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Abstract
The aim of this study is to analyze the different impacts of the determinants of free trade agreements
(FTAs) based on the stage of the FTA discussions. By disaggregating the FTA formation process into
four stages, this study finds that the influence of industry interest groups has a positive impact on FTA
formation in the first stage, when two countries initiate the discussion by establishing a joint study. In
contrast, it has a negative impact in the last stage, when signed FTAs need to be ratified in order to
enter into force. Political institutions emphasized in the existing studies are likely to be significant in
the initial stages, but lose their significance as the process moves forward. The findings of this study col-
lectively support the hypothesis that a given FTA is the result of sectoral politics where interests and the
power of industries have a significant influence on trade policy decision-making.
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1. Introduction

Recent years have seen a rapid rise in the number of bilateral free trade agreements (FTAs) in Northeast
Asia. This is especially remarkable given the relative death of regional cooperation in this region. The
three main economies in the region – China, Japan, and South Korea (hereafter CJK) – have facilitated
the establishment of FTAs. After the Asian financial crisis in 1997–1998, CJK have realized the urgent
need for regional economic cooperation and launched their individual FTA initiatives. Even though CJK
have tried to form regional trade agreements in East Asia by conducting joint studies and official
negotiations, they have not succeeded thus far. Given the complicated process of FTA formation, this
study assumes that there may exist variations in outcomes in the different stages of this process.
These variations have rarely been examined in previous studies. Most statistical studies on FTA forma-
tion have employed a dichotomous dependent variable, coded as 1 when an FTA between two countries
enters into force, and 0 otherwise. This approach limits the capacity to examine the variations in the
different stages of the FTA formation process. This study disaggregates the process into four stages to
examine those variations.

Another limitation that quantitative studies have revealed is that surprisingly few systematic
attempts have been made to address the impact of domestic interest groups on FTA formation.
This is mainly due to the difficulty encountered in measuring it. Since the composition and power
of interest groups vary significantly across countries, it is very hard to compare their activities in
the FTA formation process through quantitative means. Among the variety of interest groups, this
study focuses more on the impact of industry interest groups (IIGs) because they have strong interests
and power, especially in trade policy decision-making. For a better understanding of FTA formation
© The Author(s), 2020. Published by Cambridge University Press
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and to make improvements over existing FTA research, this study develops a new measure to identify
the extent of political pressure from IIGs.

This study’s disaggregation of the FTA formation process into four stages shows that the determi-
nants that work in the initial stages are quite different from those in the advanced ones. Specifically,
political institutions (e.g., regime types) are likely to influence FTA formation in the initial stages but
are likely to lose their influence as the process moves forward. Most interestingly, the influence of IIGs
has a positive impact on FTA formation in the first stage, when two countries start their FTA discus-
sions by establishing joint studies. In contrast, it has a negative impact in the last stage, when the FTA
finally enters into force via domestic ratification. The findings of this study collectively support the
hypothesis that an FTA is the result of sectoral politics where interests and the power of industries
have a significant influence on trade policy decision-making.

The remainder of this study proceeds as follows. First, it begins with a review of the FTA determi-
nants developed in the existing literature and investigates their limitations in improving existing FTA
studies. Next, it briefly presents the data and research design, and describes ways to develop a new
measure of the influence of IIGs on FTA formation. The subsequent statistical analyses have signifi-
cant implications for the study of FTA formation, particularly with respect to the influence of interest
groups on FTA formation.

2. Existing studies on FTA formation

Many scholars have contributed to a burgeoning literature that sheds light on what factors determine
FTA formation. Earlier works, mainly from the field of economics, put more emphasis on the eco-
nomic welfare factors, such as market size, bilateral trade amounts, and the level of economic growth.
Recent studies have argued that FTAs are a result of political games as well as the calculation of eco-
nomic optimality, and have begun to consider political factors, such as the types of political regime
and the role played by veto players (Grossman and Helpman, 1995; Frye and Mansfield, 2004;
Henisz and Mansfield, 2006; Mansfield et al., 2008). These have found that democracies are more
likely to form FTAs than autocracies, that political leaders’ welfare concerns for the general public
are more salient under democracies having larger electorates and median voters who are important
for reelection, and that open trade generally works for the benefit of the general public in a positive
way (Mansfield et al., 2002; Milner and Kubota, 2005). Further, political leaders in democracies find it
tougher to manipulate the economy for their parochial and personal interests because voters tend to
hold political leaders more responsible for economic downturns (Fearon, 1994; Frye and Mansfield,
2004; Henisz and Mansfield, 2006).

Realizing that all democracies are not homogenous, more recent studies emphasize their institu-
tional variations. In particular, they have centered on the number of veto players as an impediment
to the formation of FTAs (Henisz and Mansfield, 2006; Mansfield et al., 2008). When veto players
reflect the preferences of distributional losers from the FTA, FTA formation becomes more difficult
and unlikely. As the number of veto players rises, so does the number of groups they represent,
and the chances of ratifying an FTA are likely to decrease.

