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Abstract 

Japan's recent economic performance is generally described as unattractive, particularly 
when compared to its growth twenty years ago. Yet perhaps the glass is half-full rather 
than half-empty: the Japanese economy still ranks third in the world after the US and 
China, living standards are high, and the country has recovered well from the 2011 
earthquake, given the scale of the disaster.  

Yet Japan faces tremendous challenges, including economic stagnation, a high fiscal 
deficit and an ageing population. The 2011 catastrophe undermined the revitalisation 
programme that had been launched, although it also created a sense of urgency to move 
forward with reforms. 

Opening the country to competition from the outside is integral to its rebirth strategy, 
and the free trade agreement (FTA) with the EU would contribute to that opening. 
Though consultations on the ambition of the accord have been finalised, its success is 
uncertain. A number of stakeholders in the EU are sceptical of the benefits and of Japan's 
readiness to implement commitments, especially on non-tariff barriers. Yet others 
believe that if Europe postpones the process at a moment when it faces economic 
slowdown, the delay will send a negative signal to a country that is an important trade 
partner and investor.  
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1. Japan's economy after the great earthquake1 
 
 
 
Growth prospects 

A few months after the triple disasters of March 2011 — the earthquake, 
tsunami and nuclear catastrophe — the Japanese economy began to 
rebound. Gross domestic product (GDP) contraction for that year, initially 
estimated at -2.3 %, was later revised to -0.7 %. In 2012, the GDP is 
expected to grow by +1.5 % to +2 % although the situation in Europe is a 
downside risk. Real GDP is now at pre-earthquake levels.    

It was feared that the colossal material loss (estimated at some 3.5 % of 
GDP) would cause an economic slowdown and drive the country into a 
new recessionary phase. Fears were reinforced by the economic slump in 
Europe and the US and the appreciation of the Japanese yen. Recent 
concerns have focused on the possibility that growth will wane with the 
decline in reconstruction spending.   

However, Japan is no longer in a critical state. Real annual growth since 
the previous plunge in early 2009 has been 2.4 %. Japan estimates that the 
economic impact of the 2011 disasters was smaller than that of the 
collapse of Lehman Brothers.  

Figure 1: 
Comparision between the 
impact of earthquake 
and the "Lehman Shock" 

 
Source: METI/Japan Cabinet Office   

 Government investment and reconstruction activities continue to boost 
industrial output. The complete public spending package, including all 
measures, amounts to JPY 96 000 billion, the largest package ever. In 
addition to budgetary measures, the government agreed on a 
comprehensive framework to respond to the vicious circle of deflation and 

                                                               
1 This briefing focuses on economic and trade issues in Japan, for an overall briefing 
including political issues, please refer to 'Japan' Country Briefing (May 2012). For historical 
background and general overview of Japan's economy, see DG Expo Policy Department  
'Economic and Trade relations with Japan', Briefing Note (September 2011). 

http://www.expo.ep.parl.union.eu/expo/webdav/site/myjahiasite/shared/podp/documents/Regions_and_countries/Asia/japan_cb_2012.pdf
http://www.expo.ep.parl.union.eu/expo/webdav/site/myjahiasite/shared/podp/documents/Themes/External_Economic_Relations_Trade_and_Globalisation/japan_econ_trade_relations_2011.pdf
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yen appreciation which constitutes the principal threat to the 
competiveness of Japanese exports2.  

Figure 2: 
Japan inflation rate 

 

 
 
Deflation 

After the yen sharply appreciated in 2011, the Ministry of Finance 
intervened in the market. Since October, the Ministry has sold yen, and the 
currency has since slightly depreciated. The value of the Japanese 
currency fell sharply in March 2012 after the Bank of Japan announced 
that it would set an inflation goal of 1 % and reinforced its asset-purchase 
program3. (It strengthened, however, again in May and June.) Japan stays 
in the state of mild deflation but deflationary tendencies appear to have 
diminished, as prices have risen or remained stable. 

The trend towards ceasing deflation and the recovery of domestic 
consumption has given hope that the recovery will not be short lived. In 
the first quarter of 2012, consumption grew by 4.4 % compared to the 
previous quarter4. Half of this growth was due to an increase in service 
consumption, boosted by the increased compensation of employees and 
subsidies for energy-efficient automobiles. Because the service sector is 
not as volatile as those of goods, and because households spend four 
times more on services than on goods, the increase may well bode well for 
the future.  

Yet many risks to the recovery remain, mostly due to the rather 
discouraging global economic environment and the uncertain recovery of 
industrial production.  

A budget deficit forecast at around 10 % for 2012-2013 may maintain or 
even increase Japan's public debt, which could reach 239 % of GDP — the 
highest ratio in the developed world5. The current government has 
promised to increase the consumption tax from 5 % to 10 % by 2015, and 
to increase sales tax to 8 % by April 2014 and to 10% by October 2015. 

