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Abstract

Intensified trade protectionism led by the Trump administration in the U.S. negated the Trans- Pacific Partnership
(TPP) Agreement until Japanese Prime Minister Abe restored it in 2018 without U.S. participation. At present, the
trade wars between China and the U.S. and between the European Union (EU) and the U.S. are still ongoing processes
and no one can predict exactly what the results will be for the global economy. Eventually, trade protectionism may
be regarded as the Achilles heel of global economic cooperation. Despite the protectionist atmosphere, there is a pro
[ree trade movement in the global economy. The EU and Japan started negotiations for a free trade agreement (FTA)
in 2012 and finalized their agreement in December 2017 after 18 rounds of negotiation. The two parties agreed
in principle on the main elements of the EU — Japan FTA. After a legal verification and translation process, the
European Commission submitted the agreement for the approval of the European Parliament and EU members. As a
highly developed economy and a major global trader and investor, Japan is one of the most important partners for the
EU. The EU — Japan FTA will lead to extensive economic cooperation accounting for approximately 30% of global
gross domestic product (GDP) in 2017. Moreover, the EU — Japan FTA removes many barriers and establishes
global trade rules in line with the high standards of free trade and shared values. In addition, it sends a powerful
signal that two major economies reject the protectionism that has arisen since the global financial crisis in 2008
in general and the Trump administration in 2017 in particular. This article focuses on the EU — Japan FTA and
examines whether it will boost economic growth and provide benefits for both parties. It also investigates and analyzes
which industrial sectors will profit the most in the two economies. Finally, it estimates the impact of the EU — Japan
FTA on the global trade environment.
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Introduction

The global financial crisis in 2008 escalated existing anti-globalization sentiments and encour-
aged views in opposition to the neo-liberal commitment to free trade. In this context, many
countries have attempted to curtail imports and impose restrictions on trade. As a result, at
Group of 20 (G20) summits and meetings of finance ministers and central bank governors,

' The editorial board received the article in October 2018.
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agreements have been made to fight against all forms of protectionism in order to maintain
open trade. Despite such clear statements by the major countries, the World Trade Organi-
zation (WTO) rejected the G20 position and addressed its official views on the new trend of
increased trade protectionism as a result of the deepening global economic crisis [WTO, 2018].
Despite the recent trend toward protectionism, global trade has contributed to rapid eco-
nomic growth since the second-half of 20th century. However, the growth in global trade has
slowed, particularly since the global financial crisis in 2008 and the sovereign debt crisis faced
by the European Union (EU) in 2010—11. Moreover, the Trump administration has started to
apply high tariffs on trade with Canada, China, the EU, Russia, Korea, Turkey and others that
will negatively affect the global economy. The impacts of trade conflicts could last longer than
expected given that the impacts of rising protectionism between 1929 and 1932 lasted until the
1960s. Trade conflicts will cost $800 billion, which is about 4% of global trade and 0.4% of
global gross domestic product (GDP) in 2018 [Edwards, 2018; Martin, 2018] (see Fig. 1).
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Fig. 1. World Trade to World GDP Ratio, 1870—2010
Source: [Ortiz-Ospina et al., 2018].

In this environment of protectionism and trade conflicts, the EU and Japan began ne-
gotiations for a free trade agreement (FTA) in 2012 and finalized it in December 2017 after 18
rounds of negotiation. The two parties each had reasons for moving their economic cooperation
forward. The EU, suffering from two major economic crises, needed to strengthen its economy
through external trade. Japan also needed to redevelop its economy after a long recession. In
particular, the Abe administration was trying to reset the Japanese economy by participating in
mega FTAs such as the Regional Comprehensive Economic Partnership (RCEP), the Trans-
Pacific Partnership (TPP) and the EU — Japan FTA.

Therefore, the two parties agreed in principle on the main elements of the EU — Japan
FTA. After a legal verification and translation process, the European Commission (EC) sub-
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mitted the agreement for the approval of the European Parliament (EP) and EU members. The
EU — Japan FTA entered into force 1February 2019. As a highly developed economy and a ma-
jor global trader and investor, Japan is one of the most important partners for the EU, and vice
versa. The trade relationships between the EU and Japan have traditionally been characterized
by large trade surpluses in favour of Japan. However, the trade figures have become much more
balanced in recent years because the EU has created trade surpluses in services with Japan while
still having trade deficits in goods.

The EU — Japan FTA will lead to extensive economic cooperation accounting for ap-
proximately 30% of the global GDP in 2017. Moreover, the agreement removes many barriers
and supports global trade rules in line with the high standards of free trade and shared values. It
sends a powerful signal that two major economies reject the protectionism that has arisen since
the global financial crisis in 2008 in general and the Trump administration in 2017 in particular,
although the trade conflict between the Group of 2 (G2, China and the U.S.) is ongoing. Ac-
cordingly, the EU — Japan FTA may positively impact the global trade environment and could
generate another model of a win-win approach to liberalized trade, along with the EU — Korea
FTA established in 2011.

This article deals with how trade protectionism impacts global trade and the economy as
a whole. Additionally, it focuses on the EU — Japan FTA as a countermeasure to trade protec-
tionism, considering whether it is a win-win approach or win-lose approach. Finally, it inves-
tigates and analyzes the reasons each party completed the FTA and which industrial sectors
profited the most in each country. Critical analysis of literature, inference and cross-sectional
analysis based on statistical data are employed to address these issues.

Theoretical Debates

Most mainstream economists would agree with recent rebuttals to the scepticism about the
liberal trading order. However, the intellectual and political support for free trade in the U.S.
and elsewhere seems to be weakening, and the appeal of protectionism is increasing in many
countries — particularly in the U.S. since the Trump administration in 2017.

Economic theory suggests that comparative advantages and economies of scale create eco-
nomic gains through increased efficiency. Tariffs lead to competitive tariff retaliation, which
results in a massive shrinkage of foreign trade and slow global economic growth. Economic
theory never argued that free trade is good for all industries and all people. However, the win-
ners from free trade can afford to compensate the losers and everyone can be made better off
because the aggregate gains are positive [O’Rourke, Williamson, 2001; Rosen, 2008].

Economic theory also says that resources will flow to more efficient uses. However, this
does not occur when governments and markets do not work well. P. Samuelson urged in 1972
that the aggregate gains from trade are not necessarily positive for all nations. He expanded his
idea further to claim that growth in the rest of the world can damage a country if it takes place in
sectors that compete with native exports at a comparative disadvantage. A nation’s relative and
even absolute GDP per capita can fall in such a condition. R. Gomory and W. Baumol extend
Samuelson’s theory and argue that there are many possible equilibria with vastly different out-
comes for countries involved in a modern free trade world. They state further that it is perfectly
possible and even common for a nation’s equilibrium trade outcome to be less than an outcome
of self-sufficiency. Thus, good equilibria are often created rather than bestowed by nature. Ac-
cordingly, countries can do much to affect their trading outcomes. Therefore, they urge U.S.
protectionism in trade [Gomory, Baumol, 2009; Samuelson, 2004].

However, J. Bhagwati offers a criticism of this view, arguing that Samuelson’s explanation
cannot be used as a justification for U.S. protectionism. He also denies Gomory and Baumol’s
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argument because the U.S. could not carry out effective industrial policies to remedy it although
their argument is true. P.R. Krugman and M. Obsfeld share Bhagwati’s criticism that whether the
growth of emerging economies has hurt advanced countries is an empirical question rather than a
fact, although the theoretical possibility exists [ Bhagwati, 2009; Krugman, Obsfeld, 2009].