Other studies, emphasizing the demand side rather than the supply side of FTA formation, focus
more on the roles of societal actors, such as interest groups (Stolper and Samuelson, 1941; Gourevitch,
1986; Rogowski, 1989; Grossman and Helpman, 1995). The political process of trade policy decision-
making implicitly assumes that if politicians fail to reflect the preferences of interest groups, one of the
most powerful constituents, the groups will try to replace them with those who will. More specifically,
legislators are motivated by the desire to be reelected, and therefore try to maximize votes. Since a
trade policy has distributional consequences, vote maximization implies that votes gained from sup-
plying industry benefits are balanced by the costs at the margin. In a state of equilibrium, then, interest
groups balance the marginal costs and benefits of demanding a certain policy, and politicians balance
the costs and benefits of supplying it (O’Halloran, 1994). In addition to the preferences, interest
groups’ political power needs to be considered because they differ in their ability to effectively
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lobby politicians. For example, some industries that have strong political power and will be harmed by
an FTA have either been excluded from trade liberalization, or have provided long periods of adjust-
ment even when these compensations reduce net welfare (Grossman and Helpman, 1995).

However, existing studies have revealed several limitations. First, surprisingly few systematic
attempts have been made to address the impact of domestic interest groups on FTA formation.
This is mainly due to the difficulty encountered in measuring it. Since the composition and power
of interest groups vary greatly across countries, it is very hard to compare their activities in the
FTA formation process through quantitative means. Mansfield et al. (2008) argued that a veto player
is a useful surrogate for interest group activity because interest groups try to reflect their preferences on
trade policy through veto players.1 However, a veto player is not enough to capture the influence of
interest groups on FTA formation, since it focuses too much on the ‘resistance’ side. The ‘support’
side of trade policy has largely been left unexamined in veto player studies. In short, the impact of
interest groups on FTA formation needs to be measured more directly. For a better understanding
of FTA formation, this study develops a new measure of the extent of political pressures from IIGs
by including four specific components.

Another limitation of existing studies is that few have examined the different explanatory power of
each FTA determinant in the different stages of FTA formation. Given the trade policy decision-
making process, this study suspects that substantial variations may exist in these stages that have
not been examined in most empirical FTA research. By disaggregating the FTA formation process,
this study examines the impact of each determinant of FTA formation.

In general, there are four stages in FTA formation: (a) proposing FTAs, (b) negotiating FTAs, (c)
signing FTAs, and (d) ratifying FTAs. In the first stage, executives generally propose a trade agreement,
by conducting joint studies to calculate the expected benefits and costs. When the expected benefits are
greater than the costs, executives may start official negotiations, which is the second stage. According
to the two-level game developed by Putnam (1988), the chief negotiator must seek an agreement that
is among the various possible ‘wins’ in his state’s ‘win-sets’ at this stage. Win-sets are the possible
outcomes that are likely to be accepted by domestic actors – the key players in domestic ratification
processes. When there is an overlap between the win-sets of the partner state involved in the agree-
ment, the FTA discussions move on to the third stage – signing the agreement. In the last stage,
the agreement needs to be ratified by domestic legislators to enter into force.

Political leaders may have different incentives at each stage because the costs of terminating
the discussions rise.2 Since there is no firm commitment to move forward yet, for example, the
costs of terminating the discussions are relatively low in the initial stages. Thus, political leaders’
reputational costs associated with not following through are relatively limited. After FTAs are signed,
however, the breakdown of the agreements is likely to lead to higher costs. Spending resources to
negotiate and sign FTAs, only to have them rejected, would significantly undercut the reputation
and credibility of the politicians involved, especially when it comes to negotiating future accords.
Moreover, the breakdown of the agreements (or a long delay in ratification) after they are signed is
likely to negatively impact a government’s reputation in the international community, resulting in
considerable repercussions in negotiations with other countries for similar trade deals. As a result
of the different costs incurred at each stage, there may exist substantial variations in the different stages
of the FTA process.

For example, Kastner and Kim (2007) found that geopolitical and general welfare concerns are sig-
nificant in the initial stages but less salient in the final ones. In contrast, the role of veto players
becomes more salient in the advanced stages when political leaders are increasingly likely to anticipate
veto players’ reactions to and preferences for proposed FTAs to avoid unexpected results that can
undercut their reputation and credibility. As mentioned earlier, however, a veto player is only a

1Mansfield et al. stress on the role played by interest groups but acknowledge that it is hard to determine how to model and
empirically specify the structure of interest groups in each country (2008: 406).

2For the further discussion about the costs of terminating FTA discussions, see Kastner and Kim (2007).
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surrogate for an interest group activity, reflecting expected distributional losers alone. In other words,
employing a veto player variable is limited in fully capturing the impact of interest groups, losers, and
winners. Consequently, to overcome the limitations and to improve existing FTA studies, this study
develops a new measure of IIGs and disaggregates the FTA formation process.

