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Two Major Sources of Uncertainty for Japan
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Trump puts protectionism ats
heart of US economic policy

® Order signed to pull out of Pacific trade deal ® Executives warned over offshoring jobs

DEMETRI SEVASTOPULO,
SHAWN DONNAN AND

COURTNEY WEAVER — WASHINGTON
President Donald Trump signalled he
would put protectionism at the heart of
cconomic policy, withdrawing the US
from a historic Pacific trade pact and
threatening to punish companies for
moving production overseas on his first

said pulling out of the
12-nation Trans-Pacific Partnership, a
signature initiative of predecessor
Barack Obama's “pivot” to Asia, was a
“great thing for the American worker ™

His signing of the TPP executive order
came shortly after he warned a White
House gathering of US business execu-
tives that he would place a “very major”
border tax on companies that moved
production overseas and exported
products back into the country

While Mr Trump made clear during
the campaign that he would withdraw
from the TPF, the move wasa potent sig-
sal that he will use his first days in the
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was signed by then-president Bill
Clinton in1993.

Republican senator John McCain crit-
icised the TPP move as a “serious mis-
take”, highlighting how Mr Trump’s
agenda is at odds with decades of
Republican trade policy. “It will create

President Donald Trump's luxury hotel
at Washington's historic Old Post Office
building has lost S136m in ifs first two
months of operation, falling short of
infernal projections that it would turn a
small profit, according 10 senior House
Democrats. The Trump

i th has di over the horizon”.
he f America In
workers,” Mr McCain said. “And it will the inauguration, Mr Trump put com-
send a troubling signal of American  panies on notice that he intended to
disengagement in the Asia-Pacific match his rhetoric with action, telling
i leastaffo chief that he would look
Japan and several other TPP signato- on. moved pro-
ries — which include some of the closest duction out of the US. He also said those
USallics along the Pacific Rim — have  that wanted to open US plants would
Shinzo Abe, Japan's prime minister, the which included
told parliament; d hewould  Elon Musk of Tesla and Marilyn Hewson
press the US leader to rejoin the pact. Martin, Mr Trump said he
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Why Brexit matters ?: Major Japanese Companies Presence in the UK

Export to the
EU

75% of the UK
production to the EU

Headquarters
function for the EU

80% of the UK
production to the EU

Camera, Multi-
function equipment

8000 OkuYen
awarded order trains

Headquarters
Function for the EU

Overall sales in the
EU

Air conditioning
system in the EU

Multifunction office
equipment

Experiments for the
entire EU market

Supporting M&A,
security, ba?hking
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Trump puts protectionism at heart of US

economic policy” (1 san. 24)

Executive order signed to withdraw from the TPP (Jan. 23)
US Business leaders warned over offshoring jobs: border tax to be imposed

John McCain: ” (the TrP move is) @ Serious mistake. It will create an opening for China to
rewrite the economic rules at the expense of American workers. And it will send a
troubling signal of American disengagement in the Asia-Pacific region at a time we
least afford it”

Unwinding the NAFTA would hit Mexico hard, but Japan and the EU would be
adversely affected as well

Germany accused by Peter Navarro of “grossly undervalued” euro to “exploit” the
US and its EU partners (reb. 1)

Navarro: “Germany was one of the main barriers to a US trade deal with the
EU.” “the talks with the EU over the TTIP declared dead”



Trump opts for “bilateral trade deals”

* “bilateral deals” does not mean necessarily Free Trade Agreement
(FTA): the only FTA Trump mentioned was the one with the UK

e “bilateral deals” with countries which run trade surplus with the US;
e.g. Japan($68.6 billion), Mexico(558.4 billion), China (5365.7 billion)

* The deals could imply balancing trade account via political
interventions by governments: “numerical targets” of auto imports by
Japan until “reciprocity” to be achieved

* Revival of “procedural protectionism” of 1980’s by way of Section 301
type of “unilateralism” 2==WTO inconsistent



Agenda of the TPP

Trans-Pacific Strategic Economic Partnership Agreement

-"P4”: a comprehensive FTA including elimination of all tariffs among Chile, Brunel,
New Zealand, and Singapore

