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June 22, 2009
Japan-EU EIA Study Group

Report by the Japan-EU Economic Integration Agreement (EIA) Study Group

1. Background Information

At the annual meeting of the EU-Japan Business Dialogue Round Table (BDRT), a private-led
forum that brings together business leaders from Japan and the EU, held in Berlin (Germany) on
June 3-4, 2007, agreement was reached on the establishment of industry-led taskforces (for both
sides) to explore the feasibility of a Japan-EU Economic Integration Agreement (EIA) aimed at
strengthening economic relations between Japan and the EU. The Japan-side taskforce, comprised
of various industry organizations and businesses and with the Japan External Trade Organization
(JETRO) as the secretariat, and the EU-side taskforce, which is led by BUSINESSEUROPE (or the
Confederation of European Business), have held discussions regarding the feasibility of a

Japan-EU EIA.

The Japan-side taskforce held nine plenary sessions, findings from which were published on
February 15, 2008 in the form of the “Japan-EU EIA Taskforce Interim Report (Japan Side),”
which contains specific proposals on items Japan wants included in the agreement along with its
basic stance on a Japan-EU EIA. The Interim Report was also presented at the “Working Group for
Economic Partnership Agreements (EPAs) and Agriculture” of Japan’s Council on Economic and
Fiscal Policy. This was followed by the release of a “Joint Report EU-Japan Taskforces” on July 2,
2008, which presents the collective views of the two taskforces. This Joint Report was presented at
the annual BDRT meeting2? held on July 4, and the taskforces, established on the basis of a BDRT
(BRT) agreement, achieved their goal of conducting a study into the feasibility of a Japan-EU EIA.
In compiling this report, the Japan side proposed four pillars (inclusive of trade tariffs), namely
cooperative initiatives to: 1) “build innovative societies of the world’s highest level,” 2) “build new
dimensional environment-friendly societies,” 3) “develop a safe social infrastructure” and 4)
“undertake mutual efforts to improve trade and investment environment,” while it was confirmed
that there is keen interest on the EU-side regarding the lack of progress on regulatory reform on

non-tariff barriers to trade. It was also recognized that there were differing views about bilateral

? At its annual meeting in July 2008, the EU-Japan Business Dialogue Round Table was renamed
the EU-Japan Business Round Table, and its acronym changed accordingly, from BDRT to BRT.
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tariff elimination. Copies of the Joint Report were delivered to former Prime Minister Yasuo
Fukuda and Ambassador Hugh Richardson, Head of the Delegation of the European Commission to
Japan (representing the President of the European Commission) on July 4.

During this process, there have been calls from Japanese businesses for a more concrete
investigation into the contents of a Japan-EU EIA that is mutually beneficial to both sides. To this
end, a Japan-EU EIA Study Group was established in January 2009 comprising members drawn
from various Japanese industry organizations and businesses, with JETRO as the secretariat, and

with government cooperation.

At the EU-Japan Summit held in Prague in May 2009, the BRT issued a proposal based on the
“Joint Report EU-Japan Taskforces” and calling for an immediate start to discussions aimed at
strengthening economic cooperation between Japan and the EU. In the EU-Japan Summit’s joint
press statement, both sides expressed the intention to cooperate in strengthening the integration of
their economies, and, towards this end, underlined the importance of putting focus on a few
specific non-tariff issues which are expected to bring concrete outcomes, in a mutually beneficial
way and in a short period, and agreed to review the progress made at the next summit in 2010. This
study group welcomes the acceleration of efforts to strengthen bilateral economic cooperation

between Japan and the EU on the basis of the aforementioned Japan-EU initiative.

2. Objectives

As stated in Section 1 above, discussion between both sides in preparing the “Joint Report
EU-Japan Taskforces” revealed Japan’s strong interest in tariffs, along with the four pillars cited
above, and the importance to the EU of non-tariff barriers to trade. This study group, however, has
examined specific forms of cooperation that can be pursued through an EIA, with a view to
ensuring that the agreement is of mutual benefit to both parties. Specifically, three topics, namely,
the environment, innovation and improvements to the business environment, have been singled out
from among those issues raised in Section 3. (b) of the “Joint Report EU-Japan Taskforces”. It
should be noted, however, that these topics are not intended to circumscribe the content of the
Japan-EU EIA, and that the removal of trade tariffs, using the EIA framework to promote
liberalization, is the most basic and important issue.