Economists have developed theoretical models for free trade to estimate welfare gains
from reducing or eliminating trade barriers. In line with these models, P.R. Krugman, and
C. Broda, and also D.E. Weinstein, suggest that trade benefits society through gains in overall
quality and variety. However, this standard static growth from free trade has left trade promoters
quite vulnerable because the static growth models only consider short-run partial equilibrium
efficiency gains. At the same time, the static models suggest unimpressive gains from trade,
ranging between 0.5—2% of GDP [Broda, Weinstein, 2006; Krugman, 1979].

To deepen theoretical models in order to evaluate long-term efficiency gains and the con-
tribution of free trade to economic growth, economists have developed dynamic models esti-
mating the impacts of trade liberalization using cross-country regressions. Using these models,
S. Bradford, P. Grieco and G.C. Hufbauer argue that the U.S. economy in 2005 would have
been larger by 6.1—10.7% of GDP without post-war trade liberalization. However, S. Acemoglu
leaves the issue of trade and growth undecided — because there are models that highlight both
positive and negative effects of trade on economic growth, empirical work must be conducted.
Accordingly, J.J. Lewer and H. van den Berg point out that further development of dynamic
models and additional empirical research are required. Additionally, linkages between trade
and technology, as well as trade and institutional quality, must be further developed [Acemoglu,
2009; Bradford, Grieco, Hufbauer, 2006; Feenstra et al., 2009; Lewer, van den Berg, 2007].

In this article, dynamic models rather than static models are adopted because the former
can explain the long-term benefits of free trade more precisely than the latter. Accordingly,
the conservative dualism of trade theory explains why U.S. protectionism has emerged since
the global financial crisis and better represents the Trump administration’s trade policy than
any other theoretical background. However, it has limited ability to generate sustainable global
economic growth. Therefore, it is possible that the dynamic models based on the long-term ef-
ficiency gains and economic growth can correct the move toward protectionism with a return to
free trade. Furthermore, it also provides an explanation of why major and advanced economies
such as the EU and Japan have advanced trade policies such as the EU — Japan FTA, focusing
on free trade instead of protectionism.

Trade Conflicts and Their Estimated Outcomes
Background

The U.S. trade policy of the Trump administration is based on unilateralism and protection-
ism, focusing on U.S. economic interests first. It has resulted in conflicts with trading partners re-
gardless of whether they are political allies or competitors. Each conflict involved the use of a U.S.
legal rationale about threats to national security. The Trump administration has imposed tariffs
and/or quotas on imports as a countermeasure to such threats. Subsequent retaliation by trading
partners and the risk of further escalation could hamper trade and investment significantly, and in
turn negatively affects the global economy. The U.S. trade conflict with its partners started when
the U.S. International Trade Commission (USITC) recommended that President Trump impose
global safeguard restrictions on imports of solar panels and washing machines. President Trump
imposed safeguard tariffs on these items in January 2018 [Bown, Kolb, 2018].

Since then, trade conflicts with various partners have followed in which steel, aluminum
and automobile products have been framed as national security threats, and in which trade
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practices for technology and intellectual property (IP) have been declared unfair. As a result,
trade conflicts have spread on a global scale and deeply impacted the global economy continu-
ously in 2018. The trade conflict between China and the U.S. is regarded as the most significant
issue for the global economy due to their large economies and trade volumes.

Trade Conflicts With Trading Partners

There are four major issues at the core of U.S. trade conflicts: solar panel and washing
machines, steel and aluminum, unfair trade practices for technology and intellectual property
(IP), and automobiles and parts. The trade conflicts between the U.S. and its trading partners
started when the USITC found that imports of solar panels and washing machines had caused
injury to the U.S. solar panel and washing machine industries in October and November 2017,
respectively. The two U.S. industries filed separate requests for investigations in early 2017 un-
der Section 201 of the Trade Act of 1974; these were the first industry petitions since 2001. As a
result, President Trump approved global safeguard tariffs on imports of solar cells and modules
worth $8.5 billion and on imports of large residential washing machines worth $1.8 billion.
These tariffs were approved in January 2018 and imposed on 7 February 2018. As a counter-
measure, the Chinese government requested consultations with the U.S. within the WTO dis-
pute settlement framework concerning these imports. China also requested that Korea join the
consultations in February 2018. The Chinese government announced preliminary antidumping
duties of 179.6% on imports of U.S. agricultural products, including sorghum, and imposed
preliminary tariffs in April 2018. Chinese tariffs on U.S. sorghum ended by negotiation in May
2018. Furthermore, Korea filed WTO disputes against U.S. solar panel and washing machine
tariffs in May 2018 on the grounds that they that violate WTO rules. China also filed a WTO
dispute against U.S. solar panel tariffs in August 2018 [Bown, Kolb, 2018; Ng, Chung, 2018].

In April 2017, President Trump ordered two investigations into whether steel and alu-
minum imports threatened U.S. national security. These investigations were based on Section
232 of the Trade Expansion Act of 1962. The Department of Commerce found in February
2018 that imports of steel and aluminum products indeed threatened U.S. national security.
Based on these findings, Trump announced that tariffs of 25% on steel and 10% on aluminum
would be applied to all its trading partners, amounting to imports worth an estimated $48 bil-
lion coming mostly from U.S. allies such as Canada, the EU, Mexico and Korea. The Chinese
portion covered only 6% of imports due to the prior U.S. imposition of antidumping and coun-
tervailing duties. As a result, the Chinese retaliatory tariffs on this issue only accounted for $3
billion. Due to a strong retaliatory response from the EU and other trading partners, Trump is-
sued revised formal steel and aluminum tariff proclamations exempting the EU, Korea, Brazil,
Argentina and Australia in March 2018, in addition to Canada and Mexico which were tem-
porally exempted through May 2018. Tariffs on steel and aluminum went into effect in March
2018 with exemptions for these selected countries. A steel tariff of 25% applied to countries that
had exported steel products worth $10.2 billion to the U.S. in 2017, while the aluminum tariff of
10% applied to countries that had exported aluminum worth $7.7 billion in the same year. The
U.S. government renewed exemptions for selected countries but ended these over time. As tariff
exemptions ended, Canada, the EU and Turkey imposed retaliatory tariffs on related or other
U.S. products. China also imposed tariffs on various imports from the U.S. that included 128
tariff lines. Korea received a permanent exemption for steel, but agreed to reduce steel exports
to the U.S. market; its agreed-to quota of 2.68 million tons reduced its shipment by 21.2% from
the export volume in 2017 [Bown, Kolb, 2018; Jun, 2018; Ng, Chung, 2018].

In addition to steel and aluminum, the U.S. Trade Representative (USTR) initiated an
investigation of China under Section 301 of the Trade Act of 1974 after President Trump’s
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instruction in August 2017 to investigate any Chinese laws, policies or practices that may harm
U.S. intellectual property rights, innovation or technological development. The USTR found
that China conducted unfair trade practices related to technology transfer, intellectual property
and innovation, and thus President Trump imposed 25% tariffs on 1,333 Chinese products in
two phases starting July 2018, accounting for $50 billion worth of targeted intermediate inputs
and capital products. China also issued an updated $50 billion retaliation list of 25% tariffs in-
cluding agricultural and food products, crude oil, automobiles, airplanes, chemical products,
medical equipment and energy products in two phases that accounted for 659 tariff lines. Since
then, trade conflicts between China and the U.S. have continued, and in June 2018 President
Trump directed the USTR to identify Chinese imports worth an additional $200 billion for an
additional tariff of 10% in response to Chinese retaliatory tariffs. The USTR finalized a tariff
list containing 5,745 full or partial lines of the original 6,031 tariff lines that were on a proposed
list of Chinese imports. The additional tariff came into effect in September 2018 [Bown, Kolb,
2018; McLarty Associates, 2018; Ng, Chung, 2018; USTR, 2018].