-TPP/12:

Participants: US, Canada, Mexico, Peru, Chile, Vietham, Malaysia, Singapore,

Brunei, Australia and New Zealand, Japan

= Goal (missed): to be completed by the end of 2013

Negotiating Agenda: 31 chapters including 4 cross-cutting issues

Competition (SOES)

Market Access for goods (sugar, beef, rice,..)
Cooperation and Capacity building
Cross-border services

Customs

E-commerce

Rules of Orijgin (textiles and apparelg
Sanitary and Phytosanitary Standards(SPS)
Technical Barriers to Trade (TBT)
Telecommunications

Temporary Entry

Textiles and apparel

Trade remedies

Environment - Regulatory coherence o
Financial services . gﬁﬂnépetmveness and business facilitation
. S

Government Procurement
Intellectual Property Rights
Investment (ISDS)

« Labour

 Legal issues

Development

Yorizumi Watanabe



Share of global GDP (2014)

Japan 5.9%

Other

South Korea 1.8% 17.4%

Russia 2.4% %

India 2.6% _
= — 63.7%

Non-TPP
countries

U.S.
TPP 22.3%

countries

36.3%

Brazil 3.0% Canada 2.3%

§ Australia1.8%

Mexico 1.6%

China
13.3%

SOURCE: World Economic Outlook Database April 2014



TPP : Trans-Pacific-Partnership
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Japan
GDP:$4.94T Canada
A[:127m GDP:$1.53T
3 Brunei Population : 36.3m
GDP:$11.4bn

Population :0.4m

e

Viethnam
GDP:$202.6bn
Population :97.2m

USA
GDP:518.6T
Population :323.1m

Mexico
GDP:$1.05T
Population :127.5m

Malaysia
GDP:$296.4bn
Population :31.2m

Peru
GDP:$192.1bn
Population :31.8m

N

Chile
New Zealand GDP:S247bn
GDP:$186bn Population :17.9m

Population :4.7m
Source : :The World bank (T!e year :2016)

V

Singapore
GDP:5297bn
Population :5.6m

Australia

Yellow : P4 GDP:$1.2T
Population :24.1m




Japan and the TPP

* President Obama Visit in Tokyo, November 2009: a wake-up call

* PM Kan(DPJ) on the TPP at the Diet, October 2010: a strategic failure
provoking strong opposition against the TPP, inter alia, from
Agriculture Lobby

 PM Noda(DPJ) to step forward, November 2011/2012: influence on
China (ASEAN+3 = ASEAN+6/RCEP) and the EU (FTA with Japan)

e Canada, Mexico joined TPP Negotiations 2012

* PM Abe (LDP) to join TPP Negotiations, March 2013

* Japan-US Agreement on Bilateral Talks on Cars & NTMs, April 2013
 Japan joined TPP Negotiations, July 2013



President Obama’s Visit in Tokyo, 23-25 April 2014:
“a key milestone in the TPP negotiations”

* No “Agreement on Substance” Announced

* “We have identified a path forward on important bilateral TPP issues.”
(Joint Statement, 25/04/2014)

* “This marks a key milestone in the TPP negotiations and will inject
fresh momentum into the broader talks” (idem)

* A major breakthrough in sensitive products: tariffs on beef, pork, dairy,
rice, wheat, and sugar/sugar-contained products

* Exchange of “Sensitivities”; agricultural tariffs for Japan and tariffs on
cars/trucks for the US



TPP an Agreement on Substance, Oct. 5 2015

e Tariff Elimination: (1) 99.9% on Industrial Products, 2) 97.1% on
Agricultural Products

* New Rules: 1) SOEs (regulations on non-commercial assistance by
government), @ Labour and Environment (subject to dispute
settlement procedures), @ Government Procurement (obligations
extended to non-WTO/GPA signatories)

e User-friendly Rules: Rules of Origin, Trade Facilitation, SMEs-related
provisions, Investment (ISDS)

* Further Membership: Korea, the Philippines, Thailand, Taiwan, and
even Indonesia |