The study group’s results will be put forward 1) as recommendations at the next annual BRT
meeting, which is scheduled for July 2009, 2) as requirements from Japan’s business community on
matters to be included in high-level trade dialogue, industrial policy and industrial partnership

dialogue, and other intergovernmental discussions, and 3) as requirements from industry in
12



anticipation of bilateral negotiations on a Japan-EU EIA towards the formulation of a new Action
Plan for Japan-EU Cooperation for 2011 and beyond. They will also be put forward as representing
the position of Japan’s business community at other opportunities for discussions between Japan

and the EU and Japan and individual EU member countries.

3. Topic-specific Reports
(1) The Environment
(i) Cooperation in addressing climate change

In addressing the issue of climate change, attention has focused on encouraging the use of
information and communication technologies (ICT) and promoting greater efficiency as a means of
reducing greenhouse gases emissions, specifically CO2. However, the absence of a uniform
standard for measuring the contribution made by ICT to reduce CO2 emissions means that it is
impossible to compare the various technologies, and this is hampering efforts to introduce ICT as a
means of reducing CO2 emissions. It is hoped that studies into the development of measures and
processes for gauging ICT’s contribution to CO2 reductions can be incorporated into the Japan-EU
EIA framework. Such studies should take into account the proposal already been put forward on
this matter by the BRT Working Party 3 (WP3: ICT), which is calling for establishment of an
international “yardstick” (evaluation methods, etc.) to be undertaken with a view to visualizing and
generating wider understanding of the efficacy of ICT in reducing environmental loading. It is also
recommended that bilateral technical cooperation between Japan and the EU be undertaken in
promoting green IT, with a view to reducing environmental loading through ICT.

With regard to CO2 emissions in the road transport sector, which accounts for approx. 20% of
total emissions (in both Japan and the EU), a integrated approach is called for, including
improvements in vehicle fuel efficiency, improvements in road infrastructure, more efficient
vehicle use, and the development of battery charging / fuel infrastructure for electric and other
next-generation vehicles. The absence of a uniform standard for measuring the effects of
countermeasures other than fuel efficiency, however, is hindering the promotion of integrated
countermeasures. Given that increases in road transport CO2 emissions, particularly in developing
countries, is inevitable, the establishment of a method for evaluating reductions in road transport
CO2 emissions as a cooperative Japan-EU initiative, as with applying ICT to the visualization of
reductions in environmental loading, is considered critical for the sustainable development of auto
industries in Japan and the EU.

Additionally, the BRT Working Party 6 (WP6) has made various proposals on the issue of
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climate change, and joint research and development that leverages both Japanese and European
strengths is seen as critical to the development of innovative technologies aimed at reducing
greenhouse gas emissions. Already, R&D cooperation in the field of energy is being promoted on
the basis of a June 2008 initiative by Mr. Akira Amari, then Minister of Economy, Trade and
Industry and Mr. Janez Potoénik, European Commissioner for Science and Research. At a
EU-Japan Joint Strategic Workshop on Energy Research and Technological Development held in
March 2009, in cooperation with the Ministry of Economy, Trade and Industry (METI), the
European Commission’s Directorate-General for Research and Japan’s New Energy and Industrial
Technology Development Organization (NEDO), there were discussions on the feasibility of
concrete cooperation mechanisms for nine items in the three fields of photovoltaics, power storage
and carbon capture and storage (CCS). It is hoped that studies into the establishment of a
framework for joint R&D will move forward on the basis of these and other earlier discussions.

In addition to the above, the effects of the various projects, including afforestation efforts being
promoted by the United Nations Environment Programme (UNEP) aimed at reducing global
greenhouse gas emissions could be enhanced through joint Japan-EU implementation. It is hoped
that a framework for advancing joint undertakings of this nature can be incorporated into the
Japan-EU EIA.