In May 2018, the U.S. Commerce Department initiated a third national security investiga-
tion into imported autos and parts following the steel and aluminum cases. President Trump
considered raising tariffs to 25% on these products, which are mainly imported from the EU,
Japan and Korea. Tariffs on autos are not yet imposed. Overall, because trade conflicts are
composed of four different issues and involve still ongoing processes, it is extremely difficult to
estimate how they will develop in the future (see Table 1).

Table 1. Category and Content of U.S. Trade Conflicts with Trading Partners

Category Content

Solar panels and washing machines Imposition of safeguard tariffs on imports of solar panels worth $8.5
billion and of washing machines worth $1.8 billion.

Chinese preliminary tariffs on U.S. sorghum and the filing of a WTO
dispute against U.S. solar panel tariffs.

Korean filing of a WTO dispute against U.S. solar panel and washing
machine tariffs

Steel and aluminum as threats to national security | Section 232 of Trade Expansion Act of 1962.
25% on steel and 10% on aluminum covering imports worth $48

billion

Unfair trade practices for technology and Section 301 of Trade Act of 1974.

intellectual property (IP) 1,333 Chinese products worth $50 billion for 25% tariffs with two
phases.

Identifying imports worth $200 billion for 10% tariffs

Autos as threats to national security Raising tariffs up to 25%

Source: [Bown, Kolb, 2018; McLarty Associates, 2018; Ng, Chung, 2018; USTR, 2018].

Outcomes of Trade Conflicts

Global trade tensions have substantially increased since the arrival of the Trump admin-
istration in 2017. The U.S. has imposed tariffs on various imports from its trading partners and
its trading partners have responded with retaliatory measures. The outlook has been clouded
by ongoing trade tensions after President Trump announced the imposition of 10% tariffs on
Chinese imports worth $200 billion starting on 24 September 2018, and the Chinese govern-
ment’s retaliatory imposition of 5—10% tariffs on U.S. imports worth $60 billion [Bown, Jung,
Lu, 2018; Grace, 2018; IMF, 2018].

Most analyses of trade conflicts by economists conclude that tariffs imposed by the Trump
administration and other trading partners do not damage macroeconomic development in the
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short run. Taken together, the tariff of 25% on U.S. imports worth $50 billion and the tariff of
10% on imports worth $200 billion increase import costs by $32.5 billion. This is a very small
amount compared with the total U.S. GDP of $19.6 trillion a year. In fact, it accounts for only
0.17% of the U.S.” GDP in 2017. However, the tariff escalation by China and the U.S. could
negatively impact global trade. Based on a computable general equilibrium (CGE) analysis by
the World Bank Group, this escalation could reduce global exports by up to 3%, or $674 billion.
In addition, the trade disputes in the G2 could reduce global income by up to 1.7% with losses
across all regions amounting to $1.4 trillion [Freund et al., 2018; Lawrence, 2018].

The U.S. — China trade conflict impacts developing nations both positively and nega-
tively. Third-party countries could benefit from increased preference margins in the U.S. and
Chinese markets when the two nations impose tariffs on their imports. However, when investor
confidence becomes unstable, these gains disappear in all regions due to negative income ef-
fects. As a result, income losses range from 0.9% in South Asia to 1.7% in Europe and Central
Asia. Furthermore, the biggest declines of income are recorded by China and the U.S. with
3.5% and 1.6% respectively. Agricultural, chemical and transport equipment products are af-
fected mostly in the U.S., while electronic equipment, machinery and manufacturing products
lose mostly in China [Freund et al., 2018].

According to an analysis by the International Monetary Fund (IMF), an escalation of
trade tensions could weaken business and financial market sentiment leading to declines in
investment and trade. Moreover, proliferation of tariffs and retaliatory measures increases un-
certainty about the potential breadth of trade, which hinders investment. As a result, higher
trade barriers make goods and services less affordable. The IMF has warned that the threats
to impose tariffs by the U.S. and its trading partners could reduce global economic growth by
0.5% by 2020 — that is equivalent to a loss of about $430 billion from the global GDP [IMF,
2018; Partington, 2018].

An analysis by A. Slater in Oxford Economics has produced an even more negative es-
timation than the above-mentioned analyses. It estimated that the auto tariffs threatened by
President Trump to U.S. allies in Europe, China and other trading partners could reduce world
trade by 4% and wipe away $800 billion from the global GDP if they are imposed in 2019. This
would have a significant negative impact on the global economy because oil prices and interest
rates are both rising globally [Edwards, 2018] (see Fig. 2, Table 2).

Tariffs on U.S. auto imports _ 4% of world
_ imports

Further Chinese retaliations -
] Threatened Tariff

U.S. further $200 Billion versus China I reatened farts
Chinese retaliations .
N 1% of world imports Pending Tariffs
U.S. $46 Billion versus China [ |
EU, China & NAFTA retaliation I
1 0, . .
Metals, solar & wash. mach. tariffs F 0.3% of world imports Actual Tariffs
J [ |
0 500 1000
U.S. $ Billion

Fig. 2. Trade Conflicts and Their Costs
Source: [Edwards, 2018].
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Table 2. Estimated Outcomes of Trade Conflicts

Analysis Estimated Cost ($ Billion)
World Bank Group 674
IMF 430
Oxford Economics About 800

Source: Author’s own adaptation based on [Edwards, 2018; Freund et al., 2018; IMF, 2018].

Beyond the decline in trade and slowed global economic growth, the trade conflicts could
damage global supply and value chains as well as inhibit the spread of new technologies that in-
crease productivity. The long-term impact on the global value chains will be to destroy the con-
fidence of companies that operate in these chains. They cannot continue to cope with unstable
conditions for global market access. Even in the short run, they must delay their investment
plans due to increased uncertainty [Freund et al., 2018; IMF, 2018; Lawrence, 2018].

EU and Japan’s Trade Policy Strategy
Background

The EU Commission has adapted its trade strategy every few years based on pragmatic
approaches since the late 1990s. The EU originally advanced a policy of managed globalization
that aimed to adapt the global rules and strengthen international regimes in order to mitigate
anti-globalization protests. In line with this strategy, the EU strongly advocated for a multi-
lateral trade round in the WTO. The EU adhered to the Lisbon strategy (2000) which aimed
to make the EU the most competitive and dynamic knowledge-based economy in the world
by 2010. As part of a less ambitious Lisbon strategy, “renewed” following its midterm review
in 2005, the EU realized that trade contributed to economic growth and new job creation. In
2006, the EU adopted a Global Europe trade strategy, preferring FTA partners based on market
potential, their level of protection against EU exports, and their negotiations with EU competi-
tors. Since 2015, the EU has implemented a trade strategy called Trade for All which aims to
deliver economic growth and new jobs without compromising core principles [Gstohl, 2016].

Compared to the EU’s strategy, since World War II Japanese economic and trade policy
has mainly focused on a multilateral, rather than bilateral or regional, approach although Japan
did support East Asian regionalism because Japanese companies had a significant advantage
over their rivals. Until the end of 1990s, Japan preferred the participation of the U.S. in any
economic grouping of trade partners such as the Asia-Pacific Economic Cooperation (APEC),
the TPP and others, despite its strong economic expansion [Park, Pasierbiak, 2018].

