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ANEMPIRICALTESTOFTHEEFFICIENCYHYPOTHESIS
ONTHERENMINBINDFINHONGKONGMARKET

HIDEKIIZAWA KobeUniversity

Abstract

InthispaperweanalyzeempiricallytheefficiencyhypothesisaftertherevaluationonJuly21,

2005,usingdailynon-deliverableforward(NDF)renminbiratesintheHongKongmarket.Theeffi-

ciencyhypothesisfortherenminbiNDFmarketisrejected.Therefore,theNDFrateisnotanunbiased

predictorofthefuturespotrate.

JELClassification:F31,F37

Keywords:renminbi,non-deliverableforward(NDF),foreignexchangemarketefficiencyhypothesis

1.Introduction

TheChinesegovernmentrevaluedtherenminbi(RMB)perdollarbyabout2percentage

points,to8.11from8.2765at7p.m.onJuly21,2005.Itannouncedthattheexchangerate

regimewouldchangefrom thedefactodollarpegtoamanagedfloatinreferencetothe

currencybasket.However,theexchangerateshavenotappreciatedverymuch.Inthispaper,

weanalyzeempiricallytheefficiencyhypothesisaftertherevaluation,usingdailynon-

deliverableforward(NDF)-acurrencyexchangederivative-renminbiratesintheHong

Kongmarket.Iftheefficiencyhypothesisholds,theNDFrateisanunbiasedpredictorofthe

futurespotrate.CouldtheNDFmarketforecasttherevaluationonJuly21,2005?The1

monthNDFratewas8.2397,the3monthratewas8.1829,the6monthratewas8.0464,and

the12monthratewas8.1731.Therefore,the1,3,and12monthrateswereunderestimated

KOBEECONOMIC&BUSINESSREVIEW,52(2007),1-6

CorrespondingAddress:

HidekiIzawa

ResearchInstituteforEconomicsandBusinessAdministration(RIEB),KobeUniversity

2-1Rokkodai-cho,Nada-ku,Kobe657-8501Japan

E-mail:izawa@rieb.kobe-u.ac.jp

Phone/Fax:81-78-803-7004

*TheauthorisgratefulfordatacontributedbyDr.Li-GangLiu(HongKongMonetaryAuthority)andacknowledges

theexcellentresearchassistancebyMr.TakeshiHoshikawa(graduatestudentatKobeUniversity).



whilethe6monthratewasoverestimated.Itseemsthattherevaluationwasnotanticipated

accurately.

Intheliterature,Fama(1970)firstdefinesan“efficient”marketinwhichpricesalways

fullyreflectavailableinformation.Theefficiencyhypothesisinforeignexchangemarketshas

beentested.Forexample,Haietc.(1997)analyzedpound,frenchfranc,andyenagainstUS

dollar.However,therenminbiNDFhasneverbeentreated.InSection2,weshow the

empiricalresults.Section3concludes.

2.EmpiricalResults

Figure1showstheRMBspotratesandNDF(1,3,6,and12calendarmonths)rates.

NDFratesareshiftedtotherighttocomparewiththecorrespondingfuturespotrates.We

useNDFrates(F)oncontractdateandthespotrates(S)onvaluationdate.
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Figure1 Chineserenminbispotrateandnon-deliverableforward(NDF)rates



・NDFrate(F)oncontractdate

↓ twobusinessdayslater(ifholiday,nextavailablebusinessday)

・initialdateofreckoning

↓

・spotrate(S)onvaluationdate

↓ twobusinessdayspriortosettlement

・settlementdate

DailydatabyCEICDataCompanyLtd.areusedinthispaper.Theestimationperiods

startfromeachdatecorrespondingto1,3and6monthNDFstermscontractedonJuly21,

2005becausetheNDFssuddenlyappreciated,asFigure1shows.Inthecaseofthe12month

NDF,theestimationperiodofspotratesstartsfromJuly21,2005,correspondingtothe12

monthNDFonJuly21,2004.TheendofthedataisMay10,2006.

Inthissectionwestartfromunitroottests.IfbothspotandNDFvariableshaveunit

roots,wetestEngle-GrangercointegrationanddynamicOLS(DOLS)totesttheefficiency

hypothesis.

2.1 Unitroottest

Firstofall,wetestAugmentedDickey-Fuller(ADF)unitrootsofspotrateinlogarith-

micterm(s),and1,3,6,and12monthsNDFratesinlogarithmicterms(f),respectively.

TheresultissummarizedinTable1.
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Table1 Unitroottests

lag lag lag lag

ADF
PP
KPSS

s1,t
0 0.469

0.497
2.606**

s3,t
5 0.234

0.065
2.1**

s6,t
0 -0.952

-0.871
1.159**

s12,t
5 0.568

0.57
2.906**

ADF
PP
KPSS

・s1,t
0 -12.085**

-11.999**
0.153

・s3,t
4 -6.718**

-12.569**
0.084

・s6,t
0 -9.142**

-9.201**
0.044

・s12,t
4 -8.531**

-15.266**
0.16

ADF
PP
KPSS

f1,t
1 -0.097

-0.246
2.63**

f3,t
1 -0.006

-2.527
1.919**

f6,t
0 -6.354**

-5.853**
0.22

f12,t
0 -1.718

-1.634
1.93**

ADF
PP
KPSS

・f1,t
0 -40.764**

-47.336**
0.292

・f3,t
0 -26.641**

-24.263**
0.344

・f6,t
―
―
―

・f12,t
0 -15.188**

-15.503**
0.174

Note:ADFistheaugmentedDickey-Fullertestofaunitrootagainstnounitroot.AlllaglengthsarechosenbasedonSBIC.
PPandKPSSindicatePhillips-PerrontestandKwiatkowski-Phillips-Schmidt-Shin(1992)test(Bandwidth=6).Tests
forvariablesinlevelsandinfirstdifferencesincludeaconstantterm.**:1%significancelevel



(1monthNDFcase)

TheADFtstatisticofsis0.469andADFtstatisticoffis-0.097.Moreover,ADF

tstatisticsofthedifference(・)ofsandfare-12.085and-40.764,respectively.Therefore

bothsandfhaveunitroots,i.e.I(1),at1% significancelevel.WealsocheckedPPand

KPSSunitroottestsandhadrobustresults

(3monthNDFcase)

TheADFtstatisticofsis0.234andADFtstatisticoffis-0.006.TheADFtstatistics

ofthedifferenceofsandfare-6.718and-26.641,respectively.Thereforebothsandfhave

unitroots,i.e.I(1)

(6monthNDFcase)

TheADFtstatisticofsis-0.952andADFtstatisticoffis-6.354.fdoesnothave

unitroot.TheADFtstatisticsofthedifferenceofsis-9.142.Thereforeshasaunitroot.

Insuchacaseweneednottestcointegration.

(12monthNDFcase)

TheADFtstatisticofsis0.568andADFtstatisticoffis-1.718.TheADFtstatistics

ofthedifferenceofsandfare-8.531and-15.188,respectively.Thereforebothsandfhave

unitroots.

2.2 Engle-Grangercointegrationtest

WetestEngle-Grangercointegration.

st・k・・・・fk,t・uk,t

wherek・1,3and12calendarmonthscorrespondingtotheNDFcontractmaturity

(1monthNDFcase)

AsshowninTable2,・(ADF),ADFtstatisticofresidualderivedfromOLSregression

followingEngle-Grangercointegrationtestis-4.4.TheresidualofOLSregressionisstation-

ary,I(0).Acointegrationrelationshipexists.

(3monthNDFcase)

TheADFtstatisticofresidualderivedfrom OLSregressionfollowingEngle-Granger

cointegrationtestis-6.42.TheresidualofOLSregressionisstationary,I(0).Acointegration

relationshipexists.
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(12monthNDFcase)

TheADFtstatisticofresidualderivedfrom OLSregressionfollowingEngle-Granger

cointegrationtestis-0.61.TheresidualofOLSregressionisnotstationary.Acointegration

relationshipdoesnotexist.

2.3 EfficiencyHypothesis

Wetestthenullhypothesis,H(0)ofefficiencyhypothesisin1and3monthNDFcases.

H(0):・・0,・・1,anduisseriallyuncorrelated(orwhitenoise)

Ifthenullhypothesisisnotrejected,theefficiencyhypothesisholds.

(1monthNDFcase)

AsshowninTable2,

・・0.286,・・0.864,

(0.045) (0.022)

standarderrorsareinparentheses

Ifinvestorsareriskneutral,theconstantterm (・)iszero.However,iftheyarerisk

averse,・canbepositivewhichmaynotnecessarilyimplytherejectionoftheefficiency

hypothesis.However,・issignificantlydifferentfrom1.

Andtheresidual,uisseriallycorrelatedaccordingtoBox-PiercetestsQ(6)withlag=6.

Next,weestimateStockandWatson’sdynamicOLS(DOLS)regressionwithsixleads

andlags.

st・k・・・・fk,t・ ・
6

i・・6

・i・fk,t・i・uk,t
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Table2 Engle-Grangercointegrationtests

st・k・・・・fk,t・uk,t

k・1 k・3 k・12

・

・

・(ADF)

・(PP)

Q(6)

p-value

0.286

(0.045)

0.864

(0.022)

-4.4**

-4.47**

320.09

0

0.618

(0.052)

0.706

(0.025)

-6.42**

-6.51**

143.96

0

1.737

(0.032)

0.169

(0.016)

-0.61

-0.55

―

―

Note:Newey-WestHACstandarderrorsareinparentheses(lagtruncation=6).・(ADF)and・(PP)areStudentized
coefficientsfortheaugmentedDickey-FullerandthePhillips-Perrontests,respectively,that・uk,t・hasaunitroot.
The5%and1%criticalvaluesare-3.37and-4.00,respectively(EngleandYoo,1987).Q(6)istheBox-Pierce
statisticswith6lagsfortheresidualsandtheassociatep-valuesarereported.**:1%significancelevel



AsshowninTable3,・・0.267,・・0.873

Fstatisticis93.51sothatthejointhypothesis(・・0and・・1)isrejected.And

・・1isalsorejected.

(3monthNDFcase)

・・0.618,・・0.706,

(0.052) (0.025)

Q(6)is143.96.Thereforetheresidualisseriallycorrelated.

FromDOLS,・・0.513,・・0.756.Fstatisticis537.17sothatthejointhypothesisis

rejected.And・・1isalsorejected.

3.Conclusion

Inthispaperweanalyzeempiricallytheefficiencyhypothesisaftertherevaluationon

July21,2005,usingdailynon-deliverableforward(NDF)renminbiratesintheHongKong

market.Theefficiencyhypothesisintherenminbi1and3monthNDFmarketisrejected.

Therefore,theNDFrateisnotanunbiasedpredictorofthefuturespotrate.
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Table3 Cointegratingregressions(DOLS)

st・k・・・・fk,t・ ・
6

i・・6

・i・fk,t・i・uk,t

k・1 k・3

・

・

t-value(・・0)

t-value(・・1)

F(・・0,・・1)

0.267

(0.085)

0.873

(0.041)

3.13**

9.66**

93.51**

0.513

(0.080)

0.756

(0.038)

6.42**

40.40**

537.17**

Note:EstimatesofcointegratingregressioncoefficientsusingStockandWatson’smethodwith
sixleadsandlagsarereported.Newey-WestHACstandarderrorsareinparentheses
(lagtruncation=6).**:1% significancelevel



FRAGMENTATIONANDPRODUCTIONNETWORKINEASTASIA

NOBUAKIHAMAGUCHI KobeUniversity

Abstract

Thispaperexplainsthattheintra-regionaltradeinEastAsiahasprogressedremarkablyduetothe

increaseofintermediategoodstrade.Increasingpresenceofmultinationalfirmshasbeenthedriving

forceofthisprocessleadingtothefragmentationofproduction.Ourtheoreticalanalysisidentifiedthat

theinteractionbetweenthescaleeconomyandtransportationcostisthekeyfactorfortheemergence

offragmentation.Throughtheempiricalanalysis,wefoundthatthebordereffectincostalregionsof

ChinaisaslowasthatofJapan.Yet,thereissignificantbordereffectininlandregionsofChina.This

resultprovidesanevidenceforconcentrationoftheJapanesedirectinvestmentinChinainthecostal

regions.