3. Research design

3.1 Sample and dependent variable

This study collects a dataset that lists all bilateral FTA partners of CJK – as of 2016, 84 countries have
established bilateral FTAs with one of the three countries, seven have signed but not yet implemented
FTAs, 54 have been officially negotiating FTAs, and 14 have considered entering FTA discussions by
conducting joint studies. A complete list of these countries is given in Appendix 1.

The unit of analysis is the undirected dyad-year, including 160 countries in all dyads worldwide
that include at least one of the three countries. The sample covers the years from 1998, when East
Asian countries launched their FTA initiatives after the Asian financial crisis, to 2016, when the
most recent data were available.3

The dependent variable is the FTA formation disaggregated into four stages. At each stage, it is
coded as 1 if a dyad reaches the status of an agreement, and 0 otherwise. At Stage 1 (Proposed),
for example, it is coded 1 if two countries propose an FTA by conducting preparation talks or joining
research projects, and 0 if they never discuss it. At Stage 2 (Negotiation), it is coded 1 if they start
official negotiations, and 0 if they have proposed the FTA but have not reached the negotiation
stage yet. At Stage 3 (Signed), it is coded 1 if they sign the FTA that have reached Stage 2, but the
FTA has not entered into force. At Stage 4 (In force), the final stage, it is coded 1 if the FTA finally
enters into force through the domestic ratification or legalization process, and 0 if it continues to
remain at Stage 3.

3.2 Measuring the influence of IIGs

The main independent variable in this study is the influence of IIGs on FTA formation. In FTA for-
mation, sectoral cleavages between export-oriented industries (i.e., distributional winners) and import-
competing industries (i.e., distributional losers) have been observed frequently. Although IIGs’ impact
on trade policy is longstanding, there exist few systemic analyses. This is mainly due to the difficulty
encountered in measuring their influence on trade policy. This study develops the IIG index to meas-
ure the influence of sectoral cleavages on FTA formation using four components, namely trade com-
plementarity, trade orientation of an industry, the industry’s power in the domestic market, and
economic significance of FTA partners.

First, economists emphasize the trade complementarity to predict a country’s general propensity
for FTAs. The trade complementarity index (TCI) measures the degree to which the export pattern
of one country matches the import pattern of another. A high degree of complementarity is assumed
to indicate more favorable prospects for an agreement. When two economies are complementary, dis-
tributional consequences between expected winners and losers associated with trade liberalization are
less likely to be great than when they are competitive. If a huge conflict is expected when an FTA dis-
cussion is launched, political leaders are likely to hesitate to start the discussion. In this case, IIGs are
less likely to lobby for the FTA, since they may need to spend more resources, given the lower

3Some studies of FTA formation in East Asia extend their samples over years from 1992. Since they view the Soviet Union
collapse in 1991 as the critical juncture of a new era in international politics, they expect it to cause significant changes in East
Asian economic cooperation. In Northeast Asia, however, FTAs have become increasingly pervasive since the member coun-
tries in this region pursued regional economic cooperation after going through the 1997–98 Asian financial crisis. Therefore,
this study considers the year 1998 as the critical juncture of FTA formation in Northeast Asia.
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probability of success. In short, the TCI helps estimate general reactions of IIGs on FTAs, given the
patterns of pre-existing trade. The TCI of exporter i with importer j is calculated as shown below:

TCIij = 1−
∑
k
|Ek

i −Mk
j |

2

Here, Ek
i is the share of industry (or goods) k in country i’s total exports to the world, and Mk

j is the
share of industry k in country j’s total imports from the world. The IIG index includes the average of
the TCIs when country i is an exporter and importer in trade with country j. Data on the TCI are taken
from the UNCTAD statistics.

Even though the trade complementarity provides a rough estimate of IIGs’ responses to FTAs, the
following inter-related questions, to thoroughly examine IIGs’ impact on FTA formation, still need to
be answered more precisely: Which industry is likely to support an FTA and which one is likely to
oppose it? Given the industry’s power in the domestic market, how influential is this support (or
opposition) likely to be on political leaders’ decisions? How strongly is the industry likely to support
(or oppose) the FTA given the expected benefits (or costs) from establishing it?

To answer these questions, this study includes three more industry-level indicators.4 First, it con-
siders the trade orientation of an industry (i.e., export-oriented or import-competing). If an industry
in country i exports more than it imports in bilateral trade with country j, it is more likely to be an
export-oriented industry and thus support the FTA with country j, and vice versa. The measure of
industry k’s trade orientation in country i in the trade with country j is constructed as follows:

Ok
i =

Xk
ij − Xk

ji

Xk
ij + Xk

ji

*Country i: China, Japan, or South Korea
*Country j: any from among 160 countries
Here, Ok

i is the trade orientation of industry k in country i in trade with country j; Xk
ij is the volume of

industry k’s exports from country i to country j; and Xk
ji is the volume of industry k’s imports of coun-

try i from j (or exports from country j to i). This measure takes on values ranging from −1 to 1. A
positive value means that industry k in country i is likely to be export-oriented and thus likely to sup-
port an FTA with country j. In contrast, a negative value means industry k is import-competing and,
thus, more likely to oppose the FTA. Data on bilateral trade in the commodity level (based on SITC
Rev.3) are taken from UNCTAD statistics.