However, Japanese trade policy started to change as the Chinese emerged in the East Asian
region after 2000. China was particularly active in terms of trading with East Asian countries.
When China started to negotiate an FTA with ASEAN, Japanese trade policy also changed in
favour of FTAs in the East Asian region. As a result, Japan focused on trade and foreign direct
investment (FDI) for its production bases resulting in a significant increase of FTAs within the
region in the period 2002—16. Since then, Japanese trade policy has been to implement bilat-
eral, multilateral and mega FTAs [Baldwin, 2007; 2011; Park, 2017].
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EU and Japanese Trade Policy

The EU’s trade policy for Global Europe focused on bilateral FTAs and bloc-to-bloc
agreements, particularly with the Association of Southeast Asian Nations (ASEAN), the South
American Trade Bloc (Mercosur) and the Gulf Cooperation Council. In bilateral FTAs, the
EU envisaged possible important partners such as India, Japan, Russia and Korea. Addition-
ally, the EU communicated with China to explore a bilateral FTA. In fact, the EU regarded
China as the single greatest test of Europe’s capacity to generate economic growth and employ-
ment through the globalization of trade policy. As a result, a far-reaching FTA with Korea was
signed in 2010 and ratified by the EP. The EU — Korea FTA was the first FTA with an Asian
country and the first of the new generation of FTAs. It became the benchmark agreement [de
Prado, 2014].

The global financial crisis and the sovereign debt crisis impacted the Europe 2020 strategy
which followed on the renewed Lisbon strategy. The Europe 2020 strategy aimed at smart, sus-
tainable and inclusive growth. In this context, the strategy for Trade, Growth and World Affairs
(TGWA) was regarded as an update to the Global Europe strategy followed since 2010. It em-
phasized reciprocity; particularly in relation to emerging economies, the EU’s trade and foreign
policies must be mutually reinforcing and must encourage its partners to promote respect of
human rights, labour and environmental standards, sustainable development and investment.

The target partners for the TGWA strategy were chosen by large economies such as the
U.S., Japan and Canada, and individual ASEAN states were included because the bloc-to-bloc
approach had failed. In the early 2010s, the global trade environment confronted protectionism,
and the global economic condition was sluggish until 2016. Therefore, major economies tried to
set up mega FTAs such as the Regional Comprehensive Economic Partnership (RCEP) and the
TPP. The EU was no exception. It started talks on a bilateral investment agreement (BIA) with
China, while the U.S. engaged with the TPP. In order to strengthen cross-Atlantic economic
cooperation, the EU opened negotiations for the Transatlantic Trade and Investment Agree-
ment (TTIP) in 2013; these have remained stalled since President Trump took office in 2017.
These are all strategic responses to the changing global trade order [Gstohl, 2016].

During increasing controversy over the TTIP due to the investor-to-state dispute settle-
ment (ISDS) mechanism, and half-way through the Europe 2020 strategy, the EU presented
a new trade strategy called Trade for All in 2015. In the new strategy, the EU demanded more
transparency, attention to regulatory issues and dispute settlement in investment and expressed
concerns about the external effects of FTAs. As a result, it generated higher transparency as
standard practice in the negotiations for the TTIP and effectively extended measures to trade
defense. The EU’s strategic focus is to ensure trade agreements delivering concrete benefits to
its economy and people though economic growth and employment in the EU [EC, 2017] (see
Table 3).

Table 3. EU’s Trade Policy Strategies, 1990s—2015

Period Trade Policy Strategy
1990s Multilateral trade round Adopt global rules and international regimes
2000—2015 Bilateral FTAs for Global Europe Lisbon strategy and renewed Lisbon strategy
Since 2015 Trade and foreign policy mutually Europe 2020 strategy and TGWA strategy
reinforced based on reciprocity:
Trade for All

Source: compiled by the author.
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In order to make free trade fair, the EU has used all possible tools to enforce commitments
undertaken by FTA concluded partners. It has claimed to remove trade barriers and to prohibit
unfairness to safeguard a level playing field for EU companies. Moreover, the EU enforced its
rights though the WTO dispute settlement mechanism whenever it was necessary. As a result,
the EU pursued 21 complaints in the WTO with 10 trade partners in 2017 and became the
second-biggest user of the system along with the United States. Additionally, trade defense in-
struments (TDI) have ensured that EU companies face fair competition in open trade. More-
over, the EU works closely with stakeholders such as the EC, the EP and member states to
maximize opportunities created by FTAs. In fact, around 40% of the EU’s total exports are cov-
ered by implemented or concluded FTAs. Therefore, it is vital for the EU to manage its FTAs
properly in order to generate economic growth and new employment [EC, 2017].

Even after the creation of the WTO in 1995, Japanese trade policy did not adapt to the
reality that regional and bilateral trade agreements had overwhelmed the multilateral trading
system based on the rules of the WTO. Therefore, Japan rejected any bilateral and regional free
trade agreements in favour of non-discriminatory economic cooperation. Japanese trade policy
was against free trade agreements until 1998 because these could create adverse effects for non-
member states. Moreover, these effects could be controlled through international organizations
such as APEC or the WTO. In fact, the anti-FTA trade stance supported Japanese agricultural
policy’s resistance to liberalization beyond GATT negotiations. Additionally, it also contributed
to protecting Japanese companies investing abroad assisted by official development assistance
(ODA). Japanese trade policy, for 50 years in the post-war period, focused on accessing global
markets based on multilateralism. Global market access was a precondition for Japan to acquire
low-cost capital goods, high technologies, raw materials and food supplies that could provide
industrial success and economic prosperity [Dyrsdale, Armstrong, 2014; Yamamoto, Kikuchi,
1998].

However, after the Asian financial crisis (AFC) in 1997, Japanese trade policy turned from
multilateralism to bilateralism in order to secure its regional trade interests, resulting in a high
degree of trade and investment integration in the East Asian economy. After the AFC, Japanese
trade policy aimed to revive trade growth through an FTA strategy. This was a significant shift
in Japanese trade policy. As a result, the multilateral trading system began to end in favour of
preferential trade agreements in 1998, due not to debates in policymaking circles, but rather to
Japan and East Asia’s quest for stronger institutional ties. Japan launched joint studies on FTAs
with Korea in 1998 and Singapore in 2000 [Dyrsdale, Armstrong, 2014].

Japan and Singapore completed an FTA in 2002. However, its significance was mostly
symbolic due to the failure to liberalize tariffs and the agricultural sector in order to protect
Japanese agriculture even in a bilateral FTA. Additionally, Japan offered all developing nations
negotiating FTAs investment and economic cooperation while keeping its own agricultural sec-
tor largely protected. Similar measures were offered to developed economies, that is, service
sectors were to be excluded from FTA negotiations in order to protect them. Such strategies
cannot contribute to trade growth because they are not sufficiently comprehensive and have no
real economic impact on either party [Mitsuyo, Fukunari, 2008].

In fact, Japan signaled strong support for the multilateral system and the most favourable
nation (MFN) principle which resulted in a proliferation of FTAs among Japan’s neighbours,
including Korea, China and the ASEAN states. Despite this, Japan launched economic part-
nership agreement (EPA) negotiations with Korea, Mongolia, Canada, the EU and others.
However, the impacts of the agreements have been limited because Japanese EPAs seek to pro-
tect Japan’s agriculture and service sectors, thus limiting the interests in the agreements by
partners. As a result, Japan could not produce strategic national reform to meet its economic
growth goal. Japan’s early FTAs were politically, diplomatically and strategically oriented rather
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than focused on deliberation of economic costs and benefits [ Dyrsdale, Armstrong, 2014; Tat-
sushi, 2002].