                                                                                                                                                                                                               
2 Cabinet Decision, October 2011, at 
http://www5.cao.go.jp/keizai1/2011/111021_yen_appreciation.pdf 
3 7 % against USD and 10 % against Korean won since October 2011. 
4 Japan: Broader economic Recovery under Way, Oxford Analytica, 18.05.2012. 
5 Japan's public debt, however, is 90 % domestically owned, and therefore relatively easily 
manageable, since it can be re-financed at relatively low interest rates.  
6 OECD, http://www.oecd.org/dataoecd/32/2/50190618.pdf, see also IMF urges Japan to 
Tackle debt problem, Financial Times, 12 June 2012 
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According to the OECD and IMF, the tax rise is a must for a fiscal 
consolidation; without it, public debt may become unmanageable6.  

 
 
 
A thirty years lasting trade 
surplus faded in 2011 due to 
several shocks. Exports are 
recovering but urgent 
measures are needed to 
avoid a chronic deficit. 

Trade balance  

With some crisis-related exceptions7, Japan ran trade surpluses for 30 
years until 2011, when the combined deficit of goods and services was 
-0.8 % of GDP (52.3 billion USD). This can be attributed to a number of 
factors, including a sharp appreciation in the yen in 2011 (chiefly due to 
its perceived safe-heaven status8) and a disruption in electronics and 
automobile production as a result of the earthquake in Japan and floods 
in Thailand. The nuclear disaster at Fukushima led to the shut down of 
Japan's nuclear power plants, and this weighted heavily on the country's 
energy imports bill.   

Figure 2: 
Japan balance of trade 

 Exports are expected to recover as a result of a slightly weaker yen and a 
strong demand from Asia and North America. However, the import bill will 
also increase given the considerably increased energy imports, as nuclear 
power generators remain halted, at least until July. The deficit on goods 
trade balance is expected to diminish in the coming few years, but the 
balance in the services sector will remain negative.  

The 2011 trade deficit, however, may provide a warning of a more 
persistent trend in the Japanese economy. This has provided a sense of 
urgency in Japan regarding reforms announced in the country's Growth 
Strategy of 2010 and its post-earthquake Strategy for Rebirth of 20119.  

The current account balance is likely to remain positive (1-2 % of GDP) due 
to Japan's large overseas investment. As returns from domestic 
investment remain rather limited, incentives to move the capital outside 
the country persist. According to the OECD, cutting the corporate tax rate 
(currently 39.5 % and among the world's highest), would stimulate Japan's 

                                                               
7 E.g., in 2008, the year of global financial and economic crisis 
8 A currency favoured by investors in times of crisis because of its stability and/or easy 
liquidation. 
9 "The New Growth Strategy: Blueprint for Revitalising Japan" launched in 2010. "Strategy 
for Rebirth of Japan" was adopted in December 2011.  
10 http://www.oecd.org/dataoecd/32/2/50190618.pdf 
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economic activity10. 

 
 
 
Industries recovered faster 
than forecasted but the 
recovery remains vulnerable. 

Recovery of Japanese industries   

Japanese industries recovered from the earthquake more quickly that 
expected. In 2012, industrial output rose, boosted by recovery measures 
and demand from Asia and North America. The transport machinery 
sector was hit the hardest, but output and new vehicle sales are rising. 
Transport equipment, chemicals and electrical machinery contributed to 
the expansion. This, however, is undermined by high energy costs and 
an uncertain external environment11.  

Figure 2: 
Japan industrial production 

 

 Japanese industries continue to face challenges posed by the strong yen, 
competition with emerging economies, delays in concluding trade 
agreements and increased difficulty in accessing resources, especially rare 
earths. High corporate taxes, elevated energy prices and the increasing 
competitiveness of regional rivals have motivated corporations to move 
overseas, which raises concerns about industries 'hollowing out': 
delocalisation, it is feared, may involve a massive outflow of key industries 
and technologies, which normally support growth and employment in the 
country. 

The efforts to stem this migration include improving the business 
environment, cutting corporate tax and pushing forward with trade 
economic partnership agreements, as well as with public and private 
initiatives that support innovation and strengthen Japanese industries.   

2. Japan as a trading power 

2.1. Japan's trade relations 

 
With a significant proportion of its industrial output intended for export, 
Japan is still a vital trading partner. In 2010, the country was the world's 

                                                               
11 The output rose in March and April 2012, but is expected to contract in May before 
expanding again in June (Oxford Analytica). 
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fourth exporter of goods and the world’s sixth provider of commercial 
services12.  

Japan's principal trading partners are China (21.8 %), the United States 
(13.7 %), the European Union (11.1 %), South Korea (6.6 %) and Australia 
(4.4 %). Japan has a strong economic presence throughout Asia, but its 
trade network encompasses almost the whole world.    

Source: European Commission, DG Trade 

 

The emergence of China has caused the greatest changes in Japan's trade 
relations in the last decade, and China has surpassed Japan's former 
principal partners, Europe and the US. Another trend is the growing 
competition from Japan's regional partners, especially China and Korea. 