The pre-existing trade patterns are not enough to fully capture the influence of IIGs on FTA for-
mation because of the limited ability to determine how influential an IIG’s support for (or opposition
to) the FTA is likely to be. For the auto industry in the USA, for example, international trade is far less
important than domestic sales. Even if the auto industry’s volume of trade is relatively small when
compared to other industries, it is still hard for the US government to ignore the auto industry’s inter-
ests associated with a given FTA. Moreover, some industries enthusiastically support an FTA even
though the existing volume of trade is quite small, because they expect a huge increase in this volume
after the FTA enters into force (e.g., the pharmaceutical industry in the Korea–US FTA). I measure the
power of the industry in the domestic market with the domestic production of industry k as a percent-
age of country i’s gross domestic product (GDP) as follows:

Pk
i =

Dk
i

Gi

4With regard to industry-level measures, the aggregated level of industry should be considered since measures can vary
dramatically according to the level of aggregation. Given CJK’s industrial characteristics, this study selects the 10 aggregated
industries most significant in CJK, listed in Appendix 2.
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Here, Pk
i is the power of industry k in country i’s domestic market; Gi is the GDP of country i; and

Dk
i is the domestic production of industry k in country i. Data on each country’s GDP classified by

economic activity are taken from each national statistical office database.5 Data on GDP are taken
from the World Bank.

To create a single value for a given dyad-year, these two industry-level measures are multiplied and
all 10 values (from 10 industries) are summed as follows:

OPi =
∑10

k=1

Ok
i ∗ Pk

i

Meanwhile, IIGs do not necessarily react in the same way in all FTA discussions since all partners are
not economically significant. For example, IIGs in Korea may attach greater meaning to the Korea–US
FTA than the Korea–Peru FTA. If IIGs in country i expect huge benefits (or losses) from an FTA with
country j, they are likely to provide stronger support for (or opposition to) the FTA. In short, IIGs are
more likely to take action in FTA discussions with major trading partners than with minor ones, given
the greater distributional consequences. The economic significance of an FTA is measured as follows:

Sij =
Xij + Xji

Gi

Here, Sij is the economic significance of an FTA between countries i and j; Gi is country i’s GDP; Xij is
the volume of exports from country i to j; and Xji is the volume of imports of country i from j. Thus,
the numerator represents the volume of bilateral trade between countries i and j. This is a single meas-
ure for a given dyad-year ranging from 0 to 1. Since the preference, power of IIGs, and economic sig-
nificance of an FTA partner are inter-related issues associated with FTA formation, OPk

i is multiplied
by Sij. Finally, the IIG index is constructed, adding TCIij to OPk

i ∗Sij after standardization, as follows:

IIGij = TCIij + (OPk
i ∗ Sij)

3.3 Control variables

In this study, it is necessary to control the impacts of other variables that may affect FTA formation.
To test the institutional impact, this study includes two institutional variables. Democracy, measured
by Polity IV scores, ranging from 10 (most democratic) to −10 (least democratic), is included. Another
institutional variable is Veto player, measured by POLCON III, ranging from 0 (least constraint) to 1
(most constraint). Henisz (2000) developed this measure, capturing the feasibility of policy change
within particular governments, based on the number of veto players and distribution of preferences
across those veto players. This study averages the Polity IV and POLCON III scores across the two
countries in each dyad.

Besides domestic politics, a country decides to enter into an FTA in the context of international
politics. Several scholars have argued that it is more likely that FTAs may be formed among countries
having favorable political relations, such as allies, since gains from the agreements can be used to
increase the states’ political–military capability (Gowa and Mansfield, 1993; Gowa, 1994). It has
been widely argued that one of the main reasons for the absence of regionalism in Northeast Asia
is the national security consideration established during the Cold War era (Buszynski, 2009; Choi,
2013). On the other hand, FTAs can be used as an instrument for cooperative diplomacy between

5Data on China’s GDP classified by economic activity are taken from China Statistical Yearbook published by the National
Bureau of Statistics of China; Japan’s one are taken from Cabinet office Annual Report on National Accounts published by
Cabinet Office; and Korea’s one are taken from Statistic Korea database.
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non-favorable countries because economic integration via FTAs can help overcome mutual mistrust
and alleviate security competition (Mochizuki, 2009: 54). To measure political–military relations,
existing studies have normally investigated whether countries i and j are formal allies. However, the
number of formal alliances involving CJK is quite small, so such a variable provides little leverage
within the sample. Thus, this study turns instead to an alternative measure, Affinity, ranging from
−1 (least similar) to 1 (most similar). This measure captures the similarity between the two countries’
voting patterns in the United Nations General Assembly (Voeten et al., 2009).