During the 2000s, investment by the Japanese government in infrastructure in Southeast
Asia and South Asia began, and contributed to building supply chains and economic develop-
ment in the region. The primary motivation for the investment was to support Japan’s multina-
tional companies (MNCs) in exporting equipment, machinery and engineering services in the
region. However, this trade policy was not connected with domestic reforms and failed to bring
South Asia into an integrated East Asian economic system.

In this context, the U.S. and China started to build mega FTAs such as the RCEP and the
TPP.2 Beginning in the 2010s, Japan actively participated in these mega FTAs in order to build
a new global trade and economic governance structure in the Asia Pacific region. However,
at the same time, Japan continues to avoid agricultural and service reform while participating
in RCEP and TPP. Much action can take place domestically, beyond the TPP and the RCEP
[Dyrsdale, Armstrong, 2014] (see Table 4).

Table 4. Japanese Trade Policy Strategies, 1945—2018

Period Trade Policy Strategy
Pre-1998 Multilateral trade round to access global Adopt global rules and international regimes
market (GATT/WTO)
1999—-2000s Bilateral FTA/EPA for global market Protect agricultural sector from developing

countries and service sector from developed
countries

Post-2010s Bilateral and mega FTAs Economic growth through trade
(Abenomics)

Source: compiled by the author.

Trade and Foreign Direct Investment (FDI) between the EU and Japan

Bilateral trade between the EU and Japan has been strengthened since the 1990s. The EU
increased economic and political relations with Japan after a series of European treaty reforms.
As a result, the two economies are already closely interlinked, although the 28 EU member
states do not have the same degree of trade relations with Japan. The Japanese share of total
exports to the EU accounted for over 5% in 2000, while the EU’s share of total exports to Japan
was around 17% in the same year. These shares declined to 3% and nearly 10% respectively in
2013. Since then, there has been an upward trend to over 3% and 11% respectively in 2016, but
these shares are still much lower than in 2000. The decline in shares of exports from 2000 to
2013 in both markets can be explained by the rapid expansion of Chinese exports to the EU and
Japan [EPSC, 2017] (see Fig. 3).

The EU was Japan’s third-largest trade partner after China and the U.S. in 2017, while
Japan was the sixth-largest trade partner of the EU in the same year. In Asia, Japan was the
second-largest trade partner of the EU after China, ahead of Korea and India. Japan was the
seventh-largest trade partner of the EU in imports with its share accounting for 3.7%, while it
was the sixth-largest trade partner of the EU in exports with a share of 3.2% in 2017. The EU’s

2 The TPP became the Comprehensive and Progressive Trans-Pacific Partnership (CPTPP) in March
2018 following Japan’s strong push, along with other remaining members such as Australia, Canada, Mexico,
New Zealand and Singapore, to revive the agreement after the U.S. announced its official with drawal from the
TPP in January 2017.

173



INTERNATIONAL ORGANISATIONS RESEARCH JOURNAL. Vol. 14. No 2 (2019)

total trade with Japan was still far behind its trade total with China. However, the quality of
traded goods must be mutually beneficial for the EU and Japan as a whole [de Prado, 2014; EC,
n. d.; EPSC, 2017] (see Table 5).

18
16
14
12

2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016

- Share of Japan in EU’s export . Share of EU in Japan’s export

Fig. 3. Share of Respective Total Exports to the EU and Japan as of 2000—16 (%)

Source: | Eurostat, 2017; IMF, 2017].

Table 5. EU’s Top 10 Trade Partners as of 2017

Imports Export Total trade
Partner Value Extra- | Partner Value Mio € | Extra- | Partner Value Extra-
Mio € EU, EU, Mio € EU,
% % %
World 1.858.257 100.0 World 1.879.431 100.0 World 3.737.688 100.0
1 | China 374.823 20.2 u.s. 375.845 20.0 |US. 632.021 16.9
2 |US. 256.176 13.8 China 198.200 10.5 | China 573.023 15.3
3 | Russia 145.094 7.8 Switzerland 150.813 8.0 Switzerland | 261.220 7.0
4 | Switzerland | 110.407 5.9 Russia 86.186 4.6 Russia 231.280 6.2
5 | Norway 77.433 4.2 Turkey 84.490 4.5 Turkey 154.251 4.1
6 | Turkey 69.760 3.8 Japan 60.493 3.2 Japan 129.373 3.5
7 |Japan 68.880 3.7 Norway 50.702 2.7 Norway 128.135 34
8 | Korea 50.017 2.7 Korea 49.805 2.7 Korea 99.822 2.7
9 |India 44.184 2.4 OAD 42.616 23 India 85.907 23
10 | Vietnam 37.018 2.0 India 41.723 22 Canada 69.182 1.9

Source: [Eurostat, 2018].
There has been a chronic deficit in the EU’s balance of trade in goods with Japan for a

long time. However, this deficit declined continuously until 2013 and started to increase after
2014. The EU’s trade with Japan in goods and services increased from €116.3 billion in 2015
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to €129.4 billion in 2017 and from €40.1 billion in 2014 to €49 billion in 2016 respectively. The
EU had a trade deficit in goods and a trade surplus in services. In Japan, it was the opposite.
On the whole, the EU has a trade surplus with Japan owing to the comparative competitiveness
in services. In recent years, even though the EU’s trade deficit in goods with Japan increased,
its trade surplus in services grew faster than its trade deficit [EC, n. d.] (see Table 5, Fig. 4, 5).
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Fig. 4. EU’s Trade in Goods With Japan, 2015—17 (€ Billion)

Source: [EC, n. d.; 2018a].
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Fig. 5. EU’s Trade in Services with Japan, 2015—17 (€ Billion)

Source: [EC, n. d.; 2018a].
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Japan imported goods from the EU worth over €69.1 billion in 2017 and exported goods to
the EU worth over €68.4 billion in the same year. The EU was the second-largest import origin
and the third-largest export destination for Japan. In total, the EU was the third-largest partner
of Japan with trade worth over €137.5billion, after China and the U.S. but ahead of Korea. The
share of Japanese trade with the EU accounted for 11.3% of its total trade share [EC, 2018a]
(see Table 6).

Table 6. Japan’s Top 10 Trading Partners, 2017

Imports Export Total trade
Partner Value Mio € | World, | Partner Value Mio € | World, | Partner Value Mio € | World,
% % %
World 594.125 100.0 World 617.928 100.0 World 1.212.053 100.0

1 | China 145.485 245 | U.S. 119.568 19.4 China 263.053 21.7
2 |EU28 69.120 11.6 China 117.568 19.0 uU.S. 184.926 15.3
3 |US. 65.359 11.0 EU 28 68.412 11.1 EU 28 137.532 11.3
4 | Australia 34.509 5.8 Korea 47.191 7.6 Korea 72.078 5.9
5 | Korea 24.887 4.2 Taiwan 35.979 5.8 Taiwan 58.450 4.8
6 | Saudi 24.558 4.1 Hong 31.375 5.1 Australia 48.685 4.0

Arabia Kong
7 | Taiwan 22.471 3.8 Thailand 26.058 4.2 Thailand 46.171 3.8
8 | Thailand 20.114 34 Singapore 20.049 3.2 Hong Kong 32.992 2.7
9 | United 18.351 3.1 Australia 14.176 2.3 Vietnam 29.709 2.5

Arab

Emirates
10 | Indonesia 17.529 3.0 Vietnam 13.228 2.2 Indonesia 29.386 2.4

Source: [IMF, 2018].