Again, the provision of technical cooperation to emerging economies, where greenhouse gas
emissions are on the rise, is critical to resolving the challenges presented by climate change. The
United Nations Framework Convention on Climate Change (UNFCCC) has recommended the
establishment of joint public-private advisory groups on technical cooperation mechanisms for
individual sectors in developing countries. A study could be undertaken within the framework of
the Japan-EU EIA into approaches for technical cooperation in the developing world under the
UNFCCC. Such a study would need to explore joint initiatives aimed at providing appropriate
intellectual property rights protection and stemming the unauthorized outflow of technologies to
developing countries (i.e. intellectual property rights infringements), in addition to technical

cooperation modalities.

(i1) Cooperation targeting information sharing on environmental-related rules
The EU has introduced a host of new environmental regulations, including REACH: the
Registration, Evaluation, Authorisation and Restriction of Chemicals, while Japan has passed a new

chemical substances control law, (Act on the Evaluation of Chemical Substances and Regulation of
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Their Manufacture, etc.), suggesting a global trend wherein companies are required to be more
self-responsible in their risk management and supply chain construction. In this respect, the
acquisition of accurate information concerning the formulation, enforcement and review of such
regulations is becoming critical to ensuring smooth and coordinated business operations. Using the
EU-Japan EIA to introduce mechanisms for prior consultation on the new environmental
regulations to be ushered in by Japan and the EU would enable the Japan-EU EIA to serve as a
platform for information sharing and thereby enhance the predictability of business.

Additionally, there is room for cooperation in the chemical goods sector on the development of
substitute or alternative products. That is, Japan’s chemical industry has advantages in the fields of
high-function resins and products, while European businesses have copious information on
ecotoxicity (unlike in Japan), so there is potential for collaboration in these areas. There is a need to
establish cooperative links with Europe shaped around these mutual complementarities between the
chemical industries of Japan and the EU, and using the Japan-EU EIA as a framework for
providing technical cooperation would form a win-win relationship for both parties.

Studies concerning the amendment of the CO2 labeling directive are underway in the EU,
targeting the establishment of a uniform regional format for vehicle CO2 emission labels. To this
end, auto industries in Japan and Europe are investigating a joint proposal to the European
Commission regarding a desired uniform format for vehicle labeling. Utilizing the Japan-EU EIA
as a channel for information sharing is a useful means of promoting the smooth exchange of

information between public and private sectors.

(2) Innovation
(i) Cooperation on international harmonization of standards and technical standards
Contributing to the development of global standards is of paramount importance, given that
independent standards are currently being developed in emerging economies and other third
countries, and both Japan and the EU need to increase their support in this area. Stepping up
discussion on this issue will be critical in efforts to strengthen public-private initiatives being
undertaken within the EIA framework. The World Forum for Harmonization of Vehicle Regulations
(WP29) of the United Nations Economic Commission for Europe (UNECE), for example, is
examining the establishment of international standards for International Whole Vehicle Type
Approval System. UNECE/W29 is aiming to reach consensus on the foundations for such system
by March 2016, including those matters requiring technical study. There is a need for a study into

approaches to Japan-EU cooperation in this area.
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Additionally, the Japanese Industrial Standards Committee (JISC) established a forum for
exchanging information with the European Committee for Electrotechnical Standardization
(CENELEC: Comité Européen de Normalisation Electrotechnique) in 1996, and exchanged
memorandums with CENELEC in October 2005 and with the European Committee for
Standardization (CEN: Comité Européen de Normalisation) in June 2008 aimed at strengthening
cooperative ties with these bodies. The Japan-EU EIA should be used to facilitate the strengthening
of cooperative relations with such standards associations.

Mutual recognition has been confirmed in the four areas in which Japan and the EU have entered
into Mutual Recognition Agreements (MRAs) (telecommunications terminal equipment and radio
equipment, electrical products, Good Laboratory Practice (GLP) for chemicals, and Good
Manufacturing Practice (GMP) for medical products), but active measures must be taken to expand
these areas. Good Clinical Practice (GCP) in the field of medical products is a case in point.
Promoting mutual recognition and the acceptance of data expands the possibilities for innovation, a
development that is of mutual benefit to both parties. Data acceptance and expanded MRAs are
matters for possible inclusion in the EIA. Studies also need to be undertaken on medical equipment
and construction materials, two areas that have been pointed to by the European Business Council
(EBC). Technical cooperation between Japan and the EU is pivotal to the development of the
standards and/or technical standards cited above. The interim report submitted by the Japan side
taskforce recommended “cooperation on the formation of technical standards to facilitate

LR I3

innovation,” “cooperation on next-generation networks” and “promoting the introduction of
technical and product software based on open standards in the public sector,” and it is anticipated
that the Japan-EU EIA framework will be used to promote technical cooperation on such

next-generation technologies.

