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Preface

The collected volume “Linked Together for 150 Years: Hungary and Japan” emerged
from the framework of the Oriental Business and Innovation Center (OBIC) over the
course of 2018.

Since the team at OBIC began to focus on research in 2016, six books have been pub-
lished as part of the OBIC Book Series. These texts cover a diversity of topics ranging
from economic development strategies to collected works focusing on a single coun-
try. This new collection attempts to touch upon on some of the social and economic
trends in Japan that have a relevance to Hungary. The obvious occasion for the 2019
launch of this book is that it is the anniversary of 150 years of diplomatic relations
between Hungary and Japan, however, it must be underlined that an anniversary is
not sufficient reason to launch a book: solid research papers are also needed.

The authors whose work is presented in this book are either affiliated with the
Budapest Business School, the Faculty of International Management and Business,
or have been affiliated in some capacity to this faculty in the past, and thus the book
represents many years of research and local knowledge. Given this background, it
is easily understandable why the phrase, “It is our greatest pleasure to present this
book now" is more than merely a courtesy from our side.

The chapters of the book basically aim to improve local knowledge of Japan's eco-
nomic and social development in different disciplines, ranging from micro-economic
to macro-economic, as well as regional analyses.

We are very thankful for the assistance provided by the Japan Foundation, Budapest
and last but not least the founders of OBIC: the Central Bank of Hungary and the
Budapest Business School, without whose generosity and commitment to scholarship
this volume would not have been possible.

The Chief Editor of the book:
Csaba Moldicz, PhD






Japanese Firms in Hungary: Skills Supply and Demand
A Socio-Cultural Background*

Anna Székacs — Noriko Sato

1. Introduction

The appearance of Japanese firms in Hungary has a short history. The Hungarian-
Japanese trade relations were developed from the end of the 1970s, with the
Japanese trading houses being opened. These trading houses directly helped the
appearance and operation of production companies immediately before and after the
change of regime. This also contributed to the fact that Hungary was in a competi-
tive position at that time and more and more Japanese companies favored Hungary
compared to other Eastern European countries. After the turn of the millennium,
Hungary's accession to the European Union further strengthened Hungary's position
and the number of companies reached 165 by 2007 (of which 53 were manufacturing
companies). As a result of the financial and economic crisis of the Lehman shock, this
number temporarily declined (by 2014 only 151), but it recovered by 2018, with JETRQO'
showing 160 Japanese companies, 50 of which were manufacturing companies.
Manufacturing companies need a highly trained and efficient workforce. According
to the JETRO survey (December 12, 2017), a number of Japanese companies have
recently claimed that one of the biggest challenges to their operations in Hungary is
the acquisition and retention of labor. One of the reasons for this is that the organi-
zational structure and organizational culture of Japanese companies differs in many
respects from the ones in Hungary. Expectations differ because Japanese thinking
works along other values. The differences in expectations and the lack of knowl-
edge of Japanese corporate culture on many occasions have led to conflicts between
Hungarian and Japanese workers, and Hungarian employees and Japanese manage-
ment. In this study, we are trying to expose whether these conflicts can be solved by
introducing Japanese thinking and culture, and whether workers with such knowl-
edge are in need, whether there is a need for the aforementioned from the Japanese
companies’ side. Can this knowledge be taught at all and, if so, how? What do special

* Translated by Amadea Bata-Balog
1 Japan External Trade Organization is a commercial organization of the Japanese government, one
of which is to promote economic cooperation with foreign companies.



expectations mean, what are the factors that make joint work harder for Hungarian
employees from a Japanese perspective, and what kind of cultural background can
it be traced back to? Has the labor situation changed since research carried out in
20087 Does the effect of generational change occur? We compare the results of the
2008 research with the current situation. We analyze what is it that an employee at
a Japanese firm should be prepared for, and what is it difficult or unfeasible to be
prepared for, and why. We also deal with how to prepare. The authors of the study
have been teaching Japanese business language, business communication, and nego-
tiation techniques for more than thirty years, in addition, they hold a Far Eastern
intercultural management course at the Faculty of International Management and
Business (FIMB) of the Budapest Business School (BBS). Students learn economics,
commerce, marketing, and many are enrolled in English or French programmes, but
in general they speak 2-3 European languages at a high level and besides that they
choose Japanese. Before they graduate, they take a semester of compulsory intern-
ship. Some of the students studying Japanese have the chance to participate in uni-
versity partial trainings with a scholarship in Japanese language area. Many choose
Japanese companies in Hungary or find a workplace in Japan for their internships.
In thirty years, the number, the situation and needs of domestic Japanese companies
have changed significantly. At the beginning, many of our former students started at
companies working with a large number of Japanese employees and achieved major
careers. It further provided an opportunity to recruit and hire colleagues, employ-
ees who had also graduated from BBS. Thus, a multi-generational partnership could
be established between some domestic Japanese firms and the BBS FIMB. In our
research, we introduce the situation and development of Japanese firms in Hungary
by summarizing the history of the literature and with recent data, besides comparing
the results of the previous surveys with the results of the 2018 research. We inter-
viewed Masahide Honda, head of the JETRO Budapest Office and co-worker Laura
Balazsy, as well as our former students in leading positions of domestic Japanese
companies. We introduce the resulting situation by the revealing of the socio-cultural
background.

2. Japanese Firms in Hungary: Background until 2008

2.1. The Beginnings

After the post-war frosty period, Hungarian-Japanese diplomatic relations were

renewed in 1959 with the formation of the Hungarian Embassy, and in 1960 it was
followed by the restoration of economic relations with the opening of the Trade Office



in Tokyo. The easing of the Cold War made it possible for trade relations to start,
however at the beginning, there was only a little room for maneuver for the country
as the Soviet interests set the course and line. The tangible sign of the strengthening
of relations was the Hungarian-Japanese payment agreement of 1961, and the rise of
diplomatic relations to the ambassador level in 1964. The excellent performance of
the Hungarian athletes at the Tokyo Olympics also brought a great deal of recognition
to Hungary. Although trade relations were unequal, they showed a development? that
was further promoted by the "new economic mechanism” of 1968. Aluminum exports
began and, living with the new opportunities, taking advantage of the development of
the Japanese industry, some technical products were imported too. Subsequently,
cultural and commercial agreements were concluded from the 1970s, and organiza-
tions promoting relations, information exchange, economic cooperation were estab-
lished in both countries, such as the Hungarian-Japanese Economic Club founded in
1971, or the Japanese-Hungarian Section of the Inter-Parliamentary Union formed
in 1973 in Japan. In 1975, the Trade and Shipping Agreement between the two coun-
tries was signed, which provided the principle of maximum discount. From the 1970s
onwards, in addition to trade relations, Hungary also negotiated a credit agreement
with Japan. During this period, commercial loans dominated, Japanese banks financed
machinery purchases and other specific projects (Boromissza, 2007, p. 20). In 1979, a
Memorandum of Understanding on Technical and Scientific Cooperation was signed,
and in 1980 an agreement on the avoidance of double taxation was concluded. The
Hungarian-Japanese commodity turnover increased by about 400 times by 1980
compared to the 1967 data®. By the end of the 1980s, exports increased eightfold,
and imports almost doubled“. One of the reasons for this was the fact that Hungary
was included in the Generalised Scheme of Preferences (GSP) system in 1986 as well
as that the branches of large Japanese trading houses settled in Hungary, the main
objectives of which was to strengthen trade. In addition to boosting traffic, the rep-
resentative offices of the trading houses also worked to promote productive invest-
ments. The Japanese companies’ willingness to invest was increased by the fact that
these Japanese companies took over the acquisition of business information, the
mediation between the Hungarian authorities and the companies. It is well known that
the Japanese always trust much more (in the past as well as today) in their own citi-
zens than in foreign providers. Only one of the reasons for this is the question of trust,

2 In 1967, Hungarian exports to Japan were USD 1.3 million according to Japanese statistics, however
Hungarian statistics recorded a turnover of HUF 13.5 million (Kiss, n.d.)

3 By 1980, exports reached HUF 402 million, while imports amounted to HUF 4.354 million
(Boromissza, 2007, p. 21).

4 By 1987, exports amounted to HUF 3.282 million, while imports were HUF 7.117 million (Boromissza,
2007, p. 21).



the other is the cumbersome communication, the incomplete knowledge of English.
From the second half of the seventies a proliferation of an office network in Eastern
Europe was started by the trading houses (Itochu Corporation, Marubeni, Mitsubishi,
Mitsui, etc.). ltochu’s representative office in Hungary opened in 1978. Initially, their
main task was to stimulate imports (textile, machinery, chemical products, food prod-
ucts), but later it was expanded to provide investment advice, administration and
support (Sekimoto, 2008). This office helped establish the first Japanese production
investment, Polifoam Kft. in 1984, where production started in the second half of 1986
on the basis of Japanese technology (Boromissza, 2007, p. 40). In 1985, Osamu Suzuki,
president of Suzuki Motor Corporation, made a proposal to manufacture cars in
Hungary, and again it was the Itochu’'s commercial office contributing to the decision to
implement the Suzuki car factory in Esztergom within the framework of a joint venture
(Tanaka, 2014, p. 215). In the preparation of the Suzuki project and the political decision
in 1987, the Hungarian-Japanese Economic Club also played a major role. After 1987,
another chemical investment was made (Agroferm, Salgétarjani Uveggyapot Rt.), and
Japanese investors set up a producing company in the form of a greenfield invest-
ment with Hungarian state-owned enterprises. Also in these cases, it was the local
branches of Japanese trading houses that helped to find the right Hungarian partner
and assisted in the investment process and implementation.