The top five major goods exported by Japan to the EU in 2016 were machinery and appli-
ances, transport equipment, products of the chemical or allied industries, optical and photo-
graphic instruments, and plastics, rubber and articles. These items accounted for 87% of total
exports. Japan imported from the EU mainly products of the chemical or allied industries,
machinery and appliances, transport equipment, optical and photographic instruments, and
foodstuffs, beverages and tobacco in the same year. These top five import items accounted for
74.4% of total imports [ Deloitte, 2018; Government of Japan, 2017a, 2017b] (see Table 7, 8).

The largest share of Japanese imports from the EU was in medical products, which ac-
counted for 19%, and the largest share of exports was in the category of other machinery, with
16.2%. Additionally, Japan imported agricultural products including beverages and tobacco,
making up the fifth-largest share even though the domestic agricultural sector was highly pro-
tected. However, Japan exported agricultural products to the EU worth €66,561 million in
2016, while EU exports to Japan amounted to €10,693 million in the same year. In total, Japan
was able to protect its agricultural sector effectively although its market size based on GDP is
approximately one third of the EU’s market. On the whole, Japan mainly exported to the EU
machinery and appliances and transport equipment, accounting for 65% of the total export
share in the same year, while it imported from the EU mainly products from chemical or allied
industries, machinery and alliances, and transport equipment, making up 60.2%of the total
import share. The structure of trade between the two parties based on these trade items seems
to be competitive rather than complementary [ Deloitte, 2018; Government of Japan, 2017b].
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Table 7. Japan’s Top Five Imports From the EU, 2016

Rank Products Amount (€ Million) Share of total (%)
1 Chemical or allied industries 13.835 23.8
2 Machinery and alliances 10.693 18.4
3 Transport equipment 10.470 18.0
4 Optical and photographic instruments etc. 5.425 9.4
5 Foodstuffs, beverages, tobacco 2.806 4.8

Source: | Deloitte, 2018].

Table 8. Japan’s Top Five Exports to the EU, 2016

Rank Products Amount (€ Million) Share of total (%)
1 Machinery and appliances 27.025 40.6
2 Transport equipment 16.234 24.4
3 Chemical or allied industries 6.101 9.1
4 Optical and photographic instruments etc. 5.536 8.3
5 Plastics, rubber and articles 2.988 4.5

Source: [Deloitte, 2018].

Additionally, the FDI in both parties had been in balance for a long time. In 2016, the
EU’s accumulated FDI in Japan accounted for €82.8 billion, while Japan’s accumulated FDI
in the EU reached €205.7 billion in the same year. This means that Japan invested in the EU
around 2.5 times more than the EU invested in Japan. Although the Japanese investment in the
EU is higher than the EU’s investment in Japan, the EU’s investment based on market size can
be regarded as significant [EC, n. d.] (see Fig. 6).

The EU was the second-largest destination for Japanese FDI in 2016, accounting for
22.5%of the total share. This share was behind the U.S., but ahead of China and ASEAN com-
bined. However, the EU’s investment in Japan was overwhelming, with a share of 39.6% in the
same year — much higher than theshare of the U.S. at 27.4%. As a result, the EU became the
largest investor in Japan in 2016 [Bank of Japan, 2016; EC, 2018a] (Fig. 7, 8).
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Fig. 6. FDI Between the EU and Japan, 2016 (€ Billion)

Source: [EC, n. d.; 2018].
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Analysis of the EU — Japan FTA
Targets for the EU — Japan FTA

On 6 July 2017, the EU and Japan announced an agreement in principle on bilateral free
trade after 18 rounds of negotiation over four years. The EC welcomed the approval of the
European Parliament in December 2018 and expected the same decision from the Japanese Diet.
The EP and the Japanese Diet ratified the text of the EU — Japan Partnership Agreement,which
entered into force on 1 February 2019. They characterized the EU — Japan FTA as strategically
significant and as sending a strong message in support of trade liberalization that would affect
trade and investment in each party. The EU’s GDP accounted for 21.8% of global GDP in
2016, while Japan’s GDP reached 6.5% in the same year. In total, their combined GDP was
28.3% of global GDP. Additionally, they had a combined population of 638 million and a trade
volume worth $11,887 million — 8.6% and 37.1% of global shares respectively [Akhtar, Wil-
liams, 2017; EC, 2018b; Government of Japan, 2017b] (Fig. 9).

The EU and Japan reached agreement in principle (AP) on the three main elements of
the EU — Japan FTA. First, the EU — Japan FTA will provide both parties easy accesses to
their respective markets to stimulate reciprocal trade and investment activities by forming a

178



INTERNATIONAL ORGANISATIONS RESEARCH JOURNAL. Vol. 14. No 2 (2019)

vast economic zone accounting for approximately one third of the global economy. Second,
cooperation between the two parties can be strengthened through the process of establishing
various rules, regulations and standards that can serve as a platform for addressing global issues
such as international regulations and standards and global warming. Finally, the EU — Japan
FTA can tackle U.S. protectionism and support the global free trade system, as well as restart
trade strategies after the two parties experienced the failures of the TTIP and TPP mega trade
[Sugawara, 2017].
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Fig. 9. The EU and Japan’s World Share in Population, GDP and Trade, 2016 (%)

Source: [IMF, 2017; World Bank, 2017].

The EU’s main interests in the EU — Japan FTA are to eliminate high customs duties,
particularly in the agricultural sector, including beverages. The current Japanese tariffs on beef
and cheese (nearly 40%), chocolate (30%) and wines (15%) are too high for the EU’s exporters.
Furthermore, the EU is keen to negotiate non-tariff measures on automotive, food safety and
chemicals with Japan. The EU also seeks to access Japanese government procurement.

From the Japanese side, its interests are focused on eliminating high customs duties on the
automotive sector, chemicals and electronic devices. The current EU tariffs on these products
account for 10%, 5.5% and 15% respectively. Japan is also keen to change the EU’s regulatory
issues regarding non-tariff measures, and harmonization and mutual recognition of standards
and regulations. The former includes technical barriers to trade (TBT) and the latter includes
sanitary and phyto-sanitary standards (SPS) as well as genetically modified organisms (GMOs)
[Akhtar, Williams, 2017; Business Europe, Keidanren, 2016; Deloitte, 2018; EC, 2018c].

Regarding the elimination of tariffs, the EU liberalized 75% of its imports from Japan
when the EU — Japan FTA entered in force and the ratio will rise nearly 100% over 15 years.
Japan liberalized 91% of its imports from the EU and 99% of its imports from the EU will be
liberalized over 15 years. The remaining 1% will be partly liberalized through quotas and tariff
reductions. Despite the full tariff elimination, two products — rice and seaweed — will be mutu-
ally excluded from tariff liberalization [Sugawara, 2017].

Possible Impacts of the EU — Japan FTA

Once fully implemented, the impact of the EU — Japan FTA will be significant because
high tariff lines will be eliminated. The EU — Japan FTA is described as “a deal of cars for
cheese” because the two parties are keen to generate mutual benefits in their sensitive industrial
sectors. The EU eliminates 10% of tariffs on passenger cars, while Japan removes restrictions
on imports of dairy, cheese and other agricultural products. The EU — Japan FTA also liberal-
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izes several services sectors such as the temporary movement of business personnel and access
to public procurement [Akhtar, Williams, 2017].