Rules of Origin in TPP (most generous
accumulation rule to facilitate supply chain)

 ASEAN CEPT scheme: 40%
* NAFTA scheme: 62.5% (in case of auto/auto-parts)

* Completed Passenger Vehicle: 55% (exceptions where special
considerations provided to such items as; tempered glass, car-body for
passenger vehicle, car-body of commercial vehicle, bumper, door, axle)

 Car Parts/Components: Change in Tariff Classification Criteria or Value-
added Criteria (45~55%)

=== some shift of production might take place from non-TPP
countries to TPP member countries



The significance of participation in RCEP/TPP

Unification of supply chain networks in the East Asia region

* In order to increase exports to growth markets both inside and outside the East Asia
region, the unification of corporate supply chains is essential.

« At present, each EPA has its own set of regulations (e.g. rules of origin), and the
differences between these regulations hinder corporate activities. By unifying these
regulations into a single set of simple, easy-to-use rules for corporations, RCEP will
facilitate the establishment of an trans-national supply chain network.
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South Korea
Example 2: A Japanese auto-parts r 5 Japan
manufacturer based in Thailand 7
imports parts from Japan,
manufactures airbags in Thailand
using these parts, and exports =
these airbags to India.

" Example 1: a Japanese automobile
Example 3: a Japanese elevator / company based in Thailand imports |
engines and transmissions from

manufacturer based in Thailand | )
Japan, assembles them in Thalland/:

imports hoists from China, | :
manufactures elevators in Thailand, and exports them to Australia.
and exports them to India. »» /
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Japan’s EPA : Economic Partnership Agreement (EPA)

Government

Procurement

Movement

of Persons

Business Competition

Environment
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Japan’s FTA/EPA Achievement so far

Japan-Singapore EPA (in force since 2002.11)

Japan-Mexico EPA (negotiations started in 2002.11, in force since 2005.4)

Japan-Malaysia EPA (in force since 2006.7)

Japan-Chile EPA (negotiations started in 2006.2, in force since 2007.9 )

Japan-Thailand EPA (agreement in substance 2005.9, in force 2007.11)

Japan-Indonesia EPA (negotiations started in2005.7, in force 2008.7)

Japan-Brunei EPA (negotiations started in 2006.6, in force 2008.7)

Japan-ASEAN EPA (negotiations started in 2005.4, in force 2008.12)

Japan-Philippines EPA (agreement in substance 2004.11, in force 2008.12)

Japan-Switzerland EPA (negotiations started in 2007.5, in force 2009.2)

Japan-Vietnam EPA (negotiations started in 2007.1, in force 2009.10)

Japan-India EPA (negotiations started in 2007.1, in force 2011.8)

Japan-Peru EPA (negotiations started in 2009.5, in force 2012.3)

Japan-Australia EPA (negotiations started in 2007.4, agreement in substance in 2014.04, in force 2015.01)
Japan-Mongolia EPA (negotiation started in 2012.6, signed in 2015.02)

Japan-EU EPA (negotiation started in 2013.03, agreement in principle on July 6™ 2017, final agreement 2017.12.08)

Japan-Korea EPA (negotiations started in 2003.12, suspended in 2004.11)
Japan-GCC EPA (negotiations started in 2006.9)

Japan-Canada EPA (negotiation started in 2012. 10)

Japan-Colombia EPA (negotiation started in 2012. 12)

Japan-Turkey EPA (negotiation started in 2014.12)



Japan’s FTA/EPA Strategy
a pivotal centre between TPP & RCEP —

East Asia

RCEP

Bilateral
EPAs (15)

-

o

Pacific
rim
TPP

(TPP11)

\

1

J

- JCK FTA

* ASEAN+6 = RCEP

- integration-oriented approach
* trade facilitation to CLMV

 NAFTA, Latin American countries
(Pacific Alliance)

* rule-oriented approach

* high-level market access

+ rule-making

= regulatory coherence
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Japan-US Partnership
in Job-creation and Trade

In case of Car Industries

Japanese car producers deploy 26 factories and 36 R&D

centers in the US making 3.9 million passenger vehicles as well
as 4.6 million engines and

creating jobs for 1.5 million people.