JELClassification:F122,F15

Keywords:Fragmentation,Regionalintegration,Intermediategoods

1.Introduction

Sinceeconomicdevelopmentdoesnotoccureverywhereuniformly,ananalysisof

economicgeographyshouldexplainunevendistributionofeconomicactivities.Forsuch

heterogeneity,thetraditionalexplanationbasedonthetheoryofcomparativeadvantageof

internationaltradehasemphasizedthediversityofnaturalendowmentwhichcreatesdiffer-

encesintechnologicaladvantageorrelativefactorpricesacrosscountriesandregions.Given

theassumptionofconstantreturnstoscaleproductiontechnologyandimmobilityofproduc-

tionfactorsundertheperfectcompetitionwithouttransportationcost,thecomparativeadvan-

tageperspectivespellsoutthatfreetradeshouldpromoteefficientallocationofeconomic

activitiesacrossthespacecompatiblewiththefirst-natureineachlocation.

ThemanifestationofthisargumentintheEastAsiancontexthascometobeknownas

KOBEECONOMIC&BUSINESSREVIEW,52(2007),7-26

CorrespondingAddress:

NobuakiHamaguchi

ResearchInstituteforEconomicsandBusinessAdministration(RIEB),KobeUniversity

2-1Rokkodai-cho,Nada-ku,Kobe657-8501Japan

E-mail:hamaguchi@rieb.kobe-u.ac.jp



the“flyinggeese”patternofeconomicdevelopment.Thewidedisparityinincomelevels

acrossnationsoftheregionhasservedasthebasisforthegreaterdivisionoflabor,paving

thewaytotheentryoflateindustrializingeconomiesinthecatchingupprocessbasedonthe

availabilityofcheaplabor.

Inthispattern,Japanhasplayedtheroleoftheleadeconomy.Theinternationaldivision

oflaborhasdevelopedasJapanhasbecomeincreasinglyspecializedintechnologically

advancedindustrieswhilesuccessivelysheddingindustriesinwhichitnolongerholdsa

comparativeadvantage;theseindustries,inturn,movedtonearbyless-developedcountries

(theAsianNIEs).Overtimethe“followinggeese”,inturn,upgradetheirownindustrial

structuresfollowingthe“leadgoose”trajectorywhilesheddingoutdatedindustriestothe

neighboringless-developedcountries(ASEANandChina).

Onthewhole,theflyinggeeseanalogydescribeswellthecatching-upindustrialization

inEastAsia.Economicliberalizationhasprovidedlow-incomeeconomieswithopportunities

tobecomeintegratedintotheregionalproductionnetwork,enablingthesequentialtakeoffof

industrializationintheseeconomies.

However,itisnotclearwhyJapanremainedasthecuttingedge“leadgoose”.Without

consideringanyendogenousmechanismoftheleadeconomy,wecannotfullyunderstandthe

motionofflyinggeese.

Recently,anewbranchofeconomicscalledneweconomicgeography(NEG)hasdevel-

opedaviewpointemphasizingtheroleofself-organizingagglomeration.Thedefiningissue

forNEGistoexplaintheagglomerationorclustering,inalargevarietyofforms,ofeco-

nomicactivitiesastheresultoftheself-reinforcingprocessthroughinteractionsbetweenfirms

attractedbythescaleeconomiesinlargermarketsandmigrationofassociatedworkersand

capital.Atleastthreetypesofpositiveexternalitiesareidentifiedinahighpotentialmarket:

thewideconsumptionvarietyonconsumers’realincome;thegreaterintermediateinputvariety

onfirms’productivity,andaccumulationofthevarietyoftalentedpeopleontheknowledge

creation.(Fujita,2007)Withtheconcentrationoffirms,workers,intermediategoodsuppliers,

andthetalent,someregionsbecomeevenlargermarketsandfurthermagnifytheexternalities.

Thepositivefeedbackmechanism leadstotheself-organizationofanagglomeration.Once

suchcircularcausationsetsin,itcannotbeeasilyreversed(lock-ineffect).AccordingtoFujita

etal.(2004),in1990Japanaccountedfor72% ofthetotalGDPinEastAsia,whilewithin

Japan,economiccoreregionsrepresented40%ofthenationaltotal.ThisimpliesthatJapan’score

regions,withamere0.18% ofthetotalareaand2.5% ofthetotalpopulationofEastAsia,

represented29% ofthetotalregionalGDP,showingremarkablegeographicalconcentration.

Itisreasonabletoassumethatthehighspatialdensityofeconomicactivitieshasbeen

associatedwithhigherproductivityandinnovationwiththecuttingedgetechnologyinthe

coreeconomy.

Likewise,wecannottakeitforgrantedthatcountriesinlatedevelopmentstagewill
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automaticallycomeintothesequenceofcatchingup.Inthissense,theWorldBank’sreport

TheEastAsianMiracleanalyzedextensivelythequalificationofthe“followinggeese”.The

mainmessageoftheMiracleisthatEastAsiawasabletoachievetherapidgrowthwith

equity,whichisunusualamongdevelopingeconomies.Thereportclassifiespoliciesintotwo

broadgroups:fundamentalonesandselectiveinterventions.Fundamentalpoliciesinclude

macroeconomicstability,highinvestmentsinhumancapital,stableandsecurefinancial

systems,limitedpricedistortions,andopennesstoforeigntechnology.Selectiveinterventions

includedmildfinancialrepression,directedcredit,selectiveindustrialpromotion,andtrade

policiesthatpushnontraditionalexports(p.10-11).Thereportdeliveredclearmessagethat

thesepolicyelementsaremutuallycomplementarywhichcouldnotbeaddressedseparately.

Forexample,macroeconomicstabilityisfundamentalforhighsavingsaswellasforexchange

ratestabilitywhichfacilitatedmoreopeneconomies,which,inturn,leadstoafeedbackto

growthandstabilitythroughhighinvestmentandexport.Accumulationofsavingandhigh

productivityforexporthadbeensustainedbywealth-sharingpublicpoliciesoneducation,

landholding,andsmallandmedium-sizeenterprises.Duetothecomplementarities,develop-

ingeconomiesfacethechallengeofcoordinationfailureespeciallyatlowerlevelofdevelop-

ment.Although controversial,while maintaining market-based competitive discipline,

interventionsshouldguideresourceallocationinordertoremedysuchmarketfailures.Given

theexistenceofpoliticallyinsulatedhigh-qualitycivilservice,thereportarguesthatgovern-

mentinterventioncaneffectivelyaddresstheproblem ofcoordinationfailuretocreatea

business-friendlyenvironment.

Thus,giventheflyinggeesepatternofinternationaldivisionoflaborwithinEastAsia,

theMiraclereportcharacterizedthatitisaprerequisitefordevelopmentthatthegovernment

iscommittedtothesocialcoordinationand“gettingthebasicsright”throughimplementation

ofconsistentandunbiasedgovernmentpolicy.

Althoughtheflyinggeeseremainspertinentargument,theeconomictrendsincethe

1990shaspresentedanewscenarioinEastAsia,underwhich“gettingthebasicright”at

eachcountrylevelmaynotbeenoughtoenablethecountrytojointhebandofflyinggeese

and,atthesametime,theself-organizingagglomerationisnotrestrictedtoJapan.Aremark-

ablefeatureoftherecenteconomicdevelopmentinEastAsiaisnotsuccessivedispersionof

industrializationbuttheemergenceofnewagglomerations.

Intheperspectiveofnew economicgeography,therearethreefactorswhichmay

destabilizeaspatialstructure.Whentransportationcostishigh,productionshouldbedis-

persedaccordingtothedistributionofthepopulation.Whentransportationcostisreduced,

firmsareabletosupplyextendedmarketarea,choosingthelocationwheretheycanobtain

thehighestdemand.Thus,giventheexistenceoftheabove-mentionedmechanismsofself-

reinforcingagglomeration,thelowtransportcostconsolidatesconcentration.

Nowconsideraspatialstructurewhereallmanufacturingfirmsareconcentratedinthe

HAMAGUCHI:FRAGMENTATIONANDPRODUCTIONNETWORKINEASTASIA 9



corewhiletheperipheryisagricultural.Therearetwofactorsdestabilizingthecore-periphery

structure.First,astheincomelevelintheperipherygradualincreasesandreachedtoa

certainlevel,firmsinthecorewillfinditprofitabletorelocatetotheperipherybecausethere

willbesufficientdemand.Second,becausetheconcentrationwillincreasethepriceof

immobilefactorssuchaslandinthecore,thefactorpriceadvantageintheperipheryattracts

firms.Whenthesedispersionforceswillbematerialized,thecore-peripherywillbecome

unsustainable,leadingtotheself-organizationofanewspatialstructure.

ToanalyzetheEastAsianeconomyfrom thisperspective,letusstartfrom theunder-

standingthattheregionaleconomyismoreintegratedthanever,hencetherelevanceofthe

scaleeconomyisindisputable.Ourprimaryinterestistoknowhowtheeconomicgeography

ofEastAsiawillbeinthefuture.Furthermore,ifgrowthoftheregionaleconomyshouldbe

linkedtoagglomeration,theemergingregionaldisparitymustbeofgreatconcern.Hence,not

onlytheflyinggeesecatchingup,thesharedgrowthmodelisalsoatrisk.

OnepredominantfactoristheopeningupoftheChineseeconomyanditsremarkable

growth.ChinawasalmostdismissedfromtheanalysisoftheMiraclereportbecauseitistoo

differentfromtherestofEastAsiaintermsofsocio-economicinstitution.Aftertheopening

andassimilationtomarketeconomy,especiallyaftertheaccessiontotheWorldTrade

Organization,Chinaattractsinvestmentnotonlyasthelowcostproductionlocationbutalso

asahugemarketwithexplosivegrowthofmiddleclassconsumers,strengtheningtheimpor-

tanceofscaleeconomyastheindustriallocationfactor.Asitiswellknown,industrialization

inChinahasconcentratedincostalregions,whereagglomerationeconomiesbasedonback-

ward-andforward-linkagesbetweenfinalconsumptiongoodsandintermediategoodsarein

operation.Thegrowthofincomeinthecostalregionhasfurtherstrengthenedtheindustriali-

zationthere.

Recentincreaseoffreetradeagreementshouldbealsoemphasized.EastAsianregional

integrationhasbothdefactoanddejurefeatures.Asthepresenceofmultinationalfirms

becomespredominant,theproductionnetworkhasbeenexpandedinEastAsia.Itcharacterize

thedefactofeatureoftheregionalintegrationbecauseithasbeenmotivatedbyfactorprice

differencesandbuiltonunorganizedtangleoftrade-cost-reducingunilateralandbilateraltrade

deals,mainlytargetingatmultinationalfirms.Theseprovisionshavecontributedtoreduce

setupcostofoffshorefactoriesandoperationalcostoflinkingvariousfactoriesindifferent

countries.Thus,tradeintegrationalsohasstrengthenedtheroleofscaleeconomiestoshape

thecompetitivenessofEastAsianindustries.