In the automotive sector, the EU’s imports of automotive products from Japan increased
from €9,217 million in 2013 to €13,036 million in 2016, while Japan’s imports of automotive
products from the EU grew from €7,804 million to €8,946 million during the same period. The
EU’s total share of imports in automotive products in 2016 accounted for 19.6%, while Japan’s
share in this sector reached 15.4%. This means that Japanese exports of automotive products
to the EU market are stronger than those of the EU in the Japanese market. The EU’s tariff
on passenger cars will decrease over a period of eight years. It will decline from 10% to 8.8% in
the first year, to 5% in four years, and will be removed seven years after the FTA entered into
force. This means that Japan could gain price advantages in its automotive products in the EU
market and could increase its exports with the removal of tariffs on imports of Japanese cars
and components (Fig. 10).

In exchange, Japan eliminated many non-tariff measures on the EU’s automotive prod-
ucts so that there will be considerable cost savings for European cars exported to Japan. With
the tariff reduction and the reduction of non-tariff barriers, the European car industry will be
affected by —0.3% and 0% respectively. Additionally, more than 65% of all Japanese vehicles
sold in the EU market are produced in the EU. Japanese car producers maintain 14 production
plants and 16 research and development centres in the EU. As a result, removing tariffs on au-
tomotive products could boost not only Japanese exports to the EU market, but also production
and new employment in Japanese-owned car plants in the EU [Choudhry, Safir, Terzi, 2018;
Deloitte, 2018; EC, 2018c].
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Fig. 10. EU — Japan Trade in Automotive Products, 2013—16 (€ Million)

Source: [Eurostat, 2018].

In the electronics sector, tariff elimination depends on the product although the Infor-
mation Technology Agreement (ITA) and its expansion have already eroded peak tariffs. As a
result, Japan receives the benefits of the ITA without any equivalent staging. As a reciprocity
measure, the EU has taken a long staging period of 10 years for footwear despite low exports and
the low potential of Japan. It could be a full or a gradual tariff elimination. The tariff on Japa-
nese exports in lamps to the EU will be eliminated from 5.7% in three years, while the tariff on
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exports of LCD screens will decline from 14% to 0% in five years. Japan exported a high volume
of machinery and appliances to the EU, which accounted for 40.6% of its total export share
in 2016. The EU’s export share of these products to Japan was 18.4% of its total export share.
In trade volume, the EU’s exports to Japan increased from €9,430 million in 2013 to €10,693
million in 2016, while Japanese exports to the EU increased from €26,329 million to €27,025
million during the same period. In this sector, the EU experienced its largest trade deficit with
Japan [EC, 2018¢] (Fig. 11).

After the EU — Japan FTA came into force, customs restrictions for exports of electronics
products from both sides were simplified. Moreover, TBT was reduced via the harmonization
of different industrial standards and different approaches to dual-use regulations. Additionally,
import customs duties for electronic goods and national tariff measures (NTMs) have been
reduced so that exports in both parties will increase and more employment can be generated.
However, the EU will have a total duty loss double that of Japan’s after staging periods of up to
15 years in Non-Agricultural Market Access (NAMA). This net duty loss will be compensated
by Japan’s concessions in NTMs, government procurement and services [Deloitte, 2018; EC,
2018c; Hilpert, 2017].
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Fig. 11. EU — Japan Trade in Machinery and Appliances, 2013—16 (€ Million)

Source: [Eurostat, 2018].

In the agricultural sector, the pattern of tariff elimination is based on a full or gradual
elimination as in the electronics sector. Chocolate and wine to Japan, as well as rice to the EU,
will be fully exempt from duties, while the tariff on beef to Japan will be reduced from 40% to
9% over 21 years. However, tariff rate quotas (TRQ’s) will be used continuously. The EU —
Japan FTA will strengthen the standard cooperation in SPS and agricultural safeguard meas-
ures (ASMs).

Since 2013 the EU’s agricultural exports to Japan have increased continuously. Its ex-
port volume increased from €5,107 million in 2013 to €5,774 million in 2016, while its imports
from Japan increased from €173 million to €331 million during the same period. The growth of
Japanese agricultural exports has recently increased faster than that of the EU. Japan was the
fifth-largest export destination for the EU’s agricultural products and foods in 2016, and the
elimination of tariffs with the EU — Japan FTA could enhance trade in this sector. While Japan
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is a net importer of food, the EU — Japan FTA could boost the EU’s exports to Japan. Japan
agreed to liberalize 84% of all agricultural tariff lines, which covers about 88% of trade value
and around 75% of duty revenue on average between 2014 and 2016. A study by the Ifo Institute
for Economic Research estimated that there would be a positive impact on value added in agri-
food industries, with an increase of 0.82% in the EU [Choudhry, Safir, Terzi, 2018; EC, 2018d;
Hilpert, 2017] (Fig. 12).

On the whole, the impact of the EU — Japan FTA could be significant. The long-term
GDP growth for the EU is estimated as being up to 0.76%, while Japanese GDP growth could
reach 0.29%. Bilateral exports will increase in the range of 13.2—73% for the EU and 17.1-63%
for Japan according to economic research institutes such as DG Trade, CIAR and Ifo. The
aggregated GDP growth generated by the EU — Japan FTA is greater than that created by the
EU — Korea FTA because the Japanese economy is over three-times the size of the Korean
economy. Additionally, the EU’s real wages for less-skilled and skilled labour could increase
by 0.68% and 0.7% based on CGE modeling in the impact assessment. These wages could in-
crease by 0.45% and 0.5% in Japan. Overall, the EU — Japan FTA can be regarded as a win-win
approach that generates mutual economic benefits for the two parties. Both parties can realize
economic gains even though they have competitive industrial structures instead of complemen-
tary ones if both economies are closely interlinked by trade and FDI [Choudhry, Safir, Terzi,
2018; Deloitte, 2018; EC, 2016; Government of Japan, 2017b].

By conservative estimates, the EU — Japan FTA could generate total income gains for
the states of the EU worth about €11 billion per year, and could add welfare effects for Japan
of about €9 billion over 10 years. Among EU states, Germany will gain the largest share with
€3.4 billion, followed by the UK with €1.6 billion, France with €1.2 billion and the Netherlands
with €0.9 billion. However, in term of relative gains, the countries with the largest gains will be
Ireland with 0.19%, the Netherlands with 0.14%, Luxembourg with 0.13% and Germany with
0.11%. Even the peripheral EU countries such as Greece, Portugal and Romania will gain up
t0 0.02%. As a result, all EU countries are expected to benefit, although their relative gains will
vary depending on their industrial structure and capacity [Felbermayr et al., 2017].
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Fig. 12. EU — Japan Trade in Agricultural Products, 2013—16 (€ Million)

Source: [EC, 2018d].
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Conclusion

The global trade system has faced a severe dilemma since the Trump administration started to
implement protectionism in 2017. In addition, Brexit escalated trade protectionism since 2016.
But despite this protectionist turn, a mega FTA deal between the EU and Japan was negotiated
in 2012 and completed in 2017.

The European Commission has produced strategy papers in the past two decades focused
mainly on achieving economic growth and employment particularly though the Lisbon strategy
of 2000 and the current Europe 2020 approach. Additionally, the EC has focused on different
parts of the world, including Asia, since the 1990s. Howeyver, its vision is constrained by the fact
that while the power of the European Commission is high mainly in trade and aid, it remains
limited on other issues. In Japan, the strategic goal since the 1950s has been to support the
country so that it could thrive under its core alliance with the U.S.; this approach has recently
become riskier because a new multipolar global power structure has been formed. Therefore,
Japan has needed to galvanize public and semi-public institutions in support of a more clear
strategy.

