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Executive summary
This report presents the assessment of the economic impact of the provisions negotiated by EU and
Japan in the Economic Partnership Agreement. The analysis concludes that the agreement provides a
positive overall outcome both for the EU and for Japan.
The EU and Japan are two highly developed economies that already have strong trade and
investment links. For example Japanese multinationals employ about 625,000 people in Europe. In
addition, Japan is an important strategic partner for the EU and a key ally in the Asia-Pacific region.
The EU has a bilateral deficit in goods and surplus in services (an overall positive trade balance)
however Japanese companies have a strong presence in the EU and serve the market through mode
3, multinational presence, in services especially. The majority of EU exports are in industrial goods
although agri-food products already represent 10 percent of EU exports and thanks to the agreement
there is further potential for expansion. Japan is currently exporting industrial goods (transport
equipment and machineries and appliances in particular) to the EU and the reduction in trade
barriers foreseen in the agreement will potentially yield an increase in this trade.
The agreement has achieved a high degree of trade liberalisation. The EU has liberalised 99% of tariff
lines and 100% of imports and Japan 97% of tariff lines and 99% of imports. However, on the 3% of
tariff lines not fully liberalised, Japan has given significant concessions in terms of tariff rate quotas
and/or tariff reductions as described below. Furthermore, the lower figure is also largely
compensated by the significant effort made by Japan in addressing a large number of Non-Tariff
Measures. Finally, this agreement has also the potential to benefit SMEs given the strong presence of
these companies among EU exporters to Japan. For these smaller companies, the SME chapter
commits each Party to transparency regarding access to its own market through the sharing of
information.
The reduction of tariffs and non-tariff measures foreseen in the agreement (when compared to the
situation with no agreement) are expected to add 33 billion euro to the EU GDP by 2035 (when the
agreement is expected to be fully implemented). This corresponds to around 0.14% of additional
GDP and is accompanied by an increase of about 13 billion euro of EU exports to Japan. For the EU,
this agreement provides a positive overall outcome and leads to considerable gains in sectors that
are not always the ones that benefit the most from our trade policy, e.g. agriculture, beverage,
textile, apparel and leather products. No EU sector is foreseen to experience noticeable losses,
including the motor vehicle sector which is expected to see its exports to Japan increase thanks to
the reductions in non-tariff measures achieved by the agreement. For Japan the main gains are in
manufacturing industrial goods.
The impact of agreement is therefore balanced.
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Abbreviations
AVE

Ad-valorem equivalent

BSE

Bovine spongiform encephalopathy

CCMAAA

Custom Cooperation and Mutual Administrative Agreement

CEPII

Centre d'Etudes Prospectives et d'Informations Internationales

CETA

(EU-Canada) Comprehensive Economic and Trade Agreement

CGE

Computable general equilibrium

CMTF

Customs matters and trade facilitation

CTF

Customs and trade facilitation

CTG

Change of tariff heading

DS

Dispute settlement

EIF

Entry into force

EPA

Economic Partnership Agreement

EU

European Union

FDI

Foreign direct investment

fob

Free on board

FTA

Free Trade Agreement

GATS

General Agreement on Trade in Services

GDP

Gross domestic product

GI

Geographical indication

GMO

Genetically modified organism

GPA

Government Procurement Agreement

GRP

Good regulatory practices

GTAP

Global Trade Analysis Project

GVC

Global value chains

HS

Harmonized Commodity Description and Coding System

ICAO

International Civil Aviation Organization

ICH

International Council for Harmonisation

ICTSD

International Centre for Trade and Sustainable Development

ILO

International Labour Organization

IMF

International Monetary Fund

IPR

Intellectual property rights

IT

Information technology

ITA

Information Technology Agreement

ITAII

Information Technology Agreement 2

IUU

Illegal, unreported and unregulated

MFN

Most favoured nation

MNE

Multinational enterprise

MRA

Mutual Recognition Agreement

MS

Member state

NAMA

Non-agricultural market access

NOM

Non-origination material

NTM

Non-tariff barrier
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NTM

Non-tariff measure

OECD

Organisation for Economic Co-operation and Development

PAP

Processed agricultural product

PSE

Producer support estimates

PSR

Product-specific rules (of origin)

QMS

Quality management systems

RCC

Regulatory Cooperation Committee

RVC

Regional value content

SAM

Social Accounting Matrix

SDR

Special drawing rights

SIA

Sustainability impact assessment

SME

Small and medium enterprise

SMP

Skimmed milk powder

SOE

State-owned enterprise

SPS

Sanitary and phytosanitary measures

TBT

Technical barrier to trade

TM

Trade mark

TPP

Trans-Pacific Partnership

TRIMS

Agreement on Trade-Related Investment Measures

TRIPS

Agreement on Trade-Related Aspects of Intellectual Property Rights

TRQ

Tariff rate quota

UN

United Nations

UNCTAD

United Nations Conference on Trade and Development

UNECE

United Nations Economic Commission for Europe

VA

Value added

WCO

World Customs Organization

WTO

World Trade Organization
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1. Introduction and rationale for an EU-Japan EPA
Japan is an important strategic partner for the EU and a key ally in the Asia-Pacific region. It is a longestablished democracy with a clear commitment to the rule of law and to free and fair trade. As
advanced, industrialised democracies, the EU and Japan have strong economic and political links, and
cooperate closely with one another in international and multilateral fora such as the UN, the WTO
and the G7 and G20.
In economic terms Japan is the third largest national economy in the world, and was only recently (in
2010) surpassed by China. It is a highly developed market with a potentially large demand for the
kind of goods and services produced by Europe1. ), . Comparing absolute levels of final consumption,
the 2016 EU-Japan Trade Sustainable Impact Assessment (SIA)2 shows that the Japanese market (4.0
trillion USD) is almost as significant as the Chinese market (4.7 trillion USD).
However Japan only ranks as the 6th export destination of the EU. In relative terms EU exports to
Japan have declined in recent years. Japan was attracting 3.9% of EU exports of goods in 2006 but
only 3.3% in 2016. This decline is also evident for trade in services and for investment. Japan has
consistently had among the lowest ratios of services import penetration and foreign investment
penetration among OECD members.
An EU Impact Assessment conducted in 20123 outlined that "even against the background of the
cultural and structural factors (..), both the economic studies and the public consultation
underscored that bilateral trade volumes are not as large as could be expected between large
developed economies, cited the need to revitalise bilateral trade between the EU and Japan,
and highlighted a perception of considerable unrealised economic potential."
This untapped potential in EU-Japan trade relations was at the core of the decision to launch
negotiations for a bilateral trade agreement. In order to fully unlock the trade potential of the EUJapan relations, which in turn would deliver considerable benefits for both partners in terms of
economic growth and jobs, an agreement, had to go beyond pure tariff issues. From the beginning of
the negotiations a special focus was therefore given to issues such as Non-Tariff Measures (i.e. the
sort of technical barriers which had long been perceived as one of the major reasons for the low
levels of trade and investment), services, procurement and corporate governance issues.
Finally it should also be noted that once in force the EPA will give EU exporters and investors a
considerable comparative advantage in terms of market access compared to many of the EU's key
competitors. This is notably true for the USA which is not participating in the Trans-Pacific
Partnership (TPP). These were finalised on 23 January 2018 between Australia, Brunei Darussalam,
Canada, Chile, Japan, Malaysia, Mexico, New Zealand, Peru, Singapore and Vietnam (TPP 11).
Negotiating directives (the "mandate") were therefore adopted by the Council in November 20124.
The negotiations were then launched in March 2013. An agreement in principle was announced at

1

2
3

4

consisting of private consumption and government expenditure (purchase of private goods, services and
payroll
Available at http://trade.ec.europa.eu/doclib/html/154522.htm
Available at
http://ec.europa.eu/transparency/regdoc/index.cfm?fuseaction=list&n=10&adv=0&coteId=10102&year=2
012&number=209&version=ALL
http://trade.ec.europa.eu/doclib/docs/2017/september/tradoc_156051.en12.pdf
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the 24th EU-Japan Summit on 6 July 2017 followed by the finalisation of the negotiations on 8
December 2017. The text of the Agreement is available online5.
This report is the assessment of the economic impact of the negotiated agreement. It is not based on
assumptions on the expected outcome (as it was the 2012 Impact Assessment) but on the actual
schedule of Tariff and Non-Tariff measures concessions.
This explains the differences in figures between the two studies. The Impact assessment was based
on assumptions of high reduction of barriers also in services and on a different logic with regard to
the regulatory impact on trade with third countries (all the non-tariff measures reduction would be
MFN while in the actual agreement are on the basis of Mutual Recognition).

5

http://trade.ec.europa.eu/doclib/press/index.cfm?id=1684
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2. Overview over EU-Japan economic and trade relations
2.1.

Short overview of the Japanese economy

Both the EU and Japan are developed economies with high standards of living, as shown in Table 2.1.
In terms of GDP (in Purchasing Power Parity) and population Japan is about one quarter the size of
the EU, bigger than Germany and almost the size of France and Italy together.
Relative to the average EU citizen the Japanese ones are, on average, slightly richer and have a
marginally higher purchasing power.

Table 2.1. Main economic indicators EU and Japan 2017
European Union

Japan

Gross domestic product, current prices Billions €

15,322

4,313

Gross domestic product, current prices, PPP billions €

18,574

4,805

Population, Million persons

510

127

GDP per capita (thousand €)

36

38

Source: IMF World Economic Outlook- April 2018. Data converted in Euro from USD using 1 euro 2017 = 1.1297 USD
(Source: Euro/ECU exchange rates - annual data [ert_bil_eur_a])

2.2.

Tariff profile of the EU and Japan

Tariff profiles of the EU and Japan6 outlined in Table 2.2, show that, on average, imports entering
both the EU and Japan face relatively low tariffs of 5.2 percent and 4 percent respectively. However,
while the total average EU tariff is marginally higher than the Japanese one, the EU has lower
average tariffs for agricultural products (both simple and trade weighted averages) than Japan and
higher average non-agricultural tariffs.

Table 2.2 Tariff profiles of EU and Japan (in %)
European Union

Japan

Total

Ag

Non-Ag

Total

Ag

Non-Ag

Simple average MFN applied (2016)

5.2

11.1

4.2

4.0

13.1

2.5

Trade weighted average (2015)

3.0

7.8

2.6

2.1

11.1

1.2

Tariff quotas (in % of tariff lines)

13.2

Duty free (MFN applied 2016,in % of tariff lines)

31.7

6.2
26.4

36.5

55.7

Source: WTO tariff profiles available at http://stat.wto.org/

While the average EU tariff applied on non-agricultural products is about one third of those applied
on agricultural ones, the difference is much higher for Japan. In particular for the trade weighted

6

In this section we refer to the MFN tariff and the tariffs faced by EU trading partners with preferential
agreements are not accounted for, not even in the trade used for the trade weighted averages.
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averages, the Japanese tariff applied to agricultural products is ten times the tariff applied to nonagricultural ones.

2.3.

Trade and investment

Japan and the EU already benefit from a strong trade relationship. Japan is a significant trading
partner for the EU, representing its 6th most important export destination in 2016, with total exports
in goods and services reaching €89 billion in value as shown in Table 2.3. However, these figures fall
far behind the EU's top three export destinations, namely the United States, Switzerland and China
(see Table 2.3).

Table 2.3 - Main EU trade partners, 2016 (€ billion and %)
Rank
1
2
3
4
5
6
7
8
9
10

Partner Country
USA
Switzerland
China
Russia
Turkey
Japan
Norway
UAE
South Korea
India

Exports of
goods
364
143
169
72
78
58
48
46
44
38

Exports of
Services
218
115
38
25
12
31
28
15
13
14

Total Exports
582
258
208
97
90
89
76
61
57
51

Share of Total
Exports (%)
23
10
8
4
4
3
3
2
2
2

Source: DG TRADE calculations on IMF DoTS, Eurostat (bop_its6_det/tot)

For Japan, the EU is the third largest export destination (after the United States and China), with total
exports in goods and services valued at €85 billion in 2016 (see Table 2.4).

Table 2.4 - Main Japanese trade partners, 2016 (€ billion and %)
Rank
1
2
3
4
5
6
7
8
9
10

Partner Country
USA
China
EU
Korea
Hong Kong
Thailand
Singapore
Australia
Vietnam
Malaysia

Exports of
goods
118
103
67
42
30
25
18
13
12
11

Exports of
Services
40
19
18
7
7
6
9
2
2
3

Total Exports
158
122
85
49
37
31
27
15
14
14

Share of Total
Exports (%)
22
17
12
7
5
4
4
2
2
2

Source: DG TRADE calculations on IMF DoTS and Eurostat (bop_its6_det/tot and 2016 exchange rates)
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Overall, the EU had a trade surplus with Japan of about €4 billion in 2016, resulting from the
combination of a €9 billion deficit in goods trade and €13 billion surplus in services.
Given the size of the EU economy relative to the Japanese one, Tables 2.3 and 2.4 also show how
significant the EU is as a destination market for Japan. In 2016, EU exports to Japan accounted for 3%
of total extra-EU exports, whereas Japanese exports to the EU constituted 13% of the country's total
exports for the same year.
The strong integration of the Japanese economy with the EU is also proven by the strong presence of
Japanese multinationals. The presence of EU multinationals in Japan is not comparable. This could
indicate that there are interesting margins of expansion of European trade and multinational
production in Japan.

2.3.1. Trade in goods
The EU has a trade in goods deficit with Japan, though it has been shrinking in the last decade thanks
to a sustained increase in exports, with imports remaining fairly stable (see Chart 2.1). In 2017, the
EU exported €60 billion in goods to Japan whereas imports amounted to slightly under €69 billion.

Chart 2.1 - EU28 Trade in Goods with Japan, 2007-2017
90
80

BILLION €

70
60
50
40
30
20
10
2007
Source: IMF DOTS

2008

2009

2010

2011

Total Imports

2012

2013

2014

2015

2016

2017

Total Exports

The most dynamic product category has been transportation equipment (HS chapters from 86 to 89)
which has more than doubled in the last 10 years and is now in line with the export value of
machinery (HS chapters 84 and 85) as shown in Chart 2.2 and Table 2.5 Nevertheless the top EU
exports to Japan remain chemical products (HS chapters 28 to 38).
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Chart 2.2 EU Exports to Japan, 2007-2017
70,000
Transport equipment

60,000
All other products

Million euro

50,000
40,000

Optical and photographic
instruments

30,000
Machinery & mechanical
appliances

20,000
Food & beverage

10,000
Chemical products

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Source : Eurostat COMEXT

Altogether, exports of chemical products, transportation equipment and machinery represent about
60 percent (€36 billion) of total EU exports to Japan in 2017. Agricultural products and processed
food represent more than 10 percent of total EU exports and only 1 percent of its imports with a
positive trade balance of €6 billion. Conversely, the vast majority of imports from Japan are
concentrated in machinery (including electronic appliances) and transportation equipment, as shown
in Table 2.57 and Chart 2.3. It is noteworthy that, apart from these two categories, the EU exports to
Japan more than it imports across all other product categories.

