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1. Introduction

Traditionally, Japan has assigned the highest priority in its trade policy to multilateral cooperation
through the GATT and WTO frameworks, in order to reduce tariffs and other trade barriers. However,
the tide of regional economic integration, including various free trade agreements (FTA) throughout the
world, was stronger in the 1990s. It has become more difficult for Japan to protect its interests in the
field of international trade by means of the WTO system alone.

There has been an obvious change in trade policy in the last few years. Japan’s first FTA, with
Singapore, which was named the Japan-Singapore Economic Partnership Agreement (JSEPA), came
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potential partners such as ASEAN and China will accept such conditions in an FTA with Japan.
Thailand and Vietnam — both members of ASEAN — are major exporters of rice. China’s exports of
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(2)_Effects on Japan’s agricultural and food processing sectors

Here, we will analyze the effects of an East Asian FTA on Japan’s agricultural and food processing
sectors. Firstly, we will Jook at the current Jevel of import and tariff rates as a premise for the

simulations.
Table 2 shows Japangse imports by sector, and region,jn 1997 as listed in the GTAP database.

Imports of agricultural products and foods from East Asian regions are fairly low, At the same time,

there are high levels of imports from NAFTA, which includes the USA and Canada, and the Rest of
World, which includes Australig, In the rice sector, there are some imports from China and Thailand
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are smaller than that in simulation 1. Accordingly, the jncrease jn the world rice export price Js
ninimized. As a result of this, Japan’s terms of trade improve more than jn simulation 1, as shown in
Figure 2. This can be described as a case in which the results of the simulation demonstrate Japan’s / ,

influence as a “large country” in the context of trade theory,

processing sectors. We have concluded as a result of limited analysis that the introduction of a direct
subsidy in rice sector is the second-pest policy alternative, However, we recognize that our approach is
not sufficiently accurate fo function as the foundation for forming yeal policies,

Firstly, according to WTO rules, agricultural subsidies must satisfy the condition of what is

described as the “decoupling policy”, which means decoupling, the value of the subsidy from the value
of production and pay to producers as compensation for income. The purpose of this policy is to
minimize the distortion to product, markets. If Japan jntroduces a new agricultural subsidy, it will be
necessary to satisfy this condition. However, the production subsidy in our simulation is proportional to
production and not consistent with the “decoupling policy”, so we must make improvements with
regard tq this point.

Secondly, the Japanese government has begun to consider jntroducing a new agricultural subsidy
that targets only farms above a certain size, with the aim of enlarging, the scale of farms. Jn considering
the, land accumulation effect of this new subsidy, we must introduce the productivity improvement
effect into our simulations.

We would like to introduce these improvements into our future research jnto FTAs and Japan’s

agricultural policy.
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Table 1: FTA-Related Developments in East Asia
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Figure 2: Change in Terms of Trade
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Table 2: Japan's Imports by Sector and Region (1997)

(million US dollars)

