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* The “Three Arrows” of Abenomics and Japanese Economy in the
Global Market

* The Action Plan to Implement the Growth Strategy (October 2013)
e The TPP and Japan’s FTA/EPA Strategy
* Increasing Coherence and Beyond Regionalism



The Three ,Arrows” of ,Abenomics”

Revitalization of Japanese Economy

1. Aggressive Monetary Policy
2. Flexible Fiscal Policy

3. Growth Strategy promoting Private Investment

(4 ?) The Tokyo Olympic Games in 2020

Waldenberger and Watanabe



Critical questions:
Growth Strategy to Stimulate Private
Investment

1. What does ,,growth” mean in the context of a declining population?

2. How can the government stimulate private investment?

e Taxation? e Labour participation by women

and foreigners ?
e Regulatory reform ? g

e Consolidation of the public

. . i ?
Trade liberalization: EPA/TPP ? deficit ?

e Agricultural reform ?

Waldenberger and Watanabe



Japan’s Position in the Global Economy

How to assess Japan’s position?

1. Size — 3rd largest economy in terms of GDP
2. Comparative advantage — strong vs weak sectors
3. Level of integration into the world economy

4. Technological potential

Waldenberger and Watanabe



Japan’s Position in the Global Economy

Comparative advantage (RCA)

2'2 1 Industry ‘s world export share

3:5 - - divided by share in total world exports

3.0

2> i I Japan ‘s total world export
i'g | share declined from 8.8%
1.0 (1995) to 5.6% (2005) to

05 4.5% (2011).

0.0

Germany shows a similar
RCA pattern.

Germany ‘s share in world
exports declined less
dramatically, from 9.9% to

9.2% to 8.1%.
UNCTAD Statistics
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Japan’s Position in the Global Economy

Internationalization — low export ratio

Export / GDP ratios 2011 in %
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Japan’s Position in the Global Economy

Internationalization — low outward FDI ratio

Outward FDI stock / GDP ratios 2011 in %
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Japan’s Position in the Global Economy

Technology — High R&D expenditure to GDP ratio

2010
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2010

Triadic patent family applications per

Japan’s Position in the Global Economy
Technology — Very strong patenting activity
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Japan’s Position in the Global Economy

Technology — Focus not on technology/knowledge
Intensive industries

% Share of R&D expenditure 2010
70
60
50 B High-tech manufacturing
40
B Medium- to low-tech
30 manufacturing
20 B High-knowledge market services
10
00 Low-knowledge services
Germany Japan Korea United OECD
States sample
median

OECD Statistics
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Japan’s Position in the Global Economy

Internationalization — Japan’s unrealized potential

Strong domestic focus of Japanese companese implies ...

e Japanese companies seem to be limiting
themselves to the domestic market.

* Here, they confront increasingly intense competition.
 They are missing growth opportunities abroad.

« They are not fully exploiting their excellent
technological potential.

Waldenberger and Watanabe
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Outline of the Action Plan to Implement the
Growth Strategy

 The government will accelerate and strengthen the implementation
of the growth strategy, known as “the Japan Revitalization Strategy”,
which is the third arrow of Abenomics, launched to change people’s
expectations into actions.

 Through the discussions held after the formulation of the strategy,
details and directions of the structural reforms regarding the
following major related measures, such as the submission of bills at
the current extraordinary Diet session, have been embodied or these
measures have been decided to be implemented ahead of schedule.
The government will firstly press on such measures.

umi Watanabe 13



1. Infrastructure Development for Regulatory
and Institutional Reforms

Boldly promote structural reforms with the three-area approach: on a region-wide
basis, on a corporation basis, and on a nation-wide basis

— Creation of National Strategic Special Zones as a breakthrough to change Japan’s
economic society, and bold regulatory and institutional reforms in such fields as medicine,
education, agriculture, and city-planning <<Kon a region-wide basis: a bill for related Acts
on National Strategic Special Zones>>

— Establishment of the Special System for Corporate Field Tests to support business
expansion to new fields t rouEh special regulatory measures on a corporation basis <Kon
a corporation basis: a bill for the Industrial Competitiveness Enhancement Act>>

— Establishment of the System to Eliminate Regulatory Gray Zones to check legality of
new business to facilitate business expansion in new fields <<on a nation-wide basis: a
bill for the Industrial Competitiveness Reinforcement Act >

— Further promotion of structural reforms through collaboration between the Council
for Industrial Competitiveness and the Council for Regulatory Reform

Yorizumi Watanabe 14



* Generally mobilize all measures for the development of business
environments, including tax incentives, etc. in order to encourage
companies to invest their management resources for the future

* —New tax incentives to promote capital investment that enhances
productivity

e —New tax incentives to promote business reorganization
e —New tax incentives for corporations investing in venture funds

e —Promotion of the introduction of highly independent outside board
members

[a bill for the Act to Revise the Companies Act]

e —Review of the portfolio and governance of public and quasi-public fund
investment, etc.



