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Message from the Chairman

It is my pleasure to introduce the annual report of the European Business
Council in Japan (EBC) on the Japanese business environment, Economic
Integration: A New Approach to Reform. As the title suggests, this year’s
report presents not only an industry analysis of developments over the
past year and recommendations for future economic reforms, but also
closely examines how an EU-Japan Economic Integration Agreement
(EIA) could strengthen the trade and investment relationship between
Japan and the EU and vastly improve the business environment.

While notable progress on the part of the Government has been achieved, Japan’s new leadership
must address significant issues and critical economic reforms. In the past year, Prime Minister Abe
pledged to continue the structural reforms of his predecessor and oversaw the expansion of Japan’s
longest economic recovery since the postwar period. A renewed commitment was made to enhancing
the position of Japan as a global financial centre and Prime Minister Fukuda has embraced this reform
agenda. However, political instability and turmoil has caused a stalemate in the implementation of
reforms. Japan has the lowest levels of import penetration, stock of inward FDI relative to GDP, and
foreign workers among all OECD countries. Crucial reforms remain frustrated by inadequate
coordination, mounting bureaucracy and vested interest in the administration and industry. The
progress and results of wide ranging regulatory reforms over the years are discouraging.

The current situation is critical for Japan and incentives for change could not be more compelling. An
ageing society, declining birthrate and shrinking labor force threaten to overwhelm Japan’s pension
and healthcare systems and impose an unsustainable financial burden on both employers and
employees. This is happening at a time when competition from newly emerging economies as well as
industrialised economies is intensifying.

The struggle in undertaking structural reforms is not unique to Japan. Europe is also plagued by
special interests trying to undermine or derail difficult but necessary changes. Economic integration in
the EU, however, has provided the political leadership with a clear vision and fostered political
discipline to fulfill reform commitments. In this regard, by entering into an ambitious agreement with
the EU, Japan would gain a clear direction and concrete incentives to speed up reforms. Allowing for
free flow of products, services, capital and people between Europe and Japan, will boost trade,
innovation, and competitiveness.

The European Business Council in Japan continues to engage in dialogue on creating a thriving,
successful economy in Japan for the benefit of the global economy and companies investing in Japan.
Integration with the EU would build a new foundation and course that would secure Japan’s future
prosperity.

For this to happen, the respective business communities need to become more innovative and creative,
breaking with the conservative traditions of the past to make bold suggestions and proposals to their
governments. Progress is achieved by taking a courageous stance and not by keeping one’s head in
the sand. This is in line with the decision of the European and Japanese Co-Chairmen of the EU-Japan
Business Dialogue Roundtable (EJBDRT) in June 2007 in Berlin, when they instructed the Working
Party on Trade and Investment to work with the business communities of Japan and Europe to prepare
an industry study report suggesting the content of an EU-Japan Economic Integration Agreement
(EIA) to submit to the 2008 EJBDRT meeting. From this perspective, we would like to present this
year’s EBC report - Economic Integration: A New Approach to Reform - as a kick-off publication to
lay the foundation for this ambitious, but worthwhile project.

Richard Collasse
Chairman, European Business Council in Japan
(President, Chanel K.K.)
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Message from the Executive Director

The European Business Council in Japan (EBC) is pleased to present its
2007 report, Economic Integration: A New Approach to Reform. The
report presents an industry analysis of developments and
recommendations on key issues that constrain European business and
investment in Japan.

The European Union and Japan together account for close to 40% of the

global GDP, and have an annual trade turnover of around 145 billion Euros. In terms of trade
volume, the EU ranks as Japan’s second largest export market, and is Japan’s third largest
source of imports. However, despite theses statistics and the fact that some European
companies, especially those in niche markets, are thriving in Japan, many others struggle to
build and operate their businesses due to a plethora of regulatory and non-regulatory barriers to
trade that still persist.

This report comes at a crucial time in Japanese politics and reform. Following a period of
political turmoil, the new administration has pledged its commitment to strengthening
competitiveness in the financial sector and working to promote domestic and foreign
investment. The EBC encourages the Fukuda administration to adopt a new approach to
fostering economic growth and prosperity, one that builds on the existing partnership with the
EU through an ambitious economic integration (E1A) agreement.