2.2. Joint Ventures and Japanese Firms with Foreign Operation in Hungary
after the Change of Regime

The investor and company formation processes that started in the period right before
the change of regime have intensified since the early nineties. The Suzuki investment
was concluded in January 1990 and was the result of many years of negotiation. The
construction of the plant started in November, and in April 1991 the joint Hungarian
Suzuki Corporation venture was established®. The plant was completed by December.
Although most of the workers were trained in Hungary, in 1991 seventy Hungarian
workers traveled to Japan to take partin a preparatory training programme at the
Suzuki Motor Co. in Kosai in Japan. There were some wrangles between the workers
from Esztergom who took part in the training and the Japanese host, which could
have been caused by the differences in corporate culture. Hungarians criticized
the Japanese working conditions (the daily one-and-a-half-hours overtime and the

5 Distribution of ownership of the Hungarian Suzuki Corporation joint venture: Suzuki Motor
Corporation (40 percent), Itochu (11 percent), International Finance Corporation (9 percent) and
Autdkonszern formed from forty Hungarian firms (40 percent) (Boromissza, 2007, p. 41).



meals). Finally, eight members of the group returned home early. According to the ex
post analyzes, the initial conflict was caused by the lack of accurate information (the
workers were not aware of the detailed content of their contract) and the difference
in lifestyle and eating habits (small portions, many fish and rice) and, thirdly, the
monotony of the long work beside the production lines. It provoked controversy in
the workers that smoking and drinking were forbidden, that the working conditions
were too strict and the hourly wage was too low. Suzuki reacted quickly to the con-
flict with the help of nemawashi #R[EIL (laying the groundwork, making necessary
arrangements) (Tanaka, 2014, p. 219). By April 1993, a total of one hundred and fifty
Hungarian workers were trained at the Suzuki Motor Co. Kosai factory, and no fur-
ther conflict arose, moreover the Japanese management was extremely pleased with
the professionalism of the Hungarian maintenance staff. In 1992, the first Hungarian
Suzuki was produced, and next year the production and sale of Suzuki cars started in
Esztergom. During the first two years of operation of the company, Hungarian Suzuki
Rt. subcontracted with thirty-three Hungarian companies (Maké — Novoszath, 1995,
p. 58). By 1991, together with Hungarian Suzuki, 5 Japanese manufacturing compa-
nies were operating in Hungary. By 1997, this number rose to 15, and by 2000 it was
32. The rest of the countries in the region were lagging behind Hungary, in 1991 only
the Czech Republic had a Japanese manufacturing company, a total of one, and later
in 1993 one was established in Poland, and in 1994 in Slovakia. Hungary managed
to preserve its leading position in terms of investments until the late nineties, and
this was due to the fact that Hungary welcomed foreign direct investment while the
Czechs and Poles had reservations. During this period, the Japanese found political
stability in Hungary, there were investment incentives and there was infrastructure
for transportation, hence Hungary was the leading investment destination until the
turn of the millennium (Baldzsy, 2002, pp. 85-86). Another advantage of the favorable
investment environment was the fact that, Hungary was the first Eastern European
country to sign a visa waiver agreement with Japan, according to which from 1992 in
the first place official journeys were visa-free, and then from 1997, visa-free travel
was fully implemented (Boromissza, 2007, p. 22).

In the 1990s, the number of commercial representations of Japanese firms increased
significantly and the spectrum they represented was expanding. In addition to assem-
bly companies (Suzuki, Sony), producers of photographic products, office machines,
instruments (Minolta Hungary, Fujifilm, Hitachi, Nikon, Canon, Omron) and produc-
ers of entertainment electronics (Yamaha, Alpine, Aikawa, Clarion, TDK) appeared
(Bassa, 2007, p. 57; Boromissza, 2007, p. 43). The direction of Japanese investors
changed from the second half of the nineties, instead of opening new commercial
offices, the manufacturing industry itself was moved to Hungary, mostly from the Far



East. The possibility of Hungary joining the EU also played a role in this, so Japanese
companies could significantly reduce their customs burden (Boromissza, 2007, p. 44).
Producers of car parts that arrived in the second half of the nineties (e.g. Denso, 1997)
brought some of their suppliers, and doing so they started a process, a wave of sup-
pliers of small and medium-sized companies. In addition to automotive companies,
those working in the electronics industry also mostly preferred their foreign suppli-
ers over Hungarians. The parent companies rather trusted in their old suppliers, the
Japanese firms because they were able to ensure Japanese quality. Suzuki's deputy
chief executive, Laszlé Urban’s claims that the clients had such high expectations for
suppliers that could not be met without innovation skills, excellent work organization,
cost-cutting capability and follow-up were already true at that time (Lukacs, 2015).
Approaching the EU accession, and after becoming a member, the stock of foreign
direct investment in Japan continued to grow in Hungary. By 2006, according to the
data of JETRO's Budapest office, the number of Japanese companies increased to
over one hundred, including a manufacturing company, a commercial and financial
company, a representation, a logistics company, as well as an R&D company. In this
period, about 320 Japanese worked in Japanese firms in Hungary with a total work-
force of around 25,000 (Székacs - Sato, 2008, p. 118).

3. The Japanese Companies in Hungary between 2008 and 2018

3.1. The Evolution of the Number of Companies and the Workforce between
2008 and 2018

Over the past ten years, there has been waves in both the number of companies and
the number of employees they employ. While figures show an increase between 2007
and 2009 (the highest number was registered in 2008, a total of 167 companies), the
number of companies decreased after 2009 and the bottom of the decline was 2014.
During the years of the crisis, major Japanese factories closed their gates, including
Sony, TDK and Sanyo among others. Afterwards, the number of companies started to
grow again, and by the year 2018 it approached the 2008 numbers again, and in 2018,
160 domestic Japanese companies were registered (JETRO Budapest, 2018). Between
2012 and 2016, several new firms have chosen Hungary, such as Takata, TS Tech,
JSR or NHK Spring. There was also an example of a Japanese company acquiring a
parent company of a non-Japanese manufacturing company operating in Hungary,
and thus Japanese corporate presence was further strengthened in Hungary
(Bird, 2016).



Table 1

Trend of Japanese companies

2014 2015 2016 2017 2018

46 47 47 51 53

2 2 2 2 2

50 50 51 51 51

7 7 8 7 7

2 2 2 1 1

7 7 8 8 8

4 4 4 3 3

33 33 32 33 35

2007
Manufacturing 53
R&D 2
Sales 49
Trading 6
Finance
Logistics 9
Construction
Service 39
Total 165

151 152 154 156 160

Source: JETRO Budapest, 2018.

There are many reasons for the fluctuation. According to Masahide Honda, CEO of

JETRO Budapest, the number of companies during the Lehman shock period fell due

to the economic crisis, but it is now starting to return to its 2007 level. The 2011

disaster also made the situation of producers and suppliers difficult. At the same

time, the Hungarian economy has strong competition in the Eastern European region

with regard to Japanese investments, referring to the Polish and Czechs. The initial

Hungarian superiority has run out and the current situation is that most Japanese

companies in the region, including producer and non-producing companies, are in
Poland (300 companies). It is followed by the Czech Republic with 250 companies, and

after that comes Hungary with 160 companies today.

Diagram 1
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According to the graph prepared by JETRO Budapest, there was no significant change
in the sectoral distribution of Japanese companies in Hungary between 2008 and
2018: almost one third are manufacturing companies, one third are trading compa-
nies and one fifth are service companies (JETRO Budapest, 2018). There was a pos-
itive turnaround regarding the composition between 2012 and 2016: while the num-
ber of representative offices with 1-2 employees was nearly 8 percent lower than
before, concerning the number of manufacturing companies, a 7 percent increase
was recorded (Birg, 2016).

Table 2
Number of Japanese companies and employees

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Number of local 26086 283132309021 593 23 457 25523 25 238 26 412 28702 30 923 33 93833 609
employees
Number of Japanese 159 161 159 155 151 148 146 147 147 151 156 160
companies

Number of employees 322 315 274 241 230 235 250 271 293 324 314 335
from Japan

1.23% 1.11% 1.19% 112% 0,98% 092% 0,99% 1,03% 1,02% 1,05% 093% 1,00%

Source: JETRO Budapest, 2018.

In terms of the number of employees, the number of employees recruited in Hungary
was somewhat different compared to the progress in the number of companies being
at the lowest in 2010 (21,593 people), and then from 2014 it shows a more dynam-
ic growth. In 2016, it exceeded 30,000 and currently there are nearly 34,000 local
employees. The number of workers seconded from Japan was at its lowest in 2011
(230 people), then increased gradually, and by 2016 it recovered to the level of 2007
and currently it is 335 people. Approximately 1 percent of the number of employees
enrolled here is seconded from Japan. This rate was the lowest with 0.92 percent
in 2012. As a sluggish trend, it is apparent that in more and more companies, the
Hungarian executives are taking over the position of the Japanese. According to the
survey, the largest employers are Denso, Suzuki and Ibiden, but also in six other com-
panies the number of workers exeed 1,000 (JETRO, 2017).

The regional location of Japanese companies in Hungary was previously character-
ized by preference for the capital, or places close to the capital, being easily acces-
sible (Bassa, 2007, p. 58). According to the 2014 data, the majority of the companies
were in Central Hungary. Qut of these, 80 percent of manufacturing companies (37 out
of 46) operated in the countryside in 2014. Most of them were located in the Central
Transdanubian region and 7 companies were based in Northern Hungary. For the
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regional location of Japanese companies with reference to the capital and the coun-
tryside, current data indicates a nearly half-to-half distribution. By 2018, the presence
of producer companies in rural areas increased. The spatial dispersion and the com-
panies appearing in the country’s eastern part are related to the way they invest. As
Masahide Honda, CEO of JETRO explained, while Japanese companies have typically
invested in greenfield investments, more recently Japanese companies are making
acquisitions too. Where there is a Hungarian firm, they get hold of it, acquire it (e.g.
GS Yuasa, NIDEC). As the significant increase in the number of manufacturing compa-
nies can only be partly attributed to greenfield investment, in most cases, the parent
company becomes a Japanese asset as a result of international acquisitions, such as
Dreher — Asahi (World Economy, July 07, 2017).