3. Employment System Reform and
Enhancement of Human Capital

* Accelerate initiatives for enhancing human capital and reforming the employment
system, and promote university reform, including reform of the payroll system

e —Speeding up of the utilization of private-sector human resource businesses

« —Swift implementation of the zero child care-waiting list project and development of an
environment where men and women can balance work and child-rearing, etc.

e —Reform of the Points-based Preferential Immigration Treatment for Highly Skilled
Foreign Professionals and shortening of the periods of stay for permitting permanent
residence for those professionals [submission of a bill for revising the Immigration
Control and Refugee Recognition Act at the next ordinary Diet session]

* —Strengthening of functions of universities to create innovations and promotion of
university reform [in relation to a bill for the Industrial Competitiveness Enhancement

Act]

Yorizumi Watanabe
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4. Creation of Strategic Markets through
Structural Reforms, etc.

* Create new markets that will boost Japan’s economic growth through
regulatory and institutional reforms as well as opening up markets that
have been dominated by the public sector

e —Reform of healthcare and medical markets and establishment of the
Japan Medical Research and Development Agency (provisional) [bills for
the Act to Revise the Pharmaceutical Affairs Act, etc. and the Act to Ensure
the Safety of Regenerative Medicine, etc.]

« —Strengthening of agricultural competitiveness through consolidation of
farmland, etc. [a bill for the related Acts for the Development of Farmland
Intermediary Management Institutions (provisional)]

* —Reform of electricity system and Eromotio_n_of the introduction of
renewable energy [bills to amend the Electricity Business Act and the Act
on Renewable Energy in Rural Areas]

Yorizumi Watanabe 17



 Implement the growth strategy by the united efforts of the central
government and local governments and promote initiatives for the
innovation of SMEs and small businesses

 —Establishment of the Council on Regional Industrial Competitiveness
sequentially at a regional level and promotion of full-scale local efforts
involving the industry, academia, the public sector, financial institutions,
and others

e —Support for the promotion of business startups, etc. in local areas [a bill
for the Industrial Competitiveness Enhancement Act]

e —Development of a framework to energize SMEs and small businesses
[submission of a basic bill for the promotion of small businesses at the next
ordinary Diet session]



Agenda of the TPP

Trans-Pacific Strategic Economic Partnership Agreement

-"P4”. acomprehensive FTA including elimination of all tariffs among Chile, Brunei,
New Zealand, and Singapore

-TPP/12:

Participants: US, Canada, Mexico, Peru, Chile, Vietham, Malaysia, Singapore,

Brunei, Australia and New Zealand, Japan

= Goal: to be completed by the end of 2013

Negotiating Agenda: 21 chapters including 4 cross-cutting issues

Market Access for goods (sugar, beef, rice,..)
Rules of Orhqm (textiles and apparelg
Sanitary and Phytosanitary Standards(SPS)
Technical Barriers to Trade
Telecommunications

Temporary Entry

Competition (SOES)

Market Access for goods (sugar, beef, rice,..)
Cooperation and Capacity building
Cross-border services

Customs Textiles and apparel

E-commerce Trade remedies

Environment « Regulatory coherence o

Financial services . CI(\)ArEpetlt|veness and business facilitation
. S

Government Procurement
Intellectual Property Rights
Investment (ISDS)

Labour

Legal issues

Development

Yorizumi Watanabe
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Membership and Economic Importance of
Regional Integration Frameworks

Trade Trade
RCEP (2012) | (2012)

. Billion Share Billion Share
ASEAN+3 uss (%) USS (%)
Korea JCK FTA 6,619 17.9 14,280.9 20.4
| ASEAN Ind
ndia
Indonesia China RCEP 10,470 28.4 19,929.9 28.5
Philippine |
Cambodia Thailand
» TPP TPP 9,545 25.9 26,593.4 38.0
Myanmar | Sngapare, Vietnam
Melaysia, Brurd o Australia USA Perw e TTIP 15,602 42.3 32,686.5 46.8
New Canach, Mesico
Zealand World 36,890 100.0 69,899.2 100.0

Yorizumi Watanabe 20



APEGC—-wide Economic Integration

FTAAP(Free Trade Area of Asia—Pacific)

The Trilateral FTA
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http://www.ap-infra.org/cgi-local/inter/country_top.pl?fnm=chile-j.htm
http://www.ap-infra.org/cgi-local/inter/country_top.pl?fnm=brunei-j.htm
http://www.ap-infra.org/cgi-local/inter/country_top.pl?fnm=nzland-j.htm
http://www.ap-infra.org/cgi-local/inter/country_top.pl?fnm=singa-j.htm
http://www.ap-infra.org/cgi-local/inter/country_top.pl?fnm=usa-j.htm