Today,fromtheglobalperspective,theintegratedEastAsianowcanbeseenasaglobal

factorywherefragmentedproductionprocessisdispersedacrosscountrieswithdiversified

resourceallocationpatternamongwhichintermediateproductsarefrequentlyexchangedacross

countries.Yet,Baldwin(2006)warnsthatEastAsianintegrationissofragilebecauseeach

country’spreferentialtradedealsareneitherdisciplinedbytheWTOrulesandnorcountson
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supra-nationalregional-levelmanagementbodysuchasthecaseoftheEuropeanUnion,hence

countriesintheregionshouldstrengthenthedejurefeature.Inthisrespect,itisnotablethat

freetradeagreementsaremushroominginEastAsia.ASEANhaslaunchedfortheformation

oftheASEANFreeTradeArea(AFTA)in15yearssince1993.Then,ASEANproceeded

toform alinkwiththreelargesteconomiesintheregion:China,Japan,andKorea.China

agreedtoestablishafreetradeareawithASEANby2010.JapansignedbilateralEconomic

Partnership Agreements(EPA)with six ASEAN membercountries(Brunei,Indonesia,

Malaysia,Philippines,Singapore,andThailand)whichisgoingtobeextendedastheEPA

betweenJapanandASEAN asagroup(includingCambodia,LaoPDR,Myanmar,and

Vietnam).TheFTAbetweenSouthKoreaandnineoftenASEANmembers,exceptThailand

duetothedisagreementonricemarketopening,hasreachedanagreementin2007and

negotiationsarebeingheldtoincludethetradeinservices.ASEAN’saggressivenessinFTA

diplomacyispartlyaresponsetotheriseofChinabywhichASEANfearsahollowingout

ofinvestment.Ontheotherhand,thereislittleprogressindejureintegrationamongthe

threemajoreconomiesinEastAsia.FTAtalksbetweenChinaandKoreaarestillatprelimi-

narystagewhileJapan-KoreaEPAnegotiationhasbeeninterruptedforseveralyears.

ItisalsoworthnoticingthatAsianNIEscaughtupwithJapanincertaintechnological

areassuchassemiconductorsandinformationandtelecommunicationequipment(i.e.,note-

bookcomputersandmobiletelephones).LeadingAsianNIEsandJapanesefirmsinvolvedin

thesefrontiertechnologiescompeteintenselywitheachotherintheglobalmarket.Inthese

countries,agglomerationeconomiesbasedoninputlinkagesandhumanresourcediversityhas

alreadytakeneffect,givingrisetotechnologybasedclusters.Thus,theEastAsianeconomy

hasbeentransformedfromatraditionalflyinggeesepatternwithasingle-corestructuretoa

multi-coredone.Theregionhasmultipletechnologicalcentersandco-agglomerationsunder-

takingfinal-goodandintermediate-goodproduction,withintermediategoodsmovingbi-

directionallybetweencountries.

Giventhetrenddescribedabove,theriseofChina,regionalintegrationextendingthe

productionnetwork,andtechnologicalcatchupofAsianfirmsaredecisivefactorsinfluencing

theeconomicgeographyinEastAsia.Undersuchnewscenario,itisbeneficialtomodifyour

analyticalframeworkfrom purelytraditionalneoclassicalcomparativeadvantageview to

incorporatetheperspectiveofneweconomicgeographywhichemphasizeseconomyofscale.

Whenscaleeconomyisrelevant,productiontendtoconcentrateratherthandispersionand

trickle-down,leadingtowiderdisparitiesratherthansequentialcatchingupandincome

conversion.

A new WorldBankreportAnEastAsianRenaissance(GillandKharas,2007)was

writteninthisspirit,havingnotedthat“Scaleeconomiesdoseemtoplayanimportantrole

inEastAsia”(p.9).TheRenaissancereportthusemphasizestheimportanceofproduct

differentiation,knowledgecreation,andagglomerationassourcesofeconomicgrowthwhile
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observingadeparturefromthe“sharedgrowth”viewtoinevitableincomedisparitiesdueto

wideningskillbiasinthewagestructureandregionalinequality.Policyrecommendationsare

madesuchas:strengtheningregionalintegrationthroughFTAsandimprovementoflogistics;

supportofR&D,technologytransferandspillover;developmentofstablefinancialmarket

includingcreationoflocalbondmarket;fosteringagglomerationwhilemitigatingdisecono-

miesfromcongestion.Thereportalsosuggeststhatexcessiveinequalityshouldbeaddressed

andtheruleoflawmustbefirmlyestablished.Thelastconcernshouldnotbeoverlooked

becauseconcentrationofwealthandpowerunderthescaleeconomymayviolatethesocial

andpoliticalstability.Theseideasforeconomicgrowtharerecommendedtothegrowing

numberofmiddleincomeeconomiesintheregion.However,forcountriesstillintheearly

stageofdevelopment,thetraditionalrecipeof“gettingthebasicright”andpromotethe

economicopeningtoattractunskilledlaborintensiveindustryispredominantlyimportant.

2.ProductionnetworkinEastAsia

Figure1depictstheconstantriseoftheshareofintra-regionaltradeforEastAsian

economiesinthepastquartercentury,accountingfor57.3% oftotalimportsand54.5% of

totalexportsoftheregionin2005.Intra-regionaltradeshareofimportshavebeenincreasing

monotonically,whileintra-regionalexportsweretemporallydamagedbyeconomiccrisesin

the1980sand1990swhichincreasedexportstooutsidetheregion,compensatingtheshrunk

demandinseveralcountriesduringthecrises.Thecurrentleveloftheshareofintra-regional

tradeisnearlyapproachedtothatoftheEuropeanUnion,andthepatterniscontraststothat

ofNAFTAwherethegapbetweentheintra-regionaltradeshareofexportsandimportsis

wideningduetotheincreaseinimportsfromoutsidetheregion(mainlyfromEUandEast

Asia).

Oneofthereasonsforthesteadygrowthofintra-regionaltradeisincreasingtradeof
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intermediategoods.WecanseeclearlyinFigure2thatthedominantpartofthegrowing

intra-regionaltradeisoccupiedbyintermediategoods,correspondingtonearly60% ofthe

totalintra-regionaltradein2005.Theintermediategoodtradeismulti-directional.Asdemon-

stratedbyTable1,Japan,AsiaNIEs,ASEAN4andChinarespectivelyexportsaswellas

importsintermediategoodswithintheregion.Beinginsurplus,thisfigureshowsthatJapan

playstheroleofnetsupplierofintermediategoodsintheregion.Still,itisnoticeablethat

Japan’simportsofintermediategoodsfrom EastAsiaarerapidlyincreasing.Ontheother

hand,whileNIEsarestillindeficitofinterregionalintermediategoodtrade,exportsfrom

theseeconomiesalreadyexceedthoseofJapan.Intermediategoodexportsfrom Chinaand

ASEANhavealsogrowntoasubstantiallevel.AccordingtoMETI(2007),intheelectric

machineryindustrywhichaccountsformorethanone-thirdofallintra-regionalintermediate

goodsexports,theshareofJapan’sexportshasdroppedfrom42%to22%between1995and

2005,whereastheshareofASEANandChinaroserespectivelyfrom25%to31%andfrom

5% to17%.LocalizationofintermediategoodproductionfollowingFDIintoASEANand

ChinaandliberalizationofintermediategoodtradeamongASEANcountrieshavecontributed

tothedispersionofintermediategoodsproduction.(METI,2007)

Astheseevidencesshow,thetraditionalimageoftheflyinggeesepatternwhichdepicts
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(Source)METI,WhitePaperonInternationalEconomyandTrade2007,Figure2-1-15.

Table1 Intra-regionaltradeofintermediategoodinEastAsia

Japan NIEs ASEAN4 China

1995 2000 2005 1995 2000 2005 1995 2000 2005 1995 2000 2005

Intra-regional
exports

137.2 143.9 216.5 129.8 174.3 309.5 62.1 108.3 175.4 40.0 63.8 171.4

Intra-regional
imports

-51.1 -72.1-110.4-201.9-252.5-386.1 -83.8 -93.9-148.5 -40.9 -78.5-228.7

Balance 86.1 71.8 106.1 -72.1 -78.2 -76.5 -21.6 14.4 26.8 -0.9 -14.7 -57.4

(Source)METI,WhitepaperonInternationalEconomyandTrade2007,Figure2-2-8.



internationalstructureoftradewithintheframeworkofverticaldivisionoflabordoesnotfit

well.Thetraderelationshipcannotbedescribedasahorizontalrelationship.Yet,weargue

thatthetheoryofcomparativeadvantagestillhasexplanatorypower.Inordertodisentangle

theissue,weneedtotakeintoconsiderationthatthereductionoftradecostacrosscountries

enablesfirmstocutproductionprocessesintopieces.Thisphenomenonisalreadydubbed

fragmentation”byinternationaltradetheorists(JonesandKierzkowski(2001)andKimura

andAndo(2005)).Tohaveaconcreteidea,weconstructatradematrix(Table2)ofthe

transactionofsemiconductorsandintegratedcircuitsusingIDE-JETRO’sAsianInternational

Input-OutputTableasanexampleofintra-regionalproductionlinkageofelectronicparts.The

tableshowstotaloutputvalueinthesecondcolumnandthethirdblockdetailsdecomposition

bydestinationofshipments,followedbythedemonstrationofsharesofeachdestinationin

thefourthblock.AlthoughJapanbooststhehighestvalueofregionalshipmentsofelectronic

partsamongallcountries,otherEastAsiancountriesalsoengageinregionalexportsofsuch

products,whileonlyChineseconsumedomestically70% ofproducedparts.Yet,Japanis

distinguishedbythefactthatitsuppliesbyfarthelargestvalueofelectronicpartsto

productionofthesameproductsinotherEastAsiancountries(type(2)market),suggesting

highlydifferentiatedupstream characteristicsoftheJapaneseproducts.Now,tothedown-

streammarket(type(3)),thescaleofexportisnearlythesamefromJapan,Korea,Malaysia,

andTaiwan.Inthiscase,thelargestmarketsareJapanandChina.ExceptforJapanand

Chinawhichconsumemostlylocally,EastAsiancountriesexportssubstantialshareofelec-

tronicspartstooutsideEastAsia(type(5)market).