This study also includes several economic variables. When it comes to investigating political lea-
ders’ welfare concerns associated with establishing FTAs, the key issue is that it is quite difficult for
political leaders to estimate ex ante whether FTAs will produce net positive or negative welfare
gains. Viner (1950) argued that the welfare effects of FTAs depend on the relative magnitude of the
‘trade creation’ and ‘trade diversion’ effects. Wonnacott and Lutz (1989) asserted that an FTA with
a ‘natural trading partner’ produces the ‘trade creation’ effect, thereby increasing net welfare.
Therefore, FTAs with natural trading partners are more likely to be attractive for political leaders, con-
sidering the general economic welfare in FTA formation. Most commonly, two simple criteria have
been used in assessing whether or not a country is a natural trading partner: the volume of trade
and the transportation cost, measured by geographical proximity (Panagariya, 1997). Thus, this
study includes Trade as the log of bilateral trade amount between countries i and j divided by country
i’s GDP, and Distance as the bilateral distance between the biggest cities of those two countries. Data
on distance are taken from Mayer and Zignago (2011).

Some have argued that countries with large domestic markets are less likely to be open because they
tend to depend less on international trade (Katzenstein, 1985). To test the impact of domestic market
size, this study includes Population via the log of population average between countries i and j. The
level of economic development may also affect a country’s trade policy (Rodrik, 1998), and therefore,
GDP pc via the log of GDP per capita average between countries i and j is included. The fluctuation in
economic growth may also affect political leaders’ decisions on FTA formation. Data on population
and GDP per capita are drawn from the World Bank.

Some studies have indicated that it becomes easier for political leaders to liberalize trade regimes
after economic crises (Mattli, 1999; Mansfield and Reinhardt, 2003), while others have demonstrated
that increased growth is likely to enhance a country’s demand for imports and supply of exports, cre-
ating an incentive to obtain preferential access, establishing FTAs (Mansfield et al., 2008). To test the
impact of the economic condition on FTAs, this study also includes Growth via an average of the per-
centage changes in GDPs of countries i and j. Lastly, it can easily be expected that a country with a
higher level of trade openness is more likely to form FTAs, and thus, Open via the log of an average
ratio of trade to GDP between countries i and j is included. Data on economic growth rate and trade
openness are taken from the World Bank. Descriptive statistics for all of the variables are presented in
Table 1.

4. Empirical results

The results of the probit analyses at each stage are presented in Table 2. Stage 1 demonstrates the con-
ditions under which an FTA is proposed with the establishment of joint studies. Stage 2 shows the
conditions under which CJK start official negotiations after a certain FTA is proposed. Stage 3 indi-
cates the conditions under which CJK sign it after several rounds of official negotiations. Stage 4
describes the determinants that lead the FTA to finally enter into force through the domestic ratifica-
tion process (or legalization) after it is signed.

This study finds that IIGs have a positive impact on FTA formation in the first stage, when two
countries begin to think about entering into an FTA by establishing a joint study. In contrast, it
has a negative impact in the last stage, when signed FTAs need to be ratified. For the substantive sig-
nificance of these results, this study also estimates the change in the predicted probability of the FTA
formation process as shown in Table 2, when the value of each variable changes from ½ standard
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deviation (S.D.) below the mean to ½ S.D. above the mean, while holding all other variables constant
at their means. A one S.D. change of IIG increases the probability of an FTA being proposed by
approximately 0.5% and decreases the probability of a signed FTA being ratified by approximately
9.1%.

The regime type (Democracy) emphasized in existing studies tends to have a stronger impact in the
initial stages but is statistically insignificant in the last stage. This result implies that CJK are more
likely to start FTA discussions with democracies, but the regime type does not really matter after
the FTA is signed. As presented in Appendix 1, CJK has established FTAs with democratic and non-
democratic countries. Another political institutional variable, Veto player, is statistically insignificant
in all the stages. These results show that political institutions are not enough to capture the dynamics
of domestic politics in FTA discussions.

Another interesting finding is that Affinity shows statistical significance in Stage 1 but is insignifi-
cant in Stage 4. The results imply that political leaders in CJK are likely to choose countries with favor-
able political–military relations as their FTA partners in the first stage but they are less likely to
consider international relations in the ratification process. After the FTAs are proposed, in short,
CJK are likely to move the FTA discussions to the domestic political arena. In Stage 4, the natural trad-
ing partner hypothesis is supported, that is political leaders in CJK are more likely to finally ratify
FTAs with countries having larger trade amounts and shorter distances.