Economic Partnership Agreement
EPA: Japan’s FTA Strategy

Yorizumi Watanabe
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Substance of Japan’s EPA
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Japan s FTA/EPA Achievement so far

e Japan-Singapore EPA (in force since 2002.11)

Japan-Mexico EPA (negotiations started in 2002.11, in force since 2005.4)
Japan-Malaysia EPA (in force since 2006.7)

Japan-Chile EPA (negotiations started in 2006.2, in force since 2007.9)
Japan-Thailand EPA (agreement in substance 2005.9, in force 2007.11)
Japan-Indonesia EPA (negotiations started in2005.7, in force 2008.7)
Japan-Brunei EPA (negotiations started in 2006.6, in force 2008.7)
Japan-ASEAN EPA (negotiations started in 2005.4, in force 2008.12)
Japan-Philippines EPA (agreement in substance 2004.11, in force 2008.12)
Japan-Switzerland EPA (negotiations started in 2007.5, in force 2009.2)
Japan-Vietnam EPA (negotiations started in 2007.1, in force 2009.10)
Japan-India EPA (negotiations started in 2007.1, in force 2011.8)
Japan-Peru EPA (negotiations started in 2009.5, in force 2012.3)

Japan-Korea EPA (negotiations started in 2003.12, suspended in 2004.11)
Japan-GCC EPA (negotiations started in 2006.9)

Japan-Australia EPA (negotiations started in 2007.4)

Japan-Mongolia EPA (negotiation started in 2012.6)

Japan-Canada EPA (negotiation started in 2012. 10)

Japan-Colombia EPA (negotiation started in 2012. 12)

©Yorizumi Watanabe, SFC, Keio University
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Bilateral and regional FTAs/EPAs
and their Importance to Japan

EPA-FTA in Japan
(July, 2013)

® Concluded » 13

Singapore, Mexica, Malavsia, Chile,

Thailend, Indonesia, Brunei, ASEAN,
Philippines, Switzerland, Viet Nam, ;
India, Peru s

® Negotiating » 10

(Include Countries unsigned)
Austrzliz (Negotizting), Mongalia
(Megotiating!, Canada (Negotiating),
Colombia (Negotigting), Japan-China-
ROK (Megotiating), EU (Megotieting),
RCEP (Megotiating), TPP {Negotiating],
GCC (Negotiation postponed),
Korea (Negotiation suspendad)

O Pre-Negotiating (ex. Jeint Study)
Turkey

Source: http://www.mofa.go.jp/policy/economy/fta/index.html
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Tariff Elimination in the TPP Negotiations:
Possible Tariff Offer by Japan (Nikkei, Nov. 2,2013)

95%: tariffs maintained on products (rice, sugar, timber, pineapple etc)

Provided that the tariffs to be eliminated on leather products, wine, chocolate,
cockies, salt, tobacco, beef tongue, etc

93.5%: tariff maintained on products (rice, wheat, dairy, beef/pork, sugar,
etc.)

89.7%: tariffs maintained on products that Japan has never
offered zero-duty

88.4%: the highest level of tariff concession by Japan’s EPA (the
Japan-Philippines EPA)

Yorizumi Watanabe 26




Japan’s EPA Strategy
-- Japan as a Pivotal Centre between TPP &RCEP --

- ASEAN+6=CEPEA=proposed by Japan

(20064F)
East Asia "Integration-oriented approach

RCEP *Trade Facilitation/Capacity-building to
,\CLMV
Japan’s EPAs
already ® TOTRFEEBEH
concluded E ZEFTAAP
(13) T

TPP " Rule-oriented approach
*High-level Market Access

Pacific Rim { * NAFTA Latin America
*Regulatory Convergence, Harmonization

Yorizumi Watanabe
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Multilateralizing Regionalism

e Convergence of Liberalization Efforts in 3 Mega FTAs, i.e. TPP, TTIP,
and the Japan-EU EPA

e A New Momentum to reinforce the Trade Multilateralism embodied
in the WTO

* Japan and the United States should work together for Multilateral as
well as Inter-regional Trade/Investment Liberalization

Yorizumi Watanabe
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Concluding Remarks: Increasing Coherence
Japan’s EPA Policy to Multilateralize Regionalism

e TPP(Asia-Pacific): an ultimate FTA with the ultimate
partner; i.e. USA

 RCEP(East Asia): Providing a Legal Framework to
Secure “de-facto Business-driven Integration”

* Japan-China-Korea FTA: missing parts of the jigsaw
puzzle

* Japan-EU FTA: towards an Asia-Europe partnership

e Joint Efforts to Multilateralise the Preferential Deals
with a view to Strengthening the WTO

Yorizumi Watanabe
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