Next,Figure3capturestheremarkableconcentrationofproductionofinformationtech-

nologyrelatedproductsinEastAsia.Wecanobservethatamongtheworldproductionmore

than73%ofVCRandDVDplayersand80%ofpersonalcomputers(PC)aremadeinChina.
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Table2 Transactionofelectronicparts(semiconductorsandintegratedcircuits)
(BillionUS$)

Total
output

Shipmentto Share(%)

(1) (2) (3) (4) (5) (1) (2) (3) (4) (5)

Japan

China

Korea

Malaysia

Taiwan

Singapore

Philippines

58.1

42.2

30.4

22.3

20.1

19.6

15.4

23.5

29.6

5.3

2.5

0.8

1.6

0.2

9.7

0.8

3.5

3.0

3.1

3.5

1.8

7.4

0.9

6.8

5.1

7.8

3.5

3.0

0.5

0.1

0.5

0.4

0.6

0.3

0.3

16.9

10.8

14.2

11.3

7.8

10.6

10.2

40.5

70.2

17.6

11.4

4.0

8.2

1.0

16.8

1.8

11.6

13.7

15.4

18.0

11.6

12.7

2.1

22.3

22.8

38.9

18.0

19.4

0.9

0.1

1.8

1.6

3.0

1.7

1.7

29.1

25.7

46.7

50.5

38.7

54.0

66.3

(1)Intermediateinputinowncountry,(2)IntermediateinputforelectronicpartsproductioninotherEastAsian
countries,(3)IntermediateinputforelectronicsandelectronicproductsinotherEastAsiancountries,(4)Intermediate
inputforothertypesofindustriesinotherEastAsiancountries,(5)Others(forfinalconsumptioninEastAsiaand
shipmentstooutsideEastAsia)
(Source)IDE-JETRO,2006

“
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Figure3 RegionsharesofITrelatedproducts(2005)

(Source)JapanElectronicsandInformationTechnologyIndustriesAssociation,World-wideproductionof
MajorElectronics2004-2006,JEITA,Tokyo,2006.
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Ontheotherhand,62% ofharddiskdrives(HDDs)and38% ofDVD-ROM drivesare

producedinASEAN countries.TheseproductsareusedforassemblingPCs,hencethe

productionlinkagebetweenASEANandChinaisobvious.Inmoreadvancedindustrialized

countries,Japanstillhas25%offlatpanelTVsand39%ofdigitalcameras,whileKoreahas

26% ofmobilephoneproductionduetotheadvantageinknowledgeintheseproductsby

whichfirmsarestillabletodevelopnew productsofcuttingedgetechnology.Yet,their

advantagemaynotlastlongbecauseof“commoditization”,orshortproductcycleand

deteriorationofprices,whichshouldforcefirmstolookforcostsavingthroughoff-shoring,

likewhatalreadyhappenedforlaptopPCproductioninTaiwan.

Finally,wecandepictFigure4whichsynthesizestheabovediscussion.Thisfigureis

basicallythesameasthetriangulartradeschemedepictedbyFujita(2007)butitmakesit

moreexplicittypesofproductsarelocalizedineacheconomiesandrelatedpatternoftrade.

3.Fragmentationandregionalintegration

Fragmentationreferstoasplittingupofapreviouslyintegratedproductionprocessinto

twoormorecomponents(JonesandKiertzkowski,2001).Forexample,consideracaseofa

production processconsisting ofcapitalintensivecomponentand laborintensiveone.

Fragmentationallowsthefirmtolocatetheformerinacountryendowedwithrelativelymore

capitalandthelatterinacountrywherelaborisrelativelyabundant.Bydoingso,thefirm

canreducemarginalcostbytakingadvantageoffactorpricedifferencesincomparisonto

locatingthetwoproductioncomponentstogetherineitherofthetwocountries.However,

suchcostsavingismadepossiblebyincurring“setupcost”ofestablishingextraproduction

plantsand“servicelinkcost”forutilizingtransportationandcommunicationservicesinorder

tolinkthetwooperations.Firm’schoicewhetherornottosplituptheproductiondepends

onthebalanceofthemarginalcostsavingandtheadditionalcosts.

Usingthefirm-levelmicrodataofJapanesemultinationalfirms,KimuraandAndo

(2005)foundthatJapanesefirmsinvestinginEastAsiaarelikelytomoreflexiblyde-

internalizetheirproductionprocessesandconductoutsourcingactivitiesthanthosegoingto

otherregionssuchasNorthAmericaandEurope.EastAsiancountrieshaveloweredinterna-

tionaltransactioncoststhroughtradepoliciestofacilitateimportsofintermediategoods,

favorabletreatmenttoforeigndirectinvestment,anddevelopmentofinfrastructure.Ando

(2006)identifiedexplosiveincreaseofverticalintra-industrytradeinmachineryindustryin

EastAsiainthe1990sassociatedwithrapidexpansionofverticalfragmentation.

Borrowedfrom JonesandKierzkowski(2001),Figure5depictsthedecisionmakingof

thefirm.Inthisfigure,productionquantityismeasuredbythehorizontalaxisandthe

verticalaxisscalesthetotalcostofproduction.Thesum ofthesetupcostandtheservice

linkcostoffragmentationisconsideredasafixedcostrepresentedbyF.Thelineforthe
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fragmentationcaseisdrawnflatterimplyingthemarginalcostsaving.Ifafirmwillchoose

thelowercostproductionmodality,outputexpansionfurtherthanQ1entailsaswitchto

fragmentedproduction.

Thisillustrationisnotsatisfactorybecausethedecisiondependsonlyontheoutputscale.

Thediagramalsodoesnotaddressthequestionofinteractionbetweenthetransportcostand

thescaleeconomy.Inordertoaddgeographicalperspectives,weturntoastraightforward

extensionbymodifyingthegraphasFigure6.LetFnowrepresentthesetupcostonly.Ifa

firm decidestointegratetheproductionprocessatonelocationandproduceunderhigher

marginalcostwithoutthefixed,itstotalcostisgivenasTC(Integration).Underfreeentry

andexit,thetotalcostisequaltothetotalrevenue(TR).Supposethatservicelinkcost

incursperunitoffragmentedproductionwhichisdiscountedfrom therevenue.Then,total

revenueforfragmentedfirmdenotedasTR・orTR・・islowerthanTRbythemagnitude

ofthecostoflinkingthefragmentedoperationsacrossthedistance.Here,TR・isdepicted

asthetotalrevenueofafirmwhichlocatestheaffiliateinfurtherlocation(hencetheservice

linkcostishigher)thanthecaseofTR・・.ImaginethateachfirmproducesQ1.Thus,the

integratedfirmproducesatpointAinzeroprofit.Giventheoutputlevel,thefirmcansetup

anaffiliateinabroadandconductamultiplantoperation.InFigure2,suchdecisionis

representedbythemovetopointB.Althoughthefirmcanreducetotalcostbyfragmenta-

tion,thisisnotaprofitablebecauseBpassesaboveTR・・,i.e,thecostexceedstherevenue

becauseoftheservicelinkcost.Hence,atindividualfirmlevel,fragmentationwillnotoccur.
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Figure5 FrameworkforFragmentation
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However,ifthefirmwillbeabletosellQ2insteadofQ1,themovefrompointAtopoint

ConTC(Fragmentation)turnsouttobeprofitableifthefirm chosetolocateitsaffiliate

inthelocationwithlowerservicelinkcostsuchasTR・・.However,iftheservicelinkcost

istoohigh,pointCisstillnotprofitable.

Figure6enablesustoexaminetheinteractionbetweenthescaleeconomyandtranspor-

tationinvolvedinthefragmentation.Clearly,ifeachfirm’soutputisgivenatQ1,noindivid-

ualfirmwilldefecttofragmentation.ItisinterestingthatwithQ2fragmentationmightbean

outcomeunderthesameservicelinkcostTR・・andthesameproductiontechnologyTC

(Fragmentation),suggestingthepossibilityofmultipleequilibria.

Whatkindofarealitythisresultdescribes?Wecaninferthefollowingeffectof

externalities.Imaginethatinitiallyallfirmsintegratetheproductioninanindustrialized

country.Technologicaldevelopmentintransportationandcommunicationopensthepossibility

ofreducingthemarginalcostbyfragmentationbuteachfirmalonewillfinditunattractive

todosoiftheoutputsizeisnotlargeenoughforthegivenservicelinkcost.Nowsuppose

thatthereissomesortofcoordinationwhichinducesallfirmstooptforfragmentation.The

movecreatesindustrialjobsandraisestheincomeinthelessindustrializedcountry,increas-

ingthetotaldemandtoQ2,enablingfirmstooperateatpointCprofitablyundertheservice

linkcostTR・・.Hence,theBigPush-likeconcertedshift(Murphyetal,1989)toward

fragmentationisakeywhentheservicelinkcostisreducedtoamoderatelevel.Thisdoes

notnecessarilyrequirethegovernmentcoordinationbuttherushfortheJapaneseinvestment
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inChinainthe1990smightbethecaseoftheself-organizingshiftfrom pointA toC.

Obviously,iftheservicelinkcostissufficientlyhighsuchasthecaseofTR・,thefragmen-

tationwithoutputQ2isstillnotprofitable.Thisobservationimpliesthatfragmentationis

morelikelytooccurwithlowerservicelinkcost,suggestingthecaseoftheregionalintegra-

tionamongtheneighboringcountries.Fragmentationmaybemoresensitivetodistancethan

thecaseofordinarytradebecausetheservicelinkcostentailsfrequenttravelofthepeople

fortechnicalassistanceinforeignsubsidiariesandjust-in-timedeliveryofintermediateprod-

uctsacrosscountries.KimuraandAndo(2005)alsosuggesttheexistenceofthescale

economyininfrastructurestrengtheningtheadvantageofmoreintenselyusedservicelinks.

4.BordereffectbetweenChinaandJapan

Thetheoreticalanalysisintheprevioussubsectionisusefultounderstandthenatureof

theemergenceoffragmentationastheresultofinteractionbetweenthetransportationcostand

scaleeconomy.Thedirectimplicationofthisresultisthatthefragmentationislikelytobe

sustainedinclosedistanceduetotheimportanceofthetransportcost.Themostnotablereal

examplecanbeseentheproductionnetworkbetweenChinaandJapan.Figure7depictsthe
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Figure7 SizeofGRDP(2000)

(Source)Author’scompilationbasedonIDE-JETRO2007.



economicsizeofeachregionofChinaandJapanintermsofgrossregionaldomesticproduct

(GRDP)ofyear2000.Thegeographicalproximitybetweenthetwocountriesandexistence

ofsizablemarketinthecostalareaofChinaattractmultinationalfirms’cross-bordermultiplant

operation.

Ournexttaskistoevaluatethemagnitudeoftheeffectoftransportationcostontrade

usingtheactualdata.Forthis,weconstructedthesimpleversionofMcCallum(1995)type

gravitymodeltoanalyzethebordereffectinvolvedintheintra-regionaltradebetweenChina

andJapan.Theestimatedmodelisgivenby

LN・・ij・・constant・a1LN・・i・・a2LN・・j・・a3LN・dij・・bDUMMIES・・ij

where・ijdenotestheshipmentbetweenfrom regioniandj,・iand・jarerespectivelythe

grossregionaldomesticproducts(GRDP)ofregioniandj,dijisthedistancebetweeniand

jand・ij isanerrorterm (Forthedetailedexplanationofthedata,seeAppendix.).

DUMMIESarefollowingdummyvariables:

China_intra-andinter-regionaltradeinChina;

Border_China_cross-borderinter-regionaltradefromaJapaneseregiontoaChineseregion;

Border_Japan_cross-borderinter-regionaltradefromaChineseregiontoaJapaneseregion;

Inland_cross-borderinter-regionaltradefromaJapaneseregiontoChineseinlandregions.

Noticethatthedatasetincludestheintra-regionaltrade,i.e,i・ j.

TheestimatedresultsareshowninTable3.Itcanbeseenthatthissimplemodelhas
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Table3 GravitymodelestimatesofChina-Japanintra-regionaltrade

1 2

coef. S.E. coef. S.E.