 United States China European 
Union 

Share of Japan's Exports 

2000 29.7 %   6.3 % 16.3 % 

2010 15.4 % 19.4 % 11.3 % 

Share of Japan's Imports 

2000 19.0 % 14.5 % 12.3 % 

Table 1: 
Changes in trade patterns 
from 2000 to 2010 

2010    9.7% 22.1 %    9.6 % 

 Source: Satoru Mori13/Ministry of Industry and Trade, Japan 

2.2. Japan's trade strategy 

 
Integration with TPP and the 
EU would allow balance 
China's rise while the Japan-
China-South Korea FTA 
would help to manage the 

Following the failure of the World Trade Organisation’s Doha Round of 
trade negotiations and the subsequent proliferation of bilateral trade 
agreements in Asia and the world, Japan engaged — somewhat belatedly 
— in a series of negotiations for free trade agreements. To date, Japan has 
signed 13 'Economic Partnership Agreements' (EPAs), which amount to 
second-generation free trade agreements (FTAs) that go beyond 

                                                                                                                                                                                                               
12 With the EU considered as a single entity. Source: WTO, 
http://www.wto.org/english/res_e/booksp_e/anrep_e/trade_profiles11_e.pdf 
13 Satoru Mori Crisis Invigorates Japan-Europe Cooperation, But for How Long?, GMF, 
March 2012,  http://www.gmfus.org/wp-content/files_mf/mori_japaneseview_feb12.pdf 
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relations with China. traditional tariff concessions and include matters such as trade in services, 
intellectual property and, in certain cases, investment14.  

 Date signed Entry into force 

India 2/2011 8/2011 

Peru  5/2011 24/2012 

Swiss Confederation  2/2009  9/2009 

Vietnam  12/2008  10/2009 

ASEAN 4/2008 12/2008 

Indonesia  8/2007  7/2008 

Brunei Darussalam  6/2007  7/2008 

Thailand  4/2007  11/2007 

Chile  3/2007  9/2007 

Philippines  9/2006  12/2008 

Malaysia  12/2005  13/2006 

Mexico 9/2004  4/2005 

Table  2: 
Japan's free trade agreements 
(EPAs) 

 

Singapore  1/2002  11/2006 

 

Negotiations for further agreements are underway with Australia, 
Mongolia, the Gulf Cooperation Council and New Zealand. Joint studies 
are underway on EPAs with Canada and Columbia. 

On 13 May 2012, Japan, China and South-Korea announced they would 
shortly begin trilateral trade talks, an initiative which is seen by the parties 
as essential to maintaining the Asia-Pacific region as the growth centre of 
the world economy15. If eventually launched the negotiations are 
nevertheless expected to be long and difficult. The initiative had already 
been discussed for a decade.  

In December 2011 Japan and China have agreed to enhance mutual 
cooperation in financial markets of both countries. Encouraging mutual 
financial transactions and promoting the use of the Japanese and Chinese 
currencies are among the objectives16.     

Rather than entering into an FTA, Japan and the US are developing 
relations by formulating frameworks in specific areas. Consultations on 

                                                                                                                                                                                                               
14 EPAs are signed with Singapore, Mexico, Malaysia, Philippines, Chile, Thailand, Brunei 
Darussalam, Indonesia, Association of Southeast Asian Nations (ASEAN), Vietnam, Swiss 
Confederation, Peru and India. 
15 Summit Joint Declaration, MOFA of Japan, 13.05.2012. 
http://www.mofa.go.jp/region/asia-paci/jck/summit1205/joint_declaration_en.html 
16 Ministry of Finance factsheet: 
http://www.mof.go.jp/english/international_policy/convention/bilateral_meetings_betw
een_finance_ministers/fact_sheet_En.pdf 
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Japan's participation in the Trans-Pacific Partnership free trade agreement 
(TPP) negotiations are underway. If Japan signed the TPP, relations with 
the US would evolve within this framework 17.  

The TPP, if achieved, will be a second-generation trade agreement 
including not only chapters on goods and services, but also provisions 
on regulatory issues, public procurement, competitiveness and business 
facilitation, environment protection and development. It would 
constitute one of the most advanced and complete trade agreements 
ever negotiated.   

Figure 3: 
Advancing on four levels 

 
Source: National Institute for Research Advancement, Japan (NIRA) 

 

Yet Japan's previous participation in similar fora suggests that the 
negotiations will be thorny. In the past, Japan's interest groups (e.g., 
agricultural and pharmaceutical) have blocked the concessions needed for 
such far-reaching trade agreements. 

2.3. Japan's Trade and Economic Relations with the EU 

 
 
EU and Japan are important 
trade partners but their 
shares in each others' 
balances are decreasing 

Japan is an important trade and investment partner for the EU. Exchanges 
in goods and services between the two partners represented EUR 140 
billion in 2010. Japan is the EU's seventh most important trading partner, 
and the EU is the third most important trading partner for Japan after 
China and the U.S. Traditionally, the trade relationship has been 
dominated by strong surpluses on the Japanese side, but it has recently 
become more balanced.   