7

Within the machinery category, roughly 70% of the EU's exports are in mechanical equipment, with the
remaining 30% in electrical appliances. Conversely, the EU imports a higher share of electrical appliances
from Japan (almost 40%), source Eurostat COMEXT R4 13-Apr-2018.
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Table 2.5 EU trade with Japan by HS section, 2017, (million € )
Section
I Live animals; animal products
II Vegetable products
III Animal or vegetable fats and oils
IV Foodstuffs, beverages, tobacco
IX Wood, charcoal and cork and articles thereof
Other
V Mineral products
VI Products of the chemical or allied industries
VII Plastics, rubber and articles thereof
VIII Raw hides and skins, and saddlery
X Pulp of wood, paper and paperboard
XI Textiles and textile articles
XII Footwear, hats and other headgear
XIII Articles of stone, glass and ceramics
XIV Pearls, precious metals and articles thereof
XIX Arms and ammunition
XV Base metals and articles thereof
XVI Machinery and appliances
XVII Transport equipment
XVIII Optical and photographic instruments, etc.
XX Miscellaneous manufactured articles
XXI Works of art and antiques
Grand Total

EU Exports
2,295
546
308
3,278
1,177
1,437
268
13,270
1,525
1,046
520
1,891
413
480
797
13
1,983
11,093
11,635
5,720
704
93
60,493

EU imports
62
69
52
194
8
632
289
6,098
3,151
33
188
783
97
761
1,872
25
2,163
28,342
17,402
5,559
1,044
55
68,880

Source : Eurostat COMEXT R4 13-Apr-2018

Machinery and appliances and transport equipment are also the sectors that witnessed the strongest
decline in EU imports after the 2009 financial crisis and seem to have not fully recovered since then.
These sectors appear to be responsible for the overall decline of Japanese exports to the EU over the
last 10 years (from about 80 billion euro in 2007 to almost 70 billion euro in 2017): in 2017 the
Japanese exports of machinery and appliances were 75 percent of their 2007 value, while transport
equipment amounted to 87 percent of its 2007 value (as shown in Chart 2.3).

12

Chart 2.3 EU imports from Japan, 2007-2017
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2.3.2. Trade in services
When it comes to trade in services, the EU has a significant surplus with Japan, which has gradually
increased over the last decade. In 2016, Japan exported €18 billion in services to the EU, whereas the
services trade from the EU side was valued at more than €31 billion in the same year.

Chart 2.4 - EU-28 Trade in Services with Japan, 2010 - 2016
35
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Imports

Source: Eurostat (bop_its6_det/tot)
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The main services the EU provides to Japan are principally concentrated in the Financial and Business
sectors, followed by Telecommunications and IT services and Transport. In total these sectors
represent 75 percent of EU services exports to Japan in 2016. EU exports more services to Japan than
it imports in virtually all sub-sectors. In 2016, Japan exported (marginally) more in the maintenance
and repair and intellectual property rights categories (see Table 2.6).

Table 2.6 - EU28 - Japan Trade in Services by Sector, 2016 (millions of €)
Services
Financial services
Business services
Telecommunications, computer, and information services
Transport (water, air and other)
Travel
Charges for the use of intellectual property n.i.e.
Insurance and pension services
Services not allocated
Personal, cultural and recreational services
Maintenance and repair services n.i.e.
Manufacturing services on physical inputs owned by others
Construction
Government goods and services n.i.e.
TOTAL

Exports
7,305
7,076
4,503
4,337
2,657
2,624
726
673
367
302
259
107
106
31,041

Imports
1,693
6,771
510
4,124
1,421
2,703
184
6
46
340
145
50
53
18,046

Source: Eurostat (bop_its6_det/tot)

2.3.3. Foreign direct investments (FDIs)
In terms of foreign direct investment (FDI), Japan has historically been an important investor in the
EU. This is testified by the fact that over the past decade, inward investment stock from Japan has
seen near continuous year-on-year increases, going from €122 billion in 2008 to more than €200
billion in 2016. Outward EU investment to Japan is less consistent however and has fluctuated
between €70 and €100 billion over the 2008 to 2016 period (see Chart 2.5).

250000

Chart 2.5 - EU-28 - Japan FDI Stock, 2008-2016 (millions of €)

200000
150000
100000
50000
0
2008

2009

2010

2011
2012
2013
Inward Stock
Outward Stock

2014

2015

2016

Sources: Eurostat bop_fdi_main (BPM5), bop_fdi6_geo (BPM6)
Notes: Data from 2013 calculated according to BPM6, prior data calculated according to BPM5. Figures missing for outward
stock in 2009.
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As is the case with trade, Japan is more dependent on the EU for investment than the other way
around. In fact, the EU is Japan's second most important investment destination after the United
States, accounting for almost a quarter of the stock of Japanese outward FDI in 2016, far ahead of all
other FDI destinations (see Table 2.7). Conversely, Japan is only the 9th largest destination for EU
investments, accounting for more than 6% of the total stock of outward FDI in 2016 (see Table 2.7).

Table 2.7 Distribution of Japanese and EU outward FDI stocks by partners (%)
Share of Japanese Outward FDI Stocks, 2016
1 U.S.A.
33.41
2 EU
23.85
3 China
8.00
4 Australia
4.88
5 Thailand
4.06
6 Singapore
3.07
7 Korea
2.35
8 Hong Kong
2.10
9 Indonesia
1.97
10 Brazil
1.80

Share of EU Outward FDI Stocks, 2016
1 U.S.A.
87.67
2 Switzerland
34.43
3 Canada
14.17
4 Brazil
12.39
5 Australia
7.37
6 Singapore
7.28
7 Russia
7.00
8 Hong Kong
6.64
9 Japan
6.64
10 China
5.91

Source: for Japanese data JETRO Trade and Investment Statistics and for the EU Eurostat (bop_fdi_main (<-2012);
bop_fdi6_geo (2013->)) Break in series in 2013 (Data until 2012 calculated according to BPM5, data from 2013 calculated
according to BPM6)

The same patterns emerge when looking at data on the activities of multinational enterprises
(MNEs). As shown in Table 2.8 Japanese MNEs in the EU represent 5 percent of foreign companies,
10 percent of turnover in the EU by foreign companies and employ more than 600,000 people. These
statistics show a very strong Japanese presence in the EU, which is not matched by a comparable
presence of the EU in Japan.

Table 2.8 Activities of multinational enterprises (2015)
Japanese Companies in EU*

Number of enterprises (n)
Employment (persons)
Turnover (€ million)

EU Companies in Japan**

Value

Share of total
extra-EU
controlled
companies

Value

Share of total
EU controlled
companies outside
of EU

5,074
625,000
375,000

5%
8%
10%

1,347
167,192
86,684

1%
1%
2%

*Source: Eurostat - Foreign control of enterprises by controlling countries (from 2008 onwards) [fats_g1b_08]
*Notes: data refers to " Total business economy; repair of computers, personal and household goods; except financial and
insurance activities", data for Croatia, Cyprus, Malta are not available.
**Source: Eurostat - Outward FATS, - NACE Rev. 2 [fats_out2_r2]
**Notes: data refers to " Industry, construction and services (except public administration, defense, compulsory social
security)"
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Looking at trade and MNE activities together provides some interesting insights into the EU-Japan
relationship. Overall, the EU serves Japan more with trade (modes 1,2 and 4) than with the
production of multinationals while Japan relies more on MNEs production (mode 3). In fact, EU
revenues from exports represent almost 50 percent of total revenues (exports and turnover of
multinationals) while in Japan the share is 18 percent. On average the share of exports over total
revenues are lower for services than for goods indicating that the first are traded more via mode 3.

Table 2.9 EU-Japan Trade and multinational turnover, 2015 (€ million)

Exports
to Japan

EU
Turnover of
EU companies
in Japan

Exports to
the EU

Japan
Turnover of
Japanese
companies in EU

Agriculture*

2,730

NA

132

NA

Manufacturing

53,808

37,606

59%

59,712

122,783

33%

Services

27,632

48,571

36%

16,053

252,217

6%

TOTAL

84,170

86,177

49%

75,897

375,000

17%

Share of
exports
on total

Share of
exports
on total

Sources: Eurostat - (bop_its6_det/tot); COMEXT R4; Outward FATS, main variables - NACE Rev. 2 [fats_out2_r2]; Foreign
control of enterprises by economic activity and a selection of controlling countries (from 2008 onwards) [fats_g1a_08].
Notes: * HS cat I,II,III

2.3.4. Value added trade (Global Value Chains (GVCs) integration)
Japan's high degree of integration with the EU is also evident when looking at the trade in value
added data. 8 The overall foreign value added in Japanese exports is approximately 14.7 percent with
the EU accounting for over 15 percent of this. This places the EU just behind China as main foreign
contributor to value added in Japanese exports.
Conversely, Japan accounts for just over 5 percent of foreign value added in EU exports (14.6
percent), ranking it in sixth place (see Table 2.10). As for the share of exported goods and services,
this difference may partially be explained by the difference in the relative size of the Japanese and EU
economies.

Table 2.10 Distribution of Foreign Value added in Japan and EU exports of goods and
services (%)
Share of Foreign Value Added (VA) in
Japanese Exports, 2011
1 China
17.23
2 EU28
15.13
3 United States
12.65
4 Saudi Arabia
8.79
5 Australia
7.67
6 Indonesia
5.15
7 South Korea
4.85
8 Russian Federation
4.21
9 Malaysia
2.78
10 Chinese Taipei
2.66

Share of Foreign Value Added (VA) in
EU Exports, 2011
1 United States
22.25
2 Russia
15.18
3 China
11.46
4 Norway
7.66
5 Switzerland
6.63
6 Japan
5.36
7 India
3.84
8 Saudi Arabia
3.09
9 Canada
2.74
10 Korea
2.51

Source: OECD Trade in Value Added (TiVA)

8

Figures based on the latest OECD Trade in Value Added (TiVA) figures for 2011.
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2.3.5. Trade by Small and Medium Size Enterprises
Looking at bilateral trade according to the size of the exporters, it is worth noting that small and
medium enterprises (SMEs) make up a very large share of the total number of EU exporters to
Japan.9 Of the more than 64,000 European companies exporting to Japan, 88 percent are SMEs and
these account for 30 percent of exports as shown in Chart 2.6. 10

Chart 2.6 EU exports to Japan by size of enterprise, 2015 (%)
a. number of EU exporters

b. value of EU exports

12%
30%

70%

88%

SMEs

non-SMEs

Source: EUROSTAT Trade by Enterprise Characteristics dataset (TEC_VN_JP_flat_file)
Notes: Data refer to 20 EU MSs: AT, BE, CY, CZ, DE, EL, ES, FR, IE, IT, LT, LU, LV, NL, PL, PT, RO, SE, SK and UK

These average values hide significant sectoral variation. Table 2.11 shows that there are many
sectors for which SMEs represent not only a high share of the number of companies but also a higher
share of the value of EU exports to Japan. These are agriculture, textile, apparel and leather but also
services sectors such as information & communication, real estate activities, construction, wholesale
and retail trade. In other sectors, despite the high prevalence of SMEs (first column of Table 2.11), EU
exports are still dominated by bigger enterprises. These sectors include motor vehicle manufacturing,
financial and insurance activities, computers and electronics, electrical equipment, and transport.
The share of SMEs both in terms of number of companies and in terms of exports are low for only
two sectors (tobacco products and coke/refined petroleum products).

9

10

SMEs are classified as firms with less than 250 employees. Figures based on the EUROSTAT Trade by
Enterprise Characteristics dataset (TEC_VN_JP_flat_file). Data refer to 20 EU MSs: AT, BE, CY, CZ, DE, EL, ES,
FR, IE, IT, LT, LU, LV, NL, PL, PT, RO, SE, SK and UK. For other 6 MSs only data on the number of exporters
(without the breakdown by size class) is available.
Including the information available for the additional MSs for which is available only the number of
exporters (without the breakdown by size class), the total number of EU exporters becomes 68.063.

17

Table 2.11 SME share of EU exports to Japan by sector, 2015 (%)
SME share of
the number
of
enterprises

SME
share of
value of
exports

Distribution
of SMEs
across
sectors

Agriculture, Forestry & Fishing

96

94

1

Mining and Quarrying

73

43

0

Food

84

46

4

Beverages

95

52

3

Tobacco products

42

0

0

Textiles, apparel & leather

96

59

11

Wood & paper products

81

30

1

Recorded media

90

88

1

Coke and refined petroleum products

25

0

0

Chemicals & pharmaceuticals

74

12

3

Rubber and plastic products

78

35

2

Non-metallic mineral products

80

28

2

Basic & fabricated metal products

79

24

4

Computer, electronic & optical products

86

23

4

Electrical equipment

74

15

2

Manufacture/repair of machinery & equipment

80

27

8

Motor vehicles & trailers

52

1

1

Other transport equipment

73

7

1

Furniture & other manufacturing

91

46

6

Construction

78

90

0

Wholesale & retail trade / repair of motor vehicles

96

78

35

Transportation and storage

85

16

2

Information & communication

86

64

2

Financial and insurance activities

66

3

0

Real estate activities

97

100

0

Professional, research & technical activities

90

14

5

Administrative & support service activities

92

54

1

Other

83

39

2

Total

--

--

100

Traded products (NACE classification)

Source: EUROSTAT Trade by Enterprise Characteristics dataset (TEC_VN_JP_flat_file)
Notes: Data refer to 20 EU MSs: AT, BE, CY, CZ, DE, EL, ES, FR, IE, IT, LT, LU, LV, NL, PL, PT, RO, SE, SK and UK

As observed in table 2.10, most of the SMEs are concentrated in few sectors, whereas larger
companies are somewhat more evenly distributed across categories. Specifically, more than a third
of SMEs exporting to Japan are concentrated in the wholesale and retail and repair of motor vehicles
sector, followed by textiles, apparel and leather, and the manufacturing/repair of machinery.
For non-SMEs, almost half of the exported value is found in the manufacturing of motor vehicles (30
percent), and chemical & pharmaceutical sectors (18 percent). On the other hand, trade and repair of
motor vehicles accounts for almost half of the value exported by European SMEs. In this sense, large
companies and SMEs can be seen as enjoying a symbiotic relationship in the context of the motor
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vehicle sector, with large companies handling the manufacturing and SMEs dominating the trade and
repair aspect

2.4.