Table 3

Distribution of Japanese companies by region in 2014

Manufacturers Companies
Central Hungary 95 Central Transdanubia 21
Central Transdanubia 27 Central Hungary 9
Northern Hungary 7 Northern Hungary 7
Northern Great Plain 5 Northern Great Plain 4
Southern Great Plain 4 Southern Great Plain 3
Western Transdanubia 3 Western Transdanubia 2
Southern Transdanubia 0 Southern Transdanubia 0
Source: JETRO Budapest, 2018.
Table 4
Number of companies, capital/countryside ratio

2014 2015 2016 2017 2018
Budapest 74 77 78 77 83
Countryside 73 70 73 79 77
Total 147 147 151 156 160

Source: JETRO Budapest, 2018.

3.2. New and Expanding Companies in 2017-2018

Recently, news about the expansion of Japanese companies, innovations, factory for-
mations and openings of new units has come almost continuously. In the summer of
2017, Nissin Foods' new ultramodern factory was inaugurated in Kecskemét. The rea-
son for the expansion was that there was a steadily increasing demand for the compa-
ny's products: instant noodles. The Kecskemét factory was built in the framework of a



33 million EUR investment and became the European center for the Japanese compa-
ny. In March 2018, the synthetic rubber factory of JSR Mol Synthetic Rubber Zrt. was
opened in Tiszaujvaros, which together with its raw material factory cost about HUF
130 billion. The Hungarians and the Japanese agreed to establish the joint venture
in 2013, then, at the end of 2015, they started the implementation. The government
supported the investment with a tax advantage (Bird, 2018). At the end of March, 2018,
the foundation ceremony of the factory of GS Yuasa Magyarorszag Kft was in Miskolc.®
In April, the Japanese Zoltek (subsidiary of Toray Industries, Inc.) announced that it
will expand its manufacturing facilities for its factory in Nyergesujfalu, and will make
another investment to this end. To the HUF 30.8 billion investment, the government
contributed with HUF 8.1 billion. The company created 357 new jobs’. There were two
enlargements in September, 2018. One of them is the Bridgestone in Tatabanya, which
has launched a new investment of HUF 9.2 billion, for which it received a non-reim-
bursable subsidy of HUF 826 million from the Hungarian government. The world's
largest company manufacturing tires and rubber products employs 1,100 people
in its factory in Tatabdnya, where 400 new employees were recruited only in 2017,
and 100 additional jobs were created with the new 2018 investment, which means
a new supplier capacity for the automotive industry®. The other autumn event was
the opening ceremony of the new logistics hall of NIDEC GPM Hungary Kft on the 28"
of September in the company’s factory at Bercel. The investment of the Japanese-
owned plant manufacturing auto parts was made up of HUF 15 billion. There are
currently 240 people in Bercel's NIDEC, but they will need an additional 160-170 staff
for developments in the years to come (EMIS, 2018). Having looked at the Japanese
companies’ new investments in Hungary, and the tendency of its in-house expansion,
guestions might arise concerning its reasons. According to Masahide Honda, Director
of JETRO Budapest, one of the reasons for this is definitely the preferential treatment.
The other motive is the strategic partnership, but it is for the already established
companies. As the director said; "Support is important”. In addition, unemployment
in Hungary is relatively high in many parts of the country compared to the Czech
Republic. That is probably why BMW is settled in Debrecen. It is quite interesting that
the support given to companies can be granted according to the EU rules, i.e. if it is
not an underdeveloped area, it is difficult to get EU financial support. So, the Czechs

6 Events—March 28, 2018—on the website of the Embassy of Japan in Hungary. [online] Available
form: https://www.hu.emb-japan.go.jp/itpr_hu/embassy_topics.html

7 News on the website of the Ministry of Foreign Affairs and Trade. [online] Available form: http://
www.kormany.hu/hu/kulgazdasagi-es-kulugyminiszterium/hirek/folytatni-kell-a-magyar-gazdasagi-
sikereket

8 Events—September 28, 2018—on the website of the Embassy of Japan in Hungary. [online] Available
form: https://www.hu.emb-japan.go.jp/itpr_hu/embassy_topics.html



now find it difficult to get it at the whole country level. However, Hungary's industrial
development is irregular. In other words, although Hungary is geographically far away
from Germany and the German market, and Eastern Hungary is even further away, as
well as there is the issue of how they can connect to the supply chain. Capital is now,
thanks to the support and the presence of the workforce, gradually entering places it
has not before. An example is the GS Yuasa factory in Miskolc or the NIDEC manufac-
turing Mercedes-Benz components in Nograd County, Bercel.

4. Communication Features in Japanese Business and Corporate Culture
4.1. The Basis of Communication in Japanese Culture

After the change of regime, Japanese companies did not particularly demand
Japanese-speaking staff, they were satisfied with the English language (at that time
the number of Japanese-speaking people was relatively low). The Japanese lead-
ers were not fond of that the subordinate understood what the leaders were talking
about. However, from the turn of the millennium, as the number of Japanese compa-
nies grew, Japanese-Hungarian joint work has repeatedly been subject to recurring
misunderstandings during work sessions and in communication. The intensification
of the problems was accompanied by the redefinition of needs. They recognised the
need for having not only English but Japanese-speaking staff, especially in middle
and senior management positions, who understood Japanese thinking, corporate cul-
ture, and are familiar with Asian management style. The firms initiated intercultural
communication trainings, and Japanese language trainings were launched at the fac-
tories. Therefore, in 2007, JETRO published a 36-page brochure on ‘Communication
with Japanese in Business’, which explains that “the more a foreigner experiences
business with Japanese, the more he/she understands the difficulties in communica-
tion ..." (JETRO, 2007, p. 4). They recommend non-Japanese employees of Japanese
companies to get to know the basics of Japanese culture, communication and busi-
ness communication in order to work efficiently.

4.1.1. Community Consciousness, Community Commitment

The communication of the Japanese is determined by the interpersonal relationships,
which always works everywhere in the community (Kitade, 1996, p. 39). “Everyone
belongs to a certain group, community” (Hidasi, 1998, p. 140). One of Japan’'s most
important values is its commitment to their community. Instead of individual inter-
ests, individual ambitions, responsibility for the community, identification with the



community is essential. Consequently, the basis of Japanese verbal and non-verbal
behavior is determined by community consciousness (Sato, 2014, p. 70). This is real-
ized in the Japanese behavior by the pursuit of harmony and social order, adaptation,
behavior in accordance with the honne and tatemae, respect for the hierarchy, and
uchi-soto communication.

The pursuit of harmony and social order, as well as the ability to adapt, is the result
of Japan's geographical and natural conditions. Harmonious coexistence with nature
for the Japanese is a way of life and philosophy. Instead of activity, people chose
passivity, and instead of conquering and manipulating nature they chose to adapt to
it. The result of the pursuit of harmony is that the Japanese do not trust language, but
prefer understanding without words, empathy. Instead of decisiveness, they incline
towards blurring everything (Sato, 2014, p. 73). In order to maintain social harmony,
the Japanese do not always say what they think. This means that there is a differ-
ence between the opinions given best suited to certain situations that one displays in
public (tatemae #7() and real feelings, personal opinions (honne &X&). The Japanese
speaker wants to create harmony in the community by displaying tatemae, so that
communication goes smoothly without any conflict. Since expressing honest opinion
may possibly lead someone to an unpleasant situation, i.e. even to a loss of face, so to
avoid this, only the tatemae, the opinion acceptable for everyone, is said. People raised
in Christian cultures often consider tatemae as dishonesty, insincerity, and some-
times slyness. For Japanese people, it is an important tool for maintaining harmony
between the individual and the community (Hidasi, 2012, pp. 6-7).

Respecting and preserving hierarchical relationships in Japanese society is a legacy
of Confucianism (Hidasi, 1998, p. 139). This is reflected in the respect and appreciation
of seniors, more experienced, elder or formerly entrants at school and at the work-
place. The hierarchical social relations in Japanese language are expressed in the
form of honorific language (keigo) (Shimamori, 2007, p. 44). The use of the honorific
language in communication is realized through the system of uchi-soto 77 -¥/ k. This
system describes the structure of the world, dividing it into an outer and inner world.
The in-group (uchi) consists of the self and the closest ones to me, my family, the nar-
rowest circle of friends. The outer-groups (soto) consists of all those with whom the
self has a continuous or occasional relationship (teacher, shop assistant, doctor, cli-
ent, workplace supervisor). Within the uchi circle, the world of the self is not a closed
world as it is in the West, but "the self dissolves, unites with the close family mem-
bers, friends, colleagues, who are close and are in a confidential relationship with it.
Compared to this, there is a strong boundary between the soto and the uchi circles,
and it is very difficult to move from the soto group to the uchi group” (Székéacs, 2003, p.



113). The Japanese mentality is influenced by relative categories rather than absolute.
In Japan, the situation or context—when, where, to whom, why, for what purpose—
depends on how someone behaves with others, how one communicates in terms of
uchi-soto. Relative communication causes the self to communicate with its boss in a
workplace situation in a soto relation, while communicating with the same boss in the
presence of a guest, the boss is transferred to the uchi category (Sato, 2014, p. 78).

4.1.2. The Importance of Form

The other most important concept of Japanese culture is the form (kata &) (Minamoto,
1993; Hidasi, 1998; Székacs, 2009). In Japanese thinking, content is approached from
the form. Ranging from the art, through the moral and conceptions, the everyday
life of the Japanese is permeated by the respect for form. The form is understood
both physically and spiritually, in physical terms it is the appearance itself. This sort
of perception of form is one of the most important elements of Japanese culture
and communication, and as such, it can often be a source of conflict when dealing
with foreigners. The form-centered Japanese culture was first inspected by Europe
alongside the appearance of martial arts. From judo to karate, they all begin their
training with form exercises. Form exercises, the katas are practicing discipline and
approach the content from the form. First one needs to know the kata well and pre-
cisely, and when the formal framework is ready to accommodate the content, they
fill it with content. The basic structure of the training also models the traditional Far
East corporate system of relations. The complexity of the form is of great importance
in all areas of business. There is a much greater emphasis on external expectations
of appearance, behavior, and compliance with external rules of communication than
there is in the case of Western companies. In many cases, compliance with formal
requirements is considered more important than the content of a given task. If we
do not understand the role of the form, we cannot understand why the Japanese
insist on keeping the habitual order, the accustomed form of written material, and the
physical presentation of examples instead of oral instruction. We cannot understand
why a Japanese HR manager, in a job interview with a Japanese company, judges
the formal “errors” much more rigorously than his Hungarian colleague, who does
not consider the inaccuracies and differences in dressing, gestures, or expression of
emotions to be faults via his/her own cultural glasses if the candidate has a strong
quality of content. Especially not so serious as to give up on the candidate. For the
Japanese party, however, the formal mistake is unacceptable, rather it chooses a
less qualitative employee (Székacs, 2009). It is well known that Japanese wrap gifts
beautifully and they also expect it in return, but it is hard to understand in business
life if Japanese customers return products (even a semiconductor) due to aesthetic



defects in packaging. Indeed, the Japanese believe that the aesthetic error refers to
the failure of the process and ultimately indicates that there might be a problem with
the quality of the product (Sato, 2014, p. 79). The perception of the content and the
form differs in the approach of the two cultures. This sort of form-centeredness is
most clearly manifested in the Japanese culture.