The cumulative results strongly support the argument that IIGs have a profound influence on FTA
formation but in a different way, depending on the stage. At the very beginning of the FTA discus-
sions, potential distributional winners rather than losers are more likely to try to reflect their prefer-
ences on trade policy and, therefore, lead political leaders to propose a certain FTA expecting some
benefits. If the expected benefits from the FTA exceed the cost of lobbying, they will offer policy-
contingent campaign contributions to political leaders to start the FTA discussions. Political leaders
value these contributions because they are quite important for their reelection. In contrast, distribu-
tional losers are likely to try to terminate the FTA discussions by lobbying when costs from lobbying
are less than the expected costs from the FTA. However, distributional losers are less likely to be eager
to obtain information on a certain FTA in the initial stages when compared to the advanced stages
because the probability that the FTA finally enters into force is relatively low. As the FTA discussions
move forward, however, they will use more resources to prevent the FTA from entering into force. In
sum, political leaders need to spend more energy to coordinate various interests of IIGs, and this
unnecessary action impacts FTA formation negatively. It is also important to assess the robustness
of these results, particularly with respect to the coding of the dependent variable and the estimation
technique. In Table 3, the dependent variable is coded on a five-point scale (0–4), depending on the
status of an agreement. Specifically, it is coded as 0 when there are no FTA discussions at all between i
and j; 1 when an FTA is proposed by establishing joint studies; 2 when two countries start official
negotiations; 3 when the FTA is signed; and 4 when the FTA finally enters into force. Since the

Table 1. Descriptive statistics

Variable Mean S.D. Min Max

FTA 0.41 1.01 0 4
IIG 2.16 × 10−10 1.57 −8.35 14.10
Democracy 3.67 4.93 −8.5 10
Veto player 0.31 0.15 0 0.68
Affinity 0.78 0.24 −0.84 1
(In)Trade/GDP −3.04 2.65 −14.47 3.48
Distance 9712.01 3790.77 955.65 19629.5
(ln) Population 18.62 1.30 16.96 21.01
(ln) Open 3.96 0.37 2.54 5.37
(In) GDP pc 9.20 1.08 5.98 11.31
Growth 4.55 3.79 −31.10 7.60
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dependent variable is nominal, multinomial probit analyses are employed.6 By changing the reference
category (or the baseline), this study tests different impacts of FTA determinants at each stage. As
shown in Table 3, the multinomial probit estimates are quite similar to the probit estimates. In
short, the statistical results of this study are not influenced by the different coding of the dependent
variable and the estimation technique.

5. Conclusion

This study has the potential to make at least two significant contributions to FTA studies. First, it
develops the IIG index to more directly measure the impact of a sectoral cleavage on FTA formation
more directly. Even though most scholars have agreed on the significant impact of a sectoral cleavage
on FTA formation, hardly any effort has been made to investigate it. Only the role of veto players has
been stressed as a surrogate for domestic political activity from interest groups in FTA formation,
because it is quite difficult to compare interest group activities across countries. However, this veto
player perspective focuses too much on the ‘resistance’ side of the domestic actors, and the ‘support’
side for trade policy is left largely unexamined. To investigate what leads political leaders to establish
FTAs more precisely, there is a need to focus on the driving factors as well as impediments. This study
attempts to contribute to existing FTA studies by developing a new measure of IIGs.

Second, the analyses in this study can better explain the variations that may exist depending on the
stages of the FTA formation process. In contrast to existing studies that are likely to ignore the
dynamic process of FTA formation, this study disaggregates the process into four stages and finds

Table 2. Probit estimates of the determinants of CJK bilateral FTA formation, 1998–2016

Probit estimates Change in predicted probabilities

Stage 1:
proposed

Stage 2:
negotiation

Stage 3:
signed

Stage 4:
in force Stage 1 Stage 2 Stage 3 Stage 4

IIG 0.06*** −0.06 −0.06 −0.20*** 0.005 −0.034 −0.014 −0.091
(2.66) (−1.21) (−0.65) (−2.56)

Democracy 0.08*** −0.10*** 0.11*** −0.02 0.028 −0.221 0.179 −0.028
(5.40) (−4.55) (3.77) (−0.58)

Veto player −0.55 −0.70 −1.47 0.27 −0.004 −0.041 −0.029 0.008
(−1.46) (−1.08) (−1.54) (0.28)

Affinity 0.52*** 0.24 −0.89** 0.14 0.007 0.019 0.025 0.007
(3.75) (1.04) (−2.49) (0.39)

(In)Trade/GDP 0.18*** 0.01 −0.00 0.26*** 0.038 0.010 −0.001 0.078
(10.32) (0.40) (−0.05) (3.46)

Distance 0.00 −0.00*** 0.00* −0.00* 0.002 −0.062 0.025 −0.037
(1.48) (−3.13) (1.94) (−1.78)

(ln) Population −0.11*** 0.25*** 0.32*** −0.24* −0.006 0.102 0.086 −0.078
(−3.02) (3.48) (3.21) (−1.84)