                                                                                                                                                                                                               
17 Trans-Pacific Partnership Leaders Statement by the representatives of Australia, Brunei 
Darussalam, Chile, Malaysia, New Zealand, Peru, Singapore, United States, and Vietnam.  
See Policy Department Quick Policy Insight on TPP at 
http://www.expo.ep.parl.union.eu/expo/webdav/site/myjahiasite/shared/podp/documen
ts/Themes/External_Economic_Relations_Trade_and_Globalisation/transpacific_partners
hip_agreement_qpi_2011.pdf 
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The latest data (June 2012) indicate that the decline in exports to the EU 
have led to the first ever bilateral deficit, albeit just 11 billion yen (EUR 108 
million) 18. 

From 2000 (when Japan was the EU's second trading partner) to 2010, the 
EU's imports form Japan decreased by 30 %. The EU exports have 
decreased as well, but to a much lesser extent. EU exports in goods to 
Japan slowed gently until 2009, when they experienced a major drop (-
14.7 %) as a result of the global economic crisis. A substantial recovery 
(+21.3 %) followed in 2010. EU exports continued to grow in 2011.    

Trade in goods with Japan in 2010 accounted for 3.2 % of European 
exports and 4 % of imports (while in 2000 it was 5.3 % and 9.4 % 
respectively). However, these statistics provide an incomplete picture, as 
they do not reflect the increased outsourcing of industrial production to 
China and other Asian countries.  

Nearly a third of EU exports to Japan in 2010 were machinery (including 
power generating machinery and computers) and vehicles (including 
vehicles parts). Chemicals and other manufactured articles each 
accounted for around one quarter of exports. At a more detailed level, the 
principal EU exports to Japan were medicine, motor cars and pork meat. 

 
Source: Eurostat 

 

Machinery and vehicles accounted for more than two thirds of EU 
imports, while other manufactured articles accounted for almost a fifth. At 
a more detailed level, the main imports were printers and parts, motor 
cars and digital cameras. 

In 2011, the EU trade deficit shrunk further19, mainly due to decreased 
imports of machinery and other manufactured products from Japan.  

                                                                                                                                                                                                               
18 According to Japan economic data show promising signs, Oxford Analytica, 20 June 2012 
19 In the first 11 months of 2010 EU deficit was minus 20.487 million euro,  in the first 11 
months of 2011 minus17.536 million euro 
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Trade in services has expanded in recent years, with the balance in 
favour of the EU (EUR +3.8 billion in 2010). In 2010 the EU exported 
services worth EUR 18.4 billion to Japan, while EU service imports from 
Japan totalled EUR 14.6 billion. 

 
 
Roughly 5% of the EU's 
inward investment comes 
from Japan. 

Foreign Direct Investment (FDI). As a result of the global economic crisis, 
Japanese investment in the EU decreased significantly, from EUR 19.1 
billion in 2007 to EUR 1.1 billion in 2009. In 2010, FDI slightly increased, to 
EUR 1.5 billion. Nonetheless, Japan is a major investor in the EU, with 5 % 
of the EU's inward FDI stock originating from Japan. Investment in Europe 
represents around 22 % of Japan's total outward investment (see Annex). 

About 3 370 Japanese companies operate in the EU Member States, of 
which 705 are manufacturing companies that generate roughly 400 000 
jobs in Europe20. Japanese banks and insurances companies hold bonds in 
European countries worth hundreds of billions of yen. A serious economic 
disruption in Europe would therefore have heavy consequences for Japan. 
In 2011, the Japanese government bought 20.5 % of the bonds issued by 
the European Financial Stability Facility (EFSF) to support Ireland, and 20 % 
of the bonds assisting Portugal21.    

Over the past 20 years, the EU has also invested in Japan, notably in 
telecommunications, car manufacturing, retail and insurance. EU 
investment in Japan has declined recently, from EUR 5.6 billion in 2007 to 
0.2 billion in 2009. In 2010, the EU had a disinvestment of EUR 4.1 billion, 
but the EU remains the second largest investor in Japan after China.  

The number of antidumping measures against Japan has gradually 
decreased in the past decade. (The last investigation was lodged in 
200622).   Recently there have been no allegations of infringements of the 
WTO rules.  The last date to the 1990s, when Japan issued a complaint 
about tariffs on IT products23, and the EU issued complaints about taxes on 
alcohol, purchases of telecommunications equipment, sound recording 
equipment, pork imports, procurement of navigation satellite and 
subsidies affecting leather industry24.   

In general, bilateral trade and investment between the EU and Japan are 
narrow in scope and substantially less than what they might be.   