ROK_| China |Hong KondIndonesid MalaysialPhi [Singapord Thailand| Vietnam | Restof Asin] NAFTA | EU | Russia |Restof World _Total |
Rice 3| 44) 0 12 3| 2) | 1 10] 12_6{ 2 1 90| 358
Cereal grains 33] 370 0 171 32 4 26| 107 37 155 4,704 299 0 1.828]  7.766
Vegetables and fruits 68 471 0 B 0| 267 0] 31 3 o1 1,082 65| 1 537] 2,625
ther crops 1 128] 0 1 0| 0 0 1 2] 9| 2079 2 0 556] 2,778
Meat and animal products 9 201 1 7 5) 1 4] 16 6] 186]  2.396) 178] 6] 1499 4,515
aw milk 0 1 0 0 0| 0 0 0 0 3] 0 6| 0 16 27
atural fibers (1] 18 0| 3 (1] i 0| 0| 0| 43 277, 3| 0| 320, 671
Meat products 255 612 2 1 2 1 0 362] 4] 304 1.384] 1098 1 370]__4.326
Dairy product: 1 1 (1] 0| 1 1 5 1 0| 1 273 283 1 574 1,143
Other food products 1,061 2.214] 201 998 382 252 161 1,733 425 1,424 5,669 2,853 830, 4,486] 22688
Aglicultual Products and Foods 1.431] 4,058 204 1 202~ 536 196]  2.316 477|  2.227] 17,990 4,717 10.276] 46,896]
Forestry 2 6_ﬁ| 0| 13 443 2] 9 30) 3 24| 1.566] 45| 649 864] 3.719
Fishing 359] 424 31 129 33| 18 15 21 20 249 275 132] 216 : p
Minerals 1,855 3,259 1,661 3 £ 4 806| 1,790 37E
Textiles and Apparel 1.290] 12.059 5
Chemical product 1.364) 2,175
Metals 2,430 2.144] 7.512]
Machi 5.218] 11,496 G 2% 2,812
Other d products 949 6,813 5,631 172, 3.801
Services 1,029 1.642]  1,063] 942 732 340 1 271| 1.207| . 41,590 1.328]  20.767
Total 15.926] 44.138]  2.516] 13.358] 9.985] 4.782[ 8275 10.805] 2 208 103.710) 5192 92,564

Source: GTAP Database Version 5.4

Table 3: Japan's Tariff Rates on Imports from Various East Asian Regions

ROK China [Hong KongIndonesia| MalaysiaPhilippinedSingapore| Thailand| Vietnam
Rice 409.0 409.0 409.0 409.0 409.0 409.0 409.0 409.0 409.0
Cereal grains 22.1 23.5 49.2 22.0 22.1 22.0 22.1 22.1 22.1
Vegetables and fruits 44.9 44.9 44.9 44.9 44.9 44.9 44.9 44.9 44.9
Other crops 76.4 76.2 51.1 68.0 76.2 76.4 76.0 67.1 61.4
Meat and animal products 17.8 9.5 27.3 10.2 6.3 23.5 7.5 8.6 5.1
Raw milk 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Natural fibers 54.5 43.6 2.7 3.8 0.0 0.0 12.5 21.0 1.0
Meat products 58.2 58.2 58.2 58.2 58.2 58.2 58.2 58.2 58.2
Dairy products 287.0 287.0 287.0 287.0 287.0 287.0 287.0 287.0 287.0
Other food products 37.0 37.6 38.0 38.9 16.4 35.7 32.7 47.5 38.1
Forestry 4.7 2.9 2.0 0.6 0.1 4.5 2.4 4.2 1.1
Fishing 6.8 5.5 2.4 3.3 3.8 3.0 2.9 4.2 3.6
Minerals 2.9 -0.5 1.0 -0.5 -0.4 0.3 3.1 1.7 -2.0
Textiles and Apparel 10.4 11.6 13.0 8.3 5.9 11.8 11.4 9.5 11.6
Chemical products 2.6 2.7 2.9 2.5 2.0 2.7 2.0 1.2 3.2
Metals 2.1 1.1 0.3 0.3 1.2 0.3 0.3 0.9 0.3
Machinery 0.1 0.3 0.3 0.2 0.0 0.3 0.0 0.1 0.7
Other manufactured productd 7.5 7.5 3.3 7.0 5.4 4.0 2.5 2.7 6.3

Source: GTAP Database Version 5.4




Figure 4: Price of Imports in Japan
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Figure 6: Change in Trade Balance by Sector in Japan

(million US dollars)
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Figure 8: Change in Employment of Skilled Labor by Sector in Japan
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Figure 9: Change in Employment of Unskilled Labor by Sector in Japan
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Table 4: Decomposition of Contribution to Equivalent Variation
(million US dollars)