Conclusions

The EU and Japan are two highly developed economies that have already strong trade and
investment links.
The EU has a bilateral deficit in goods and surplus in services (an overall positive trade balance)
however Japanese companies have a strong presence in the EU and serve the market through mode
3 especially in services.
The majority of EU exports are in industrial goods although agri-food products already represent 10
percent of EU exports and thanks to the agreement there is further potential for expansion.
Japan is currently exporting industrial goods (transport equipment and machineries and appliances in
particular) to the EU and the reduction in trade barriers foreseen in the agreement will potentially
yield an increase in this trade. However Japan is already serving the EU market with a strong
presence of both manufacturing and services multinationals that employ more than
600,000Europeans.
Finally, this agreement has also the potential to benefit SMEs given the strong presence of these
companies among EU exporters to Japan.
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3. Content of the EU-Japan agreement
3.1.

Trade in Goods and Agriculture

3.1.1. Tariffs
The agreement has achieved a high degree of trade liberalisation. Under WTO criteria a FTA needs to
eliminate duties on "substantially all the trade" between constituent territories. The EPA does more
than that as it covers:
•

EU: 99% of tariff lines and 100% of imports,

•

Japan: 97% of tariff lines and 99% of imports.

The slightly lower figure for Japan can be explained by the sensitivity of the agricultural sector.
However, on the 3% of tariff lines not fully liberalised, Japan has given significant concessions in
terms of tariff rate quotas and/or tariff reductions as described below. Furthermore, the lower figure
is also largely compensated by the significant effort made by Japan in addressing a large number of
Non-Tariff Measures (which is detailed further down in Section 3.1.2).
The agreement has excluded rice and seaweed from concessions as well as products which are
prohibited in the EU such as whale meat.
Industrial tariffs will be fully eliminated on both sides. The respective rates of tariff elimination will
be different. This reflects the very different structures of each Party's tariff schedules. Currently
Japan already applies 0% tariff in chapters such as machinery, electrical machinery, instruments and
vehicles. However, for sectors such as chemicals, textiles and clothing, metals, ceramics and glass,
cosmetics, plastics and jewellery and precious stones Japan will eliminate duties immediately upon
entry into force. This will result in 91% of imports becoming duty-free simultaneously. The impact of
this sweeping tariff elimination will be important for clothing and chemicals in particular, as these are
sectors in which tariffs are still relatively high and in which the EU has significant potential for market
penetration.
For sensitive products both sides will use staging to soften the impact of tariff elimination while in
terms of industrial products Japan will use staging only for wood and leather and footwear. The
tariffs on wood products that are of most interest to the EU (such as chopped wood and laminated
timber) will be gradually eliminated over 7 years. The EU have obtained a much better deal than with
similar wood exporters in other agreements, where staging periods of up to 15 years plus productspecific safeguards apply to important export priorities of the countries concerned. Although tariffs
are not very high (4%-6%), they have historically been a concern for the EU forestry industry. Even
more significant gains are expected from the immediate end of quotas on footwear and leather hides
and skins which were hindering EU exports of shoes because of the extra costs generated. The sector
has traditionally been highly protected and the phase-out of the very high tariffs (30%) over 10 years,
but with frontloading to 21.6% at entry into force can be expected to have a strong influence on
trade flows of footwear to Japan. with The tariffs on ski-boots (27%) will also be phased out over 10
years.
In the area of fishery products, the agreement is unlikely to have a very strong impact as both the EU
and Japan are big net importers of fish. However, the immediate elimination of tariffs on the EU's
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priorities and the phase-out of tariffs on blue-fin tuna over 5 years mean that the result on fish is
satisfactory. In addition the EU has negotiated long-term staging (15 years) for its peak tariffs and will
liberalise items of interest for Japan, such as surimi, over 7 years.
The EU's most sensitive sector in the negotiations was without doubt passenger cars. The final result
of the negotiations led to a phasing out of the 10% tariff on cars over 7 years. This is longer than in
the agreement with Korea which has a transition period of 3 to 5 years. In exchange Japan eliminated
a large number of non-tariff measures on cars and signed up to all UNECE regulations. As a result
there will be considerable cost savings for European cars exported to Japan. In the event that Japan
reintroduced barriers or failed to sign up to future guidelines the EU could re-introduce the tariffs
(so-called "snap-back"). However the EU can use this powerful unilateral weapon only for a period of
10 years. The fact that Japan has accepted such a blunt instrument is proof of the seriousness of their
commitment to maintain a level playing field in the car sector. On car parts the EU will eliminate
most tariffs immediately. This was done with a view to retaining production of Japanese brand cars in
the EU. In order to produce cars here Japanese companies need to be able to import the relevant
parts. However, for some parts with high tariffs or of a particularly sensitive nature there is some
staging (up to 7 years). The same applies for trucks, buses and tractors (7-12 years staging for most
categories). Tariffs on motorbikes are phased out over 3-5 years.
The EU uses staging for only a very small share of its tariff lines with 96% of lines liberalised
immediately. This is very ambitious, but it reflects the extremely concentrated nature of EU
sensitivities in the vehicles and vehicle parts sector, and for some electronics. The Information
Technology Agreement (ITA) and its recent expansion has already eroded most EU peak tariffs in the
electronics sector. Japan receives the ITA benefits without any staging which is equivalent to a small
premium compared to the multilateral liberalisation path for these goods. The EU took long staging
periods for footwear (10 years), for reasons of reciprocity, in spite of low exports and low potential
by Japan for exporting footwear.
Japan uses staging for more items than the EU, (for 5% of lines instead of 3% for the EU), but the
import value in staging for the EU is five times higher in Non-Agricultural Market Access (NAMA)
(25%). The EU will liberalise less than half its duties immediately and the rest over staging periods up
to 15 years. After 7 years the EU will have eliminated over 99% of its duty. Japan will liberalise more
than half immediately, most of the rest will be eliminated after staging periods of up to 15 years in
NAMA. However, the EU will have a much higher total duty loss. Whereas the EU will lose €2 billion
in duties, Japan's losses will roughly amount to half (€1 billion). This net duty-loss, and therefore loss
of revenue but also of protection for the EU, is compensated by Japan's concessions in other area's
such as non-tariff measures, government procurement, GI's and services.
Tariff concessions on agricultural goods:
Japan is currently the 5th most important export destination for EU agricultural products (€5.8 billion
in 2016) and the tariff cuts from the EPA will further enhance EU-Japan trade for many agricultural
products and food. While Japan is a net importer of food, it is not self-sufficient on beef, pork,
poultry, dairy and their consumer market is adopting the preferences of a Western diet. In contrast
there is increased demand for Asian Food produce from the EU market, particularly Japanese food
specialities of high quality.
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Japan has agreed to liberalise approximately 84% of all agricultural tariff lines. These lines cover
around 88% (€5,954 million) of trade value and 75% or €387 million of duty revenue (average 201416).
The EU granted full liberalization of agricultural products with the exception of rice which is mutually
excluded and with the exception of some processed agricultural products (PAPs) not fully liberalized
by Japan. For these products a tariff reduction equivalent to the rate used by Japan has been applied
by the EU.
A review clause will be automatically applicable after 5 years of implementation or in the case of
more favourable concessions granted to other third countries. This will allow for further discussions.
PAPs, in particular chocolates, candies, biscuits, pasta and breads are some of the EU’s main
agricultural products exported to Japan (the EU accordingly has a trade surplus for almost all
PAPs).Japan will eliminate 73% of the PAPs tariff lines (covering 98% of current trade). The EU-Japan
EPA is the very first agreement in which Japan will fully liberalise within a timeframe of 10 years
tariffs for pasta, sugar confectionary and chocolates. Tariff elimination at entry into force (EIF) is
granted for a number of interesting products like egg albumin (MFN 8%, average annual trade value
of 64 million Euro), protein substances (MFN 5.1%, trade value 39 million Euro, average trade value
of 39 million Euro), lactose (MFN 8.5%, average trade value of 35 million Euro), caseinates (MFN
5.4%, 23 million trade value) and yeasts (MFN 10.5%, trade value 11 million Euro). Tariffs for starch
derivatives, sorbitol and glues will be liberalised over a maximum of 10 years.
The Agreement provides very sizeable TRQs for other PAPs such as wheat or barley related food
preparations, wheat flours, mixes and doughs and coffee preparations.
Wines
Japan will eliminate its current 15% tariffs for wine and sparkling wine at the entry into force of the
agreement and the most important oenological practices of both sides will be authorised. The tariff
removal brings the EU to a level playing field with other importers such as Chile who already have
preferential access to Japan`s wine market.
Wine and sparkling wine deserves special consideration. The EU is one of Japan’s major import
sources of wine, but it is losing market share (2016: -1.4%) to more competitive producers with
preferential access to the Japanese market (e.g. Chile). In 2016 the trade value of wine and
vermouth amounted to €772 million (13% of all agri-trade to Japan).
Dairy products
Japanese dairy production is sheltered by a complex system based on limiting imports and managing
prices (state trading, supply and demand system and price building). This system will be maintained
but market access will be considerably improved by a mix of full liberalisation, tariff cuts and the
opening of TRQs.
The Agreement achieved full liberalisation for hard cheeses (e.g. parmesan, fontina, gouda, edam,
cheddar, Bergkäse) including several flagship GI cheeses (GI: geographical indications). Tariffs of up
to 28.9% will be scrapped over 15 years. On top of this will be a TRQ which will allow duty free access
for fresh and processed cheese including mozzarella, blue veined cheese and soft cheeses such as
camembert, brie and feta. The TRQ volume of 20,000 tons at entry into force will increase to 31,000
tons over 15 years and the in-quota tariff will be phased out over the same period. The TRQ will then
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grow indefinitely based on domestic consumption of cheeses in Japan. For other dairy products the
agreement also offers very considerable market improvements. For example it provides a duty free
TRQ for whey products (mineral concentrated whey, whey infant formula and whey permeate).
Tariffs for whey products with specific protein content will be reduced by 70%. Skimmed milk
powder (SMP) for feeding is an important export interest for the EU dairy industry and tariffs will be
reduced by 95%. In addition a sizeable quota for SMP/butter and condensed milk of 15,000 tons (in
milk equivalent) will provide preferential access in addition to the existing WTO quota.
Pork
Japan applies a very complex import scheme, including a gate price of 524 yen/kg (= 4.15 Euro) and
safeguards. Japan will maintain this scheme but will reduce the specific duty considerably. The
specific duty for low value cuts will be reduced from 482 yen/kg (3.82 Euro) to 50 yen/kg (= 0.40
Euro) within 10 years. In addition, the 4.3% ad valorem duty for high value cuts will be phased out
over 10 years. The sensitive Japanese pig meat sector will be safeguarded during the liberalisation
phase. The trigger volume for the so-called second safeguard for low value cuts is 63,000 tons (82%
of current exports below the gate price). However, in case the safeguard level is reached, the
increase in the duty is small (the “snap-back duty”) and the safeguard will disappear after 10 years.
Pig meat has been the EU´s most valuable agricultural export to Japan for several years. In 2016 it
accounted for €1,214 million in trade value (2016: and more than 30% of market share for total
imports.
Beef
Japan opens up a new opportunity for the European beef sector including bovine offal by reducing
tariffs from 38.9% to 9% over 15 years. The tariff reduction will be accompanied by a volume based
safeguard with a snapback duty triggered in the case of non-compliance. The safeguard trigger
volume is growing from 43,500 tons at entry into force up to 50,500 tons over 10 years. This volume
reflects the increasing share of worldwide EU beef exports in recent years. The safeguard will expire
if it is not triggered over 4 consecutive years after year 15.
EU interest in beef exports to Japan is high, and exports are resuming gradually after the long lasting
BSE ban which was only lifted in 2013 before the start of negotiations. Many Member States have
announced export interest and 10 Member States are eligible for export. The authorization
procedure is in the pipeline for another 8 Member States.
Poultry and eggs
All poultry meat tariffs (of up to 11.4%) will be liberalised within a maximum of 10 years, most of
them already at EIF. Tariffs for duck livers will be liberalised at EIF (MFN up to 16.5%, trade value
around 33 million Euro). Egg tariffs (MFN 17%) will be eliminated over a maximum of 12 years in nonlinear stages.