                                                               
20 Satoru Mori, http://www.gmfus.org/wp-content/files_mf/mori_japaneseview_feb12.pdf 
21 Ibid. 
22 Commission's 2011 Report on Trade Defence – Working Document, 
http://trade.ec.europa.eu/doclib/docs/2012/may/tradoc_149395.pdf 
23 WTO Dispute Settlement Case DS376 
24 WTO Dispute Settlement Cases: DS8, DS15, DS42,   DS66, DS73, DS147, 

http://www.wto.org/english/tratop_e/dispu_e/cases_e/ds376_e.htm
http://www.wto.org/english/tratop_e/dispu_e/cases_e/ds8_e.htm
http://www.wto.org/english/tratop_e/dispu_e/cases_e/ds15_e.htm
http://www.wto.org/english/tratop_e/dispu_e/cases_e/ds42_e.htm
http://www.wto.org/english/tratop_e/dispu_e/cases_e/ds66_e.htm
http://www.wto.org/english/tratop_e/dispu_e/cases_e/ds73_e.htm
http://www.wto.org/english/tratop_e/dispu_e/cases_e/ds147_e.htm
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3. Towards an EU-Japan free trade agreement 

 

At the 20th summit on 28 May 2011 in Brussels, the EU and Japan agreed 
to start the process for negotiations towards a deep and comprehensive 
free trade agreement (FTA)/economic partnership agreement (EPA) that 
would address issues of common interest, including tariffs, non-tariff 
measures, services, investment, intellectual property rights, competition 
and public procurement. It was decided that these negotiations would 
take place in parallel to those for another binding agreement covering 
political, global and sectoral cooperation.  

Both supporters and critics of the potential accord in Europe have insisted 
that before entering into negotiations, the Japanese authorities should 
demonstrate their good intentions with progress eliminating non-tariff 
trade barriers. Such barriers include a lack of mutual recognition, 
transparent access to public procurement and harmonisation of standards 
(see below and the presentation of non tariff barriers in the 2011 policy 
briefing25). 

The scoping exercise — consultations to determine the scope and the 
ambition of the FTA/EPA — was concluded on 31 May 2012. The scoping 
paper, on which Commission's draft negotiating mandate is based, is the 
most ambitious that the EU has ever agreed. According to the 
Commission, satisfactory solutions were found regarding regulatory 
barriers in the car, foodstuff, and pharmaceuticals sectors. However, 
uncertainties remain in other areas. The proposed negotiating mandate 
therefore includes a provision that if Japan has not delivered on its non-
tariff barrier roadmaps within a year, the negotiations will be stopped. 
Roadmaps have been agreed to ensure that phasing out of European 
tariffs can only take place strictly in parallel to the elimination of the 
Japanese regulatory barriers26. 

The European Parliament asked the Council not to authorise the 
opening of trade negotiations until Parliament has stated its position on 
the proposed negotiating mandate27.  

 

                                                               
25 
http://www.expo.ep.parl.union.eu/expo/webdav/site/myjahiasite/shared/podp/documen
ts/Themes/External_Economic_Relations_Trade_and_Globalisation/japan_econ_trade_rel
ations_2011.pdf 
26 http://trade.ec.europa.eu/doclib/docs/2012/june/tradoc_149531.pdf 
27 European Parliament resolution of 13 June 2012 on EU trade negotiations with Japan, 
http://www.europarl.europa.eu/sides/getDoc.do?type=TA&language=EN&reference=P7-
TA-2012-246 
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Potential benefits 

Anticipating the gains 

Although assessment of trade and investment barriers is not an impact 
assessment, a study on this issue by Copenhagen Economics of 2009 
suggests what the principal gains would be (a full impact assessment by 
the European Commission service is due shortly).  According to this study, 
removing the remaining tariffs could increase EU exports to Japan by 
23 %. Dismantling non tariff measures/barriers (NTM/NTB28) has the 
potential to increase the EU's exports by nearly 50 %. Together this would 
amount to EUR 33 billion yearly29.  

For the EU, the chief incentive for the agreement therefore lies in the 
removal of NTMs, especially in those sectors that currently pose the most 
obstacles: chemicals and pharmaceuticals, motor vehicles and medical 
devices.  

According to the same study,  removing tariffs would lead to an increase 
of almost 30 % in exports to the EU for Japan, and dismantling NTMs 
would lead to a jump of 32 %. However, the absolute value of removing 
NTMs exceeds that that would be produced by removing tariffs. Motor 
vehicles sector, chemicals and electronics would benefit the most.  

Summary of impact  EU  Japan 

Export effects Tariffs EUR +14 bn EUR + 25 bn  

 Non tariff 
measures  

EUR +29 bn  EUR + 28 bn  

Table  3: 
Simulations of the impact 

Welfare effects   EUR +33 bn  EUR +18 bn  

 

(billion euro per year) 

Source: Copenhagen Economics  

The study estimated that opening Japan's public procurement market 
would potentially be worth EUR 74 billion. It does not mean that all of this 
market will be opened, and not all tenders would be won by EU firms. 
Changes have also occurred since 2009, when the estimations were made. 
Nonetheless, the study demonstrated the interests at stake, and 
underlines that such an opening would significantly increase the 
opportunities for EU companies in Japan30.  