Constant

LN(・i)

LN(・j)

LN(dij)

China

Border_China

Border_Japan

Inland

Observation

Standarderror

AdjustedR
2

-8.28

0.86

0.72

-1.22

1.14

226

0.79

0.82

2.20

0.08

0.07

0.05

0.14

-21.84

1.21

1.00

-1.24

1.48

-2.38

-2.31

-2.76

450

1.11

0.90

2.37

0.08

0.07

0.08

0.18

0.19

0.18

0.15

S.E.:standarderror.Allestimatedcoefficientsarestatisticallysignificantat1% level.
Equation:
1Domesticregionaltrade:ChinaandJapan;
2Bothdomesticandcross-borderinter-regionaltrade.



reasonablygoodexplanatorypowerwithadjustedR-squareabove0.8.Theelasticitiesoftrade

withrespecttoGRDPoftheregionoforiginandthatofdestinationarerespectively0.86and

0.72accordingtotheequation1whichincludesobservationsofdomesticregionaltradein

bothChinaandinJapan.Thesecoefficientsareestimatedlargerinequation2whichincludes

thecross-borderinter-regionaltrade.Ontheotherhand,theelasticitywithrespecttodistance

isofsimilarmagnitudeinbothequations.Inequation1,thecoefficientofthedummy

variableChinaimpliesthatthedomestictradeamongregionsinChinaisapproximatelytwice

aslargeasthatofJapan(exp(1.14)-1=2.13).Onepossibleexplanationtothisdifferencemay

restonhigherspecializationwithinChinaduetowiderfactorpricedifferencewithinthe

country.Infact,asFigure8shows,thedomestictradeinChinaisheavilyconcentratedto

intra-regionaltrade.TheshareofthetradewithineachregioninChinaisdistributedbetween

62.5% and85.8% fortheintermediatetransactionsandbetween81.1% and92.8% forthe

finaldemand,comparedtothatofJapaneseregionsbetween48.3%and62.5%forintermedi-

atetransactionsandbetween69.6% and83.3% forfinaldemandinJapan.)Thisfactpoints

tohigherintra-regionalheterogeneityinChinathaninJapan.

Ourprimaryinterestisthemagnitudeofthebordereffect.Ourresultshowsthatthe

bordereffectfrom ChinatoJapanandthatoffrom JapantoChinahavealmostthesame

magnitude.Namely,otherthingsbeingequal,theChineseregionstradewiththeJapanese

regionsabout10timeslessthantheydowithChineseregions(exp(2.31)-1=10.1),whereas

theJapaneseregionscross-bordertradewiththeChineseregionsis11timeslessthantheir
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domesticregionaltrade(exp(2.38)-1=10.8).ThesemagnitudesarethehalfofMcCallum’sesti-

matewhichfoundthatthecross-borderprovincialtradefromCanadatotheUSstatesis22

timeslessthantheinter-provincialtrade.1 Forexample,inourdatathedistancebetween

Huadong(includingShanghai)hassimilardistancewithHuanan(includingGuangdong),1650

km,andwithKanto(includingTokyo),1771kmandKanto’sGRDPis12.7timesaslarge

asthatofHuanan.Still,Huadongexports2.3timesmoretoGuangdongthantoKanto.

Interestingly,however,ifweseparatethetransactionforintermediateinputfromthatforthe

finaldemand,whileHuadongexports6.2timesmoregoodsforfinaldemandtoGuangdong

thantoKanto,itexportsalmosttwiceaslargeintermediategoodstoKantothanto

Guangdong.Hence,wecaninferthatthebordereffectonintermediategoodstransactionis

smallerthanthatonfinalgoods.

Wealsofoundthattheeffectofpartnerregion’slocationininlandreducesubstantially

theregionaltrade(bothexportsandimports),whichturnsouttobeabout16timesless.

Therefore,wecanconcludethatthelowbordereffectinChinaisrestrictedtothecostal

regions.

5.Conclusion

Thispaperexplainsthattheintra-regionaltradeinEastAsiahasprogressedremarkably

duetotheincreaseofintermediategoodstrade.Increasingpresenceofmultinationalfirmshas

beenthedrivingforceofthisprocessleadingtothefragmentationofproduction.Ourtheo-

reticalanalysisidentifiedthattheinteractionbetweenthescaleeconomyandtransportation

costisthekeyfactorfortheemergenceoffragmentation.Throughtheempiricalanalysis,we

foundthatthebordereffectincostalregionsofChinaisaslowasthatofJapan.Yet,there

issignificantbordereffectininlandregionsofChina.Thisresultprovidesanevidencefor

concentrationoftheJapanesedirectinvestmentinChinainthecostalregions.

Appendix:ThedataoftheanalysisofChina-Japanbordereffect

Theestimationusesinterregionaltransactiondatafrom IDE-JETRO’sTransnational

InterregionalInput-OutputTablebetweenJapanandChina2000.Thisdatasetcomprises7

Chineseregions(Dongbei,Huabei,Huadong,Huanan,Huazhong,Xibei,Xinan)and8

Japaneseregions(Hokkaido,Tohoku,Kanto,Chubu,Kinki,Chugoku,Shikoku,Kyushu)and

reportsintra-regionalandbothintra-andtrans-nationalinter-regionalflowoftradedirectedas

intermediateinputsaswellasforthefinaldemand.Thetableclassifiesthetransactiondata
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1McCallum (1995)explainsthattheintensiveuseoftransportationbyairandlandispartlyresponsibleforthe

highmagnitudeofthebordereffectintheNorthAmericanregionaltrade,whilemostinternationaltrade,likein

ourcase,istransportedbywater.



into10sectors(Agriculture,livestock,forestryandfishery;Miningandquarrying;Household

consumptionproducts;Basicindustrialmaterials;Processingandassembling;Electricity,gas

andwatersupply;Construction;Trade;Transportation;Services)whichdoesnotallowusto

tracktheinput-outputrelationshipatdetailedlevel.Wedesignatearepresentativecityfor

eachregion:Shenyang,Beijing,Shanghai,Guangzhou,Wuhan,Xian,andChengdufor

Chineseregionsinaboveorder;andSapporo,Sendai,Tokyo,Nagoya,Osaka,Hiroshima,

Takamatsu,FukuokaforJapaneseregions.RoaddistancesbetweencitiesinChinaarefrom

thewebsitehttp://www.yusen.co.jp/china/english/distance/index.html.UsingsoftwareEki-spert

ofValLaboratoryCorporationweobtainrailroaddistancesbetweenJapanesecities.The

averagedistancewithineachregionisdefinedasdii・ Si・・・ ・・Rurali・whereSiisthe

landarea,・isthecircularconstant(・3.14),andRuralistandsforruralpopulationratio

ofregioni.Namely,weassumethattheregionisacirclewiththesamelandareaand

calculateitsradius.Theregionwithhigherruralpopulationratiohasahigherintra-regional

tradecostbecausethepopulationismorescattered.Thus,theradiusismultipliedby

Rurali.InordertogetdistancesbetweenregionsofChinaandJapan,wemeasurethegreat

circledistancebetweenrepresentativecitiesutilizingGoogleEarth.Marketsizevariables・i

and・jaretotaloutput/inputofeachregion,exceptthecaseoftradeflowforfinaldemand

forwhich・jisaggregatedemandintherecipientregion.

References

Ando,M.,“Fragmentationandverticalintra-industrytradeinEastAsia,”TheNorthAmericanJournal

ofEconomicsandFinance17,2006:257-281.

Baldwin,R.(2006)Managing thenoodlebawl,mimeo,(http://hei.unige.ch/~baldwin/PapersBooks/

Manage_CEPR_DP.pdf)accessedonOctober23,2007.

Fujita,M.,T.Mori,J.V.HendersonandY.Kanemoto,“Spatialdistributionofeconomicactivitiesin

JapanandChina,”inJ.V.HendersonandJ-FThisseeds.HandbookofRegionalandUrban

Economics,Volume4,Elsevier,Amsterdam,2004:2911-2977.

Fujita,M.,“Globalization,RegionalIntegration,andSpatialEconomics:AnIntroduction,”inM.Fujita

ed.RegionalIntegrationinEastAsia:From theViewpointofSpatialEconomics,Palgrave

Macmillan,NewYork,2007:1-20.

Gill,I.andH.Kharas,AnEastAsianRenaissance,WorldBank,Washington,D.C.,2007

IDE-JETRO,TransnationalInterregionalInput-OutputTablebetweenChinaandJapan2000,Chiba,

2007.

IDE-JETRO,AsianInternationalInput-OutputTable2000,Chiba,2006.

Jones,R.andH.Kierzkowski,“Aframeworkforfragmentation,”inS.ArndtandH.Kierzkowskied.

Fragmentation:NewProductionPatternsintheWorldEconomy,Oxford,OxfordUniversity

Press,2001:17-34.

Kimura,F.andM.Ando,“Two-dimensionalfragmentationinEastAsia:Conceptualframeworkand

empirics,”InternationalReviewofEconomicsandFinance14,2005:317-348.

HAMAGUCHI:FRAGMENTATIONANDPRODUCTIONNETWORKINEASTASIA 23



McCallum,J.,“Nationalbordersmatter:Canada-U.S.regionaltradepatterns,”AmericanEconomic

Review8,1995:615-623.

WorldBank,TheEastAsianMiracle,OxfordUniversityPress,NewYork,1993.

KOBEECONOMIC&BUSINESSREVIEW,52(2007),7-2624



1
8
.2

2
.3

5
.3

2
.0

2
8
9
.7

1
1
6
.2

K
o
re
a

1
,0
4
2
.0

3
4
0
.3

C
hi
na

8
.1

3
.0 1
2
.1

A
S
E
A
N

8
.9

2
.5

7
.7

1
.6

1
2
3
.4

4
7
.5

T
ai
w
an

1
7
.1

3
.1 1
.4

1
1
.1

8
.7

2
.5

1
,6
9
5
.2

8
1
9
.5

Ja
p
an

2
3
.7

1
2
.3

2
3
.7

3
.1

0
.6

6
.5

1
.7

2
1
.2

1
0
.5

9
.5

5
.0

1
8
.9

1
1
.6

3
6
.7

1
4
.7

1
8
.2

1
4
.4

O
rd
er
ed
 a
s 
C
hi
na
+
Ja
p
an
+
K
o
re
a+
T
ai
w
an
+
A
S
E
A
N

S
ee

b
re
a
kd
o
w
n

5
6
.7
+
7
7
.0
+
3
6
.5
+
3
2
.0
+
5
2
.8

1
2
.1
+
2
.3
+
2
.1
+
2
.0
+
4
.9

2
.2
+
4
.5
+
0
.3
+
1
.9
+
1
.9

2
6
.8
+
3
5
.7
+
1
5
.1
+
1
2
.8
+
3
6
.0

4
.8
+
2
0
.1
+
7
.0
+
5
.9
+
1
4
.8

2
2
.4
+
5
3
.7
+
1
9
.3
+
1
9
.8
+
3
5
.7

3
8
.3
+
6
6
.8
+
1
6
.8
+
1
2
.4
+
3
0
.3

1
1
.1
+
2
5
.8
+
1
6
.2
+
1
0
.7
+
2
3
.9

4
.7
+
2
2
.0
+
5
.3
+
9
.1
+
8
.1

U
S
A

R
es
t 
o
f 
th
e 

W
o
rl
d

H
o
n
g

K
o
n
g

E
U

2
0
.6
+
2
2
.1
+
1
1
.0
+
9
.3
+
2
1
.6

8
.7
+
2
2
.5
+
7
.1
+
7
.2
+
8
.7

3
3
.7
+
6
8
.3
+
2
4
.8
+
2
0
.2
+
4
2
.4

3
3
.7
+
6
8
.3
+
2
4
.8
+
2
0
.2
+
4
2
.4

3
8
.6
+
2
3
.1
+
1
0
.2
+
1
4
.2
+
1
6
.7

>
 U
S
$ 
30
 b
il
li
on

U
S
$2
0・
30
 b
il
li
on

U
S
$1
0・
20
 b
il
li
on

>
U
S
$1
0 
bi
ll
io
n

1
.6

2
.6

3
.0

6
.6

6
.0

5
.9

HAMAGUCHI:FRAGMENTATIONANDPRODUCTIONNETWORKINEASTASIA 25

A
p
p
en
d
ix
:
In
te
rn
at
io
n
al
in
p
u
t-
ou
tp
u
t
st
ru
ct
u
re
of
m
an
u
fa
ct
u
ri
n
g
se
ct
or
in
E
as
t
A
si
a
20
00
(U
S
$
b
il
li
on
)
U
p
p
er
:

in
te
rm
ed
ia
te
tr
an
sa
ct
io
n
d
,;
lo
w
er
fi
n
al
d
em
an
d

(S
ou
rc
e)
A
ut
ho
r ’s
ow
n
ca
lc
ul
at
io
n
ba
se
d
on
In
st
it
ut
e
of
D
ev
el
op
in
g
E
co
no
m
ie
s
(2
00
7)
.