(ln) Open 0.83*** 0.74*** 1.28*** −0.73*** 0.020 0.083 0.095 −0.083
(8.76) (4.38) (5.11) (−2.97)

(In) GDP pc 0.07 0.45*** −0.12 0.08 0.004 0.144 −0.019 0.014
(1.31) (6.38) (−1.18) (0.51)

Growth 0.01** −0.11*** −0.04 0.04 0.003 −0.145 −0.022 0.022
(2.01) (−5.55) (−1.28) (1.02)

Constant −3.90*** −10.19*** −10.75*** 7.93**
(−3.55) (−4.79) (−3.81) (2.13)

Obs. 6,843 906 632 459
Prob χ2 <0.00 <0.00 <0.00 <0.00

Notes: Z scores are in parentheses; ***p < 0.01; **p < 0.05; *p < 0.10 (two-tail test).

6Since the dependent variable is nominal, the ordered logit (or probit) analysis would also be useful. However, since the
parallel regression assumption (the proportional odds assumption) is violated in the dataset, as the Brant test shows, the stat-
istical results of the ordered logit estimates would be biased (χ2 = 637.61, P > χ2 = 0.00).

Japanese Journal of Political Science 153

ht
tp

s:
//

do
i.o

rg
/1

0.
10

17
/S

14
68

10
99

20
00

00
31

 P
ub

lis
he

d 
on

lin
e 

by
 C

am
br

id
ge

 U
ni

ve
rs

ity
 P

re
ss

https://doi.org/10.1017/S1468109920000031


that the determinants of FTA formation have different impacts based on the stage of the FTA discus-
sions. This study found that IIGs have a positive impact in Stage 1, when CJK choose their FTA part-
ners, but have a negative impact in Stage 4, when the FTAs finally enter into force. The regime type
emphasized in the existing FTA studies is likely to influence FTA formation in the initial stages, but it
is likely to lose its influence as the FTA discussions proceed further. Moreover, political–military rela-
tions have influence in the first stage but the FTA discussions move from international relations to the
domestic political realm after the FTA is proposed. The results of this study collectively support the
hypothesis that an FTA is the result of sectoral politics.

Although the focus of this study is on FTA formation in CJK, the main idea and findings of this
study have significant implications for the study of FTAs in other countries, which will be examined in
future research if industry-level data are available. Furthermore, the results of this study have a bearing
on other types of regional trade agreements (RTAs). It is expected that the influence of IIGs on RTA
formation grows larger as the proposed level of integration in an agreement goes deeper. As the level of
trade liberalization grows higher in deeper regional integration, so does the interest of IIGs in an
agreement. A better understanding and measurement of IIGs will be a key factor in improving our
understanding of the political economy of FTAs.

Funding information. This research was supported by National Research Foundation of Korea Grant funded by the Korean
Government (2017S1A5A8019544).

Supplementary material. The supplementary material for this article can be found at https://dataverse.harvard.edu/dataset.
xhtml?persistentId=doi:10.7910/DVN/OJ9QPA

Table 3. Multinomial probit estimates of the determinants of CJK bilateral FTA formation in the advanced stages of the
FTA formation process, 1998–2016

Stage 1: proposed
(baseline = 0)

Stage 2: negotiation
(baseline = 1)

Stage 3: signed
(baseline = 2)

Stage 4: in force
(baseline = 3)

IIG 0.10*** 0.00 −0.00 −0.09*
(3.24) (0.09) (−0.07) (−1.68)

Democracy 0.09*** −0.13*** 0.12*** 0.01
(5.08) (−6.26) (3.97) (0.39)

Veto player −0.77 −0.42 −0.88 −0.64
(−1.60) (−0.73) (−1.03) (−0.74)

Affinity 1.00*** 0.89*** −0.91*** 0.12
(5.68) (4.05) (−3.05) (0.40)

(In)Trade/
GDP

0.25*** −0.03 −0.01 0.09**

(10.49) (−0.92) (−0.27) (2.05)
Distance −0.00 −0.00*** 0.00** −0.00**

(−0.95) (−5.36) (2.15) (−2.26)
(ln)

Population
−0.71*** 0.12** 0.21** −0.07

(−3.44) (2.21) (2.53) (−0.83)
(ln) Open 1.02*** 0.29** 0.65*** −0.41**

(8.60) (2.08) (3.30) (−2.05)
(In) GDP pc 0.14** 0.58*** −0.31*** 0.09

(2.21) (8.15) (−2.97) (0.82)
Growth 0.03*** −0.04*** −0.02 0.02

(3.08) (−2.91) (−1.03) (0.87)
Constant −4.93*** −8.06*** −4.49* 3.58

(−3.38) (−4.76) (−3.81) (1.44)
Obs. 7,860
Prob χ2 <0.00

Notes: Z scores are in parentheses; ***p < 0.01; **p < 0.05; *p < 0.10 (two-tail test).
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Appendix 1
List of bilateral FTAs of China, Japan, and Korea, 2016