Additionally, the EU was hit by two major economic crises, the global financial crisis and
the sovereign debt crisis, that resulted in low economic growth and high unemployment. In or-
der to overcome these economic crises, the EU needed to boost its trade to generate economic
growth and new employment. In line with this strategy, the EU set out to complete mega FTAs
such as the EU — Japan FTA and the TTIP. In Japan, the economic situation was rather similar
due to the global financial crisis and a long-time recession that generated low economic growth.
When the Abe administration took office in December 2012, it launched a new economic strat-
egy based on bold monetary policy, flexible financial policy and a growth policy that must revi-
talize a Japanese stagnant economy. Similar to the EU, Japan’s trade policy adopted the mega
FTA strategy, including the EU — Japan FTA, the RCEP and the TTP.

In 2012, the EU and Japan began 18 rounds of negotiation, completing their agreement in
principle for the EU — Japan FTA in July 2017. The agreement achieved a high degree of trade
liberalization. It covers 99% of tariff lines and 100% of imports in the EU and 97% of tariff lines
and 99% of imports in Japan. The two parties agreed to eliminate tariffs and rationalize non-
tariff barriers, although certain products such as rice and seaweed will be protected at Japan’s
request. Now that the agreement has entered into force, the EU can export more agricultural
products to Japan, while Japan can export more machinery, automotive and electronics prod-
ucts to the EU.

Overall, the EU — Japan FTA generates about 0.76% GDP growth for the EU and about
0.29% GDP growth for Japan per year for the next 10 years. Furthermore, it also creates new
employment in both parties. In the global economy, the EU — Japan FTA will generate much
larger gains than losses and provides a strong signal in support of the free trade system even
though the two economies are composed of competitive structures rather than complementary
ones. It means that the free trade system is more constructive for the global economy than trade
protectionism, and can tackle U.S. protectionism in the global economic system. As a result, it
is not only a win-win approach for the EU and Japan, but also for the whole global economy.
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ToproBbi NPOTEKLMOHN3M Kak axuiiecoBa nara
MeXAyHapOAHOro COTPYAHMYECTBa 1 CornaleHne
0 cBoboaHom Toproene EC — 9noHus kak mepa no 6opbde ¢ HUM'

C.-Y. Nak

ITak Canr-Yyn — npodeccop Briciieit HIKoabl HAYKOEMKKMX TEXHOJIOTMI ¥ 9HepreTuku [1oJuTeXHNYeCKOro yHu -
Bepcureta Pecriyonuku Kopes; 2121 Jeongwang-Dong, Siheung-City, Kyonggi-Do, 429—793, Korea; E-mail:
scpark@kpu.ac.kr

[loaumuxa mopeosoeo npomekyuonusma, pearuzyemas aomunucmpayuei npesudenma Jonanrvda Tpamna é CIIA, 6 no-
cnednue 200bt yeunuaacy. Baacmu CIIA 3axpoisarom enaza na Tpancmuxookearckoe napmuepcmeo (TTII) — unuyu-
amusy, komopas 6viaa «nooxeaueHa» npemvep-murucmpom HAnonuu Cunozo A63 nocae evixoda u3s nee CIIA ¢ 2018 e.
B nHacmosiwee epems mopeoeas eoiina mexcoy Kumaem u CIIA, a maxauce Esponeiickum corozom (EC) u CIIA npo-
donocaemes. Hukmo He modcem mouHo oyeHums, Kakum o0pasom oHa mpancgopmupyem mMuposyio SKOHOMUKY. B ne-
KOMOPbIX CAYHAAX MOP20Gbli NPOMEKUUOHUM PACCMAMPUBAeMCs KAK AXUANeC08a NAMA 2100ANbHO20 IKOHOMUHECKO-
20 compyonuuecmea. Hecmomps na pacnpocmpanentbie npomeKyuoOHUCMCKUe HACMPOEHUs, 8 2A00aNbHOU IKOHOMUKE
ocmaromesi cmopoHHUKY ¢60000H0i mopeoéau. EC u SInonus nauaiu nepeeogopbl no 60npocy 3aKAHEHUs CONAUIeHUS
0 c60000H0I mopeosne 6 2012 e. Coenawenue 6bi10 hunarusuposano 6 dexadpe 2017 2. nocae 18 payndos nepeeosopos.
Ilocne opuduueckoii eepugpuxayuu u nepesoda (na szviku EC. — [Ipumeu. nep.) Eeponeiickas komuccus npedcmasu-
saa Coenawenue na odobpenue 6 Eeponapramenm u 6 nayuonanvhvle opeansvt EC. Snonus, cmpana ¢ evicokopazeumoil
IKOHOMUKOUL U KAI04€80Il YHACMHUK 2100aAbHOl MOPe080il U UH8ECIULUOHHOL CUCEMbL, A643emCs 0OHUM U3 Haubonee
sHauumolx napmuepog oas EC. Coenauwenue o c60600n0i mopeosne mexcdy EC u SAnonueii moxcem cozoams ocHosy 045
AKMUBHO20 IKOHOMUHMECKO20 COMPYOHUMECMEd Cmpan-yuacmuuy, Ha komopoie ¢ 2017 e. npuxoounoce 30% enobarvhozo
BBII. Kpome moeco, mopeogoe coenauiernue mexncdy EC u Hdnonueii modxcem ycmpanums mHozue 6apwvepst U cHocob6cmeo-
6amy opMUPOBAHUIO NPABGUA 2100ANbLHOU MOP206AU, 8 OCHOBY KOMOPLIX 6YAYMm NOA0JICEHbl NPUHUUNBI c80000bl U 00U4UX
yennocmeti. Coenauienue makdice 00Ka3vleaen, 4¥mo 0e KpynHeiiuiue SKOHOMUKU MUpA 0meepeaion npomekyuoHusM,
KOmMOpblil pazeueancs ¢ MOMeHma 2n06anbHo2o gurancogozo kpusuca 6 2008 e. u docmue anoeesi nocae npuxooa K eaacmu
6 CIlIA 6 2017 2. JI. Tpamna. B dannoii cmamoe uccaedyemcs, kaxk CCT EC — Hdnonus moxcem cnocobcmeosams 3K0-
HOMUYECKOMY pOCmy U Kakue 6bleo0bl OHO npuHecem 0415 00eux cmopoH. Aemop makoice anaruzupyem, KaKum ceKmopam
axoHomuku CCT npunecem Hauboavuiue 6vi200bi. Hakowney, agmop nsimaemcs oyeHums o3deiicmeue coenauienus Ha
coCmosiHue 2100aAbHOL MOP208AU.

KuroueBbie cjioBa: TOProBbIii TPOTEKIIMOHU3M; TOPTOBbIE Oapbephl; MpaBuIa II100aTbHO TOPTOBIIN; COTIAIIEHNE
o cBoboaHoit Toprosie (CCT); sxkonomuueckuii poct; EC; fAnonus; CLLIA

Jas nurupoBanus: [Tak C.-Y. (2019) Toproselit MpOTeKLIMOHU3M KaK aXWJLJIEeCOBa MsITa MEXIYHAPOIHOIO COTPY/I-
HUYeCTBa M comtaiieHre o cBobomaHoit Topropie EC — fmoHust Kak Mepa o 6opboe ¢ HuM // BecTHUK MexXmyHa-
ponubix opranusanuii. T. 14. Ne 2. C. 163—191 (Ha pycckoM u aHmIMiickoM sizbikax). DOI: 10.17323/1996-7845-
2019-02-08.
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