1986

m Sales of Imported
Vehicles

= Sales of Vehicles
Manufactured in
North America

2015

m Sales of Imported
Vehicles

7 Sales of Vehicles
Manufactured in
North America



Thousands of Units
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-
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JAMA Members' U.S. Vehicle Production and Exports to U.S.

—— |ANA Members' Exportsto LS. —l— lAMA Members' LS. Production

Be 87 BE B o9 91 92 93 94 95 495 oS 98 o9 o0 01 02 O3 4 O5 O O OB 09 10 1 12 13 14 15
Years

Mote: JAMA mermbers' product on figures for years 1 987-2009 include their produdtion for Chrysler, Ford, and/or GM.



INVESTING IN AMERICA DRIVING AMERICA'S AUTOMOTIVE FUTURE Jnmn

Japanese Automakers Operate 26 Manufacturing Plants
and 36 R&D Facilities in 17 States and DC

DESIGN CENTER

R&D CENTER

In the U.S.in 2015, Japanese automakers built

3’9 eI YCCLES @ As of 2015, JAMA Members' manufacturing

o @ 4.6 T plants cumulatively invested $45.4 B”.L'ON

in the U.S. Economy

VEHICLE MFG. PLANT

PARTS MFG. PLANT

ENGINE MFG. PLANT

dOCPDBMN




AMERICAN JOBS & THE U.S.AUTO INDUSTRY DRIVING AMERICA'S AUTOMOTIVE FUTURE Jnmﬂ

87,788 DIRECT EMPLOYEES

/5%

of Japanese-Brand
Vehicles Sold in the
U.S. are Built in
North America

375,143 NEW VEHICLE DEALERS' EMPLOYEES @

Q 1,043,000 wrermeoimre & sen-ore

1,505,931 roracamerican 08

EMPLOYMENT 2015 AUTOMAKERS "Eg'exgégm TOTAL U.S.PARTS PURCHASED
Manufacturing 60,640
R&D/Design 5,086
Headquarters, Sales & Others 22,062
Subtotal 87,788 375,143 462931
Suppliers 231,000 122,000 353,000
Spin-Off 409,000 281,000 690,000
Grand Total 727,788 778,143 1,505,931
< B v At NS
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U.S. EXPORTS

DRIVING AMERICA'S AUTOMOTIVE FUTURE Jnmn

Altima Outback

HONDA NISSAN

Accord Coupe | Accord Sedan | Accord Hybrid

Clvic Sedan | Crosstour | CR-V | Oayssey Feontier | Armada | Titan | NV Cargo

Acura (ILX, MDX, ROX, TLX) '
NV Passenger | Murano | Infinit QX60

SUBARU TOYOTA

Altima | LEAF | Maxima | Reque | Pathfinder Legacy | Outback

Avalon | Camry | Corolla | Highlander | Sequoia

Sienna | Tacoma | Tundra | Venza

. 417,699

Cars & Trucks Exported
from Japanese Auto Plants
N in the US.in 2015

~

MEMBERS




Trump at Davos: “America is open for business”
(January 26, 2018)

 “The US is prepared to negotiate mutually beneficial, bilateral trade
agreements with all countries.”

* “This will include the countries within TPP, which are very important.”
* “We have agreements with several of them already.”

* “We would consider negotiating with the rest either individually or
perhaps as a group if itis in the interests of all.”

e “Today, | am inviting all of you to become part of this incredible future
we are building together.”



Concluding Remarks: from a Japanese
Perspective

* TPP/12 as a template for 215t Century-type trade agreements
* TPP/11 to keep momentum for freer trade & bring US back
* RCEP/JCK FTA for updating the production network in East Asia

 Japan-EU EPA: the only surviving inter-regional Mega-FTA to be concluded
by the end of the year 2017 === a breakwater against the US
protectionism/bilateralism

=== to keep trade multilateralism embodied in the WTO,
and thus to maintain predictability in international business
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Thank You for Your Attention
-- Free Trade for a Better Future --