                                                               
28 The study in question interpreted NTMs as non-price/non-quantity restrictions that 
include standards, technical regulations and conformity assessment, border procedures, 
distribution restrictions, pricing and reimbursement rules, public procurement, IPR issues 
etc. 
29 Study requested by the European Commission, Assessment of barriers to trade and 
investment between the EU and Japan, by Copenhagen Economics, 2009, at 
http://trade.ec.europa.eu/doclib/docs/2010/february/tradoc_145772.pdf 
30Copenhagen Economics. 74 billion euro is the estimated value of Japan's derogations 
from WTO Government Procurement Agreement.  
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Broad content  

The FTA/EPA is intended to adhere to the principles of a FTA. This means it 
should be broad and comprehensive, include trade and investment issues 
of interest to the parties, tackle all tariffs (unless there are limited, justified 
exceptions) and generally address regulatory barriers to remove non tariff 
measures and non tariff barriers.  

The potential agreement should liberalise all services sectors — again, 
while possibly allowing for limited exceptions — as well as liberalise and 
protect investments, facilitate movement of professionals and the 
recognition of certain qualifications.  

It is also intended to cover trade facilitation, customs (including 
intellectual property rights enforcement), sanitary and phytosanitary 
measures (SPS), animal welfare, geographical indications, dispute 
settlement and aspects of competition policy and subsidies. In line with 
their domestic priorities, the parties are also committed to contribute 
provisions that would address sustainable development issues related to 
trade.   

NTMs/NTBs are, along with obstacles in public procurement, the most 
difficult barriers to remove and therefore also most difficult to negotiate. 
The stakes in this area are also among the highest.   

3.1. Issues at stake 

 

Tariffs  

The agreement will aim to eliminate tariffs. Although these are already 
very low (the average most favourite nation rate is 3.8 % on both sides), 
some product categories still have high tariffs. In particular, the EU applies 
tariffs to key Japanese export products such as cars and electronics (14 %). 
Japan has high tariffs in agriculture — e.g. dairy products — with an 
average bound tariff of 126.8 %. Petroleum, textiles, clothing and leather 
also have high tariffs. The agreement would allow a few, exceptional tariffs 
to remain for very sensitive products.   

Automobiles sector 

Scepticism in the EU's 
automobiles sector 

Japan is the largest exporter of passenger cars to the EU, supplying more 
than 850 000 vehicles per year. The yearly turnover for this is 
approximately EUR 11 billion.  

EU exports slightly surpass 150 000 vehicles per year, representing an 
annual turnover of EUR 3.5 billion and around 9 % of total EU exports to 
Japan. EU imports about four times as many cars to Japan as it exports31. 
Nevertheless, European car producers make up almost 95 % of the entire 

                                                               
31 http://ec.europa.eu/trade/creating-opportunities/economic-sectors/industrial-
goods/automotive/ 
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imported car market in Japan. 

The EU import tariff for passenger cars is 10 %. Japan's tariff is zero, but its 
various NTMs are estimated to add 10 % to the EU's export costs.  

The European automobile industry has been extremely sceptical about 
the potential agreement. Industry representatives argue that a reduction 
of tariffs may exacerbate the trade imbalance, negatively affecting jobs in 
Europe. The European Automobile Manufacturers Association (ACEA32) 
has asked for the Commission not to enter the negotiations before an 
impact assessment is carried out and before the FTA can be demonstrated 
not to confer a disproportionate benefit on Japan. The ACEA has also 
requested that Japan commit to eliminating NTBs on European 
automobile exports to Japan33.  

The Japan Automobile Manufacturers Association has noted that 
Japanese auto producers currently have 12 research and development 
bases and 13 factories in the EU, where they employ 146 000 people. 
Because of the expanded production in Europe, Japan’s car exports to the 
EU decreased from by 60% between 2000 and 2007. Japan has also 
aligned Japanese standards to those of the UN in 31 of 45 areas.34.   

Non-tariff barriers  

Other European industries (other than the automobile industry) that are 
interested in removing NTMs/NTBs include producers of medical 
devices,  alcohols, chemicals/pharmaceuticals and electronics, as well as 
representatives of the food industry (who are particularly concerned 
with food safety measures). Japan is equally concerned about some 
obstacles in the automobiles market, requirements in the food sector 
(e.g. labelling and food safety requirements) and the challenges posed 
to the chemicals exporters by the EU Regulation on the Registration, 
Evaluation and Authorization of Chemicals (REACH). 

 
Many NTBs/NTMs are 
difficult to remove by their 
nature 

NTMs/NTBs are more difficult to tackle than tariffs because they grow out 
of a particular business, administrative and consumer culture in Japan. 
Their implementation is also more difficult to monitor, and dismantling 
them may demand domestic reforms in certain cases. While the 
government and industry may be ready for these reforms, reluctance may 
persist at the administrative level.    