The EBC White Paper is an annual report that represents the concerns and efforts of 29
committees, 3000 stakeholders and our key stakeholders, the European National Chambers of
Commerce and other business organisations represented in Japan. | would like to thank all
EBC Members for their ongoing contribution to the work of the EBC’s 29 sector-based
committees and to the compilation of this report. Without the insight drawn from their industry
experience, this publication could not have been produced. | would also like to thank the
Delegation of the European Commission to Japan and the European national embassies in
Tokyo for their expertise and support of EBC activities.

I am indebted to the EBC’s Policy Director, Jakob Edberg, whose knowledge and
professionalism have again ensured that this publication will serve as an important reference
on the key issues affecting European businesses in Japan. | would also like to make special
mention of Clemence Mayali, the EBC’s Policy Analyst, whose contribution to the production
of this report was indispensible. Finally, many EBC Members deserve recognition for their
generous financial contributions towards the cost of producing this report. The EBC is
extremely proud to acknowledge their help in the sponsors and supporters sections at the end
of the report and on our website.

As we begin a new chapter in Japan’s economic reform, the EBC looks forward to working
with the new Prime Minister and his Cabinet, as well as the Japanese business community and
broader public, to achieve effective regulatory reform. In order to remain competitive in the
global economy, both Japan and the EU must ensure optimal conditions in which the private
sector can operate more efficiently. Businesses will not flourish in a protectionist environment;
rather they will thrive by opening more sectors to trade and investment opportunity. This is
particularly true at a time when so many emerging countries are honing their competitiveness
and taking the stage as economic powers. For this reason the EBC urges the EU and Japan to
enter a dynamic economic integration agreement that will effectively promote our shared goals
of improving the business environment and secure future economic prosperity for both
partners.

Alison Murray

Executive Director
European Business Council in Japan
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INTRODUCTION

Regulatory reforms must continue

Japan has, in recent years, made enormous efforts to reinvigorate its economy. The wide-ranging reform programme
of Prime Minister Koizumi was followed by further decisive action under his successor, Mr Abe. The European
Business Council in Japan (EBC) greatly welcomed these developments. The EBC has long drawn attention to
persistent, substantive market access problems in Japan, arguing that the removal of these obstacles would not only
improve business conditions for foreign firms but, crucially, also help the many Japanese companies seeking to tap
into foreign sources of capital, increase the level of competition within the Japanese market and therefore stimulate
the economy as a whole. Hence the EBC particularly appreciates recent reforms that mean foreign stocks can at last
be used as consideration in mergers with or acquisitions of Japanese companies, through the triangular merger
scheme allowing tax deferral so long as certain conditions are fulfilled. It applauds the conclusion reached by the
Council for Economic and Fiscal Policies that promoting Tokyo as a financial centre requires priority action on the
long-standing problems caused by firewall regulations between securities and banking operations. It is delighted
that the Government is finally addressing excessive regulation in the field of air transportation, where liberalisation
of pricing and market entry would bring enormous benefits to the economy at large. And last but not least, the EBC
is relieved that the Council of Regulatory Reform is now addressing the outdated requirement that foreigners
holding valid visas must additionally apply for a re-entry permit if they wish to avoid losing their resident status
each time they leave Japan for even the shortest business trip or family visit.

It is unfortunate that recent political turmoil has put these and other essential reforms on hold. However, the EBC is
pleased to note that newly elected Prime Minister Fukuda has committed himself to continuing the reform process,
and trusts that remarks he has made about correcting the so-called adverse effects of regulatory reform do not imply
backtracking - something that Japan simply cannot afford.

Overall, the EBC believes that the new Japanese government can do far more to ensure that conditions for doing
business within Japan support and stimulate competitive enterprise, at the same time as promoting social welfare
and safeguarding the environment. In particular, the approach taken to regulation will influence whether or not
Japan is seen as an attractive place to do business, boosting the prospects of local firms and drawing in new capital
and investment from abroad.

Implementing the recommendations provided in this report would substantially increase the business opportunities
both for European and Japanese companies and what currently is simply a strong trade relationship could be
transformed into a great one, benefiting both national economies and individual companies.