4.1.3. High Context Culture

According to E.T. Hall human communication is determined by the degree of context.
Japanese culture belongs to the high-context cultures. In high context interaction,
the information is already pre-programmed in the message receiver and in the envi-
ronment, and therefore the transmitted message contains only minimal information
(Hall, 1989, p. 101). This means that in Japanese culture, the information is not nec-
essarily in the linguistic message, but it may be in the situation or in the environment
too. Verbal communication is less favored by the Japanese, they read rather from the
physical context, from human relationships, or from the signs of the environment. In
contrast, in low-context cultures, most of the information is clearly in the linguistic
message, so people living there prefer verbal communication and encode the infor-
mation into a clear language. People in high culture—including the Japanese—feel
that those who communicate with them understand this non-linguistic code in the
same way as they do, read from the unspoken message, and thus communicate with
the people from low-context cultures succinctly. The Japanese feature resulting from
high-context communication is the sasshi 22U (guess) and the enrjo %= & (reserved in
manner, refrain). Since they cannot rely alone on words and linguistic expressions in
the interpretation of the text, they must also interpret the context at the same time. By
the holistic approach they deduce the content from the text. In Japanese communica-
tion, automatically, always and permanently sasshi operation occurs during the inter-
pretation. Conversely, it is also expected from the other party to interpret, deduce the
information out of what has been said or has not even been mentioned. According
to Ishii et al. (2002), the Japanese use the sasshi when receiving the message, while
enrjo is used when releasing the message, i.e. the speaker uses a refraining strategy
and keeps himself/herself in the background (Ibid., p. 127). For this kind of commu-
nication to work well, especially in a business environment, every participant needs
to have high empathy. It helps the understanding when both parties are familiar with
the communication strategies.



4.2. Basic Features of Japanese Verbal and Non-Verbal Communication

As a result of Confucianism, the Japanese society has a hierarchical and vertical
structure, a so-called tate shakai % 74t%= (vertical society) (Nakane, 1973), in which
linguistic and non-linguistic communication is based on age, gender and social rank,
position, status, and their complicated layering. The Japanese language reflects
the cultural reality: they expect respect for superiors, older people and for men. In
this community-oriented society, people establish relations and communicate in
accordance with the uchi-soto system, along with the constant control of the distance
between interpersonal relations. This is reflected in the very complicated honorific
language system. With the honorific language, the Japanese openly express respect
for seniors, while at the same time the speaker himself/herself speaks about himself/
herself and the members of his/her inner community using modest, humble lan-
guage expressions. It is not possible to communicate in Japanese without using the
honorific language. In the Hungarian language, we choose between informal and for-
mal addressing (two types), so we also use the personal pronouns accordingly (you
as informal, or you as formal pronoun). In contrast, there are no personal suffixes
in Japanese language, so “who speaks to whom, and in what relation the speakers
are with each other, and with whom (or what) they are talking about” is expressed
through the honorific language (Székacs, 2003, p. 111). In addition, clarity, direct word-
ing, and direct rejection are avoided in communication in order to maintain harmony.
They pursue using linguistic and non-linguistic techniques to avoid loss of face. The
linguistic communication of the Japanese people living in closed communities was
characterized by obscure wording, hiding information and hiatus phrasing. They didn't
like the frontal collision in communication. The intention of avoiding an open debate
and conflict is also reflected in the language phraseology. it is worth refraining from
explicit direct expressions and giving the possibility of ambiguous, uncertain wording.
This ambiguous, vague style is also used by businessmen to negotiate, often leaving
western people feeling insecure. One of the roles of ambiguity is to prevent direct
denial, so that the speaker does not have to say "no”. Negative questions also serve
the same purpose and—with its suggestive bearings—it makes it possible for the
other party to guess that the answer would be negative.

4.2.1. Verbal Feedback: aizuchi 1848

In Japanese culture, eye contact should be avoided because direct exposure gener-
ates a challenge and aggressiveness. Vivid, dynamic gestures, definite mimics, eye
contact are avoided, instead they react with a continuous smile and frequent verbal
feedback. The continuous smile covers the real emotions and thus an unexpected



emotional wave destroying the harmony between the speakers can be avoided. Verbal
feedback replaces eye contact. This verbal feedback has several variations, for exam-
ple s6 desu ka (| see’), naruhodo ('yeah, | got it’), s6 so (‘'yeah'), hai (‘'yes’), un ('yeah’)
etc. Because of the lack of eye contact in the Japanese language, two and a half
times more feedback is used than in English (Hidasi, 1998, p. 143). If the feedback is
hai ('yes'), hai, hai (‘'yes-yes’), it often causes misunderstanding, because it does not
mean consensus or consent, but it only means that 'l do listen, | hear what has been
said’. The Japanese often use this typical Japanese feedback when communicating in
English, and from time to time they respond by saying ‘'yes’, and it has misled many
from the West (JETRO, 2007, p. 23).

4.2.2. The Meaning and Significance of Silence

In Japanese culture, arts, architecture and interpersonal relationships, there is also a
great deal of silence. Silence, which in painting and music gives meaning to the filled
surface, space—hiatus in agriculture—can mean thinking, deepening in the subject,
gathering thoughts. Traditionally it was considered that educated people do not talk
much, do not chatter. Silence for the Japanese does not mean “embarrassing silence”
as for Hungarians, but it has a function. Hungarians get embarrassed if the Japanese
party fall silent at a meeting or negotiation, and remains silent for a long time, espe-
cially if it closes its eyes. Closing the eyes means concentration, it is the sign of atten-
tion, there is no offensive intent. Considering that the long silence between the con-
tinuous speech gives the impression for Western people that something is not going
well,—making them feel uncomfortable—they try to avoid it and look for words to
break the silence. As Hidasi puts it (1988); “a foreigner who feels uncomfortable or
embarrassed often makes the mistake of trying to resolve the silence with joking,
or even worse, with instancy. A more efficient approach is patient waiting, viz. these
silences have function” (Ibid., p. 143).

4.3. Specific Features of Written and Verbal Communication in Japanese
Corporate Culture

Naturally, the basic features of Japanese communication are also valid in business.
The Japanese prefer written communication to verbal communication (Condon, 1980,
p. 214). Many written materials are prepared in advance for the business meeting
on the agenda and background information, then a detailed report and reminder are
made afterwards. Visual sharing of messages and information is highly appreciated
(tables, charts, colorful images, notes etc. for presentations). Presentations, formal



speeches are often done by reading the written material. In contrast, personal and
verbal communication are considered important in Hungary. They do not read lec-
tures and speeches but say them by heart. Written documents are just personal
reminders. The Hungarians don't like writing a note, an agenda, or a record of nego-
tiations. If they do not explicitly ask for a note or a written report from the Hungarian
workers, they do not voluntarily prepare them. The Hungarians would like to handle
everything by oral communication.

4.3.1. Decision-Making and the Path Leading to It

The need for the harmonization of opinions awase &4 (coordination) appears both
in the daily life of the Japanese and in the business negotiations and decision-making
process. If a task is given, it is presented to all concerned before implementation and
they ask for approval from everyone. This is necessary to avoid an open frontal colli-
sion of opinions. In order to ensure a smooth and advantageous process of negotiation,
they prepare for negotiations with familiarizing the stakeholders with the plan—usually
in person, in an unofficial place—and bring the participants to a consensus in advance
by persuasion or compromise. Thus, the decision-making process in the negotiations
is no longer taking place through open debate, but occurs quickly, on the basis of a
preliminary discussions. This strategy of early conciliation is called nemawashi in
Japanese. In companies, this process is recorded in writing, by circulating the subject
to be discussed with stakeholders, and requesting the consent and approval of each
person concerned, which they confirm with their stamps. This process is called ringi
3% (JETRO, 2007, pp. 10-11). This process requires quite some time and energy, but
also ensures that there will not be any possible arising tension due to confrontation
between the parties. Thus, the decision-making meeting itself proceeds smoothly and
efficiently, which may have a positive effect on future working relations (Hidasi — Sato
— Székacs, 2015). Employees of Japanese companies in Hungary also get familiar with
nemawashi and ringi immediately after entering their job.

4.3.2. Japanese Negotiation Technique, Flow of Information

During negotiations, the pursuit of preserving community harmony and non-violent
behavior is also reflected in the particular reasoning, the threads of logic of Japanese
and in their circular, spiral approach of arguments and facts (Hidasi, 1999, p. 123).
While in the Western-style of communication linear reasoning, exact and precise
wording, and information transfer is a basic requirement, the Japanese return to all
guestions over and over again, they drip-feed information and word vaguely. During
negotiations, they approach a topic from different perspectives, from multiple sides,



and return to the topic over and over again. Questions are not solved step by step,
but all questions are clarified and resolved at the end of the negotiation in a holistic
manner. Businesspeople with less context-sensitive communication coming from a
task-oriented culture are mainly focused on "must know" information, which is nec-
essary information for the completion of the given task. The Japanese, on the other
hand, collect "good to know"-type of information. Questions and requests are not
always about a specific thing, but simply are concerned with the source of the infor-
mation they require. For the Japanese, the personal information of the negotiating
partner (where he/she comes from, where he/she graduated, the corporate system,
data of the company, etc.) is an important tool of negotiation for assessing the reliabil-
ity of the partner and calculating its actions (Hill et al., 1994, pp. 214-215). The western
party expects brief, summary documentation, information, and only gets fragments,
while the Japanese side wants to get to the point with the gradual introduction of
background information.