3.1.2. Non-Tariff Measures (NTMs)
The EU-Japan negotiations addressed many non-tariff measures (NTMs) that had constituted a
concern for EU companies. Certain Japanese technical requirements and certification procedures had
made it difficult to export safe European products to Japan. The progress made on NTM issues went
hand-in-hand with the improvement of the cooperation between regulators. This is a crucial element
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to prevent future barriers from arising. The agreement will go a long way in facilitating the access of
EU companies to the highly regulated Japanese market. Examples of such barriers that were
successfully addressed include:
Motor vehicles
The agreement ensures that both Japan and the EU aim at fully aligning themselves to the same
international standards on product safety and the protection of the environment, meaning that
European cars will be subject to the same requirements in the EU and Japan, and will not need to be
tested and certified again when exported to Japan. With Japan now committing itself to international
car standards, EU exports of cars to Japan will be significantly simplified. This also paves the way for
even stronger cooperation between the EU and Japan in international standard setting fora. It
includes an accelerated dispute settlement between the two sides specifically for motor vehicles. It
also includes a safeguard and a clause allowing the EU to reintroduce tariffs in the event that Japan
(re)introduced non-tariff measures to EU exports of vehicles (article 18 of the Motor vehicles Annex
2C). The agreement will also mean that hydrogen-fuelled cars that are approved in the EU can be
exported to Japan without further alterations.
The list of UNECE regulations to be applied by the parties is included in Annex 2C of the Agreement.
Medical devices
In November 2014 Japan adopted the international standard on quality management systems (QMS)
on which the EU QMS system for medical devices is based. This considerably reduces the costs of
certification of European products exported to Japan.
Pharmaceuticals
As for the pharmaceutical sector, the NTM work has led to the finalisation of the equivalence findings
on pharmaceuticals for the purpose of the mutual recognition agreement. Last year, as a first result
of this cooperation, Japan accepted that all 28 Member States could operate under this annex. The
expansion of the products falling under the operational scope is the final part. This final outcome had
been the first priority request by EU pharmaceutical companies for years. Again, this result was made
possible through stronger and further strengthened cooperation by regulators, particularly in
international fora like the International Council for Harmonisation of Technical Requirements for
Pharmaceuticals for Human Use (ICH). It should also be noted that for the first time, the TBT Chapter
will include a reference to the ICH as the relevant international standardising body – going further
than any FTA to date. Apart from pharmaceuticals, significant progress was also made for medical
equipment and cosmetics.
Textiles labelling
In March 2015, Japan adopted an international textiles labelling system similar to the one used in the
EU. Textiles labels therefore no longer need to be changed on every single garment exported to
Japan, as was the case before.
"Quasi drugs"
A complicated and duplicative notification system that hampered the marketing of many European
pharmaceuticals, particularly medical devices and cosmetics was in place. This mechanism was
abolished on 1 January 2016 as part of the overall negotiating process.
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Beer
From 2018 onwards European beers can be exported as beers and not as "alcoholic soft drinks". This
will also lead to similar levels of taxation, thus doing away with differences between different beers.
Technical Barriers to Trade (TBTs)
The TBT Chapter follows the lines used in other EU FTAs. The most salient feature is the naming of
international standard setting bodies – a major point of difference with Japan until now. Because of
this and in combination with the NTM list solutions, this TBT Chapter effectively addresses the issues
that in other agreements have needed NTM sectoral Annexes on electronics, on pharmaceuticals, on
textiles, and even on chemicals. It also refers to the Codex Alimentarius which is important for the
labelling issues regarding agricultural products and also includes a reference to the International Civil
Aviation Organization (ICAO) for aeronautical products. A special article (article 7.11) addresses
issues of marking. With regard to conformity assessment procedures, the supplier's declaration of
conformity is included together with the principle of risk based assessment procedures proportional
to the risks. The Parties are open to suggestions for further annexes to the Mutual Recognition
Agreement (MRA).
Sanitary and Phyto-Sanitary Measures (SPS)
The EU Japan SPS Chapter will improve the predictability of trade for all agricultural products, not
only products currently traded but also new products. This will be done by promoting cooperation
between the Parties on the implementation of the SPS Agreement and providing means for
improving communication and cooperation between the Parties, a framework for addressing matters
related to the implementation of sanitary and phytosanitary measures, and means for achieving
mutually acceptable solutions.
However it will not lower safety standards or require parties to change their domestic policy choices
on matters such as the use of hormones or genetically modified organisms (GMOs).
On import conditions, import procedures and trade facilitation the EU and Japan have agreed to
ensure that any import procedures including the approval and clearance process are simplified,
expedited and completed without undue delays. As regards import conditions for meat and meat
products, the EU and Japan have agreed on procedures for the listing of establishments that are
eligible to export to the other party. Both parties have decided that costs for audits shall be borne by
the importing party unless otherwise agreed. The EU and Japan have agreed to apply zones or
compartments established for disease-free areas in case of outbreaks for animal diseases in their
trade. Both parties have committed to exchange views on ways to establish and maintain mutual
recognition of health status.
As regards plant health, the EU Japan agreement recognises the concepts of pest free areas, pest free
places of production and pest free production sites as well as areas of low pest prevalence and
protected zones concepts, which they agree to apply to trade between them. The Parties shall also
ensure that the procedures for establishing or maintaining phytosanitary import conditions are
carried out without undue delays. As regards food additives, the transparencies of the approval
process and the requirements for assessment of an application have become more transparent. Both
Parties have also committed to publish the timelines for the approval of food additives.
Transparency and exchange of information
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Japan and EU commit to ensure transparency on import conditions and control, inspection and
approval procedures including details about mandatory administrative steps and expected timelines.
This information should be made publicly accessible and free of charge on the website of the Party.
This ensures that companies and authorities have better access to information that can affect trade
and facilitate the application. The ability to discuss issues and to be informed of any changes to
regulatory requirements are useful preventive tools to facilitate trade as any issue could be solved
before it became a barrier.
Emergency measures
The SPS Chapter allows Parties to take emergency measures which are necessary for the protection
of human, animal or plant life or health. In addition, the Parties are required to ensure that the
emergency measures are not maintained without scientific evidence. The chapter aims to avoid that
emergency measures do not block trade unnecessarily. It should be applied for the shortest time as
possible, and lifted once it is no longer necessary.
Technical consultations and Specialised Committee on SPS measures
To help solve trade irritants the SPS Chapter establishes a mechanism under which the parties shall
endeavour to avoid disruption of trade and reach a mutually acceptable solution. In addition, the SPS
Chapter establishes a specialised committee on SPS measures. The objective is to enhance
communication and co-operation and to serve as a forum to address solutions for trade irritants if
the technical consultation has not provided a satisfactory solution.
Audits and Procedure for listing of establishments
The costs for audit should be borne by the importing Party unless otherwise agreed between the
Parties. The Parties have in addition agreed ways to help encourage the facilitation of establishments
receiving authorisation to export to the other party. This is consistent with the EU approach called
"pre-listing" (i.e. after demonstration they fulfil the EU requirements following on-the-spot EU audits,
establishments in third countries can be listed for export to the EU).
Dispute Settlement
If neither the technical consultation nor the Specialised Committee resolves the trade irritant, Parties
may use the agreement's dispute settlement. The Parties have agreed which parts of the SPS Chapter
would fall under the agreement's dispute settlement mechanism. There remains however the
possibility to raise the issue in the WTO Dispute, depending on the nature of the trade barrier.

3.2.

Rules of Origin and Origin Procedures

The Chapter on Rules of Origin and Origin Procedures consists of General Provisions in three sections
(Section A: Rules of Origin, Section B: Origin Procedures and Section C: Miscellaneous) as well as
Annexes: including Introductory Notes, Product Specific Rules, Text of the Statement on origin,
Provisions on Andorra and San Marino.
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3.2.1. General Provisions
"Section A: Rules of Origin: The requirements for originating products" includes key provisions very
similar to the ones contained in other EU trade agreements (absorption rule, the principle of
territoriality, provision on insufficient operations, accounting segregation, non-alteration rule...) The
provision on cumulation allows for both bilateral and full cumulation between the Parties. In
addition, duty drawback is not prohibited.
"Section B: Origin Procedures" states that the claim for preferential tariff treatment shall be based
either on a statement on origin by the exporter/producer, or importer’s knowledge.
The verification of a claim for preferential tariff treatment starts with a request for the importer to
provide information. Customs authorities may request administrative cooperation to obtain
information in the exporting Party. Direct visits by the customs authorities of the importing party to
an exporter/ producer in the exporting party shall not be allowed for the verification procedure. In
the case of suspected irregularities and fraud the customs authorities of the parties shall provide
each other with mutual administrative assistance on the basis of the existing agreement between the
EU and Japan.
"Section C: Miscellaneous" provides specific provisions for Ceuta and Melilla, plus the rules of the
functions of the Committee(s) under the agreement as well as transitory provisions. The standard
provisions on Andorra and San Marino are also kept.
The customs authorities of the importing party shall be entitled to deny preferential tariff treatment
under precisely stipulated conditions in case of a fraudulent claim for preferential tariff treatment.

3.2.2. The Product Specific Rules of Origin (PSR)
The key points for Annex II (Product Specific Rules of Origin) are the following:
•
Overall, Japan largely accepted the EU’s RoO and moved away from its traditional more
relaxed rules (40% Regional Value Content (RVC) free on board (fob)).
•
A threshold of 50 % max non-originating materials (NOM) based on the EU calculation
method (ex-works price) has been generally agreed. An alternative method of calculation has also
been agreed, based on regional value content (fob) with a differential of 5 % that ensures that no
further relaxation is allowed through this method.
It should also be noted that in the future there will be a specific tool (RoO Tool) put in place to help
EU exporters comply with preferential Rules of Origin.
Industrial Product Specific Rules
•
Cars and other vehicles (HS headings 8701-8705): 45% max NOM (Non Originating Material)
Exclusively for passenger cars (HS heading 8703); there is a staging period of 6 years, during which
the threshold is at 55% max NOM the first 3 years and at 50% max NOM the following 3 years.
•
Car parts: For chassis fitted with engines (HS heading 8706) and bodies (HS heading 8707):
45% max NOM, with a staging period of 5 years during which the threshold is at 55% max NOM. For
the rest of car parts (HS headings 8708): 50% max NOM, with a staging period of 3 years where the
threshold is at 60% max NOM. There are also alternative rules based on processes for some car parts
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that are incorporated into a car which do not imply relaxation. A review clause is in any case added
for these alternative rules.
•
Footwear (HS chapter 64): the parts can be imported provided that a threshold of 50% max
NOM is reached.
•
Articles of leather (HS chapter 42): the parts can be imported provided that that a threshold
of 45% max NOM is reached.
•

Textiles and clothing: double transformation rules for textiles and clothing will apply

•

Chemicals (HS chapters 28 to 39): CSTH or Value Added VA 50%.

•

Ferrous metals (HS chapters 72 and 73): traditional EU rule

•
Non-ferrous metals (HS Chapters 74 to 80): CTH rule, except for aluminium where the
traditional EU approach (i.e. PEM) based on Change of Tariff Heading (CTH) + VA 50% max NOM is
kept.
•
Machineries, consumer electronics, transports, opticals (HS chapters 84 to 86, 88, 90): CTH
except the core parts or VA 50% max NOM. For vessels (HS Chapter 89), the traditional EU approach
is kept, i.e. CTH except the hull or VA 40% max NOM
Agricultural products and processed agricultural products
•
Traditional limitations on sugar non-originating materials are kept with thresholds between
20% and 40% depending on the product. In the case of high sugar content products such as
confectionery (HS heading 1704) and chocolate (HS heading 1806) the thresholds are kept at 40%
max NOM in weigh and 30% max NOM in weight respectively.
•

Limitations on dairy non-originating materials are kept at 10% in weight.
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BOX 1 : Rules of origin for cars and car parts
Cars (passenger cars only):
The threshold agreed is 45% max non-originating materials (NOM) (same as the threshold agreed in EUKorea FTA). In addition it has been agreed:
•

Facilitation of proof mechanism (further explanation below)

•

Temporary relaxation for the first six years: 55% limit on non-originating materials (NOM) during
the first 3 years decreasing to 50% max NOM the succeeding three years, decreasing to 45 % max
NOM as from the six years onwards.

•

Enabling clause ('the Parties may decide') to grant extended cumulation

•

a review clause to limit the "facilitation of proof mechanism" in case of need.

For remaining vehicles, EU-Korea FTA rules, without additional flexibility, cumulation or temporary
relaxation will apply

Car parts
The thresholds agreed are 45% or 50% or CTH max NOM depending on the car parts (same as the threshold
agreed in EU-Korea FTA). In addition it has been agreed:
•

Temporary relaxation for the first three years for engines and core cars parts (8708)

•

Temporary relaxation for the first five years for chassis and bodies

•

These temporary relaxation apply only to car parts exported to the EU but not to those
incorporated into a car;

"Facilitation of proof" mechanism
The facilitation of burden of proof mechanism is intended to help the carmakers to demonstrate the origin
with an alternative processing rule, but it does not imply a relaxation of the product specific rules of the
components.
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3.3.

Trade in Services

Trade in services can be found in the Chapter 8 ‘Trade in Services, Investment Liberalisation and ECommerce’. This Chapter contains a number of provisions that apply horizontally to all trade such as
a provision to reaffirm the Parties’ right to regulate, definitions of concepts used throughout the
Chapter, rules on a Specialised Committee for Trade in Services, Investment Liberalisation and ECommerce, a review article and an article with general exceptions.
On the question of public services, the EU-Japan Economic Partnership Agreement, like all other EU
free trade agreements, maintains the right of Member States' authorities to keep public services
public and it does not require governments to privatise or deregulate any public service at national
or local level. Member States' authorities retain the right to bring back to the public sector any
privately provided services. Europeans will continue to decide for themselves how they want, for
example, their healthcare, education and water delivered.
For cross-border trade in services some sectors and issues are specifically excluded from the scope of
the text: audio-visual services, maritime cabotage services, air services (other than 4 auxiliary air
services), government procurement and subsidies. The text on cross-border services also contains
articles on Market Access, National Treatment, Most-Favoured-Nation Treatment and Denial of
Benefits. For the scheduling of commitments a negative listing is used (as in CETA). Parties list
existing and future measures that do not align with the obligations under Market Access, National
Treatment and Most-Favoured-Nation Treatment in specific Annexes. The cross-border text does not
include a specific article on local presence as parties agreed to treat local presence requirements
under the Market Access article.
The Agreement includes provisions on the movement of natural persons for business purposes
(“mode 4”). They cover all traditional categories of mode 4 service providers (such as intra-corporate
transferees, business visitors for investment purposes, contractual service suppliers, and
independent professionals) plus two additional profiles that the EU has committed in CETA, namely
short term business visitors and investors. In addition, the Agreement includes an Understanding
with procedural commitments concerning the entry of service providers in the territory of the
Parties. This covers issues such as fees or processing times for entry applications. Finally, Japan and
the EU commit to allow the entry of family dependants (spouses or children) of mode 4 service
suppliers.
There is also a regulatory section with several sectoral sub-sections and some horizontal ones. The
horizontal ones relate to domestic regulation, mutual recognition and administration of measures.
The text on Domestic Regulation ensures that licensing and qualification requirements and
procedures are publicly available, easily understandable, and reasonable so that they do not act as
an unfair barrier to trade for EU or Japanese businesses. The text also covers measures relating to
technical standards. Like in CETA and other EU FTAs there is no necessity test included. All domestic
regulation disciplines only apply to committed sectors and to the extent of the commitments made
by the Parties. There is a specific article on administration of measures of general application and an
article on review procedures of administrative decisions. Both articles are inspired by similar
provisions in the GATS.
The article on mutual recognition sets out a two-tier track where, in a first stage, industry from both
sides works out joint recommendations for a mutual recognition agreement and then, in a second
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stage, the EU and Japan step in to assess these recommendations against a set of criteria, negotiate a
final text and then formally adopt a Mutual Recognition Agreement. Similar framework provisions
are included in most of the EU’s FTAs.
The text further contains a sub-section on postal and courier services. This includes definitions, a
provision on universal service obligations (including rules to prevent anti-competitive practices), an
article on border procedures, licences and on the independence of the regulator. These provisions
will ensure a level playing field between EU suppliers of postal and courier services and their
Japanese competitors, such as Japan Post.
The sub-section on telecommunication services covers, in general terms, all the provisions typically
included by the EU in its trade agreements. The provisions can be broadly divided into three groups.
Firstly, articles establishing a "level playing field", which enable any service supplier of one Party to
be able to access and use telecommunications services in the territory of the other Party, and which
lay down the ground rules relative to the terms in which providers of telecommunications services
from one Party are allowed to provide their services in the territory of the other Party. Secondly,
provisions on how the Parties deal with telecommunications services providers that have significant
market power. Thirdly, articles disciplining a set of other relevant aspects in the telecommunications
sector, such as the assignment of scarce resources, rules on the establishment of universal service
obligations, on number portability and on mobile roaming, provisions safeguarding the
confidentiality of communications and traffic information of internet users, and the Parties'
relationship to relevant international organisations in the sector.
The sub-section on international maritime transport services contains obligations to maintain open
and non-discriminatory access to international maritime services (transport and auxiliary services) as
well as access to ports and port services. It also includes various definitions to better specify the
scope of the commitments contained in the schedules.
The financial services sub-section contains specific definitions, exceptions and disciplines on new
financial services, self-regulatory organisations, payment and clearing systems and transparency. It
also includes specific rules on insurance services provided by postal entities. Many of these
provisions are based on rules that have been developed in the framework of the WTO. They are
necessary to address specificities of the financial services sector and to complement market access
and national treatment disciplines in the horizontal chapter.
The text further contains a dedicated part on regulatory cooperation for financial services and
establishes a so-called Financial Regulatory Forum. The Forum will take over the role of the current
regulatory dialogue between the financial service regulators of the EU and Japan. Within this Forum
the EU and Japan will regularly exchange information and consult each other on forthcoming
regulatory initiatives including the implementation of international standards in financial services.
Both parties will also endeavour to rely on each other’s regulatory and supervisory framework where
possible.
The e-commerce text covers all trade done by electronic means. It reflects the interests that both
European and Japanese companies and consumers have in digital trade, while fully safeguarding
legitimate policy objectives. The chapter contains articles on the non-imposition of customs duties on
electronic transmissions, source codes, domestic regulation, the principle of no prior authorisation,
conclusion of contracts by electronic means, electronic authentication and electronic signatures,
consumer protection and unsolicited commercial electronic messages. Both sides also agreed to
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maintain a dialogue on regulatory issues of electronic commerce to share information and
experience, including on related laws, regulations and their implementation, and best practices with
respect to the issues such as consumer protection, cyber-security, combatting spam, the recognition
of certificates of electronic signatures issued to the public, the challenges for small and medium
enterprises in the use of electronic commerce, the facilitation of cross-border certification services,
intellectual property and e-government.
The agreement further includes a review clause on the free flow of data whereby both sides
undertake to reassess the need for inclusion of provisions within three years of the entry into force
of the agreement.