NTMs/NTBs could be tackled, inter alia, through provisions promoting 
transparency and regulatory compatibility through the application of 

                                                                                                                                                                                                               
32 ACEA represents the 16 major EU car, bus and truck manufacturers, accounting for 
around 95% of EU automotive production. 
33 The list of identified NTBs include acceptance of cars type-approved in the EU without 
further testing, introduction new worldwide test cycle (WLTP) in the same timeframe as 
the EU, and tax reform putting EU and Japanese cars  on an equal footing. Full list: 
http://www.acea.be/news/news_detail/eu_japan_fta/. On NTMs in cars sector, see the 
Feasibility study http://trade.ec.europa.eu/doclib/docs/2010/february/tradoc_145772.pdf 
34 http://www.jetro.go.jp/en/news/announcement/20120427807-news/report2.pdf.   
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international standards, streamlining testing and certification 
prerequisites, adopting mutual recognition, and better cooperating on 
standards and technical regulations.  

Public procurement  

Japan, like the EU, is member of WTO Government Procurement 
Agreement (GPA), and it is likely that the agreement between the EU and 
Japan will aim to go beyond the commitments of the GPA framework. 
Difficulties on the EU side are most often reported in the construction, 
transport equipment and service sectors. Japan-specific requirements, a 
lack of transparency, rigid technical specifications and non competitive 
decision making are mentioned as the primary obstacles.  

European railway equipment industries have considerable interest in 
accessing the Japanese public procurement market, which is one of 
world's largest. Currently, Japanese-specific standards limit 
interoperability, and this is perceived as a restriction.  

Investment and services  

Although some of the main obstacles — language and the unique 
character of the Japanese market — cannot be eliminated through an 
agreement, a number of impediments that potential EU investors face can 
be tackled in an FTA/EPA. These include an insufficient mergers and 
acquisitions market, regulatory burdens on financial services (including 
preferential handling of mutual aid societies) and restrictions placed on 
postal, legal, communications, air transport and retail services.  

For Japanese investors and services providers, on the other hand, 
obstacles perceived in EU countries include impediments to the 
movement of persons and non-uniform practices regarding professional 
permits. 

3.2. Views from the EU 

 

While designating Japan as one of the priorities its communication on 
Trade Strategy of 2010, the European Commission stated: 'Japan is eagerly 
seeking economic integration with its main trading partners, including 
with the EU. Yet, while tariffs in Japan are generally low, regulatory 
obstacles to trade in goods, services, investment and public procurement 
remain high and are perceived as being as insurmountable as ever35.' 

The notion that the potential FTA/EPA would be more advantageous to 
Japan than to the EU has been advanced by critics of the accord, 
principally in the automotive sector. Since any agreement implies 
adjustments, it encounters resistance in the sectors concerned. In times of 
crisis, such resistance grows stronger.  It is also true that many of obstacles 

                                                               
35 European Commission, Trade, Growth and World Affairs, 2010, 
http://trade.ec.europa.eu/doclib/docs/2010/november/tradoc_146955.pdf 
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to trade in Japan are difficult to remove by their nature, hence the 
concerns about the possible trade offs. 

 
Enthusiasm and reluctance 
in the EU 

At the same time many sectors seem favourable to the agreement, 
although they are less vocal than the critics. The Commission's public 
consultation on enhanced EU-Japan trade relations, involving both 
Japanese and EU actors, showed that vast majority of respondents across 
the sectors favoured closer cooperation or economic integration through 
an agreement. This is tantamount to supporting an ambitious deep and 
balanced Free Trade Agreement. EU respondents from the chemical 
industry and the agro-food, dairy, meat and electronic communication 
services sectors were positive about strengthening bilateral cooperation. 
In particular, respondents mentioned the importance of the EU and Japan 
working together on high technology36. 

Another view in support of an economic partnership with Japan argues 
that an accord represents means to create significant business 
opportunities and boost growth focused on research, development and 
sustainability. Japan's economy remains important (though this may 
change), and it makes sense to strike the agreement before it becomes 
too late. Additionally, the FTAs that Japan is developing with the other 
two of the world's four largest economies — the US (through the TPP) and 
China (through China-South Korea-Japan) — would either offer the EU 
additional benefits if an EU-Japan agreement were reached, or would 
sideline Europe if the agreement fell through. Finally, Japan and the EU 
share a certain quality of regulatory environment, which bodes well for 
the efficiency of the accord37. If the EU were to delay of the process, the 
postponement would send a signal to an important trade partner and 
investor and might force Japan to turn away from 'growth-starved EU' to 
explore alternatives.  

3.3. Views from Japan 

 

An FTA/EPA with the EU is a clear priority for the current Japanese 
government. However, like in Europe, the various actors of the economy 
are not unanimous. Traditionally, there has been a strong opposition 
towards market opening in the agriculture sector (which remains highly 
protected) and pharmaceuticals sector, and in the current discussions on 
Japan's participation to the TPP, there are strong concerns about 
agriculture, insurance and the automotive sectors. It might be early to 
assess the various opinions regarding the EU-Japan FTA, therefore the 

                                                               
36 Public Consultation on ‘The future of EU Japan trade and economic relations’, results 
released February 2011, 
http://trade.ec.europa.eu/doclib/docs/2011/february/tradoc_147586.pdf 
37 Patrick A.Messerlin, The EU Preferential Trade Agreements, Defining Priorities for a Debt-
Ridden, Growth-Starving EU, Working Paper, Sciences Po/GEM, January 2012. 
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following focuses on the official position and the choice between the EU 
and other partners.  