4.3.3. The Power Distance in the Workplace

Due to the hierarchical and community orientated character of the Japanese society,
work attachment is more important than family attachment and the community is
dominated by a paternalistic spirit (Hidasi, 1998, p. 140). This spirit also manifests
itself in the behavior of the bosses at work. At the workplace, the senior person can
speak grumpily and roughly with the lower rank (Akasaka, 1996, p. 93). Hungarians
working at Japanese companies often complain that Japanese superiors talk roughly
with them. On the one hand, this is because they feel their role in the hierarchy, on the
other hand, because they have an attitude towards the subordinates as they were the
head of the family, so they feel they can speak rougher as well. The subordinate can
be scolded by his boss before the others, and it is appropriate to apologize immediate-
ly. This does not deteriorate the relationship between the boss and the subordinate,
because scolding is not aimed at the person, but at the act itself. After scolding, the
boss (like a father), as if nothing had happened, returns to his previous behavior. In
Japanese companies (schools), the relation of sempai 55Z — kohaitZ also determines
behavior and communication. Sempai at school is someone in a senior class, at work
is a colleague entering the workplace earlier than us, in martial arts is an older, more
experienced partner; kéhai is someone in a lower class, colleague (younger) entering
the workplace before us, a beginner trainee. In this system, kohai needs to have abso-
lute respect for sempai. This system of relations can be maintained in business, it is to
refer to and build on it (Székacs, 2009). The newcomer, even if he/she is older, higher
educated or better qualified, is treated at a lower kohai level until he/she earns the
respect and trust. In Hungary, for all that, respect is not based on the position held in



the hierarchy, but on the basis of expertise, experience and personality. The relation-
ship between the boss and his or her subordinate can be distant, but at the same time
friendly in personal contacts. Hungarians, regardless of their rank and power, consider
public criticism to be a loss of face and an attack on the person (Sato, 2014, pp. 96-97).

5. Labor Situation, Expected Skills, Knowledge

Traditionally, Japanese companies attach a key role to human resource management.
If a company is established in a region,—besides political and social stability, the
existence of investment incentives, the availability of infrastructure and suppliers—
the presence of qualified and well-trained workforce are essential for the company’s
competitiveness. In the case of manufacturing companies, the low labor cost and
the level of wages play a significant role in the selection of the country to invest
in (Baldzsy, 2002). During the period of the introduction of Japanese companies in
Hungary after the change of regime, the loss of position in the region against Czechs
and Poles—besides the geographical location—was caused by the lack of adequate
workforce. Since 2002, several surveys and studies deal with the labor situation of
Japanese companies in Hungary, and the perception of the Hungarian workforce
(Balazsy, 2002; Bassa, 2006; Székacs - Sato, 2008; JETRO, 2017). During the initial
investment period (90s), it has caused difficulties that the Hungarian workers took
property home that belonged to the company, or did not keep their workplace clean?,
did not complied with the maintenance rules. This situation has improved a lot by the
turn of the millennium, but it turned out that many of the qualities that are positive in
Hungarian culture (someone openly telling his/her opinion, uses creativity and choos-
es individual solutions, changes jobs in order to reach higher and higher positions)
were found to be untenable in Japanese business culture (Baldzsy, 2002, pp. 95-96).
A publication was prepared in order to introduce Japanese business communication,
to deal with misunderstandings and difficulties (JETRO, 2007), and in larger com-
panies, intercultural communication trainings were organized with the involvement
of experts. Sato records that in 2005, during a training session for Hungarian and
Japanese executives and middle managers at a Japanese company, the Japanese
instructor asked the Japanese participants to write down what positives (and then
negatives) they could say about their Hungarian colleagues, and the Hungarian
instructor asked the same thing from the Hungarians with reference to the Japanese.

9 Cleanliness of the workplace and orderly working conditions are one of the most basic rules of
Japanese corporate management. The 5 S rule (Seiri 22 = order, Seiton 218 = tidying-up, Seiso ;&%
= cleaning, Seiketsu ;&% = cleanliness, Shitsuke ¥ = discipline, education for adherence to the rules)
was the first that the Japanese employers tried to achieve with the Hungarian workers.



The positive features of the Hungarian colleagues given by the Japanese: friendly,
obedient, helpful, Japanese-friendly. The Hungarians considered the Japanese to be
disciplined, thorough and the working colleagues are helpful. The negative ones were
as follows: the Japanese said that Hungarian workers don't apologize but seek excus-
es too often. They do not take notes, they have no sense of responsibility, they have no
sense of community and do not tolerate criticism well. The Hungarians, however, con-
sidered the Japanese colleagues to be distrustful, they feel that the locals are treated
as inferior, and have objections to the lack of accurate information (Sato, 2014, pp.
65-68). According to Bassa's questionnaire survey, the opinion of Japanese managers
about Hungarian workers is that their learning abilities and their openness to training
are stronger than their work intensity and work ability. Furthermore, their loyalty and
discipline are not considered enough, and they criticize the punctuality of Hungarian
employees (Bassa, 2006). The criticism, the attributes marked as negative, can in
both cases be explained by the difference between the Hungarian-Japanese way of
thinking, culture and the style of communication. This means that conflicts can be
resolved and managed through education and trainings can be mutually sensitizing.

According to the data of the KSH (Hungarian Central Statistical Office), the unem-
ployment rate continuously increased after 2003, and in 2010 it reached a peak of
11.3 percent. Since then, there has been a steady decline, with 4, 2 percent in 2017
and 3.9 percent in 2018'°. From a labor market point of view, this means that labor
shortages are to be continuously expected. This is confirmed by the KSH 2017 report,
according to which the number of vacancies waiting to be filled has been increasing
steadily since 2012 (KSH, 2018, p. 41). In terms of Japanese companies, the JETRO
2017 survey shows the same trend. The survey was conducted at Japanese compa-
nies based in Europe to find out what challenges in business management they face,
and what is directly affecting their performance (JETRO, 2017). From this it turns out
that since 2014, the biggest challenge for the Japanese companies that have submit-
ted responses has been to keep the workforce. Over the past two years, the second
biggest challenge has been the rise in labor costs. The survey also highlights that
about half of the Japanese companies responding strive to strengthen the profes-
sional development of engineers and technicians and increase their number (JETRO,
2017). It is also interesting because Bassa writes already in 2007 that Japanese com-
panies in Hungary find it more and more difficult to track down skilled workers, tech-
nicians, and middle managers (Bassa, 2007, p. 59). On the one hand, the problem of
retaining workforce results from the differences in loyalty approach (the individual

10 Unemployment Rates by the Hungarian Central Statistical Office. [online] Available form: http://
www.ksh.hu/thm/2/indi2_3_2.html



career opportunity is more important for the Hungarians than loyalty to the company),
and on the other hand, if Hungarians feel they are unable to move vertically or their
work is not recognized, they look for another job. According to a survey conducted by
Randstad Hungary in 2015, the second major reason for changing jobs in Hungary is
that “the company does not recognize their work” and that “career growth is impossi-
ble" (JETRO, 2016, p. 33). The author of the JETRO report found that Hungarians do not
usually express their dissatisfaction with their superiors, they just change jobs. They
avoid open debate and rather complain in the background, then shift to a company
offering better working conditions and wages. This phenomenon was also observed
by a Japanese management consulting firm (MJS, 2017). They reported that young
people left one Japanese company one after the other, because the leaders roughly
scolded them during negotiations, and did not accurately account overtime. The young
people did not report these problems to the company’'s management, rather they quit.
The consulting company suggested that corporate executives use an anonymous ‘idea
box' (meyasu-bako BZ#E) to find out the worker's opinion. The JETRO report reveals
that similar solutions are applied in Hungary to improve working conditions. Such a
solution is the disposition of the above-mentioned idea box (especially when ideas
are rewarded), or the solution where the personnel department is located next to the
production section, so that the employees can easily share their complaints. There
were also companies trying to entice well-trained workers leaving the firm back by
offering that they could return any time. As a result, 1 out of 5 employees leaving
the firm, returned (JETRO, 2016, p. 33). An interesting example of efforts to main-
tain the workforce can be detected at Dunaujvaros. There are several companies in
the area, so in order to acquire and retain a well-trained workforce, besides general
social benefits, events are organized to meet the needs of employees, such as Santa
Claus celebrations, events with Easter gifts in the spring or with ice cream in the
summer (JETRO, 2016, p. 36). These efforts to keep the workforce reveal the change
under way in the labor market. In 2007, the JETRO publication of “Communication with
Japanese in Business” aimed at integrating Hungarian workforce, briefing them into
the Japanese company features and cultural knowledge. The 2016 report prepared
by JETRO’s European office not only sets out expectations concerning the employees,
but they also want to understand what the well-trained workforce expects from its
company (JETRO, 2016). As Masahide Honda, CEO of JETRO, said, many Japanese
middle and senior executives in Japanese companies have foreign experience, foreign
language skills, so communication with them is easier, but there are still many com-
ing from remote areas of Japan who don't speak English well and barely have experi-
ence with foreigners. Consequently, if the number of seconded employees from Japan
continues to be over one percent of Hungarian workers, intercultural communication
knowledge (e.g. Japanese community orientation, the importance of hierarchy, the



importance of adherence to formal rules, context-sensitive communication, deviation
of business habits in decision-making and in information demand and in the way it is
handed over) and the awareness of expectations from both sides will be still mutually
needed.