SIM1 SIM2 SIM3
Resource Allocation Effect 2,394 -597 170
Changes of Capital Goods Price -1,191 -1,265 -1,295
Changes in Terms of Trade 7,058 7,916 8,119
EV (Total) 8,260 6,054 6,994

2 —

Figure 10: Change in Export Price by Sector (World Average)
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Appendix

Figure Al; Production Structures of GTAP Models

Qutputs
Leontief type -
Production Factors Intermediate Inputs
CES type — CES type —
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CES type —
Exports  Exports........... Exports
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Table Al: Aggregation of Regions

Regions Original regions

Japan Japan

ROK Korea

China China

Hong Kong Hong Kong

Indonesia Indonesia

Malaysia Malaysia

Philippines Philippines

Singapore Singapore

Thailand Thailand

Vietnam Vietnam

Rest of Asia Taiwan; Bangladesh; India; Sri Lanka; Rest of South Asia

NAFTA Canada; United States; Mexico

EU Austria; Belgium; Denmark; Finland; France; Germany; United
Kingdom; Greece; Ireland; Italy; Luxembourg; Netherlands; Portugal;
Spain; Sweden

Russia Russian Federation

Rest of World | Australia; New Zealand; Central America, Caribbean; Colombia; Peru;

Venezuela; Rest of Andean Pact; Argentina; Brazil; Chile; Uruguay:;
Rest of South America; Switzerland; Rest of Eur Free Trade Area;
Albania; Bulgaria; Croatia; Czech Republic; Hungary; Malta; Poland;
Romania; Slovakia; Slovenia; Estonia; Latvia; Lithuania; Rest of
Former Soviet Union; Cyprus; Turkey; Rest of Middle East; Morocco;
Rest of North Africa; Botswana; Rest of South Afr C Union; Malawi;
Mozambique; Tanzania; Zambia; Zimbabwe; Other Southern Africa;
Uganda; Rest of Sub-Saharan Africa; Rest of World.
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Table A2: Aggregation of Sectors

Sectors

Original classifications

Rice

Paddy rice; processed rice

Cereal grains

Wheat; other gereal grains,

Vegetables and fruits

Vegetables, fruit, nuts
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It is to be expected expectable that these effects will cause be the source of political
objections to the FTA in Japan.
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Without tariff removal, there is no decrease in the import price of rice and or increase in the
volume of rice imports, of rice as we can be seen in Figures 3 and 4.
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dollars., due to the continued high It was caused by import price which kept high levelof
imports.

(2) Simulation 3
In simulation 3Here, we have assumed a production subsidy on for the rice sector in
simulation 3. The rate of subsidy is 64%, which is a rate calculated to minimize the reduction
of value added. Other than on that point, simulation 3 is identical to simulation 1. In this
case, the import price of rice decreases, as shown in Figure 3,. Bbut the magnitude of the
decrease is smaller than in simulation 1. There is some increase in imports of rice imports, as
shown in Figure 4. The Vvalue added in the rice sector decreased -by 1.70%, which isthe
minimum rate that we could reach achieve by through the manipulation of production
subsidiesy. The Ddecrease of in employment of labor is much smaller than in simulation 1,
as shown in Figures 7 and 8. The Eequivalent variance of Japan is $8,257 million dollars,
which is smaller lower than in simulation 1 but larger higher than in simulation 2.
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would have there are positive economic effects for the majority of potential member
regions in the case of East Asia FTA. However, negative effects on the agricultural and food
processing sectors are expectable in can be expected from our simulation. We introduced
hypothetical scenarios to reducinge the domestic political risk for resulting from the FTA.
From the pointin terms of welfare, simulation 3, i.e. or the introduction of a production



subsidy in the rice sector, has an advantage.

However, as mentioned above, it does not mean this scenario is would be consistent to
with WTO rules or politically acceptable for potential FTA partners. Additionally, we did
have not make any examinedations for the fiscal cost of this policy choice here. It This
would be must be essential for policy design induring the next stage.
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