(i1) Establishment, harmonization and stronger enforcement of rules governing intellectual
property rights

Japan and the EU are world leaders in the field of intellectual property rights (IPR) protection,
and promoting bilateral cooperation in this area is of paramount importance. Negotiations are in
progress for an Anti-Counterfeiting Trade Agreement (ACTA), in connection with international

enforcement efforts, and Substantive Patent Law Treaty (SPLT), targeting the harmonization of IPR
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systems. It is hoped that Japan and the EU will take the initiative in discussing the establishment of
rules aimed at harmonizing IPR systems, thus facilitating progress on the aforementioned
negotiations. The United States, which employs the “first-to-invent” system in patent law, IPR
systems differ from that in Japan and the EU, and Japan-EU cooperation in this area would serve to
encourage US involvement in the international harmonization process. High-level rules on the
enforcement of IPR are included in the “Agreement on Free Trade and Economic Partnership
between Japan and the Swiss Confederation”, and discussions should be advanced in reference to
said rules.

Japan has already launched Patent Prosecution Highway (PPH) initiatives with the UK, Germany,
Denmark, Finland and Austria, targeting harmonization at the working level. This mechanism
provides for accelerated patent prosecution procedures by allowing for priority screening of patent
applications that have already been filed in Japan, for example, when submitted to the patent office
of another country. Efforts to speed up patent prosecution procedures are beneficial to patent
applicants and encourage innovation; they also help regulatory authorities reduce screening costs.
The Japan-EU EIA should function to promote bilateral cooperation aimed at encouraging wider

participation in the PPH among EU member countries.

(ii1) Establishment of an alliance against IPR infringements

Infringements on IPR are a major problem, particularly in emerging economies. In connection
with the issue of IPR in third countries, the Japan-EU EIA should include a framework for
examining challenges that are common to both Japan and the EU and for studying the feasibility of
joint action. IPR infringements of motorcycles in Latin America, for example, have reached serious
proportions, and Japan’s auto industry has undertaken a fact-finding survey, while the EU’s
motorcycle industry is setting up a working group. Additionally, there is a need to expand
cooperation in China and ASEAN, where joint action is already in progress. In light of such private
initiatives, joint Japan-EU action to address the problem of IPR infringements in third countries is
of value, and the Japan-EU EIA would provide an effective framework for such action.

Raising user awareness is also critical to deterring the circulation of counterfeit and pirated
goods. It is recommended that the Japan-EU EIA be used as a framework for the implementation of
a user awareness-raising program in Japan and the EU.

Circulation of counterfeit medical products has become a major problem in this sector. In the EU,
parallel imports are thriving as the result of varying drug prices throughout the region, and it is

suspected that this is enabling counterfeit medical products to go into circulation. This problem has

17



been raised in EU-Japan Regulatory Reform Dialogues since 2004, and addressing the issue of
counterfeit medical products is an urgent task not only because such products constitute an
infringement of the manufacturers’ IPR, but also because they have the potential to cause serious or
life-threatening damage to the health of our citizens. Thus, there is a need to crackdown on the
circulation of counterfeit medical products and to enhance customs’ capabilities; the Japan-EU EIA
should be used as a framework for best practices sharing, the strengthening of surveillance
regulations governing counterfeit medical products and the introduction of other effective

countermeasures.

(iv) Promoting exchanges between Japan-EU clusters

Both Japan and the EU are promoting cluster policies as part of measures aimed at regional
revitalization. Exchanges between international clusters are indispensable to efforts to invigorate
regional clusters. Japan-EU exchanges, such as those between the Biomedical Cluster Kansai and
Medicon Valley (Denmark and Sweden), and between Mie Medical Valley (Mie Prefecture) and
BioCon Valley (Germany), are already bearing fruit, and the Japan-EU EIA framework could be
used to further encourage inter-cluster exchanges, information-sharing on such instances of best

practice and other forms of cooperation.