Common gains from an EU-
Japan FTA: a Japanese 
perspective 

According to the Japan's Growth Strategy of 2010, increased competition 
from outside the country will serve to boost the country's recovery and 
growth. An FTA/EPA with the EU fits into this strategy. Institutional and 
regulatory reforms are part of country's own internal agenda. The 
Japanese authorities argue that Japan has already addressed a number of 
these issues in the last few years, further reforms would address areas of 
concern for the EU38. 

On the other hand, failure to create an agreement with the EU might lead 
to plummeting economic relations with the EU and an increase China's 
role in Japan, accompanied by economic and political risks. For Japan, 
instituting stronger frameworks with both the EU and the US would serve 
to strengthen its global position. Japan has a vested interest in a strong 
European economy because of its investments and trade links.  

EU, TPP or ASEAN+: a 
dilemma? 

If Japan were to feel that it must choose between pursing agreements in 
the wider Asia-Pacific region or with the EU, the country would face a 
dilemma. However, Japan's National Research Institute (NIRA) has argued 
that no such choice is necessary. Rather, the most realistic — and more 
strategically astute — approach for Japan' would be to proceed 
simultaneously on several levels.  According to this view, progress with 
one agreement would advance the others (see graph 'Advancing on four 
levels', p. 10).  

Such a 'simultaneous approach' is not advocated by all. During the 
discussions about Japan's TPP participation, some argued that Japan 
should prioritise realising of ASEAN+3 (Japan, China, Korea) rather than 
joining the TPP, because ASEAN+3 has greater potential to increase 
Japan's trade volume. Similarly, it was argued that participating in the TPP 
would delay negotiations with China and Korea on the trilateral trade 
agreement. This concern, however, appears to be untrue, as Japan's 
willingness to join the TPP seems on the contrary had advanced the 
Japan-China-South Korea discussions39. This may in turn indicate that 
Japan's progress with other agreements will boost the FTA/EPA process 
with the EU.  

                                                               
38 Japan's authorities have taken concrete steps such as on automobile service shops, 
wholesale license for alcohol beverages and food additives, and proposals for reforms on 
automobiles, radio equipments, medical devices, food additives and pharmaceuticals. To 
address public procurement issues, Japan has created website in English, going beyond 
the WTO obligations. Other reforms are planned. See H.E. Ambassador Shiojiri remarks on 
26.04.2012, at 
http://www.europarl.europa.eu/document/activities/cont/201204/20120427ATT44247/20
120427ATT44247EN.pdf 

39 Motoshige Itoh, Why Choose the TPP?, National Institute for Research, March 2012,  
Advancement http://www.nira.or.jp/pdf/e_opinion6.pdf 
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 ANNEX  

   FDI Outward Stock 

   end of 08 end of 09 end of 10 end of 11 

Asia 159.570 175.645 212.708 257.755 

   China 49.002 55.045 66.478 83.379 

   Asia newly industr. econ. 52.237 58.607 68.438 78.577 

   ASEAN４ 44.600 48.441 58.394 72.431 

   Vietnam 3.307 3.353 4.501 6.370 

    India 9.440 8.982 13.558 15.416 

North America 234.957 240.246 262.339 286.176 

   U.S.A. 226.611 230.948 251.805 275.504 

    Canada 8.346 9.298 10.533 10.673 

Latin America 90.794 99.056 106.978 122.223 

Oceania 21.624 36.175 43.865 54.114 

Europe 165.435 179.052 193.499 231.001 

  Western Europe 161.649 174.939 188.861 225.482 

   Germany 11.992 15.096 15.316 16.715 

   U.K. 32.576 31.282 37.956 48.194 

   France 14.920 16.811 16.212 15.813 

   Netherlands  72.172 77.470 75.995 84.950 

   Italy 882 1.100 1.410 2.508 

   Belgium 14.009 14.503 14.120 14.753 

   Luxembourg 4.332 7.235 9.632 6.995 

   Switzerland 1.332 1.555 1.861 4.474 

   Sweden 3.054 2.565 1.987 2.674 

    Spain 1.276 1.568 1.562 1.517 

  Eastern Europe, Russia, etc. 3.786 4.112 4.638 5.519 

Japan's Total Outward 
FDI by Country/Region 
(International 
Investment position) 

    Russia 668 954 1.220 1.725 
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Middle East 4.164 4.453 4.928 5.298 

   U.A.E. 303 338 377 410 

    Iran 6 6 7 7 

Africa 7.325 5.734 6.145 8.081 

   South Africa 1.673 1.730 2.291 2.441 

OECD nations 433.482 466.630 510.489 584.100 

ASEAN 67.654 75.746 90.749 110.954 

EU 161.783 174.881 182.194 215.484 

TOTAL 683.872 740.364 830.464 964.651 

Source: JETRO 

 

 