2
.8 0
.6

2
.1

0
.5

5
0
.6

3
2
.8

T
ha
il
an
d

3
5
.1

1
1
.7

M
al
ay
si
a

9
.3

1
.6 6
.3

2
.3

2
6
.4

1
1
.0

S
in
ga
p
o
re

1
.9

0
.8

2
.1

0
.6

4
4
.2

4
3
.2

In
d
o
ne
si
a

1
.3

0
.5

0
.7

0
.2

1
.3

0
.5

0
.7

0
.2

5
0
.6

3
2
.8

P
hi
li
p
p
in
es

0
.9

0
.3 1
.2

0
.2

0
.9

0
.2

0
.5

0
.3

0
.1

0
.1

0
.4

0
.1

0
.4

0
.1

0
.7

0
.2

0
.2

0
.1

1
.7

0
.6

1
.8
+
3
.7
+
0
.8
+
3
.4
+
2
.4

0
.1
+
0
.6
+
0
.1
+
0
.5
+
0
.3

0
.9
+
1
.9
+
0
.5
+
2
.6
+
2
.2

0
.4
+
0
.8
+
0
.2
+
0
.8
+
0
.8

3
.9
+
5
.3
+
2
.1
+
2
.1
+
4
.8

1
.7
+
4
.7
+
1
.2
+
2
.3
+
4
.5

2
.8
+
1
0
.3
+
4
.3
+
1
0
.3
+
9
.0

2
.2
+
4
.1
+
1
.7
+
3
.2
+
3
.5

1
.3
+
2
.5
+
0
.8
+
2
.1
+
1
.0

0
.2
+
0
.4
+
0
.1
+
0
.7
+
0
.2

1
.3
+
2
.8
+
1
.8
+
2
.0
+
1
.8

0
.5
+
0
.6
+
0
.5
+
0
.5
+
0
.4

1
.2
+
3
.4
+
1
.7
+
3
.2
+
1
.6

0
.4
+
0
.8
+
0
.1
+
0
.8
+
0
.5

0
.6
+
3
.5
+
1
.2
+
1
.6
+
1
.8

0
.4
+
0
.8
+
0
.4
+
0
.3
+
0
.6

2
.6
+
1
1
.0
+
6
.0
+
9
.1
+
7
.0

3
.9
+
9
.8
+
3
.8
+
6
.1
+
6
.7

1
.6
+
8
.0
+
3
.0
+
6
.5
+
3
.8

0
.9
+
2
.1
+
1
.1
+
2
.3
+
1
.7

6
.8
+
6
.4
+
2
.3
+
1
4
.3
+
6
.3

5
.0
+
3
.3
+
2
.6
+
1
.3
+
2
.6

8
.5
+
1
1
.7
+
3
.5
+
1
3
.6
+
1
5
.6

C
hi
na

Ja
p
an

K
o
re
a

T
ai
w
an

U
S
A

R
es
t 
o
f 
th
e 

W
o
rl
d

2
.7
+
5
.7
+
2
.8
+
4
.8
+
5
.6

1
.6
+
2
.1
+
0
.8
+
1
.3
+
3
.1

6
.4
+
1
2
.7
+
4
.9
+
1
1
.1
+
7
.4

E
U

0
.2
+
2
.1
+
1
.0
+
0
.9
+
0
.7

0
.1
+
0
.6
+
0
.4
+
0
.3
+
0
.4

1
.2
+
4
.2
+
1
.5
+
5
.7
+
4
.1

H
o
n
g 
K
o
n
g

A
S
E
A
N
 b
re
a
kd
o
w
n
 

O
rd
er
ed
 a
s 
In
d
o
ne
si
a+
M
al
ay
si
a+
P
hi
li
p
p
in
es
+
S
in
ga
p
o
re
+
T
ha
il
an
d

KOBEECONOMIC&BUSINESSREVIEW,52(2007),7-2626



ANOTEONPOLITICALEU-JAPANRELATIONSANDECONOMICTIES:
EFFORTSTHROUGHCOOPERATIONPROGRAMS

RALFBEBENROTH KobeUniversity

Abstract

OnOctober1st,2005,theEUInstituteJapan,Kansai(EUIJKansai)officiallyopeneditsdoorswith

asymposiumatKobeUniversity.HighrankingEUofficialscametocelebrateastrengtheningrelation-

shipbetweentheEUandWesternJapan.Inrecentyears,severalinitiativesbetweentheEUandJapan

havebeenintroducedanditisapparentthatalotofeffortisbeingmadebypoliticiansfrombothsides

toimprovereciprocaleconomicties.Thispapershedssomelightonthestatusquoofpoliticalefforts

andconcludesthatevenifeconomictiesarestillweak,politicaleffortshaveincreasedtoalargeextent.

JELClassification:F59

Keywords:EUandJapan,Economicties,Cooperationprogram,BusinessDialogue.

1.Introduction

Overthelastfewdecadesthenumberoftradingzonesintheworldeconomy,bothin

theEastandintheWest,hasincreasedtoalargeextent.InthecaseoftheEUandJapan,

twodifferentstrategieshavebeenfollowed:WhiletheEUhascontinuedtointegratemore

memberstates(27membercountriesasofJanuary1st2007),Japanontheotherhandhas

preferredtosignfreetradeagreements,e.g.withSingaporein2002andwithMexicoin

2005.In2007severalinitiativeswereundertakenbytheJapanesegovernmenttoenhance

agreementswithfourothercountries,namelywithPhilippines,Thailand,MalaysiaandChile.

InApril2007,newagreementsweresignedwithChileandThailandandtheagreementwith

Singaporewasamended.Furthermore,negotiationsstartedforanagreementwithAustralia

anddiscussionswereopenedwithSouthKorea(CountryProfileJapan,2007).

ForJapanandtheEU,politiciansfrombothareaswanttodevelopbettereconomicties.
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EUmemberstatesareeconomicallynotsowelloff.Oneofthesignalingeffectswasthat

memberstatesofEUhavefallenbehindtheirLisbonagendaaims(Cameron,F.2004).For

2005therealGDPgrowthfortheeuro-areawasestimatedat1.3%,andfortheEU-25

countriesat1.7% (BusinessOutlook,2006).Ontheotherhand,theJapaneseeconomyis

consideredtohaverecoveredafterthesocalled“lostdecade”(Keck,2006).Infact,Japan

isarichcountryandJapanesecitizensaccumulatethegreatestsavingsofanynation(￥1,200

trillion,equivalentto250% ofJapan’sGDP);Japanalsohasthelargestforeigncurrency

reservesintheworld.Japanisnotonlyarichcountrybutalsopromisesenormousopportu-

nitiesforEuropeanbusinesses(Externaltraderelations,2007).

ThispaperfirstdescribestheeconomicsituationoftheEUandJapan.Itwillshortly

highlighttheEU’stradewithJapan,whereitstatestheroleoftheEUincontrasttoother

countries.Furthermore,concernswhichwerepreviouslyoftenmentionedaboutstructural

barrierstoentertheJapanesemarketwillbediscussed.

RegardingthepoliticalEU-Japaneserelationship,cooperationprogramswillbefocused

on.Furthermore,exportpromotionactivitiesandtheso-calledBusinessDialoguewillbe

described.Inaddition,theEUInstitutesinJapanandtheEUYearofPeopleExchangewill

beintroduced.Thispapercloseswithashortsummary.

2.EconomictiesbetweentheEUandJapan:twoleadingeconomicpowersandtrading

partners?

TheEUandJapaneachformtwoofthemainpillarsoftheworldeconomynexttothe

U.S.(Sonoda,A.2004,p.7).TheEUandJapancombineapopulationof617millioncitizens

meansthattheycompriselessthan10% oftheworld’spopulation,butcountforover40%

oftheglobalGDP(ExternalrelationsII,2007).Inotherwords,theEUandJapantogether

accountfortwo-fifthsofworldGDPandJapaneseGDPonitsownaccountsforone-seventh,

almost14%,oftheworldGDPaswellasforaround10% ofworldexportsandimports.

JapanisalsobyfarthelargesteconomyinAsia,accountingfortwothirdsoftheregional

GDP.

Japanhasrecentlyalsobeenliberalizingmanyfieldsofitseconomy.Oneexamplemight

bethederegulationofthepreviouslystate-runpostalsystem.TheJapanesegovernment

deregulatedthepostalsystemandwithitthestate-runpostalsavingssystem(yucho).Japan

Postwassplitintothreecorebusinessareas:deliveryservices,bankingandinsurances.

Alreadyin2002,Japaneseexportsplayedasignificantroleforthecountry’seconomic

recovery.Therehasbeenanincreaseofcross-bordermovementsofcapitalandlaborforce

aswellasexpandedoverseasinvestment(Takenaka,H.2004,pp.191-204).However,these

investmentsweremainlydoneinAsiancountriesandnotintheEU.Next,welookatthe

Japanesetradingpartners,asstatedinthetablebelow.
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Lookingatthetableabove,itisapparentthattheexportmarketisdominatedbytheUS

andChina.Thereisasimilarsituationfortheimportmarket,whereChinaaccountsfor

20.5%,whichisalmostdoublethatoftheUSwith11.8%.Itisimportanttonotethat

Japaneseexportstoall27EUmemberstatesrepresentonlythesizeoftheexportstoChina.

Therearemanyexpertswhobelievethatthisrelationshipwillchangeinthecomingyearsin

favorofChina.Theimportsideismoreimportanttoconsider.Importsfrom SaudiArabia

andUAEin2006overtookEuropeanimportsbyacombined11.9% toonly10.3%.Inother

words,EuropeancompaniesarestillnotasactiveinJapanesebusinessastheEU(andthe

regionalgovernments)wouldliketheircompaniestobe.Also,thereisanunderstandingthat

JapaneseexportstotheEU―incontrasttotheUS―canstillincrease.Inotherwords,trade

betweenJapanandtheEUisrelativelylow.In2004,tradebetweentheEUandJapanin

goodsandservicesexceeded116billioneuros(ExternalRelations,2007).

From aJapanesepointofview,thetradebalanceofgoodsshowedasurplusofUS$

69.6bn.(seetable2)

Lookingatthetableabove,itisclearlyvisiblethatthereisaJapanesetradeimbalance.

JapanesetradewiththeUSisthebiggestsurpluswithUS$77.6bn,whiletheEuropeantrade

balancewiththeUSis$33.9bn,whichisstillveryhigh.Incontrasttothis,thetrade

balancewithChinaisnegativeUS$-25.6bn.

Thereareseveralreasonsforthis.AsJapanisthenationwiththehighestsavingrate
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Table1:MaintradingpartnersforJapanin2006

Exportsto: % oftotal Importsfrom: % oftotal

US

China

SouthKorea

Taiwan

HongKong

EU

22.5

14.3

7.8

6.8

5.6

14.5

China

US

SaudiArabia

UAE

Australia

EU

20.5

11.8

6.4

5.5

4.8

10.3

Source:EconomistIntelligenceUnitLimited2007(dataderivedfrom MinistryofFinance)
CountryProfileJapan,2007,p.46.