3.4.

Corporate Governance

The Corporate Governance chapter in the EU-Japan agreement is unique as for the first time an
international agreement contains provisions on corporate governance. Such provisions are
meant to complement and facilitate the market access granted to investors and service
providers under the agreement.
The Chapter contains binding commitments for both Parties on the principles and rules
applicable to the corporate governance of publicly listed companies in their territory. These
include provisions allowing the effective exercise of shareholders' rights, transparency with
regard to key information on the control or management of the company, board accountability
and independence of directors, as well as fair and transparent conditions for takeovers. Such
guarantees are valuable to investors because they ensure that, even if from a regulatory point of
view a sector is open for establishment, there are no hidden "behind-the-border" obstacles
governing the way in which an enterprise is managed or controlled, which would de facto limit
the access of potential investors or the rights of existing shareholders. In particular, the
agreement sets high standards on the presence of independent directors in company boards,
which is a key contributor to good governance and to the attractiveness of the investment
climate.
The provisions of the Corporate Governance chapter are inspired from the OECD Code on
corporate governance and reflect the EU's and Japan's best practices and rules in this area. The
Chapter contains the Parties' commitments on core aspects of their existing corporate
governance framework, which are implemented through both binding and non-binding
instruments. Thus, the agreement guarantees stability and predictability with regard to the
corporate governance framework, setting a high level of ambition in this respect, which any
future developments or changes must comply with. While in the EU the corporate governance
framework relies on long-established practices and regulations, in Japan it was only very recently
- in June 2015, while the EU-Japan negotiations were ongoing - that a Corporate Governance
Code was adopted for the first time. The fact that Japan has committed to the same core
principles and rules at the international level, in the EPA with the EU, is likely to send a strong
signal of encouragement to EU investors.
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In this context, corporate governance acts as an essential tool to attract and encourage
investment by promoting well-functioning markets and sound financial systems based on
transparency, efficiency, trust and integrity. This is in line with literature findings that the quality
of the corporate governance can engender high sustainability performance11 and that corporate
governance contributes to sustainable FDI12. Thus, the corporate governance chapter has the
potential to impact FDI not only in quantitative terms, by increasing the attractiveness of the
investment environment in both Parties, but also in qualitative terms, by encouraging
responsible and sustainable investment.

3.5.

Public procurement

International agreements on public procurement set out the rules that must be followed in
procurement procedures and specify – usually in an annex or a compound of annexes – the
procurements to which these rules apply. The basic principle is non-discrimination: within the scope
of covered procurement each Party is obliged to provide to suppliers, goods and services of the other
Party the same treatment it provides to its domestic suppliers, goods, and services.
Both the EU and Japan are already members of the WTO Government Procurement Agreement
(GPA), under which they have made important mutual commitments even prior to the negotiation of
the bilateral EPA.
The Procurement Chapter of the EPA builds on these prior commitments. On the one hand, it widens
the scope of application of the rules set by the GPA, applying them to additional areas of public
procurement. On the other hand, it sets out a set of additional regulatory disciplines, which will apply
both to the procurements already mutually committed under the GPA and to the procurements
newly committed under the bilateral EPA.
Contrary to previous FTAs (such as CETA), the Procurement Chapter in the EU-Japan EPA follows a
new regulatory technique that results in a leaner text. The GPA rules and commitments are
incorporated by a brief reference; all the other parts of the Chapter as well as the Annex contain only
GPA-plus elements. This regulatory technique renders the progress that has been achieved more
visible than if the text compounded old and new commitments without clearly distinguishing them.
The new regulatory disciplines are set out in Article 10-3 of the Agreement. They comprise a list of 9
new disciplines. The most important of them probably is the commitment to publish procurement
notices on a single electronic portal on the internet, which enhances the accessibility of information
for suppliers very considerably. Summary notices are to be published in English. The EU has a longstanding practice of doing so, but it is not (yet) an obligation under the GPA. Although the immediate
effect of this provision is difficult to measure, it seems obvious that improved availability of
information will lead to an improved mutual penetration of procurement markets.

11

Paul Shrivastava & Amr Addas - The impact of corporate governance on sustainability performance. Journal
of Sustainable Finance & Investment Vol. 4 , Issue 1, 2014

12

Sauvant, Karl P. and Howard Mann. Towards an Indicative List of FDI Sustainability Characteristics.
E15Initiative. Geneva: International Centre for Trade and Sustainable Development (ICTSD) and World
Economic Forum, 2017. www.e15initiative.org/

33

Other new disciplines include rules that favour the qualification of suppliers for procurements
conducted by procuring entities of the other Party (including a provision that unilaterally helps
European companies to comply with the rigid rules for construction businesses in Japan, the so called
"Keishin" by ensuring that European companies are not discriminated against in control and
certification procedures), enhanced domestic review procedures and a mutual commitment of both
Parties to work towards the mutual recognition of conformity assessment rules. The right of both
sides to apply (non-discriminatory) environmental criteria within their procurement procedures is
specifically safeguarded.
With regard to new market access, European companies will gain non-discriminatory access to the
procurement of 87 sub-central entities in the hospital and academia sectors, and of energy providers
in 29 Japanese regions. The agreement also includes non-discriminatory access to the procurement
of all so-called "core cities", which is a specific class of municipalities of Japan with a population
ranging between 200.000 and 500.000 inhabitants. Given that core cities are currently not held to
comply with the full-fledged GPA regime, their procurement is, however, committed only under a
principle of non-discrimination.
A very important achievement is that Japan has agreed to grant European companies access to all
procurement in the railways sector, which until now was not the case due to a clause in the GPA that
withheld access to procurement "related to the operational safety of railways. While that clause
remains within the GPA, it will not be effective against European suppliers, who can instead rely on
the bilateral agreement.
The agreement also provides for access to the procurement of a number of services, including
telecommunication and insurance. This apply at central or sub central level, depending in each entity,
as specified in Annex 10-2B of the Agreement.

3.6.

Intellectual property rights (IPR) /Geographical indications

The IPR Chapter builds on the provisions of the WTO Agreement on Trade-Related Aspects of
Intellectual Property Rights (TRIPS) and is strongly based on the existing EU standards for IPR
protection and enforcement. It includes detailed provisions on copyright which provide for improved
copyright protection. For the first time in a major agreement the IPR Chapter provides rules on trade
secrets, which are very similar to the existing rules in the EU. Other important results in the Chapter
include: (i) minimum common rules for patent term extension (including duration: "maximum 5
years") for pharmaceutical and plant protection product patents; (ii) minimum common rules
(including duration) for regulatory test data protection for pharmaceuticals ("no less than 6 years")
and (iii) also regulatory test data protection for plant protection 10 products ("at least 10 years").
Notably the Chapter also provides select targeted rules regarding trademarks (on preparatory acts
deemed as infringement) and regarding the protection of product appearance (in particular by
unregistered design or under unfair competition rules). On IPR enforcement the Chapter includes a
high standard of civil enforcement rules covering a broad range of IPRs, along with rules on border
measures concerning not only imports but also exports and transit.
Regarding geographical indications the EU-Japan agreement recognises the special status of more
than 200 European agricultural products from a specific geographical origin and offers protection on
the Japanese market to. These are known as Geographical Indications (GIs) – for instance Roquefort,
34

Aceto Balsamico di Modena, Prosecco, Jambon d'Ardenne, Tiroler Speck, Polska Wódka, Queso
Manchego, Lübecker Marzipan and Irish Whiskey. These products will be given the same level of
protection in Japan as they have in the EU today.
The agreement contains in particular the following provisions:
•
•
•

•

•
•

3.7.

High level of protection for EU GIs: TRIPS art. 23 for more than 200 foodstuffs and wines and
spirits EU GIs to be protected under the EPA.
Direct protection of GIs under the EPA meaning no burden for application to the domestic GI
system.
Protection of GIs related to trade marks (TMs): rejection of subsequent TMs in the other
Party's system, also in the case of GIs which have only been published, while coexistence
with pre-existent TM is addressed.
Phasing out of a limited number of prior uses identified on the Japanese market within 5
years of entry into force of the Agreement for alcoholic beverages, and within 7 years for
foodstuff GIs.
Administrative enforcement of protection in addition to enforcement on request and civil
remedies.
Possibility to add new GIs to list of GIs protected under the agreement.

Competition, Subsidies and State Owned Enterprises (SOEs)

The Competition Chapter establishes a number of important principles that ensure that both sides
commit to maintaining comprehensive competition rules and to the necessary authorities
implementing these laws in a transparent and non-discriminatory manner. The agreement also
foresees continued cooperation between the competition agencies.
The Competition Chapter is an important addition to the Agreement and ensures that both sides
commit to promoting competition to the benefit of all market participants, especially consumers and
private citizens. In more detail, the parties have agreed on the following rules:
• both sides will commit to having competition laws which address anticompetitive practices
(the list of these is adapted to the legal framework of each of the parties) in a nondiscriminatory manner on all enterprises. Exceptions from the competition laws are allowed
provided that they are transparent and are limited to the public interest
• both sides commit to maintaining competition authorities which are competent to enforce
the competition laws
• both sides have taken a commitment to respect the principles of procedural fairness and of
transparency of procedures
• Finally provisions on cooperation foresee continued cooperation efforts between the
competition agencies.
The provisions are outside the bilateral dispute settlement mechanism. This is the established
practice in the field of competition law negotiations. The negotiation outcome adds to the list of
bilateral agreements where trading partners have committed to respecting, safeguarding and
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promoting the process of competition. While competition rules do not contribute to market access as
such they will help to safeguard a level playing field and to ensure that competitive conditions on the
market will make market access successful and will boost investor confidence.
On Subsidies the outcome extends to services and adds to the existing multilateral rules on goods
subsidies. Japan has agreed to give more information on the subsidies provided to goods and services
at all levels of government. Consultation provisions will allow the Parties to raise issues and to ask for
additional information if they suspect that a specific subsidy could have a significantly negative effect
on their trade or investment interests. Both sides have also agreed to explore possible solutions if the
concerns of the other side are confirmed. Finally both sides have agreed to prohibit two types of
subsidies that are considered to be specifically harmful for trade and investment: (a) unlimited
guarantees; and (b) subsidies for restructuring ailing enterprises without having prepared a credible
restructuring plan.
It was also agreed that these prohibitions do not apply to sub-central levels of government. A
threshold of 450,000 SDR (Special Drawing Rights) per beneficiary over a period of three consecutive
years applies for the notification and consultation provisions to allow the Parties to concentrate on
the potentially most distortive subsides. Finally the rules on transparency also apply to subsidies in
the field of agriculture and fisheries. The Audio-Visual services sector is excluded.
These are important achievements in levelling the playing field between EU and Japanese
enterprises. The negotiated outcome will allow both Parties to continue providing aid to public
services. Nothing in the Agreement will prevent EU member states from continuing to subsidise
services of general economic interest.
On SOEs (State Owned Enterprises), the agreement will ensure that SOEs, enterprises granted special
rights or privileges and designated monopolies are not allowed to discriminate between EU and
Japanese goods, services and enterprises when buying and selling on commercial markets. They will
also have to act as private enterprises on the market. Public services are fully safeguarded under the
rules, corresponding to the objectives of both sides to ensure the continuing provision of a high level
of public services.
The SOE rules are meant to ensure that enterprises owned or controlled by governments do not
benefit from undue favourable treatment on commercial markets. The rules therefore aim to ensure
that there is a level playing field between public and private companies. This will contribute to fair
competition on the market based on merit and the efficient allocation of resources, and will have a
favourable effect on investor confidence.

3.8.

Trade Remedies

The agreement has confirmed the right of both parties to apply trade defence instruments according
to the WTO rules. The agreement has also defined some additional rules ensuring transparency and
right of defence during the trade remedy investigations. Both parties have also agreed on a bilateral
safeguard clause by which preferences can be temporarily suspended in order to allow a domestic
industry to adjust to any significant and unexpected increase of imports resulting from the
elimination or reduction of the customs duties.
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3.9.

