrificing the good in pursuit of the perfect. 

It also remains to be seen whether Japan accepts a three-party deal that pits Japan and 

South Korea against each other for their high-tech economies. China is the essential partner in 

this deal because it is the designee for investment and modernization. South Korea and Japan 

only profit by indirect association with their involvement in China’s development. In a larger 

sense, the CJK FTA is a means to an end; each state is competing for economic mastery that will 

then allow it to influence other states in East Asia.  

The CJK FTA runs counter to most trade agreements because the country with the lowest 

per capita income, China, has power over its two richer partners. The equivalent would be 

Mexico in 1994 being courted by Canada and the United States for an FTA. China’s perspective 

on the CJK FTA is best understood as two simultaneous bilaterals done in tandem to extract 

premium concessions. By pitting two high-tech economies against each other, China should 

acquire beneficial terms in the agreement. 

Japan and South need China more than they need each other. In the traditional North-

South arrangement, global south states and global north states benefit from their highly-

pronounced economic differentiation to capture gains in comparative advantage. Like NAFTA’s 

conundrum in dealing with the American and Canadian like-economies, South Korea and Japan 

will struggle to identify their comparative advantages in the CJK FTA. The friction is 

exacerbated by the historical tension that is a byproduct of Japan’s imperialist past. Despite its 
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per capita poverty, China has tremendous economic leverage because the wealthier countries 

need China to sustain their own economic wellbeing.  

 Lastly, and most importantly, the three states remain unable to overcome a longstanding 

deficit of mutual trust. The post-Cold War environment in East Asia is certainly not the rosy, end 

of history ideal. Even American allies South Korea and Japan struggle to maintain positive 

opinions of each other. A 2013 poll “indicates that 71 percent of Japanese polled feel the state of 

bilateral relations is bad, while 78 percent agree in Korea. Making matters worse, the Koreans 

polled admitted that they feel closer to China than Japan.”
50

 This contrasts with a 2008 Korean 

poll that placed China at last place among the great power states that Koreans trusted.
51

 Rather 

than ebb and flow between political scandals, the CJK FTA needs a firmer foundation of public 

trust in order to conclude the deal. Supporting economic integration except during political 

impasses has not carried the CJK FTA through yet and perhaps never will.  

 More research is needed to know exactly how much these three economies suffer due to 

politically-fueled mistrust. Figure G details the pernicious use of non-tariff trade barriers to 

reduce Sino-Japanese trade in recent years. Fluctuations in the market are natural, but 20% drops 

in quarterly imports is cause for concern. Producers and consumers cannot stabilize prices under 

such volatility and everyone pays for economic uncertainty. If these costs to political 

grandstanding were better understood, economists could make a more coherent argument to the 

general public on the benefits of the CJK FTA.  

Part Seven: Conclusion  
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Just as China’s leadership is committed to maintaining control of its economic policy, so 

too should it worry that nationalism is uncontrollable. “At times it appears that the government 

has nurtured nationalism into so potent a force that it is in danger of losing control of 

it.”
52

Nationalism as a political device is meant to boost the nation’s power, not strangle its 

economic vitality through the irrational demonization of a crucial trading partner. Pragmatic 

compromises can improve the Chinese Communist Party’s ability to be a regional leader. 

Political dominance has economic costs; regional prestige comes at the price of providing 

public goods that satisfy all parties. Neither China nor Japan has provided the crucial leadership 

in northeast Asia to ensure passage of the CJK FTA because the other state will decry the move 

as assertive. Timid step to promote economic integration are ineffectual against a torrent of high-

profile actions and provocative rhetoric that negatively influences the Sino-Japanese economic 

environment.  

If successful, the CJK FTA will serve as proof that East Asia’s consultative culture can 

deliver substantive policies. A new duopoly between China and Japan could jointly provide 

public goods. This is perhaps a first glimpse at regional leaders assuming some of the America’s 

burden as the sole superpower. Unlike NAFTA being championed the United States, common 

ownership of the agreement and joint support can substitute for a clear-cut policy promoter. This 

strategy is the de facto course of action, and failure to pass the CJK FTA would reinforce the 

notion that trade agreements need a specific state sponsor. Realists would grow emboldened in 

their assertion that FTAs require a leading state to concede on certain macroeconomic struggles 

in order to attain political dominance. It’s unclear that either China or Japan are willing to take 

this step. Rhetoric is easy, but policy augmentation that hurts domestic interests is harder.  
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Hegemonic stability theory, as elucidated by Robert Gilpin, suggests that all parties may 

benefit from the America’s role in the region as guarantor.
53

 Absent the United States, neither 

China nor Japan has a clear mandate to lead, multistate cooperation falters. The 2008 financial 

crisis and looming public debt crises that are tangentially related to the American economy’s 

supremacy illustrate to Beijing the costs of hegemony. When you became the lender of last resort 

in the global economy, you lose some policy freedom; this reality will make China think twice 

before it seeks to make the Renminbi a vehicle currency for global trade.
54

  

The future of northeast Asia’s three states depends on whether cooperative economic 

interaction can trump political acrimony. China, as the emerging power, will determine by its 

actions and rhetoric whether the CJK FTA can be concluded in a matter that satisfies each 

country’s economic and political sensibilities. Scholars, policymakers, and laypeople continue to 

assert hot economics, cold politics and in this case it holds true. This is not to say that war is 

impossible, but instead suggests that the costs of political conflict between states are greater in 

scenarios where the economies are more closely integrated.  

The passage of the CJK FTA will be a greater political victory than an economic 

achievement. The agreement may be condemned by economists as a weak effort to establish 

verifiable free trade, but it is a symbol for regional cooperation. In that sense, CJK FTA has 

already succeeded by slowly building trust. China and Japan, accompanied by South Korea, can 

use CJK FTA to chart a collective course to peace and prosperity.  
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Part Eight: Appendix 

 

A: All Regional Trade Agreements notified to the GATT/WTO (1948-2014).55 (Blue are active 

agreements, Red are defunct) 
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B. China’s Trade Balance with Select Economies (in US$ billions)
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C. Trilateral Meetings
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D: China’s SOEs
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E: China’s economic growth
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G: China and Japan’s Economic Retaliations
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