However, current instruments for enhancing cooperation between Japan and the European Union are largely
confined to dialogues that yield, at best, a harvest of understandings, goodwill and piecemeal improvement, of little
help to companies battling structural barriers, constant red tape and competitive pressure. The EBC therefore argues
that a new approach is needed, which will lead the European Union and Japan towards integration of their
respective rules and regulations, offering the prospect of greatly increased market access and mutual trade, while
respecting shared concerns for economic, social and environmental “balance”. The EBC has expressed this new
approach in terms of an Economic Integration Agreement (EIA) and in this report identified issues we believe
should be addressed within such.an accord.

EU - Japan Economic Integration Agreement
The Economic Integration Agreement envisaged by the EBC would entail Japan and the European Union working

together towards the abolition of obstacles to mutual trade. Member States of the European Union long ago realised
the benefits that could be created by cooperating on these issues and have invested hugely in the establishment of a



Single Market, characterised by the free movement of goods, people, services and capital. Given the equal level of
economic development, the EBC believes that an ambitious EU-Japan agreement addressing issues beyond the
WTO framework is not to the detriment of the multilateral system, but to the benefit of each side.

This is not to suggest that the EU and Japan should embark on the very extensive programme of integration that has
been achieved by EU Member States, but recommends that they should focus on achieving the benefits of much
closer cooperation in the economic arena. The motivation for doing so is strong. The European Commission has
estimated that, thanks to the Internal Market, EU GDP in 2002 was 1.8% or 164.5 billion euro higher than it
otherwise would have been. Benefits for consumers include a wider choice of quality goods and services, in many
cases at lower prices, and the opportunity to move across borders for work without foregoing welfare protection.
Benefits for business of having a single set of rules and unified certification schemes are obvious, especially to
small and medium-sized enterprises, which might previously have been deterred from entering new markets by the
costs and difficulties involved

The effort and commitment required to achieve the EU Single Market should not be under-estimated. Yet many
years’ work by committees and expert groups from across the Member States have led to balanced agreements on
numerous issues that, without compromising on efficiency, are sensitive to the technical, social and cultural
concerns of all parties. The inclusive approach has favoured outcomes that are acceptable to all and thus more likely
to prove successful than a unilateral approach to rule-making. The result is a body of singularly robust rules and
regulations, adopted and supported by 27 Member States, that have boosted trade within the EU. Why, then, not use
this work to inspire — and even give substance to — a body of rules and regulations of even greater significance, also
for an agreement between EU and Japan?

Europe and Japan share many of the same concerns and challenges at the global trade level. Both have a
co-operative, inclusive and sensitive approach to solving socio-economic issues. The sheer size of their combined
economies - EU and Japan account for 40% of Global GDP - means that each offers huge potential to the other. Yet
our mutual economic and trade relationship currently suffers from endless wrangling over differences in respective
rules and regulations. The EBC believes that this is the time to work together to create a shared set of rules and
regulations. The greater the consistency in rules and standards, the better for business - provided of course that the
rules and standards are founded in real business experience, rather than pure politics.

In this annual EBC Report, we have identified some of the key issues that should be addressed if a properly
integrated basis for trade between the European Union and Japan is to be achieved. The issues are arranged
according to the EU’s “four freedoms” below.

Free movement of goods between the EU and Japan

There are no physical barriers to the movement of goods across the borders between EU Member States. The
absence of customs documentation requirements reduces both delivery times and costs. More technical barriers to
trade between countries are also considerably reduced, either by allowing products legally sold in one Member State
(i.e. in compliance with national rules) to circulate freely throughout the Union; or, in more complex cases, by
harmonising national rules in the form of single EU Directives.

Recognising how the EU approach has eased cross-border trade, the EBC believes its benefits should be extended to
EU-Japan trade, and calls on the European Union and Japan to initiate discussions on mutual acceptance of
standards and certification schemes in product areas such as Construction Materials, Medical Equipment, Medical
Diagnostics, Animal Health and Vaccines, as well as all products sold on retail markets where certification schemes
exist.

How would mutual acceptance work? It helps that both European Union standards (EN) and Japan Agricultural

Standards (JAS) / Japan Industrial Standards (JIS) are scientifically-based and highly sensitive to issues of human
and environmental safety. In the case of products such as machinery, industrial installations, toys, electrical
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