Table2:Japanesetradeingoods,in2006(US$bn)

Exports(fob)

Imports(cif)

Tradebalance

US

China

EU

647.1

-577.5

69.6

77.6

-25.6

33.9

(US$bn)Source:EconomistIntelligenceUnitLimited2007(data
derivedfromMinistryofFinance)CountryProfileJapan,2007,p.44.



intheworld,acapitalsurplusflowsoutofthecountryandmerchandisetradewillconversely

leadtoasurplus.A secondmajorreasonisthattherearestructuralbarriersforforeign

companieswhenenteringJapan(Countryprofile,2007).Inpreviousliterature,thereare

deeplyrootedhistoricalcriticsaboutone-waytraderelationshipswithJapan,whichoften

resultwithastrongtradesurplusforJapan.

AlsoexpertsfromtheEUraisethediscussionaboutpossiblestructuralbarriers(Monnet,

J.2003,p.24).BesidesjointEU relatedactivitiesto“moreopenaccess”oftheJapanese

market,somecountriestrybythemselvestosupporttheirindustrieswhenlaunchingproducts

inJapan.Inthe1990sforexample,theUK launchedthesocalled“OpportunityJapan,

PriorityJapan,andActionJapan”campaign.Thisinitiativewasdonewiththesupportofthe

JapanExternalTradeOrganization(JETRO),wheremutuallysupportiveactivitieswereimple-

mentedtoenhancetheopportunitiesforBritishgoodstoentertheJapanesemarket(Moni,

2006).

ItisclearthattheEUaswellasJapanareworldleadingeconomicpowers.However,

economictiesbetweenthetwosidesarerelativelylow,especiallyconcerningmerchandise

tradefromEuropetoJapan.

3.PoliticaleffortsforstrengtheningEU-Japaneconomies

3-1.Introduction

Lookingatthepoliticalscenery,economicrelationsbetweentheEUandJapanaresaid

tobeprospering.EU CommissionPresidentBarroso(2005)pointsout:“Inow wantto

deepenourpoliticalrelationship(withJapan)sothatitmatchesuptotheverystrongeco-

nomictieswealreadyenjoy”(ExternalRelations,Summit).TheEUconsistentlystatedits

supportforastrongJapaneseeconomybecauseastrongJapaneseeconomyisnotonlyinthe

interestoftheJapanesethemselvesandofJapan’sAsianneighbors,butitalsobenefitsthe

EU.Foritspart,theEUencouragedJapantoadoptpoliciesaimedatrestoringprivatesector

domesticdemand.ItispoliticallycorrectthattheEU andJapanhavecommontradeand

investmentlinksandastrategicinterestintheeconomichealthofoneanother.Evenifthere

isabelieffrom EUofficialsthatastrongeconomyandefficientmarketswillhelpJapan

itself,thereisalsoaclearunderstandingthateconomicglobalizationshouldnotendanger

culturaldiversity.OfficialsofneithertheEU norJapanwishtoseetheirsocieties,their

longstandingculturalvaluesortheirheritageandtheirtraditionalwaysoflifesubvertedand

dominatedbymarketforces(Externaltraderelations,2007).

AftershowingimportantEU-Japaneventsinchronology,theActionPlanandseveral

otheragreementswillbediscussed.Thetablebelow showsimportanteventsinEU-Japan

Relations,startingfrom1959.
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3-2.EU-Japancooperationagreements

EU-Japanministerialmeetingsandgovernment-levelsummitsareheldonanannual

basis.Atthe10th EU-JapanSummitinBrusselsonDecember8th 2001,summitleaders

adoptedtheso-calledActionPlantoreinforceEU-Japanpartnershipeffortsandtodemon-

strateeffortsofjointaction.TheActionPlanservesasaframeworkforcooperationbetween

JapanandtheEUandisconsideredasasuccessiontotheJointDeclarationontherelations

betweentheECanditsMemberStatesandJapan.Thisdeclarationtreatywassignedin1991

andpromotedadialoguemainlybasedoneconomicandtradeissues.Havingsignedthe

ActionPlan,acommitmentandaninvestmentfromtheEUaswellasfromJapanwasmade

forcreatingabroaderpartnership.Inthisway,theEU-Japaneserelationshiphasbeen

strengthenedinaccordancetoamorecoherentpolicyforcooperationanddialogue.Notonly

economicissuesbutalsoawiderrangeofdisciplinesareincluded,suchasthepromotionof

peaceandsecurityaswellasglobalsocietalchallenges.

OneeconomicpillaroftheActionPlancanbeseenasameasureofimprovementfor

bilateraltradeandfurtheringtheinvestmentpartnership,leadingtobettermarketaccess.By

thesametoken,theJapanesegovernmentencouragestheircompaniestojointlyworkwith
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Table3:EU-JapanRelations

Nov.29th

April1st

Jan.17th

April1st

July10th

April25th-27th

Dec.8th

April4th

Jan.13th

Oct.7th-8th

March

July19th

2006

2005

2005

2004

2003

2002

2001

2001

2000

1999

1996

1995

1991

1987

1979

1974

1959

EU-JapanRegulatoryReformDialogueTokyo

2nd EUInstituteinJapanlaunched(EUIJ-Kansai)

2005EU-JapanYearofPeople-to-PeopleExchangeslaunchedinTokyo

1stEUInstituteinJapanlaunched(EUIJ-Tokyo)

AgreementoncooperationandAnti-competitiveActivities

PresidentRomanoProdibecomesfirstPresidentoftheEuropeanCommissionto
addresstheJapaneseDiet.

10th EU-JapanSummitinBrussels(TheActionPlan)

EUandJapansignMutualRecognitionAgreement(MRA)

SpeechbyJapaneseForeignMinister:“ADecadeofJapan-EuropeCooperation”

1stEU-JapanBusinessDialogueRoundtable

EU-JapanCentreforIndustrialCooperation,Brussels,Vulcanusprograminstalled.

EuropeanCommissiontotheEuropeanCouncil“EuropeandJapan:TheNextSteps”

The“JointDeclaration”TheHague.(1stEC-JapanSummit)

TheEC-JapanCentreforIndustrialCooperationisestablishedinTokyo

TheExecutiveTrainingProgram(ETP)issetupbytheEuropeanCommission

EstablishmentoftheDelegationoftheEuropeanCommunitiesinTokyo

Japan’sAmbassadorinBelgiumaccreditedasJapan’sfirstRepresentativetothe
threeEuropeanCommunities

Source:EuropeanUnion,http://jpn.cec.eu.int/relation/showpage_en_relations.chronology.php,accessedonJune15th2007
(someeventschangedandadded).



othercountries’companiesandtotakeadvantageofforeignsourcesthroughpartnershipsor

eventhroughtakeovers.TheJapanesegovernmentunderstandsthatinvestmentbyforeign

companiesinJapanmightprovidenew ideasandinnovationandcanfacilitateindustrial

restructuring.Therefore,theJapanesegovernmentprovidesabusinessenvironmentfornon-

Japanesecompanies.Recently,thelawwasamendedtosuchanextentthate.g.socalled

trianglemergersbecomepossible.Inthiscase,aforeigninvestorcanacquireaJapanese

companybyaJapan-basedsubsidiary,payingwithstocksinsteadofcash.

ThisEuropean-Japaneseapproachcanbeseenasbeingincommonwiththemultilateral

rule-basedtradingsystemembodiedintheWTO.AlreadyinNov.2001,theEUandJapan

launchedbilateralconsultationsthatcontributedtothesuccessfulWTOMinisterialmeetingin

Qatar(whatfinallyledtotheadoptionoftheDohaDevelopmentAgenda).

InaccordancewiththeActionPlan,severalnewagreementswereestablished.Oneofthe

highlightsistherecentMutualRecognitionAgreementbetweentheEUandJapanwhichled

tothefirstrecognitionagreementforexchangingtechnologiesbetweenJapanandtheEU.The

MutualRecognitionAgreemententeredintoforceonJanuary1st,2002.TheAgreement

permitstheacceptanceofconformityassessmentconductedbyonepartyaccordingtothe

regulationsoftheotherinfourareas(telecommunicationequipment,electricalequipment,

chemicalsandpharmaceuticals).Thismarksanimportantstepinfacilitatingmarketaccess.In

thisagreement,bothpartnerscreatedanumberofinformal‘dialogues’aboutgeneralareas

aswellasonspecificdetails.

TheEU-Japanreciprocaltradingenhancementisfurtherconnectedthroughseveralother

significantcooperationagreements.TheAgreementonCooperationandAnti-Competitive

ActivitieswasfinalizedonJune16th 2003andshouldfacilitatebilateralcooperationin

assessingcompetitionaspectsofmajormergerandacquisitioncases(Externaltraderelations,

2007).Somepositiveresultsarealreadyvisible.

Thereareseveralobjectivesthatfocusonastrongereconomicpartnershipsuchas“the

strengtheningoftheEconomicandTradepartnership”throughbilateralrelations.Basically,

theEUwelcomesJapaneseFDIandviceversa.TheEUwantstheircompaniestohavemore

openaccesstotheJapanesemarketaswellasstructuralobstaclestoinvestmentinthe

Japanesemarkettoberemoved.

A majorpillarofbilateralEU-Japanrelationsisthetwo-wayRegulatoryReform

Dialogue.ThisformerDeregulationDialogueaimsatreducingorimprovingregulationsthat

hampertradeandforeigninvestment.Since1995,theEUandJapanhaveparticipatedactively

ineachother’sregulatoryreform effortsthroughdialogue.AmbassadorZepter,theHeadof

theDelegationoftheEuropeanCommissiontoJapancomments:“TheRegulatoryReform

DialoguehasdevelopedintoacornerstoneoftheEU-Japanrelationship,andhasgreatly

contributedtosolidifyingthemutualtradeandinvestmentflowsbetweenus.Iam hopeful

thattheupcomingroundofdiscussionswillfurtherstrengthenourgoodrelationshipand
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benefitthebusinessenvironment,bothinJapanandtheEuropeanUnion”(EuropeanUnion,

2007).

TheEUendorsesJapan’scommitmenttoreformitseconomy.Naturally,theeffectiveness

ofthesereformswillbedeterminedbythegovernment’scommitmenttoensuretheirrapid,

transparentandeffectiveimplementation.Asseenwithrecenteffortsofreformationofthe

postalsystem inJapan,anyimplementationofameasurechallengestheoldsystem and,

therefore,ishardtointroduce.TheEUforitsside,ofcoursewelcomesthesenewopportu-

nitiesthatcreatenewpossibilitiesforEUcompanieswhichwanttodealwithJapan.

3-3.Previousexportpromotioninitiatives

From asearlyas1979,theEuropeanCommissionhasbeenencouragingEuropean

enterprisestopenetratetheJapanesemarket.TheseEuropeaninitiativestopenetratethe

Japanesemarketareconductedthroughso-calledEXPROM initiatives(EXportPROMotion).

Variouspromotionalactivitieswereinitiatedtofurthermaximizebusinessopportunitiesand

EuropeanexportstoJapan.ThesepromotionalactivitiesintheCommission’sEXPROM

programconsistofthreepillars(ExternalRelation2007).