(v) Developing rules on electronic -commerce transactions

To encourage innovation, discussion on the formation of rules governing tariffs,
non-discriminatory treatment, market access, etc., in e-commerce transactions, should be
undertaken within the framework of the Japan-EU EIA. The WTO has already introduced a
moratorium on customs duties on international e-commerce, and there is a need for studies
targeting a permanent elimination of tariffs to be undertaken, taking the rules introduced under the
“Agreement on Free Trade and Economic Partnership between Japan and the Swiss Confederation”

as a model.

(3) Improving the Japan-EU Business Environment
(i) Liberalization of intra-corporate transfers and other movements of people

Japanese companies encounter problems in connection with personnel transfers in the EU,
including country-specific systems for acquiring residence permits and work visas, and the
requirement to take language tests, because business personnel are treated as ordinary economic

migrants, which makes acquiring work permits difficult. The existence of such problems is
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hampering Japanese companies in their efforts to conduct business smoothly within Europe. As
discussed during the 2008 EU-Japan Regulatory Reform Dialogue, it was acknowledged that
European companies have similar demands with respect to Japan, including the easing of Japan’s
re-entry permit system and the easing of requirements for the issuing of work visas for personnel
with specific skills. This matter needs to be taken up as a Japan-EU EIA issue, with a particular
focus on liberalizing intra-corporate transfers, so as to encourage cross investment and the creation
of new jobs in Japan and the EU.

In addition, exchanges of personnel, particularly business personnel, need to be encouraged in
tandem with efforts to liberalize movements of people. The opening of systems and actual
interpersonal exchanges should be promoted under the Japan-EU EIA, in reference to the Young
Professionals Program introduced by Japan and Switzerland and other existing exchange programs,

with a view to facilitating interpersonal exchanges between Japan and the EU.

(i1) Facilitating trade and enhancing security

In recent years, the EU has been reviewing its tariff system with a view to facilitating trade and
enhancing security. In January 2008, it introduced the Authorized Economic Operator (AEO)
program, and there are plans to introduce a system for mandatory advance cargo information from
2011. Japan, meanwhile, has also introduced an AEO system, and it is hoped that the Japan-EU
EIA will include a study on the introduction of rules on exemption of AEOs from the advance
declaration system, giving due consideration to the impact on businesses of reforms to these
systems. Progress has been made on bilateral discussions concerning mutual AEO recognition in
Japan and the EU, and it is hoped that these discussions will be used as the basis for further debate,
under the Japan-EU EIA, targeting the establishment of mutually beneficial bilateral relations.

Encouraging discussion on product safety standards is vital to facilitating trade and enhancing
security. As touched upon in the Joint Report EU-Japan Taskforces, there is a need to promote
discussion on the establishment of common principles on safety standards for food and consumer
products and to encourage bilateral cooperation in the form of information sharing and the

establishment of an advance notification systems within the framework of the Japan-EU EIA.

(ii1) Studies on investment treaties, tax conventions and social security agreements to facilitate
two-way investment
While South Korea and China have concluded numerous investment treaties with central and

eastern European countries, Japan, regrettably, has yet to conclude an investment treaty with any
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EU member country. It is hoped that high-level rules on investment, including investment
liberalization, will be incorporated into the Japan-EU EIA , in a bid to facilitate two-way
investment between Japan and the EU.

Integrated progress on the conclusion of social security agreements and tax conventions, in
addition to the development of investment rules, is of paramount importance to companies in terms
of improving the climate for investment. Currently, the competence to conclude such agreements
belong to the respective EU member nations and country-specific negotiations are in progress, but
it is hoped that discussions aimed at facilitating the conclusion of social security agreements and
tax conventions will be undertaken within the framework of the Japan-EU EIA. Efforts are needed
to amend existing tax conventions, in light of the content in agreements between Japan, the US, the
UK and France, etc., and the introduction, in Japan, of a dividends-received deductions system for
overseas subsidiaries (i.e., a tax deduction received by Japanese corporations on the dividends paid
to it by its overseas subsidiaries). Promoting such initiatives in an integrated manner will serve to

advance the global activities of companies with operations that straddle Japan and the EU.