FTAs under consideration FTAs under negotiation FTAs signed FTAs in force

China India GCC Singapore Australia
Mauritius Georgia ASEAN
Nepal Norway Chile

Sri Lanka Costa Rica
Iceland
Korea
New Zealand
Pakistan
Peru
Switzerland

Japan EU Australia
GCC ASEAN
Canada Chile
Columbia India
Korea Mexico

Mongolia
Peru
Switzerland

Korea EAEU Ecuador Central America Australia
MERCOSUR GCC ASEAN

Israel Canada
Japan Chile
Mexico China

Colombia
EFTA
EU
India
New Zealand
Peru
Turkey
US

EFTA (the European Free Trade Association): Iceland, Liechtenstein, Norway, and Switzerland; GCC (the Gulf Cooperation Council): Bahrain,
Kuwait, Oman, Qatar, Saudi Arabia, and United Arab Emirates; MERCOSUR (Mercado Común del Sur): Argentina, Brazil, Paraguay, Uruguay,
and Venezuela; ASEAN (the Association of Southeast Asian Nations): Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, Philippines,
Singapore, Thailand, and Vietnam; EU (the European Union): Austria, Belgium, Bulgaria, Cyprus, Czech Republic, Denmark, Estonia, Finland,
France, Germany, Greece, Hungary, Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, the Netherlands, Poland, Portugal, Romania,
Slovakia, Slovenia, Spain, Sweden, and the United Kingdom Central America: Panama, Costa Rica, Guatemala, Honduras, Dominican
Republic, and El Salvador; EAEU (Eurasian Economic Union): Armenia, Belarus, Kazakhstan, Kyrgyzstan, and Russia.
Source: The CJK governments provide specific information on the status of the agreements. For Chinese FTAs, China FTA Network (http://fta.
mofcom.gov.cn); for Japanese FTAs, Ministry of Foreign Affairs of Japan, (http://www.mofa.go.jp/policy/economy/fta); and for Korean FTAs,
Ministry of Trade, Industry, and Energy, (http://english.motie.go.kr/en/if/ftanetwork/ftanetwork.jsp). For some FTAs, the dates of entry into
force provided by the WTO are different from those provided by the governments. In such cases, this study follows the respective
government’s information.
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Appendix 2
List of the main industries in CJK

Industry SITC Rev.3 Description

Agriculture 0 Food and live animals
1 Beverages and tobacco

Textile and leather products 226 Textile fibers and their waste
661 Leather, leather manufactures, n.e.s., and dressed fur skins
665 Textile yarn, fabrics, made-up articles, n.e.s., and related products
884 Articles of apparel and clothing accessories

Paper and wood 224 Cork and wood
225 Pulp and waste paper
663 Cork and wood manufactures (excluding furniture)
664 Paper and paper manufactures

Chemicals 5 Chemicals and related products, n.e.s.
223 Crude rubber (including synthetic and reclaimed)
333 Petroleum, petroleum products, and related materials
662 Rubber manufactures, n.e.s.

Minerals 666 Non-metallic mineral manufactures, n.e.s.
Metals 667 Iron and Steel

668 Non-ferrous metals
669 Manufactures of metals, n.e.s.

General machinery 771 Power-generating machinery and equipment
772 Specialized machinery
773 Metalworking machinery
774 Other industrial machinery and parts
775 Office machines and automatic data-processing machines
776 Telecommunications and sound-recording, and reproducing

apparatus and equipment
Electrical machinery 777 Electrical machinery, apparatus, and appliances, n.e.s.
Transport equipment 778 Road vehicles (including air-cushion vehicles)

779 Other transport equipment
Professional Instruments 887 Professional and scientific instruments, n.e.s.

Source: The industry-level data are taken from the UNCRTAD Stat (http://unctadstat.unctad.org).
Note: The level of industry may need to be more precisely disaggregated because different preferences (support vs. opposition) for a certain
FTA in a single industry may exist given their different comparative advantages. For example, the Chinese auto parts industry has a
comparative advantage as compared to the Chinese production of the complete unites (e.g., passenger cars). Japan and Korea tend to
import auto parts from China, then assemble those into a complete unit, and finally, export the unit to China or other countries. In contrast
to overall expectations that the Chinese auto industry severely opposes FTAs with Japan and Korea, the Chinese auto parts industry may
support them. However, the industries in China, Japan, and South Korea are not specified as much as those in Western countries. Therefore,
the size of more disaggregated-level industries (e.g., the Chinese auto parts industry) is relatively small, and therefore, their influences on FTA
formation are not expected to be very powerful.

Cite this article: Choi Y (2020). Political economy of free trade agreements in China, Japan, and South Korea: sectoral pol-
itics of the FTA wave, 1998–2016. Japanese Journal of Political Science 21, 145–157. https://doi.org/10.1017/
S1468109920000031
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