Customs and Trade Facilitation (CTF)

The objectives of this chapter are twofold: to facilitate trade and to promote customs cooperation on
a bilateral and multilateral basis. The chapter aims at the modernisation and simplification of rules,
requirements, formalities and procedures related to import, export and other regimes including
transit, in order to ensure efficiency and proportionality. A reference to the recognition of the
implementation of international rules and standards, such as WTO provisions and WCO instruments
is included.
Cooperation on customs matters aims at increasing the efficiency of customs controls, at lessening
the burden for traders and at increasing security and safety. The EU obtained the commitment that
the provisions will apply to any agencies in charge of border controls or to any competent authorities
as defined by the Parties. Some justified limitations were agreed due to the nature and purpose of
the measures or controls at stake. These limitations refer to SPS and TBT chapters in case of
inconsistency with the CMTF chapter, as well as to some precautionary clauses regarding
environment, health, etc.
The chapter also ensures transparency of legislation and procedures, including setting up a
mechanism of consultations between the administrations and the business community. Transparency
of fees and charges is also part of the chapter while the general provisions on fees and charges are
included in the Trade in Goods Chapter.
Other main elements included in the chapter:
• provide for the immediate release of goods as soon as compliance has been ensured;
• issue advance rulings on tariff classification or origin of a good;
• procedures to guarantee the right of appeal or review against administrative actions of
customs or other authorities affecting import, export or transit;
• application of risk management on the basis of selective criteria with the main focus on
high risk consignments thereby expediting release of low-risk consignments;
• application of post-clearance audit;
• enhance cooperation on exchange of information and on trade facilitation partnership
programmes.
Provisions on goods re-entered after repair or alteration, temporary admission of goods and on
customs valuation are in the Trade in Goods Chapter. The chapter also establishes a specialised
committee for all customs related issues in order to ensure coherence with the activity of the already
existing Joint Customs Cooperation Committee (established under the EU-Japan Custom Cooperation
and Mutual Administrative Agreement (CCMAAA)). The Chapter foresees joint meetings for these
two committees. In addition, the chapter refers to the Protocol on Mutual Administrative Assistance
in Customs Matters (under the existing CCMAAA) that will allow exchanges of information ensuring a
correct application of customs legislation and prevent customs violations.
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3.10. State-to-State Dispute Settlement Mechanism
The objective of the Dispute Settlement Chapter (DS Chapter) is to ensure that rights and obligations
under the Agreement are fully observed. It provides for an effective, efficient and transparent
mechanism for avoiding and solving disputes between the Parties. The DS Chapter is accompanied by
the Rules of Procedure for the Panel which contain detailed rules on the panel proceedings, the Code
of Conduct for the Panellists and the Mediation Mechanism. The DS Chapter provides for:
1) An effective, efficient, swift and transparent mechanism for avoiding and settling disputes
between the Parties in relation to violation complaints.
2) A pre-established list of panellist (roster) from which the panellists could be automatically
appointed in case the Parties cannot reach an agreement on the composition of a panel. In
consequence, no Party could obstruct the proceedings when a dispute arises.
3) Highly qualified, experienced and independent panellists. This is especially important as
there is no appellate review stage.
4) Streamlined and clearly defined compliance and post-compliance stages of the
proceedings.
5) A well-defined Mediation Mechanism which should in practice encourage the Parties to
reach a mutually acceptable solution to a problem by using these less formalised
proceedings.
6) An elaborated Code of Conduct for the panellists in order to ensure their full
independence and impartiality.

3.11. Trade and sustainable development
This chapter includes all of the key elements of the EU approach and is in line with the level of
ambition of the chapters concluded in other recent EU FTAs. Notably it provides for:
•
•
•
•
•
•
•
•

•

commitments to key international instruments on labour and environment:
effective implementation of the 4 groups of ILO core labour standards as covered by the
1998 ILO Declaration on Fundamental principles and Rights at Work
effective implementation of ratified ILO Conventions 15
effective implementation of Multilateral Environmental Agreements
including the UN Framework Convention on Climate Change and the Paris Agreement
continued and sustained progress towards ratification of non-ratified fundamental ILO
Conventions;
the prohibition of relaxing domestic labour and environmental laws to attract trade and
investment;
commitments to the conservation and sustainable management of natural resources,
addressing biodiversity (including combating illegal wildlife trade), forestry (including fighting
against illegal logging) and fisheries (including combating illegal, unreported and unregulated
(IUU) fishing);
the promotion of Corporate Social Responsibility and other trade and investment practices
supporting sustainable development;
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•

•

a dedicated institutional set-up, including mechanisms for the involvement of civil society in
the implementation of the chapter, both domestically (consultation of "domestic advisory
groups") and jointly ("joint dialogue with civil society");
a tailored mechanism for the resolution of disputes, including governmental consultations
and recourse to an independent panel of experts.

3.12. Investment liberalization and related areas
The agreement contains provisions dedicated to the liberalization of Foreign Direct Investment (FDI)
between the EU and Japan in a comprehensive approach covering both the services (mode 3 –
commercial presence) and the non-services sectors. More precisely the chapter enables the
establishment and operation of enterprises in the territory of each Party by guaranteeing market
access as well as non-discriminatory treatment compared to domestic enterprises (national
treatment) and third-country enterprises (most-favoured-nation treatment). In addition the chapter
prohibits performance requirements, such as local content or transfer of technology requirements as
a condition for the establishment or operation of enterprises, as well the requirement to appoint
persons of a given nationality as senior managers or members of the board of directors.
The commitments taken by the Parties are subject to both horizontal and sectoral limitations. As a
general principle, the Chapter dealing with services and investment liberalization affirms the right to
regulate of the Parties in order to achieve legitimate public policy objectives. The horizontal
limitations include measures typically allowed at the multilateral (WTO) level for reasons such as
public order, public health, security, environment protection or the effective collection of taxes. The
sectoral limitations are listed in two separate annexes: the first covers reservations for existing
restrictions and the second covers reservations for future measures in selected sensitive sectors.
The application of restrictive measures in the listed sectors is in its turn subject to conditions. Thus,
the existing measures cannot be amended, modified or replaced by a Party in a way that would
worsen the regime applicable to enterprises that are already established in the territory of that
Party. In addition, future measures taken in reserved sectors cannot force the sale or disposal of an
existing enterprise.
The liberalization of FDI achieved by these provisions could not be complete without that of the
capital and payments necessary in order to make and maintain the investments. In addition to the
provisions liberalizing the transfer of funds in the investment liberalization section, the agreement
contains a chapter that guarantees the free movement of capital, payments and transfers between
the Parties for the purposes of the transactions liberalized under the agreement, which include
investment but also covers services, in line with the WTO GATS approach. Safeguard measures can
be applied if justified by e.g. balance of payments or monetary problems, under the same conditions
as those allowed by the WTO and EU Treaties.
For the EU, the agreement reflects the highest level of ambition with regard to investment
liberalization, as previously affirmed in CETA. The EU is already very open to investment and many
Japanese companies are already operating in the EU (see Chapter 2, section 2.3.3). Japan, in its turn,
opted for the most ambitious level of commitments compared to its past FTAs, including TPP. In the
case of Japan, most limitations to the liberalization commitments are linked to the investment
screening mechanism, which is in place by virtue of the Foreign Exchange and Foreign Trade Act of
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1949 and is reflected as such in all the FTAs concluded by Japan until now. However, since its entry
into force, there is only one known case where such a screening mechanism has been used to block
an FDI transaction. Compared to past Japanese practice, improved market access is granted to the
EU, for instance, with regard to aircraft manufacturing and repairing (which is subject to a
reservation for existing measures instead of one allowing policy space for future measures) as well as
with regard to the conditions attached to privatized shares and assets, which cannot be subject to
new restrictions following their initial transfer.
One area where both Parties committed to an unprecedented level of ambition is that of
performance requirements. Performance requirements are stipulations imposed by countries on
investors to behave in a certain way or to achieve certain goals in the host economy. While such
measures can often be justified in light of economic development and public policy objectives, being
for instance used as conditions attached to the granting of subsidies, certain categories of
performance requirements are known to harm the investment environment and distort competition,
and have therefore been prohibited by the WTO TRIMS Agreement as well as by various bilateral or
regional trade agreements. The EU-Japan EPA contains the most comprehensive list of prohibited
performance requirements to date, which apply not only to goods sectors, like in TRIMS, but equally
to services sectors. Thus, improved market access conditions are granted to investors through the
prohibition of new performance requirements which are not linked to subsidies, such as the
requirements to: locate regional or global headquarters in the host country; hire a given number or
percentage of nationals; achieve a given level or value of research and development; limit the
royalties or the duration of a license contract between private parties.
The above-mentioned commitments ensure legal certainty for entrepreneurs of both Parties, by
binding the actual level of liberalization in the economies of the EU and Japan, at all levels of
government and with maximum transparency regarding the restrictions in place or allowed in the
future. Overall, they are expected to have a positive impact on bilateral FDI flows, for at least the
following reasons. First of all, there is no investment agreement in place between any EU Member
State and Japan; it is therefore for the first time that such provisions are agreed bilaterally. Second,
the most-favoured-nation clause guarantees the best available treatment, which means for instance
that EU investors will benefit from any better conditions that Japan may concede in the future to
third-country investors. Third, the stability and predictability of the investment environment is
usually seen as a key factor not only in attracting, but also in retaining and expanding FDI, as shown
13
by investors' surveys . This is even more relevant in the current global setting, when investment
policy making is getting more complex and more uncertain, and protectionist measures are on the
14
rise .

13

About 86% of investors rate the quality of the legal and regulatory environment as "critically important" or
"important" for investing. Sudden changes in laws and regulations with a negative impact on enterprises can
lead 22% of investors to withdraw or cancel their investments, while an additional 50% would at least consider
delay or cancellation (World Bank – Global Investment Competitiveness Report 2017-2018 available at:
http://documents.worldbank.org/curated/en/169531510741671962/pdf/121404-PUB-PUBLIC-PUBDATE-1025-2017.pdf ).
14
See for instance UNCTAD – World Investment Report 2017, p.99.

40

3.13. SMEs
The objective of this chapter is to enable Small and Medium Sized Enterprises to benefit fully from
the EPA and to encourage European and Japanese SMEs to trade and to invest more in each other's
markets. The SME chapter commits each Party to transparency regarding access to its own market
through the sharing of information. Access to such information can represent a trade barrier in itself,
in particular for small companies. Each Party will therefore provide a specific website with
information relevant to SMEs seeking to access its market. The SME Contact Points will manage the
Parties' interactions under the SME chapter. They will also address issues relevant to SMEs in
numerous policy areas falling under the responsibility of other committees of the EPA. The SME
chapter complements the provisions in the other EPA chapters so that doing business will become
easier in both markets.

3.14. Regulatory Cooperation and Good Regulatory Practices ("GRP")
The EU and Japan agreed to include in the agreement a chapter on Good Regulatory Practices and
Regulatory Cooperation. This is the first EU trade agreement which has a specific chapter on GRP.
The objective of the Chapter is to promote GRP and regulatory cooperation between the Parties with
a view to removing obstacles to trade and investment through adequate consultation and
cooperation mechanisms. This could happen, where appropriate, by increasing the compatibility of
regulations and by reducing unnecessary regulatory differences, inter alia, through greater alignment
with international standards. These measures will facilitate trade while ensuring the quality and the
effectiveness of regulations. The agreement will also promote an effective, transparent and
predictable regulatory environment by providing early information on planned regulatory measures
and the use of impact assessments, public consultations and retrospective evaluations through the
inclusion of provisions on GRP.
The regulatory cooperation under the EU-Japan agreement will be carried out within certain
boundaries to strike the right balance between bilateral regulatory cooperation and legitimate public
policy objectives and competencies. The cooperation will not in any way affect the right of either EU
or Japan to define or regulate their own levels of protection in pursuit of public policy objectives or
to provide services of general interest. The public policy objectives are specifically listed in the
general provisions of the Chapter. In addition, the regulatory authorities and measures of the EU
Member States are explicitly excluded from the scope of the chapter. The Chapter will apply only to
the European Commission being the EU regulatory authority and only to the EU regulatory measures
such as regulations, directives, delegating and implementing acts with effect on trade and
investment, as well as to measures of general applicability.
To preserve further the autonomous right to regulate of each Party, the Chapter stipulates that EUJapan regulatory cooperation is voluntary – it would be only possible if both Parties identify a
common interest and express a willingness to cooperate. There would be no obligation to achieve a
particular regulatory outcome and each Party would remain free to withdraw from a cooperation
activity at any time.
The Regulatory Cooperation Committee ("RCC") established under the Chapter is a forum for
discussion, exchanges and promotion of GRP and regulatory cooperation activities agreed between
the EU and Japan. The RCC will not have powers to change existing regulations or develop new ones;
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it could issue only recommendations where appropriate. It will in no way restrict the decision-making
power of regulators in the EU's Member States or at EU level.
As a support mechanism for the implementation of the Chapter and the agreement there will be
contacts points established in the EU and Japan to facilitate the prompt exchange of information on
regulatory measures. The contact points will also administer requests of the Parties on their concerns
on planned or existing regulatory measures, with a view of finding a satisfactory solution. There is,
however, no obligation to reach a particular regulatory outcome and no commitment to make an
amendment to a regulatory measure.
To emphasize more clearly the cooperative character of GRP and Regulatory Cooperation the
Chapter is excluded from the scope of dispute settlement procedures.
The Chapter will also include a section on Animal Welfare. The EU and Japan have committed to
cooperate on animal welfare matters with a focus on farmed animals. The cooperation could include
adopting work plans and establishing an animal welfare technical working group with the aim of
exchanging information, expertise and experience and exploring possibilities of promoting further
cooperation.
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4. The economic assessment of the EU-Japan EPA
4.1.

Modelling Methodology

4.1.1. CGE models- Overview of main features
CGE models have been the workhorse models used for assessing the economy-wide impact of trade
policy changes for more than three decades. The main advantage of CGE models is that they analyse
the effects of trade policy taking into account the main links between sectors as well as between the
domestic and international production of goods and services. They also include consumption and
investment decisions of firms across sectors as well as of consumers and the government and
account for the fact that different sectors compete for capital, labour and land. The efficiency gains
from trade liberalisation are captured by tracking the reallocation of the factors of production across
sectors. This follows a stylised structure of the economy whereby in response to changes in costs and
prices firms as a first stage substitute land, labour (skilled and unskilled) and capital for one another
and as a second stage substitute intermediate inputs, which include imported intermediates for
domestic value-added.
These models quantify the impact of trade policy on a wide range of indicators among which Gross
Domestic Product, sectoral trade, production and value added, reflecting inter-sectoral input-output
links, including sourcing of inputs (goods and services) from abroad.
These type of models help to answer 'what if…' questions by simulating the price, income and
substitution effects of different policy changes and comparing them to a so-called baseline (i.e., what
would happen without a policy change). The baseline is key as it is the counterfactual against which
the economic outcome of the initiative is assessed. Hence, CGE models allow economists to simulate,
at the same time, how all sectors and actors adjust to the changes to costs, prices and/or incentives
that a trade policy change would cause. This allows for an ex-ante assessment of all the direct and
indirect effects of changes to trade policy.
CGE models contain more variables than equations; hence some variables have to be determined
exogenously (outside the model). The choice of variables which are to be exogenous is defined as the
model closure. Alternative closure rules may significantly influence the results of CGE simulations and
the way in which they are interpreted.
One of the most common closure rules relates to the labour market. For the purpose of this analysis,
one should note that the labour supply is given and the model restores equilibrium by adjusting the
wage rate. This 'fixed employment closure' provides information on shifts between sectors thus
indicating which sectors employment is likely to increase and decrease as a result of the new
agreement. It is commonly used since there is no established theoretical framework linking the
functioning of labour markets to CGE models/trade policy changes.
While these models are useful tools for the quantification of the expected impact of trade
agreements, their results should be seen only as indications of the magnitude of such effects. The
accuracy of their results is to some extent constrained by the fact that it only picks up the impact of a
trade agreement on the existing trade flows. It cannot capture the potential expansion of trade in
new products and services and any welfare gains from access to a greater variety of final products,
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greater variety and quality of inputs and greater incentives to innovate, which are long-term drivers
of intra-industry productivity gains.