6. Changes in Business Culture and Expectations, and its Educational
Implications

By the turn of the millennium, there had been numerous, ever-increasing changes in
Japanese society as a consequence of globalization. Mobility (businesspeople, tour-
ists, students, mixed marriages) has intensified, the flow of information has changed
with the help of the Internet, and the amount of information available at the same
time has increased. The individualism of the Western culture has emerged in the
community-conscious Japan with educational problems and integration difficulties
of young people. Only 16 percent of the Japanese youth acknowledged the lifestyle of
their parents as a pattern to follow. This fact, from the point of view of employment,
means that the employee career dedicated to work is no longer an attractive option
for the majority of the new generation (Hidasi — Varga, 2014). In addition, the trans-
formed, self-centered communication style full of young people that is full off abbre-
viations is difficult to understand for the elderly and is not considered polite enough.
Thus, the employment of young people who are hard-to-do with formal style is not
easy either. The question arises how these changes affect Hungarians in domestic
Japanese companies and not only those with Japanese language skills. For the time
being, the seconded middle, but particularly the top management in Japanese firms
in Hungary are those of the older age group, so they expect traditional communication
and they represent traditional Japanese values. Especially when they come from the
countryside and go abroad for the first time. Concerning the seconded workers com-
ing to Hungary, Masahide Honda, CEO of JETRO said that some of them are abroad
for the first time and they are from rural areas since the assembly factories in Japan
are mostly in the countryside. He explains about the changes that “the environment
is also different than it used to be, and the way of thinking of today’s twenty-year-
olds is quite different than it was before.” The practical impact of changes in social
and communication habits in Japan will also affect the daily business, (operating),
and the preparatory training of recruits at Japanese companies. Job interview train-
ing (videos) are available on the Internet (see: job interview clinic: youtube'). These

11 See e.g.: [online] Available form: https://www.youtube.com/watch?v=QiiYX0A4LkO; https://www.
youtube.com/watch?v=LcWuOPZRgvo; https://www.youtube.com/watch?v=zaoq8fF65a0



changes are also heavily impacting the courses of BSS's Japanese business language
and business culture, as a significant proportion of graduates are employed in such
positions in Japanese companies where they are in contact with Japanese executives
and middle managers. BBS has been training professionals dealing with economic,
commercial, and international relations since 1984 who, in addition to their English
(and other) language skills, will also learn Japanese business language during their
studies. Since 2004, while learning the language and business culture, students
have had the opportunity to attend a two semester-long Far Eastern Intercultural
Management course. This is currently being organized by the Oriental Business and
Innovation Center (OBIC) and it is extending students’ knowledge of Japan, as well
as of other countries in the region (China, Korea). During the course, students attend
lectures on the relationship between the region and Hungary, the countries’ history,
the etiquette and protocol expectations, and the characteristics of corporate manage-
ment. However, theoretical studies (lectures, professional language lessons) are not
enough to acquire the socio-cultural competence prevalent in the region, but there
is a need for continuous practice. We have attained the acquirement of practice by
introducing interactive forms of training beyond the lectures. We take the students to
a factory visit, we organize a discussion forum by inviting Far Eastern communication
professionals, Japanese company executives, and former students pursuing a pro-
fessional career in Japanese areas. We would like to present the topic of Hungarian-
Japanese business communication in a way that we collide the perspective of differ-
ent generations. For extra-curricular activities, we use the international cooperation
between BBS and Japanese higher education institutions (Székacs, 2008). Every year,
we welcome groups of Japanese students, who do collaborative research on a dif-
ferent subject each year with Hungarian students studying Japanese. Joint research
is also important, because a number of communication difficulties can arise, which
the present teachers can resolve and they can provide explanations for. Teacher con-
sultation assistance will no longer be available at the workplace, so the student can
make mistakes without “punishment”. While working, we also experience the intensi-
fication of the senpai-kohai relationship between the students. The situations in which
Hungarian students find themselves—which is often a situation that theoretically they
already known and have already practiced for (e.g. expressing a counter-opinion)—
appear to be a new phenomenon when experienced in practice. However, these situ-
ations pre-model workplace collaboration and are therefore very useful. Previously,
we conducted a survey among our senior students employed in leading positions at
Japanese and Korean companies about what benefits they experienced during work
processes or in corporate governance as an employee having knowledge in Eastern
corporate culture. The answer was that employees with such qualifications could
play a major role especially in the mediation between the two cultures. They must



play a kind of bridging role between the lower ranked Hungarian employees and the
Japanese and Korean management. Colleagues with such pre-qualifications undoubt-
edly promote cooperation (Székécs - Sato, 2008, p. 117). We asked Aikawa, economic
director (our former student) in 2007 what aspects she is guided by when she wants
to hire someone to the management for a long-term position, and she answered that
the colleague should be flexible enough, and available at any time in the often occur-
ring “special situations” at Asian companies. From this point of view, it is very useful if
the candidate already has knowledge of the Far East style of work, and it is especially
advantageous if the person has spent some time in the given culture. Our former
students, who have graduated at our institution and are employed in higher positions
at Japanese companies, are happy to hire our students learning Japanese because
they know the they are aware of the basic Hungarian-Japanese business communi-
cation and cultural differences (hierarchy, form, community, loyalty), and they have
the regional sensitivity. Several generations of former BBS students are working at
the Alpine Electronics Inc., and Sanoh Industrial Co.,Ltd. (Sanoh Magyar Kft.) and are
also pleased to welcome them for internships.

7. Conclusion

In our study, we reviewed the situation of Japanese companies in Hungary from the
beginning to the present, the requirements and expectations for the labor force and
the characteristics of Japanese business communication, in order to find the answer,
whether we can do anything as a teacher of Japanese business language and com-
munication in order to avoid difficulties at work. Our intent was to find out wheth-
er conflicts at the workplace could be solved by the understanding of the Japanese
way of thinking and mentality and would the Japanese companies benefit from such
knowledge. We were curious as to whether this knowledge could be taught and
whether the labor situation has transformed with the change of the Japanese social
background, or whether the effect of the generational change would occur. We believe
that we have a huge responsibility as teachers of Japanese business language and
communication, because the knowledge can be taught and can be passed on, espe-
cially if it has practical elements (factory visit, student exchanges, discussion forums).
An employee with such knowledge is very useful to a company when it comes to a
position where there is Hungarian-Japanese contact, or when simply the Japanese
working style does not need to be taught separately. From the students’ perspec-
tive, the popularity of the Japanese business language at BBS, and the Far Eastern
intercultural management subjects since 2004 has been sustained and continues
helping students in their employment. The same is true for the demand of Japanese



companies for intercultural communication training on the corporate side. Workplace
expectations 10 years ago—as we saw in JETRO's 2007 publication on communi-
cation differences—were about what the workforce should know and should learn
about the Japanese corporate culture in order to make joint work easier. Meanwhile,
by 2016, the JETRO European report stated that in Germany and Eastern European
countries, we were no longer living in a time when the company chose its people,
but when the employee chose their company (JETRO, 2016, p. 2). The change in the
trend was also signaled by the warning to Japanese companies, according to which
the main goal was not only to acquire a company employee, but rather to retain them.
Therefore, JETRO recommended that, in order to acquire and retain a well-trained
workforce, firms should try to understand the local workforce's expectations towards
the Japanese company and try to incorporate European business practices as well
(JETRO, 2016, p. 3). Generational differences are clearly visible both in Japan and
Hungary, and there is less and less loyalty even in the young Japanese, and they
tend to change jobs more and more easily. As Mr. Honda said, many people quit, and
work discipline has loosened too. Japanese companies in Hungary are also trying
to apply the measures utilized in Japan to addressing the retention of young people.
In the beginning of 2018, JETRO Budapest Office organized a seminar for domestic
Japanese companies’ HR on the challenge of employing the Z generation workforce
and addressing the problem. At the event, Hungarian sociologists reported on the
job-hopping tendencies of the young workforce, how to manage it, and the results
of the research. Although no official survey has been conducted on the fluctuation
rate of Japanese companies in Hungary, the fact that a seminar was organized on
the topic indicates the importance of the issue. The other tendency is that in recent
years Japanese agencies in Hungary have been looking for Japanese language teach-
ing universities on a regular basis to intermediate students at Japanese firms, who
speak Japanese and are familiar with the Japanese culture. On the recommendation
of the JETRO Budapest Office, the Association of Japanese Entrepreneurs in Hungary
(Shokakai) has been linking information on BBS and KRE'? Japanese-language teach-
ing institutions on its website since 2016. Finally, we summarize the recent chang-
es through a specific example, with the help of a senior manager of a Hungarian
Japanese company, a former student. For the question on what kind of changes he
sees from 2008 to the present day in the development of his company’s position in
Hungary with the changes of the investment and political environment, the following
answer was given. In 2015, the company signed a strategic partnership agreement
with the Hungarian government, however, given the size of the company (corpora-
tion) and its geographical location (Central Hungary Region), it is not possible to use

12 Karoli Gaspar University of the reformed Church in Hungary



EU and domestic subsidies for the continuation of the current activity (assembly).
Nevertheless, the National Investment Promotion Agency (HIPA) supports the compa-
ny to the best of its ability, organizes trainings for their Hungarian suppliers based on
the company’'s needs. It helps its Hungarian suppliers in their investments, in intro-
ducing new technologies and in expanding their capacity through its tenders. Thanks
to the expansion of the automotive industry, the company’s turnover has been steadily
increasing since 2011. Regarding the question on employees, he said that labor short-
ages have a significant impact on the company, especially in light of the fact that since
2014 they need about 70 percent more workers. The number of job seekers is far
below the national average in the region, what is more companies are bidding on each
other to meet their needs in manpower. Neither can they recruit workers from ethnic
Hungarian areas of neighboring countries because they cannot provide the bene-
fits which would make working away from home worthwhile. Most recently, Ukraine
and Serbia are recruiting from non-Hungarian areas, even recruiting non-Hungarian
speaker colleagues. When asked about the recruitment methods, we learned that
direct workers are primarily collected through staffing agencies'. Borrowed staff
will be transferred to their own work force after half a year. They are even directly
recruiting the physical work force, but their number is insignificant. They reach out
to them through advertisements, as well as in the form of the so-called roadshows
through which they get to further parts of the country. The quality and reliability of
physical workers has deteriorated significantly. Intermediaries are used to recruit the
indirect workforce, but they also receive applications through direct advertising. They
participate in job fairs, use (moderate) social media, as well as rewarding recommen-
dations of acquaintances for each position. Looking ahead to the long-term, they take
partin a dual degree program, but they still experience drop-outs. The answer to
the question of whether the number of Japanese people working for companies has
changed, was negative. The permanent staff is on a constant level (fluctuation around
1-2 people), the number of those being on shorter or longer missions is now high,
because many new products have been introduced and engineers are staying for the
preparation of production. In senior management, the managing director, the senior
financial manager, and a senior manager of one of the production areas is Japanese.
The others are in expert, advisory positions. We asked what qualifications compa-
nies look for and for what positions, and the answer was that the biggest shortages
are of engineers and technicians, and it is also difficult to find semi-skilled workers.
The senior manager has already explained that there is a need for Japanese-skilled,

13 Temporary staffing or employee leasing is a kind of employment form, where instead of the
employer (subscribing firm) the temp agency (leasing firm) makes contract with the employee and
does employer administrative duties (resignation, employment, paying of wages, etc.), but the actual
work happens on the employment’s work-place.