Thereisthe“GatewaytoJapan”promotioncampaign,whichassistssmallandmedium-

sizedcompaniesinenteringtheJapanesemarket.Inthisfield,trademissionsandtradefairs

inspecificareasofindustriesareheld(Yamaguchi,2004)1.AnotherprogramistheExecutive

TrainingProgram,an18-monthHumanResourcesdevelopmentprogramtoenableexecutives

ofEUcompaniestobuildupknowledgeoftheJapanesebusinesscultureandlanguagewith

theaimtodevelopspecialistsfortheJapanesemarket.Thisprogramwasalsoestablishedin

1979.

Finally,thereistheEU-JapanCentreforIndustrialCooperation,establishedinTokyoin

1987andinBrusselsin1996.TheEU-JapanCentreforIndustrialCooperationistechnically

orientedandorganizestrainingcoursesandseminarsforEUmanagersinJapan.Inoneor

two-weektrainingprograms,EUmanagerscangetacquaintedwithandgainaninsightinto

specificsectorsoftheJapaneseindustryandbusiness.Eachoftheso-calledmissionsfocuses

onatopicaltheme,suchasWCM (WorldClassManufacturing)likeinOctober2004,food

distributioninJapaneseandAsianMarketsin2005andagainthemanufacturingissuecoming

upthisyearin2007.MissionsareorganizedthreetofourtimesayearinJapan.Inthetime

spanfrom 1987until2003,atotalof672managershaveparticipatedinthesekindof

missions(EU-JapanCenter).

EU-JapanCentreforIndustrialCooperationalsomanagesthe“VulcanusProgram,”which
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offerscoursescombininglanguageandin-companytrainingforJapaneseengineeringstudents

inEuropeandforEuropeanengineeringstudentsinJapan.

3-4.BusinessDialogue

Inordertofostereconomicrelationsthroughdiscussions,aspecialEU-JapanBusiness

DialogueRoundTablewasestablishedin1995.TheEU-JapanBusinessDialogueRound

Tableconsistsofabout50chiefexecutivesfromleadingenterprisesinavarietyofareasin

theEUandJapan.ParticipantsmeetonayearlybasisthattakeplaceonceinJapanandonce

inEurope(EU-MissionStatement2).

ThemissionsofEU-JapanBusinessDialogueRoundTables’aretwofold.First,members

oftheRoundTablediscussEU-Japanrelatedissuesaswellastheever-changingglobal

environmentingeneral.

Secondandmoreconcrete,resultsofthesediscussionswillbesubmittedaspolicy

recommendationstothehighestauthoritiesfortheEU (thePresidentsoftheEuropean

CouncilandCommission)andforJapantothePrimeMinister.Since2000,roundtable

membersreceiveasocalledprogressreport.Thisreportcanbeseenasinformationconcern-

ingwhichrecommendationsactuallyhavebeenimplemented.Thechairmanoftheround

table,Baron(2005)mentions:“Basedontheexperienceofseveralyears,Iamconvincedthat

theRoundTablecancontinuetocreateamutualunderstandingonconcreteissuesandmake

validrecommendationstotheAuthoritiesofJapanandtheEU,contributingthereforetoa

sustainabledevelopmentofoureconomies”.

Threekeypointsarethebasesofdiscussionsandrecommendations.Thefirstkeypoint

isthegeneralimprovementofthebusinessenvironmentforEuropeancompaniesinJapanand

forJapanesecompaniesintheEU.Second,discussionsandrecommendationsweredoneon

theimplementationofinternationalrulesliketheintroductionofIAS-accountingstandards.

Third,itisrecommendedthatJapanandtheEUpromotetheITindustryinordertodevelop

anetworkbasedsociety.

IntheEU-JapanBusinessDialogueRoundTableoftheyear2000,aneedtoimprove

mutualeconomicrelationsbetweentheEU andJapanwasarticulated;forexample,both

partners(theEU andJapan)enjoyastableeconomicrelationshipwiththeUS.Thereis

successinimplementingrecommendationsonlytoalimiteddegree.TheEuropeanconcern

withregardstopost-privatizationisresolved.AttheRoundTablein2005,theEU-sidewas

concernedaboutthepotentialforcontinuationofcrossshareholdingbetweenthemailserv-

ices,postalsavings,postallifeinsuranceandthebranchnetworkasawhole(RoundTable,

2005).Atthe7thEUJapanBusinessDialogueRoundTableoftheyear2006,severalrecom-
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mendationsfocusedonspecificissuesintheareaoflifesciencesandR&D(RoundTable

2006).

TheresultsoftheRoundTablerecommendationsarelimited,however.Thelatestofficial

pressreleaseregarding2006outcomesstatesthatthemembers“concludedthattherehad

beensomeprogressonabouthalftherecommendations.Buttheprogresswassolimitedthat

thevastmajority(87oftheoriginal94)wereresubmittedthisyear(2006),makingatotal

numberof99recommendationsinall”(Roundtable2006,II).

ThisdevelopmentisincontrasttowhatthefirstRoundTablestatedintheirfirstJoint

Recommendation.Thatwasintheyear2000,anditreadsasfollows:“Whilstbusiness

relationsbetweentheEU,JapanandtheUnitedStatesareboththeengineoftheworld

economyandthemainfactorinitsstability,economicrelationsbetweentheEU-Japanareyet

torealizetheirtruepotential”(JointRecommendation2000).

4.EUInstitutesinJapan,TokyoandKansai

Recenteffortsfrom theEUsidehaveresultedintheestablishmentofEUInstitutesin

Japan.ThefirstEUInstitutewasestablishedinTokyoinApril2004andheadquarteredat

HitotsubashiUniversity.Aconsortium outofHitotsubashiUniversity,InternationalChristian

University,TokyoUniversityofForeignStudies,andTsudaCollegeaimstoincreaseknowl-

edgeandgeneralawarenessoftheEUinJapan.

AfterinitiativesbyDr.ReitererandotherEU-Commissionexecutives,asecondEU

Institute(EUIJ,Kansai)wasestablishedexactlyoneyearlaterinwesternJapanintheKansai

area.TheEUIJ,Kansaiopeneditsdoors,afterapreparationphaseofsixmonths,officially

onOctober1st2005.TheEUIJ,Kansaiisaconsortiumexistingoutofthreeleadinguniver-

sitiesinKansaiandheadquarteredatKobeUniversity.BesidesKobeUniversity,Osaka

UniversityandKwanseiGakuinUniversityalsoparticipateinthisproject.

Inhisremarkableinaugurationspeech,CliveWilkinson,VicePresidentoftheEuropean

EconomicandSocialCommittee,echoedthethoughtsofmanypeopleintheauditoriumwhen

hepointedout:“wesharemuchthesamefundamentalsevenifwearelocatedonopposite

sidesoftheglobe.”3 TheEUIJ,KansaiInstitutehasthreeconcreteintentions(likethefirst

TokyoEUinstitute).First,JapanesestudentsaretobepreparedforEurope.Inthisregard,

specialEUrelatedlecturesareofferedandstudentsfromthethreeaforementioneduniversities

canobtainanEU-certificateissuedbytheEUIJinadditiontotheirusualstudies.Second,

morescholarsfromtheEUareexpectedtobeinvitedbyEUIJKansai,togivemoreinsight

intoEuropeandtheEUinordertoleadtoabetterunderstandingandabetterexchange.A

thirdareaofinterestfortheEUIJ,Kansaiisapartfromeducationalactivities.Theso-called
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outreachgroupattemptstoconnectandimproveEU businessrelationships.Japanese

CompaniesfromKansaishallbemotivatedtoputstrongerfocusontheEU;whilecompanies

fromtheEUshallbefurthermotivatedtocometoKansaitoimprovebusinessrelationsand

opportunities.

Oneyearaftertheestablishmentoftheinstitute,thePresidentoftheEuropean

Commissionhimself,BarrosocamepersonallytotheEUInstituteKansaiandwasshowing

theimportancethattheEUInstitutehasforhimselfandfortheEuropeandelegation.Two

yearsaftertheinauguration,theItalianMinisterBindycametoKobeforapresentationand

dozensofotherEuropeanguestspeakershavebeendirectlyorindirectlyinvitedtotalkabout

EuropeanissuesattheEUInstituteKansai.

5.EU-JapanYearofPeopleExchange

Apartfrom cooperationagreementsandbusinessdialogs,ortheestablishmentofEU

InstitutesinJapan,therearealsoonetimeeventsscheduledtoimprovereciprocalrelations.

CommissionsfromEUandJapanagreedatthe11th EU-JapanSummitinTokyoin2002to

designate2005asthe“EU-Japanyearofpeopletopeopleexchange.”Thisisinaccordance

withthegeneralgoaloftheso-calledActionPlanforEU-JapanCooperation,signedin

December,2001.Theaim wastopromote“peopletopeopleexchanges”,andtherefore,to

facilitategrassrootexchangesaswellastobroadlyestablishmorecontactandbetterunder-

standingbetweencitizensinJapanandtheEuropeanUnion.Bothsidesencourageand

promoteface-to-faceexchangesandcontactsbetweencitizensoftheEUandJapan.Events

andinitiativesweresetuptopromotebettermutualunderstandingofEuropeanandJapanese

societyandculture(ExternalRelations,2005).Naturally,theEUhopedthattheyearwasnot

seenasaone-offevent,butmoretoactasaboosttolong-term promotionofEU-Japan

peopleexchanges.

The“people-to-people”yearwasorganizedbytheEuropeanCommission,aswellasby

theMemberStatesoftheEUandtheJapanesegovernment.Activitiescoveredawiderange

ofsectors,suchasscienceandtechnology,culture,art,politics,sportsandeconomics.Special

emphasiswaslaidonencouragingyoungpeopletoparticipateintheprogram.Overall,forthe

yearofexchangein2005,thereweremorethan850eventsscheduled,mostlyintheareaof

environmentprotection(Waldner,B.F.2005,p.9).

AccordingtothethenJapanesePrimeMinister,the2005EU-JapanYearofPeople-to-

PeopleExchangeshasbeenverysuccessfulwithregardtothenumberofcountries,the

events,andalsoregardingthebroadrangeofparticipantsandthegreatdiversityintermsof

thecontentsoftheevents.ThethenPrimeMinisterstated:“Ibelievethatweshouldutilize

theexperiencewehaveattainedthisyearasanewstartingpointfromwhichtheJapan-EU

exchangeswilltakefurtherstepsforwardintothefuture”(Koizumi2005).
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6.ConcludingRemarks

Recently,EU-Japanpoliticalrelationshavebeenimprovedinseveralareastoagreat

extent.TheEUandJapanarestrengtheningtheirpoliticalrelationshipthroughmanycoopera-

tionprograms,e.g.theimplementationofaJointActionPlan,withtheaim ofenhancing

reciprocaltrade,workingtogethertotackleglobalchallengesandconnectingtheircitizensand

theirculturestoeachotherinastrongersensethaneverbefore.The2005EU-Japan“Year

ofPeopletoPeopleExchanges”broughtyoungerJapanesetoEuropeandviceversa.Recent

progresstowardstheobjectivesoftheActionPlanincludestheadoptionoftheInvestment

Frameworktofostergrowthintwo-waydirectinvestment.Finally,twoEUInstitutesinJapan

―oneintheeastandoneinthewest―havebeenestablishedwiththeaimtoconnectEU

strongertoJapan.

Incontrasttothesepoliticalefforts,economicties―especiallywithviewstoEuropean

companieswhowanttoenterJapan―arestillrelativelyweak.Also,byjudgingtheout-

comesoftheRoundTablerecommendations,thefruitsoftheseeffortsarelimited.Byall

means,thefuturewillshowwhetherthesepoliticaleffortswillleadtostrongereconomicties

andcreateanincreasinglyprosperousEU-Japaneseeconomicrelationship.
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