4.1.2. Description of the Global Trade Analysis Project CGE model(s) and database
The dynamic Global Trade Analysis Project (GTAP) CGE model15, GTAP-Dyn, which is used for the
purpose of these simulations, is a recursively dynamic applied general equilibrium model of the
world economy and is built upon the Social Accounting Matrices (SAMs) of individual countries and
regions. This model extends the comparative static framework of the standard GTAP model
developed by Hertel (1997)16 to a dynamic framework by incorporating international capital mobility
and capital accumulation, while preserving all the features of the standard GTAP, such as constant
returns to production technology, perfectly competitive markets and product differentiation by
countries of origin – the so-called Armington assumption.
In this way it captures important effects of the agreements on investment and wealth that are
missed by a static model (Ianchovichina and McDougall, 200017). In the dynamic GTAP model, each
region is endowed with fixed physical capital stock owned by domestic firms. The dynamics are
driven by net investment, which is sourced from regional households’ savings. The savings in one
region are invested directly in domestic firms and indirectly in foreign firms. The dynamics arising
from positive savings in one region are related to the net investment in other regions. Overall, at the
global level, the savings across regions are fully invested in home and overseas markets. However,
despite the fact that the GTAP model accounts for capital mobility, FDI is not explicitly modelled
since the capital does not have any specific national ownership.
The version 10 used in this report includes data on some 140 regions and countries, 57 industries and
8 endowments and uses 2014 as base year18. As far as trade data is concerned, the underlying GTAP
database is based on COMTRADE data, supplied by the United Nations Statistical Office, through an
ad hoc reconciliation procedure based on a reliability indicator of the information supplied by each
importing and exporting country. Protection data comes from the MacMap database (Bouët et al.,
2001)19, while data on domestic support in agriculture is based on the OECD Producer Support
Estimates (PSE). Export subsidies are directly derived from countries’ notifications to the WTO.

4.1.3. Aggregation (sectors and countries)
The simulations were run at a higher level of aggregation than the 57 industries and 140 countries
within the GTAP database version 10. Sectors that are closely intertwined (. e.g. paddy (rough) rice
and processed rice) or sectors that are similar (e.g textiles and wearing apparel) have been
aggregated. This has not been done however for sectors with a relevant share of bilateral trade,
sectors that have a tariff profile very different from others (these cannot be meaningfully averaged)
15
16
17

18
19

https://www.gtap.agecon.purdue.edu/about/project.asp
Hertel, T.W. et al (1997), Global Trade Analysis: Modelling and Applications, Cambridge University Press.
Ianchovichina, E. I. and R. A. McDougall (2001), Structure of Dynamic GTAP, GTAP Technical Paper 17,
Center for Global Trade Analysis.
Beta version of GTAP 10
Bouët A., Fontagné L., Mimouni M. and Pichot X. (2001), MAcMaps: a bilateral and disaggregated measure
of market access, CEPII Working Paper 2001-18, Centre d'Etudes Prospectives et d'Informations
Internationales, Paris
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and sectors on which sectoral trade agreements are in place (e.g. TPP11 or ITA which is relevant for
the EU-Japan trade). The transport sectors have been kept separated because of how they are coded
in the model. The sectoral aggregation is presented in table A.1 of Annex A.
Countries have been aggregated by proximity or level of development except in the cases of
countries with a high share of bilateral trade (either for the EU or Japan), countries that have
bilateral trade agreements with EU or Japan or countries that represent a significant share of
international trade (like USA, China, etc). The geographical aggregation is presented in table A.2 of
Annex A.

4.1.4. Baseline
To build the baseline (i.e. what would happen (by 2035) without the agreement) GDP has been
projected on the basis of IMF and European Commission forecasts20.Population projections come
from the IMF, while projections for changes to the labour force are derived from the ILO and CEPII21.
The latest release of the GTAP database with 2014 as the base year includes all EU FTAs implemented
by that year. FTAs that haven't been fully implemented in 2014 are assumed to do so over the
projection period (e.g. the EU-Korea FTA). We also add significant EU agreements which have been
concluded since 2014 (e.g. CETA and ITAII) to the baseline. For Japan we also add the TPP11 to the
baseline. FTAs that are not yet concluded are not incorporated following the policy line in DG Trade.

4.2.

Simulation parameters

4.2.1. Tariffs and export duties elimination
To define what tariff cuts the EU and Japan will face once the agreement is implemented, we have
used the schedules of the agreement and the baseline tariffs (including ad-valorem equivalents
(AVEs) for tariff rate quotas (TRQs) and specific duties). Table 4.1 presents the parameters used for
the tariff reduction. The tariffs have been averaged using bilateral trade (average 2014 -2016) as
weights.
The EPA tariff is the tariff that will apply once the agreement is fully implemented. The phase-in
period of the tariff cuts (e.g. 7 years for automotive) has been taken fully into account in the
simulations.

20

21

When the difference between the two was large, the average of the Commission and IMF figures has been
used.
Centre d’études prospectives et d’informations internationales (CEPII, http://www.cepii.fr)
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Table 4.1 Tariff reductions – simulation parameters (%)
EU

Japan

Base tariff

EPA tariff 2035)

Base tariff

EPA tariff (2035)

Rice

26.4

26.4

231.0

231.0

Cereal and grains

3.9

0.0

1.5

1.0

Other Primary

3.9

0.1

9.5

4.3

Livestock

0.4

0.0

3.6

0.0

Meat

2.2

0.0

5.1

1.1

Fishery

1.5

0.0

3.0

0.0

24.5

2.9

Dairy

14.6

0.4

Beverages and Tobacco

2.4

0.0

5.7

0.0

Processed Food

8.0

0.3

12.0

0.4

Textile, Apparel and Leather

5.9

0.0

21.5

0.0

Wood

2.9

0.0

3.6

0.0

Chemicals

4.0

0.0

1.0

0.0

Motor Vehicles

7.8

0.0

0.0

0.0

Transport Equipment

3.2

0.0

0.0

0.0

Electronic Equipment

0.8

0.0

0.0

0.0

Metal Products

3.5

0.0

2.0

0.0

Machinery

1.6

0.0

0.1

0.0

Ferrous Metal products

0.1

0.0

0.3

0.0

Other Manufacture

2.5

0.0

3.2

0.0

Minerals and glass
Source: DG Trade calculations.

5.1

0.0

2.5

0.0

4.2.2. Goods and Agriculture TBTs and SPSs reduction and spillovers
An important element of the agreement that needs quantification is the reduction in Technical
Barriers to Trade (TBTs) and Sanitary and Phytosanitary Standards (SPSs) –which are Non-tariff
measures (NTMs).
The first step has been the qualitative assessment of the negotiation achievements carried out by the
negotiators. They assigned one of the following options to each HS6 line of the schedule: 1) Zero nothing changes compared to the current level of NTMs, 2) Low (there have been some
achievements but barriers remain; barriers that remain are more important than those eliminated),
3) Medium (in-between, there have been some achievements, the barriers that remain are less
important than those eliminated) and 4) High (elimination of all the barriers that can be eliminated).
A progressive score has then been assigned to each option: 0, 33, 66 and 100. Aggregating these
scores (by simple average) to GTAP sector level gave us average scores ranging from zero to 100
measuring how much has been achieved in terms of the reduction in NTMs.22
This score has then been applied to the estimated AVEs of NTMs that can be removed/are
actionable. In particular, starting from the most recent product level estimates of AVEs of NTMs

22

Annex Table A.3 presents a random selection of non-zero HS codes to show the methodology followed.
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available in the literature23 which also have a bilateral dimension, we have calculated, for each
exporter and for each HS6 product, the NTM costs that can be effectively reduced.24 The NTM shocks
(reductions) are then calculated by multiplying the level of actionable NTMs by the score measuring
the achievements. Table 4.2 presents the values of NTM reductions applied in the simulations.
Negotiators also provided information on the MFN nature of the achievement for each NTM
reduction in agricultural and industrial products. This information has been used to calculate the
incidence of spillovers from the NTM reductions by trading partner and sector in the simulation.25
Table A.4 presents the averages (at GTAP level) of the spillovers for each sector to be applied to the
trade barriers faced by other trade partners when selling to the EU or to Japan respectively (direct
spillovers).

Table 4.2 Non-tariff measures (NTMs) reductions – simulation parameters (%)
Sector
Rice
Cereal and grains
Other Primary
Livestock
Meat
Fishery
Dairy
Beverages and Tobacco
Processed Food
Textile, Apparel and Leather
Wood
Chemicals
Motor Vehicles
Transport Equipment
Electronic Equipment
Metal Products
Machinery
Ferrous Metal products
Other Manufacture
Minerals and glass

EU
0.0
0.0
0.0
0.0
0.0
0.0
0.0
1.5
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0

Japan
0.0
0.0
1.2
0.0
0.8
0.0
0.8
1.2
0.8
1.5
0.1
0.3
6.1
0.0
0.2
0.0
0.2
0.0
0.1
0.0

Source: DG Trade calculations.

23

24

25

For this exercise, we have used the most recent estimates available, Kee H.L. and A. Nicita (2016) "Trade
Frauds,
Trade
Elasticities
and
Non-Tariff
Measures",
mimeo
(available
at
http://pubdocs.worldbank.org/en/315201480958601753/3-KEE-paper.pdf) . This newly available set of
estimates updates previous sets (e.g. Kee, Nicita and Olarreaga, 2009, "Estimating Trade Restrictiveness
Indices", Economic Journal, Vol 119 p.172-199) used in other simulations and in addition provides the
bilateral estimates of AVEs for NTMs.
Not all the NTMs that are quantified in the estimated AVEs and that affect international trade can
effectively been reduced in a negotiations, as for example language barriers, cultural barriers etc.
The spillovers introduced in this simulations are more conservative than the ones in the EU-US TTIP study
where was assumed a 20% direct spillovers (5% reduction in the costs of trading between the EU and US
would lead to a 1% reduction for partner countries exporting to the US or EU) and a 10% indirect spillover
for trade between third countries. Here there are no indirect spillovers and the direct ones on average are
lower than 20% of the NTM reductions.
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4.2.3. Services Restriction reductions
For services trade, given that no new market access has been achieved it was decided to add a three
percent reduction to the EU and Japan AVEs of the MFN services barriers as a proxy for the successful
binding of the current level of applied restrictions that is expected to bring a reduction in
uncertainty.26 The AVE of services barriers derive from estimates taken from the literature27 which
for the EU have been adjusted to reflect the average between the barriers faced by third partners
and the barriers still in place intra-EU. No barriers have been reduced for Air Transport and for Other
Services (which includes public services) because these are not covered by this agreement.

Table 4.3 Services trade barriers reductions – simulation parameters (%)
Sector

EU

Japan

Other Transp. and travel agencies

1.7

1.3

Air Transport

-

-

Water Transport

1.7

1.3

Business services

1.3

1.8

Communication

1.3

3.2

Trade

1.5

1.7

Finance and Insurance

2.7

2.9

Construction

1.8

1.2

-

-

Other Services
Source: DG Trade calculations.

4.2.4. Other trade enhancing provisions
Within the CGE modelling framework, we have not been in a position to assess the impact of
achievements in public procurement, GIs and/or IPR clauses. Foreign Direct Investments has also neo
been included in the analysis.

26

27

This follows what has been done in previous studies such as for example
http://trade.ec.europa.eu/doclib/docs/2011/november/tradoc_148381.09.11.pdf
Fontagné, L., Mitaritonna, C. and J, Signoret (2016), Estimated Tariff Equivalents of Services NTMs, CEPII
Working Paper No. 20
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4.3.

Simulation results

The CGE model-based simulation confirms the importance of the economic returns from the
agreement for the EU. The main results in terms of impact on GDP and bilateral trade are displayed
in Table 4.4.

Table 4.4 Macroeconomic impact of the EU-Japan EPA in 2035 (% and € billion)
EU

Japan

%

€ billion

%

€ billion

GDP

0.14

33,874

0.61

29,066

Bilateral exports

13.2

13,541

23.5

22,215

Source: DG Trade simulations

In terms of GDP, the impact on the EU (€34 bn.) is higher than on Japan (€29 bn.), while the impact in
relative terms is four times higher for Japan (0.6% vs. 0.14%), reflecting the fact that the Japanese
economy represents about one quarter of the EU's (both in terms of GDP and in terms of
population).28 In addition, Japan is a relatively smaller trade partner for the EU. Iit represents about
3% of total extra-EU exports of goods and services29 while the EU represents about 12% of total
Japanese exports).
Table 4.5 presents the impact of the agreement on output by sector. The largest absolute gains in
terms of output in the EU is in business services which gains almost €13 billion, while several other
services sectors also see gains. These gains in business services are not driven by the sectors' exports
but rather be other sectors' exports (manufacturing and agriculture) which require these services as
inputs. In addition business service is the biggest sector and any small percentage gain results in high
absolute gains. Interestingly, the textiles, apparel and leather sector is expected to grow by 2% in
relative terms which corresponds to an additional 7 billion euro of production. Dairy and processed
food will increase production by about €1 and €1.8 billion respectively (0.3% and 0.2%). These are
the sectors that also see the largest increase in exports (as shown in Table 4.6) and the highest
share of SMEs (see Chapter2, Section 2.3.5). There are a few sectors that marginally lose from the
agreement. These include motor vehicles and cereals where output is expected to fall by about
0.01% in each sector which corresponds to a total loss of about €145 million. In both cases bilateral
exports are increasing, however the motor vehicle sector in particular sees imports from Japan
increasing by a significant amount.