Japanese-minded young staff, who help with the communication between Japanese
and Hungarian workers. This is probably the reason why our former students were
able to find employment within this company, as well as in other Japanese companies
in Hungary in large numbers.



References

Akasaka, K. (1996): Nihonjin no gengo komyunikéshon [The Japanese verbal
communication]. In: Hashimoto, M. — Ishii, S. (Eds.) Nihonjin no Komyunikéshon [The
Japanese communication]. Tokyo: Kirihara Shoten. 1996, pp. 82-104.

Balazsy, L. M. (2002): Magyarorszag, ahogy a japan befektet6k latjak [Hungary, Seen by
the Japanese Investors]. EU Working Papers. Budapest Business School — Collage of

International Management and Business Studies. Vol. 5. No.1., 2002, pp. 81-101.

Bassa, Z. (2006): Questionnaire Survey on the competitiveness of multinational
companies local affiliates and subcontractors operating in Hungary. A study prepared in
the framework of the joint research project - “Comparative Study and Analysis of EU and
Japanese Affiliated Companies in Hungary” of Ritsumeikan University (Japan) and the

Asia Research Center of the Institute for World Economics (Hungary) 2006.

Bassa Z. (2007): A japan vallalatok magyarorszagi tevékenységének tapasztalatai
[Experience of Japanese Companies in Hungary]. EU Working Papers. Vol. 10. No. 4. 2007,
pp. 57-67.

Bird, K. (2016): Megerdsodtek a hazai japan vallalatok [Strenghtened Domestic Japanese

Companies]. October 27, 2016. [online] Available form: https://sudy.co.hu/

Bird, K. (2018): Indul a japanok és a MOL kozos miigumigyara [Launching of the Japanese
and the MOL Joint Rubber Factory]. March 20, 2018. [online] Available form;: https://sudy.

co.hu/

Boromissza, Zs. (2007): A japan véllalatok magyarorszagi tevékenységének tapasztalatai
[Experience of Japanese Companies in Hungaryl. EU Working Papers. Vol. 10. No. 4. 2007,
pp. 17-56.

Condon, John C. Jr. (1980): Ibunkakan Komyunikéshon. [Cultural Dimmensions of

Communication]. Tokyo, The Simul Press. 1980.

Embassy of Japan in Hungary (2018): A GS Yuasa Magyarorszag Kft. alapkdletételi
linnepségén vett részt Sato Kuni nagykdvet asszony [Ambassador Sato TO attended the
foundation ceremony at GS Yuasa Magyarorszag Kft]. [online] Available form; https://

www.hu.emb-japan.go.jp/itpr_hu/embassy_topics.html(#180928



EMIS (2018): NIDEC GPM Hungary Kft. [online] Available form; https://www.emis.com/php/
company%20profile/HU/Nidec_GPM_Hungary_Kft_hu_2436338.html

Hall, E. T. (1989): Beyond Culture. New York: Anchor Books, Doubleday. 1989.

Hidasi, J. (1998): Japan [Japan] In: Hidasi, J. (Ed.) Szavak, jelek, szokdsok [Words, Signs,
Habits]. Budapest: Windsor Kiadd. 1998, pp. 135-150.

Hidasi, J. (1999): Japan nyelvi dimenzidk. Valogatott cikkek és tanulmanyok [Japanese
Language Dimensions. Selected Articles and Studies]. College of Foreign Trade, Budapest.
1999.

Hidasi, J. (2012): Virtualis vildgteremtés Japanban [Virtual World Creation in Japan].
Korunk, No. 3. 2012, pp. 3-11.

Hidasi, J. — Sato, N. — Székacs, A. (2015): Nemawashi a japan kommunikaciéban
[Nemawashi in Japanese Communication]. In: Solt, K. (Ed.) Alkalmazott tudomanyok II.
féruma: Conference proceedings. Budapest, Budapest Business School, 2015, pp. 247-
266.

Hidasi, J. — Varga, Sz. (2014): Japan identitaskeresési kisérletei és a digitalis
kommunikacid. [Japan's Identity-seeking Experiments and Digital Communication].
Médiakutatd, 2014. (15), pp. 7-22.

Hill, B. - Long, L. = Javidi, M. (1994): Torihiki to kosho no kakehashi [Bridge between Deal
and Negotiation]. In: Honna, N. — Akiyama, K. — Takeshita, Y. — Hoffer, B. (Eds.) lbunka
Rikai to Komyunikéshon 1. [Intercultural understanding and communication 1.] Tokyo,
Sanshusha. 1994, pp. 193-218.

Hungarian Central Statistical Office (2018): Magyarorszag 2017 [Hungary 2017]. Budapest,
KSH. 2018. [online] Available form: http://www.ksh.hu/docs/hun/xftp/idoszaki/mo/
mo2017.pdf

Ishii, S. — Okabe, R. — Kume, T. (2002): Ibunka Komyunikéshon [Intercultural
Communication]. Tokyo, Yuhikaku. 2002,

JETRO (2007): Communication with Japanese in Business. Tokyo: Japan External Trade

Organization. 2007.



JETRO Moskow (2016): Kokusai bijinesu jinzai no kakuho, ikusei no torikumi [Efforts to
Acquire, Educate and Retain People Working in International Business]. 2016, pp. 33-37.

JETRO Moskow (2017): JETRO Oshii shinshutsu nikkei kigyé jittai chosa [JETRO Survey on
the Situation of Japanese Companies Based in Europe]. HIPA Seminar 2017.

JETRO Budapest (2018): Japan vallalatok és az altaluk foglalkoztatottak szamanak
alakuldsa 2017-18-ban. [Changes in the Number of Japanese Companies and their Level
of Employments in 2017-18]. 2018.

Kiss (n.d.): Magyar-japéan aruforgalom a tokioi olimpia utani évtizedben [Hungarian-
Japanese Trade in the Decade after the Tokyo Olympics]. [online] Available form: http://
www.mjgk.com/1/gazdasagikapcsolat/153-forg70-80

Kitade, R. (1996): Nihonjin no taijin kankei to komyunikéshon [Relations between
Japanese People and Communication]. In: Hashimoto M., Ishii S. (Eds) 1996. Nihonjin no
Komyunikéshon [The Communication of the Japanese]. Tokyo, Kirihara Shoten. 1996, pp.
23-54.

Lukédcs, E. (2015): A . Keleti nyitas politikaja” — japan—magyar kiilgazdasdagi kapcsolatok
[The ‘Policy of Eastern Opening’ — Japanese-Hungarian Foreign Economic Relations].

In: Volgyi, K. (2015): Japan gazdasagtorténete [Economic History of Japan]. Centre for
Economic and Regional Studies, HAS, Institute of World Economics. Budapest, 2015, pp.
125-147. [online] Available form: http://real.mtak.hu/34170/1/Japn_gazdasgtrtnete_u.pdf

Maké, Cs. — Novoszath, P. (1995): A multinacionalis vallalatok és a munkalgyi kapcsolatok
heterogenitasa [The Heterogeneity of Multinational Companies and Labor Relations].
Vezetéstudomany. 1995, No. 4-5. pp. 54-65. [online] Available form: http://real.mtak.
hu/35523/1/Mako_Noszovath_Veztud_95_u.pdf

Minamoto, Ry. (1993): Kata to Nihon Bunka I., Il lIl., IV. [The Form and Japanese Culture
I-IV.] Nihongo Kyoiku Tsdshin, No. 13., 14., 15, 16., 1993, pp. 18-22.

Ministry of Foreign Affairs and Trade (2018): Folytatni kell a magyar gazdasagi sikereket
[The Hungarian economic success must be continued]. April 5, 2018. [online] Available
form: http://www.kormany.hu/hu/kulgazdasagi-es-kulugyminiszterium/hirek/folytatni-

kell-a-magyar-gazdasagi-sikereket



MJS (2017): Miroku Jyoho Service Co. Ltd. [online] Available form: https://www.mjs.co.jp

Nakane, Ch. (1973): Japanese Society. London: Pelican Books. 1973.

Sato, N. (2014): A vallalati és Uzleti tolmacs kettds lojalitdsa a magyar-japan és a
japan-magyar interperszonéalis kommunikacidban [Dual Loyalty of Corporate and
Business Interpreter in Hungarian-Japanese and Japanese-Hungarian Interpersonal
Communication]. PhD Dissertation. 2014. [online] Available form: http://doktori.btk.elte.
hu/lingv/satonoriko/diss.pdf

Sekimoto, T. (2008): Chld no .oheso” Hangarii [Hungary, the Central European ‘navel’l.
Kaigai jijo 2008.2. [online] Available form: http://www.jftc.or.jp/shoshaeye/overseas/
052008/0s2008_02_1.html

Shimamori, R. (2007): Language and culture - How to explain different phenomena

of language from a cultural viewpoint? — The case of the Japanese tense system - In:
Ikegami, Y. - Eschbach-Szabo, V. - Wlodarczyk, A. (2007): Japanese Linguistics—European
Chapter. Tokyo, Kuroshio Shuppan. 2007, pp. 43-52.