(iv) Transparency of competition policies in Japan and the EU and their fair application

In recent years, crackdowns on competition law violations have been gaining momentum within
the EU, and moves to tighten clampdowns on cartels and impose tougher penalties have been
particularly conspicuous. Given that competition laws have a major impact on corporate activity,
such laws need to be enforced in conformity with international laws and practices. However, there
are a number of key differences between the competition laws of the EU and Japan, and
adjustments are called for to address problems relating to the application of the competition laws of
one country in response to actions taken in another country.

Accordingly, efforts are needed to ensure the transparency of EU competition law enforcement
procedures and the extraterritorial application of said laws, to ensure universal acceptability of
enforcement procedures, and to harmonize competition policy in Japan and the EU, so as to
provide a stable environment for business and investment and facilitate fair and free competition.

Additionally, in order to effectively address global competition issues, such as conglomerate
mergers in natural resources and other businesses, as well as international cartels, Japan and the EU

need to continue studying ways to promote cooperation between competition authorities.

4. Treatment of trade tariffs in a Japan-EU EIA

As stressed in Section 2 of this report, there is no question that the removal of trade tariffs is
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important to a Japan-EU EIA. Removal of such tariffs will also contribute to the initiatives aimed
at strengthening Japan-EU cooperation in the fields of the environment, innovation and business
environments, which were discussed in this report. This is one of the most basic and important

issues that the Japan-EU EAI needs to address.

5. Towards the Realization of a Japan-EU EIA

The three topics discussed in this report were singled out on the basis of common interest,
specifically the issues raised in Section 3 (b) of the “Joint Report Japan EU Taskforces,” with a
view to ensuring that the agreement is of mutual benefit to both parties. But in light of the fact that
high tariffs continue to be imposed on certain products, the reduction and/or elimination of customs
duties within the framework of the Japan-EU EIA is of paramount importance to Japanese industry.
The EU-side, meanwhile, has shown keen interest in the subject of non-tariff barriers, which was
raised in the Joint Report EU-Japan Taskforces. The Study Group industry is aware that problems
relating to medical equipment, timber products, services and government procurement are of
particular concern to the EU-side, and there is a need for ongoing discussion as to what form
cooperative ties in these and other areas should take within the framework of the Japan-EU EIA.
Efforts to resolve specific problems will be critical to fomenting relations based on mutual trust.

Efforts to put together a well-balanced package for the abolition and/or reduction of tariffs and
non-tariff barriers to trade are needed to establish a win-win relationship and to maximize the
effects of a Japan-EU EIA. Ways to eliminate and/or reduce tariffs and non-tariff barriers to trade
will also need to be explored at the government level for the promotion of the Japan-EU EIA.

Since announcing its new trade policy in October 2006, the EU has been pursuing negotiations
on FTAs with emerging economies, primarily in Asia, and there are concerns that were the EU to
conclude an FTA with South Korea, Japan would be put at a greater disadvantage in terms of tariffs.
Additionally, while there is an argument within the European Commission and some industries
within Europe that FTA negotiations with OECD member countries would adversely affect the
WTO, the decision to initiate FTA negotiations with Canada was taken in May. Japan’s business
community has consistently emphasized that, to achieve a high level of Japan-EU economic ties, it
is necessary to pursue WTO negotiations in parallel with the Japan-EU EIA, and that including

tariff-related issues within the framework of the Japan-EU EIA is both valid and reasonable.

Dialogue and efforts to boost mutual understanding between Japan and the EU and between
Japan and individual EU member countries is vital to the realization of a Japan-EU EIA. There is

also a need for the feasibility of cooperation in the areas discussed above to be verified by BRT and
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in other forums for dialogue between Japanese and European industries, and for intergovernmental
dialogue to build a shared awareness of the merits of a Japan-EU EIA. This study group strongly
advocates an early commencement of a joint bilateral study into a Japan-EU EIA to be undertaken

by industry, government and academia, on the basis of a high-level bilateral initiative.
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Masaki KURASAWA

NEC Corporation

Kazuyuki KIMBARA

Nippon Keidanren (Japan Business Federation)

Takehiro KASAI

Nissan Motor Co., Ltd.

Akihiro TANII

Panasonic Corporation

Tetsuzo ISHIKAWA

Showa Denko K.K

Masao TOYAMA

Sony Corporation

Keiichi JIN

The Japan Electrical Manufacturers Association (JEMA)
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