28
29

2017 GDP data from IMF World Economic Outlook, April 2018.
Data refer to 2016. Source: IMF DoTs + OECD EBOPS 2010 (+ own calculations)
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Table 4.5: Impact of the EU-Japan EPA in 2035, sectoral output (% and million €)

%

EU
absolute change
€ million

Japan
absolute change
€ million

%

Rice

0.0

2

-0.0

-3

Cereal grains

-0.0

-6

-0.4

-2

Other Primary

0.0

78

-0.1

-61

Livestock

0.2

278

-0.6

-119

Meat

0.2

725

-0.5

-162

Fishery

0.0

5

-0.0

-5

Dairy

0.3

1,054

-1.5

-505

Beverages and Tobacco

0.2

535

0.2

196

Processed Food

0.2

1841

-0.2

-493

Textile, Apparel and Leather

1.9

7,096

-2.2

-1,327

Wood

841

0.2

2,187

0.4

Chemicals

0.1

1,975

1.2

6,235

Motor Vehicles

-0.0

-139

2.5

13,861

Transport Equipment

0.0

30

2.4

1,221

Electronic Equipment

0.1

328

0.6

2,093

Metal Products

0.1

805

1.1

2,424

Machinery and equipment

0.1

1,307

1.0

5,362

Ferrous Metal products

0.1

272

0.9

3,113

Other Manufacture

0.2

949

0.9

676

Minerals and glass

0.1

3103

0.8

5,565

Other Transp. and travel agencies

0.1

2400

0.5

2,819

Air Transport

0.1

307

0.3

187

Water Transport

0.1

601

0.3

524

Business services

0.2

12,844

0.8

11,174

Communication

0.1

1,123

0.4

1154

Trade

0.1

6,943

0.7

10,436

Finance and Insurance

0.1

2,831

0.6

3,355

Construction

0.3

9,423

1.5

9,150

Other Services

0.1

6,150

0.1

4,614

Source: DG Trade simulations

Japan sees the largest gains in motor vehicles with an increase in output of more than €13 billion
corresponding to 2.5%. The Business and Trade service sectors also see sizeable gains in the range of
€11 billion each, which amounts to more than 0.7% in terms of output expansion. The largest losses
for Japan are found in the agricultural and processed food sectors and in the Textile, apparel and
leather sector which stand lose about €1.3 billion each.
Table 4.6 presents the impacts of the agreement on bilateral trade.
The largest increases in EU exports to Japan in absolute and relative terms are in the dairy and in the
textile, apparel and leather sectors, followed by processed foods, motor vehicles and chemicals
which are expected to experience substantial increase in exports both in absolute and relative terms.
In agriculture, the meat sector comes as the third largest benefactor from the EPA in absolute terms
and second in relative terms. According to the CGE modelling estimates, the EU meat sector is
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expected to increase its exports to Japan by more than 300 million euro (+73.4 percent). This is
however an underestimate of the potential export gains of this sector. In fact, the meat sector in the
model includes ruminant meat, which is still partially under the BSE ban, as not all the Member
States are currently eligible/allowed to resume beef export (see chapter 3). This ban reduces the
level of EU exports in the baseline30 therefore the high percentage increase that the EPA generates
underestimates the absolute export values that EU exporters can expect to gain over the
implementation period of the EPA.
Table 4.6: Impact in 2035 on EU bilateral trade (% and € million)

Rice

%

EU
absolute change
€ million

%

-0.1

-0

0.1

Japan
absolute change
€ million
0

Cereal grains

1.5

0

22.1

0

Other Primary

27.6

55

22.1

21

Livestock

9.0

7

2.0

0

Meat

73.4

337

22.5

14

Fishery

6.9

2

4.3

2

Dairy

215.0

729

170.0

5

Beverages and Tobacco

10.2

260

7.1

2

Processed Food

51.8

1,095

38.2

67

Textile, Apparel and Leather

220.0

5,213

63.2

337

Wood

21.8

635

20.1

69

Chemicals

6.9

1,606

30.0

3,306

Motor Vehicles

11.5

1,222

51.3

8,174

Transport Equipment

0.9

15

30.3

991

Electronic Equipment

1.3

25

6.9

437

Metal Products

16.4

443

31.9

1,321

Machinery and equipment

2.0

237

13.6

3,576

Ferrous Metal products

2.7

13

0.8

8

Other Manufacture

23.7

261

20.1

184

Minerals and glass

26.7

725

83.0

3,018

Other Transp. and travel agencies

1.7

14

2.9

20

Air Transport

0.2

5

0.4

9

Water Transport

1.4

77

2.8

39

Business services

2.2

264

3.0

150

Communication

3.6

22

2.4

4

Trade

1.9

85

3.4

171

Finance and Insurance

3.3

107

5.3

96

Construction

2.4

79

6.2

191

Other Services

0.5

8

0.2

2

Source: DG Trade simulations

30

According to the 2016 JRC study, "Cumulative economic impact of future trade agreements on EU
agriculture", using a different modelling framework, the baseline exports could be up to 6 times higher.
Given modelling limitations, the assumptions behind this alternative baseline could not be introduced in
the current CGE modelling exercise
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For Japan the sector that is expected to see the highest increase in exports in both absolute and
relative terms is motor vehicles followed by minerals and glass31, machinery and equipment
(including medical, precision and optical instruments) and then chemicals.
The increase in output and trade of sectors such as air transport and other services, that have not
been included in the agreement, derives from the increased downstream demand for these services.
Given that these are inputs to other products and services and in the case of air transport, a means
of trading, the general demand increase is related to higher income in both the EU and Japan.

4.4.

The potential impact on third countries

Finally, when it comes to the main impact on other countries, nobody loses in terms of GDP. For
example the US in relative terms gains the least as the model estimates that GDP will increase by
about 0.01% in 2035. In fact, the increase in EU and Japanese GDP will generate an increase of world
demand that would benefit all countries (income effect). In addition, the model accounts for both
capital accumulation and international capital mobility. Given the big weight of the EU and Japan in
the capital market, an agreement between such partners also stimulates the international capital
market and increases the world's capital stock.

4.5.

Conclusions

The reduction of tariffs and non-tariff measures foreseen in the agreement (when compared to
the situation with no agreement) are expected to add 33 billion euro to the EU GDP by 2035
(when the agreement is expected to be fully implemented). This corresponds to around 0.14% of
additional GDP. This is also accompanied by an increase of EU exports to Japan by about 13 billion
euro and of Japanese exports to the EU by about 23 billion euro.
For the EU, this agreement provides a positive overall outcome and leads to considerable gains in
sectors that are not always the ones that benefit the most from our trade policy, e.g. agriculture,
beverage, textile, apparel and leather products. These are also the sectors with the highest
participation in trade of Small and Medium sized enterprises.
For Japan the main gains are in manufacturing. In particular the motor vehicle sector is expected
to see the highest increase in export terms followed by minerals and glass, machinery and
equipment (including medical, precision and optical instruments) and by chemicals.
The impact of agreement is therefore balanced. No EU sector is foreseen to experience noticeable
losses, including the motor vehicle sector which is expected to see its exports to Japan increase
thanks to the reductions in non-tariff measures achieved by the agreement.

31

The majority of Japanese exports in this sector are ignite, graphite, millstones, mineral wools, articles of
graphite or other carbon, incl. carbon fibres, for non-electrical purposes, ceramic for chemical or other
technical uses, glass
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Annex
Table A.1 Sectoral aggregation used for CGE simulations
GTAP Sector Name

Comprising

Rice

Paddy and processed rice

Cereal and grains

Meat

Wheat and Cereal grains nec. (e.g. corn, barley, rye)
Vegetables, fruit, nuts, oil seeds, sugar cane, sugar beet, plant-based fibers
(cotton, flax, hemp, sisal and other raw vegetable materials used in textiles),
Crops nec ( live plants; flowers, seeds, beverage and spice crops,
unmanufactured tobacco, cereal straw and husks, etc), wool and silk
Bovine cattle, sheep and goats, horses, swine, poultry and other live animals,
eggs, natural honey and other animal products
Bovine meat (incl. of sheep, goats, horses), pig meat and offal, poultry

Fishery

Fishing

Dairy

Raw milk and dairy products

Beverages and Tobacco

Beverages and tobacco products

Processed Food

Vegetable oils and fats and Food products nec. (prep./pres. fish&veg.)

Textile, Apparel and Leather

Textiles, Wearing apparel and Leather products

Wood

Forestry, Wood products and Paper products, publishing

Chemicals

Chemical, rubber, plastic products

Motor Vehicles

Motor vehicles and parts

Transport Equipment

Transport equipment nec

Electronic Equipment

Electronic equipment

Metal Products

Non-Ferrous Metals and Fabricated Metal Products
Machinery and equipment nec (including medical, precision and optical
instr.)
Ferrous metals (Iron and steel)

Other Primary

Livestock

Machinery and equipment
Ferrous Metals
Other Manufacturing
Minerals and glass
Water Transport

Manufactures nec
Coal, Oil, Gas (extraction and distribution), Minerals nec, Petroleum, coal
products, Non-Metallic Minerals (cement, plaster, lime, gravel, concrete),
Electricity
Water transport ( pipelines, water, auxiliary transport activities;)

Air Transport
Other Transp. and travel
agencies
Business

Air Transport

Communication

Post and telecommunications
Retail and wholesale trade, hotels and restaurants and repairs of motor
vehicles
Financial services and Insurance

Trade
Finance and Insurance
Construction
Other Services

Road, Rail Transport and travel agencies
Business services (real estate, renting and business activities)

Construction
Public services (public administration, social, education and health services,
recreational and cultural services and water distibution)
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Table A.2 Geographical aggregation used in CGE simulations
Regions
Comprising
Japan
jpn
aut bel cyp cze dnk est fin fra deu grc hun irl ita lva ltu lux mlt nld polprt svk
EU28
svn esp swe gbr bgr hrv rou
Brasil
bra
Rest of Mercosur
arg pry ury
Chile and Peru
chl per
Rest of Andean
bol col ecu
Rest of Latin America ven xsm cri gtm hnd nic slv xca dom jam pri tto xcb
USA
usa
Canada
can
Mexico
mex
Australia
aus
Pacific Area
nzl xoc
China
chn hkg
India
ind
ASEAN
brn idn mys phl sgp tha vnm
Korea
kor
South Africa
zaf
EFTA
che nor isl
khm lao xse bgd npl xsa ben bfa gin sen tgo xwf xcf xac mdg mwi moz rwa tza
LDC
uga zmb
Other Dev
pak rus tur egy mar tun xnf cmr civ gha nga eth mus zwe xec bwa nam
GCC
bhr kwt omn qat sau are
twn xea lka xna alb blr ukr xee xer kaz kgz tjk xsu arm aze geo irn isr jor xws
Rest of the World
ken xsc xtw
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Table A.3 Selection (random) of HS6 codes with non-zero assessment of NTMs reduction
HS2 - Product Description

HS6 Code

meat and edible meat offal

020220

meat and edible meat offal

020410

dairy produce; birds' eggs; natural honey; edible products
of animal origin, nec

040210

preparations of meat, of fish or of crustaceans, molluscs or
other aquatic invertebrates

160300

cocoa and cocoa preparations

180200

preparations of cereals, flour, starch or milk; pastrycooks'
products

190420

miscellaneous edible preparations

210410

Low (0.33)

Medium (0.66)
BSE: licences for 13
MS approved
regionalisation
principle recognised
regionalisation
principle recognised

High (1)

MFN
NO
NO
NO

Additives
recognised
Additives
recognised
Additives
recognised
Additives
recognised

YES
YES
YES
YES
NO

Beer labels and tax
issues addressed

beverages, spirits and vinegar

220300

beverages, spirits and vinegar

220410
220600

Restrictive licences
eliminated

NO

beverages, spirits and vinegar
pharmaceutical products

300210

Most barriers solved

NO

pharmaceutical products

300290

pharmaceutical products

300331

Most barriers solved

NO

fertilisers
essential oils and resinoids; perfumery, cosmetic or toilet
preparations

310280

Most barriers solved

YES

330119

Barriers solved

YES

rubber and articles thereof

401163

Barriers solved

NO

silk

500390

cotton
other vegetable textile fibres; paper yarn and woven fabrics
of paper yarn

520512

man-made staple fibres
wadding, felt and nonwovens; special yarns; twine,
cordage, ropes and cables and articles thereof
special woven fabrics; tufted textile fabrics; lace; tapestries;
trimmings; embroidery

550490

impregnated, coated, covered or laminated fabrics;
articles of apparel and clothing accessories, knitted or
crocheted
articles of apparel and clothing accessories, not knitted or
crocheted
other made-up textile articles; sets; worn clothing and
worn textile articles; rags

590699

miscellaneous articles of base metal

830210

electrical machinery and equipment and parts; television
image and sound recorders and reproducers,
vehicles other than railway or tramway rolling-stock, and
parts and accessories thereof
optical, photographic, cinematographic, measuring,
checking, precision, medical or surgical instruments and
apparatus; parts and accessories thereof
optical, photographic, cinematographic, measuring,
checking, precision, medical or surgical instruments and
apparatus; parts and accessories thereof

530590

560312
580124

610419
621139
630292

851720

MR Wine

Some barriers
solved

NO

labelling issue solved
labelling issue solved

YES
YES

labelling issue solved

YES

labelling issue solved

YES

labelling issue solved

YES

labelling issue solved

YES

labelling issue solved

YES

labelling issue solved

YES

labelling issue solved

YES

labelling issue solved

902990

YES
Barriers solved

Self-Declaration of
Confomity

870210
901832

NO

NO
YES

Barriers solved
Most barriers solved

NO
YES

Barriers solved

NO
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Table A4. Average direct spillovers coefficients (%, third countries towards EU and Japan)
Average (across sectors)
Japan

Average (across sectors)
EU

Brazil

0.09

0.01

Rest of Mercosur

0.09

0.01

Chile and Peru

0.72

0.01

Rest Andean countries

0.32

0.01

Rest Latin America

0.13

0.02

USA

0.16

0.01

Canada

0.21

0.01

Mexico

0.44

0.02

Australia

0.10

0.01

Pacific Area

0.08

0.02

China

0.18

0.01

India

0.10

0.01

ASEAN

0.18

0.02

Korea

0.17

0.02

South Africa

0.02

0.01

EFTA

0.30

0.01

LDC

0.45

0.01

Other Developing

0.16

0.02

Gulf Cooperation Council

0.11

0.02

Rest of World

0.33

0.01

average

0.19

0.01

Source: DG TRADE calculations.
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