Székacs, A. (2003): A japan nyelv és kommunikéacié atalakuldsa az ezredfordulén [The
Transformation of Japanese Language and Communication at the Turn of the Millennium].
In: Hernddi, A. — Székacs, A. (2003): A japan gazdasdg, tarsadalom és kommunikacid
atalakuldsa az ezredforduldn [The Transformation of the Japanese Economy, Society

and Communication at the Turn of the Millennium]. Budapest: Budapest Business School.
2003, pp. 75-181.

Székacs, A. (2008): A tavol-keleti régio menedzsmentje és vallalati kommunikaciéja, mint
a komplex nyelvoktatds része [The Management and Corporate Communication of the Far
East Region as Part of Complex Language Teachingl. EU Working Papers. Vol. XI. No. 3.,
2008, pp. 59-67.

Székacs, A. (2009): Etiquette in the Far East (Expected appearance and behaviour in
business life). In: Majoros, P. — Zimler, T. (Eds): Proceedings of Budapest Business School,
Budapest, 2009, pp. 57-66.



Székacs A. - Sato N. (2008): Milyen munkaer6t igényelnek a hazankban m(ikodé tavol-
keleti cégek? Uj utak a tavol-keleti régié menedzsmentjében és kultdrajaban otthonos
emberi eréforras képzése terén [What kind of workforce do Far East companies in
Hungary need? New ways in the management and culture of the Far East region in the
field of human resource development]. In: Reformok Utjan. Scientific Yearbook. Budapest
Business School. 2008, pp. 116-125.

Tanaka, H. (2014): Hangarii ni okeru nikkei-kigyou no tenkai [The Expansion of Japanese
Companies in Hungaryl. In: Oshd shinké shijokoku e no nikkei-kigyd no shinshutsu. Tokyo:
Bunshindo. 2014, pp. 197-228.

Vildggazdasag (2017): Egyre tobben dolgoznak magyarorszagi japan vallalatnal [More
and more people are working for a Japanese company in Hungaryl. July 6, 2017. [online]
Available form: https://www.vg.hu/kozelet/egyre-tobben-dolgoznak-magyarorszagi-

japan-vallalatnal-551390/



Womenomics: Success or Failure?’

Judit Hidasi

1. A Brief Overview of the Cultural History of Women’'s Job Seeking
and Employment

The employment of women and their active inclusion in the labor market became
a real necessity in numerous countries during World War Il. This was mainly due
to the fact that a high number of working age men capable of taking up jobs were
either killed in the war or incurred permanent physical damages depriving them of
their capacity to work. The social demand and need for economic recovery after the
war exerted a further push effect on this ongoing process of labor restructuring.
However, for a long time, in certain sectors of the economy women were significantly
under-represented compared to men (i.e. women experienced horizontal segrega-
tion), as many jobs (primarily jobs in the engineering and technical sectors, and for a
long time also the job of medical doctors) were considered only-for-men occupations,
making these jobs an exclusive privilege of men. On top of this and in this context, we
must also mention vertical segregation, which meant not only that even within the
same sectors women faced disadvantages concerning job opportunities and available
positions at workplaces compared to men, but that women'’s promotion was usually
slower than that of men. In the case of certain workplaces and particular types of
companies, the glass-ceiling effect was also noticeable: women were unlikely to be
promoted to higher-level managerial positions, or if they were, that happened quite
seldom.

All this took place in the face of events in the scope of which—parallel to these devel-
opments—the number of women enrolled in education programmes increased in all
countries of the developed world, giving rise to the present-day scenario, where the

1 This study is based on the author's direct experiences and data collection in the target country on
the one hand, and grounded on numerous authoritative works of the relevant literature providing
analytical and summative data, on the other. This essay has been realised in the scope of the study
visit supported by Budapest Business School University of Applied Sciences Oriental Business and
Innovation Center (OBIC). The paper also incorporates some aspects and elements discussed in the
author's earlier studies and essays (Hidasi, 2015; 2016a; 2016b).



ratio of women enrolled in higher education and the number of women with high-
er education qualifications greatly supersedes the corresponding figures of men. In
other words, the quite frequently quoted argument that women'’s lower education or
qualifications and their insufficient sectorial expertise are the reasons for their lower
carrier achievements, is simply not supported by facts.

Given that these phenomena and interdependencies exist and prevail in numerous
countries of developed democracies (bearing in mind that each country is specific in
terms of how phenomena and interdependencies surface and how intensively all this
happens), one may argued that the situation experienced in Japan in the same fields
and contexts is extremely critical. The use of the adjective ‘critical’ is not accidental
here: in fact, due to the still pervasive influence of strong Confucian moral tradi-
tions, the Japanese society and culture have functioned along very strict principles up
until the most recent times as far as socially acceptable gender roles are concerned
(Goldstein — Gidoni, 2012). These traditional roles primarily advocated and saw wom-
en's role in the family as well as in the management of the family's life and affairs
and in raising children. Besides, the same tradition allocated a subordinate and infe-
rior gender role to women compared to the roles dedicated to men (‘'men’ including
fathers, husbands and even grown-up sons) and an obedient and dutiful attitude was
expected of women. This in practice meant that after marrying, grown-up girls—even
if they have received the best education—gave up their own carriers and devoted
their full attention and efforts to jobs and chores in the household and to family man-
agement. Girls did not study in higher education in order to realise their own intellec-
tual potentials, but to gain enough knowledge to be able to support their children in
their studies and school advancement. In the world of work, highly-qualified women
were not considered potential or possible experts, and for this very reason women
were employed in jobs requiring lower qualifications than the ones actually held by
them, based on the consideration that when they were to marry, or about to deliver
their first child, at the latest, they were bound to discontinue their jobs and terminate,
even if temporally, their employment, thereby suspending their active involvement in
the affairs and work processes of their workplaces. This model befittingly served the
hurried pace of work dictated by the Japanese economy’s post-World War Il develop-
ment: men, exerting tireless efforts, engaged themselves in their work—even at the
expense of their own and their families’ interests—, while women, through affirming
their steady, reliable and unconditional commitment, ensured the necessary family
background and environment for these efforts (Yong — Nagy, 2016).



2. Japan: The Interconnections and Interdependency between Japan’s
Economic Miracle and Social Crisis

Despite the heavy losses and destruction Japan had to face during World War 11,
Japanese economy and society recuperated at an incredibly high speed during the
second half of the 20" century, and a few decades later it achieved an economic
growth analysts referred to as a ‘'miracle’. This wonder was even more conspicuous
for three reasons: on the one hand, the economic boom took place within an excep-
tionally short time; on the other hand, a country very poor in mineral and natural
resources could achieve an economic performance that placed it among world-lead-
ing economies; and, thirdly, this economic boom was coupled with such a technical
and technological development that could, all in all, be characterised by unparal-
leled achievements in quality. By the end of the 1980s, Japan had become a so-called
“country of exception” (Morita, 1986), which was flooded by analysts and observers
from all over the world who wished to learn about the secrets held by the Japanese
nation (Vogel, 1979). Even in that early stage, many voiced their concerns and wor-
ries about how far and to what extent this greatly intensified pursuit of excellence in
performance could continue. The price the Japanese society had to pay for this enor-
mous success came to light and became evident only decades later (Hidasi, 2003).

In 1967, Professor Chie Nakane published her outstanding book—written in
Japanese—, which soon became a milestone in social research, about the structure
and operation of the social hierarchy of the contemporary Japanese society (Nakane,
1970). The strongest pillar of this society was constituted by a select layer of employ-
ees committed to the firm they were working for: they were willing to sacrifice even
their private lives and were called sarariman, or 5>~ in Japanese (this word is
the Japanese version of the English coinage ‘salary-man’). This stratum of society,
which was later also called “working samurais”, literally gave up their own individual
interests, completely identifying themselves with the goals their companies estab-
lished and sacrificing themselves for the success of their companies, not sparing
their intellectual power or physical strength (Hidasi, 1998).

As a result, the Japanese economy reached its peak in 1989: the spectacular growth
up to this year, nevertheless, halted after the “economic bubble” burst in the same
period. Discussing the period to come, many Japanese analysts expressed their bitter
feelings and resentment by calling the long and protracted period of recession begin-
ning in the 1990s the “lost decade”. In Japan, the end of the 20" and the beginning
of the 21°t century witnessed increasing uncertainty, the accumulation of economic
and social problems as well as the proliferation of political scandals and corruption,



all of which contributed to the deterioration of public morale and general sentiment
(Hidasi, 2005b).

In fact, this recession finally proved to be longer and deeper than initially estimat-
ed and caused numerous serious consequences: the real estate bubble burst in the
1990s leaving behind a crashed real estate market as its aftermath, while many bank
loans became non-performing. A financial crisis broke out and structural problems
emerged that ultimately and inevitably led to changes in the philosophy and prac-
tice of employment. In addition, unemployment appeared, insufficiencies of the social
security system came to light, and the necessity for privatisation became apparent
despite repeated attempts aimed at bank consolidation (Fukuyama, 2000).

The generation of “working samurais” experienced the economic recession as a pro-
found disappointment: many of them felt that the self-sacrificing lifestyle and all the
toils of these long-long decades, whose fruits eventually were to have been financial,
leading to material progress and advancement, as well as prospective well-being
already in formation at that time, finally turned out to be useless. The faltering exis-
tential security experienced by this generation left the social layer of employees in a
state of uncertainty and in search for alternatives.

By the threshold of the 215t century, the changes and crisis perceptible in Japanese
society became quite palpable and noticeable. Several root causes account for the
conspicuous nature of these changes and crisis, as described in the following points.

« One of the root causes is the tension provoked by Japan’'s economic advance-
ment induced changes in lifestyle. As a matter of fact, social consciousness in
Japan could not keep pace with material development. Compared to earlier times,
Japanese people lived in much more favourable circumstances, both as far as
material wealth and financial circumstances were concerned, but—concurrent-
ly—human relationships changed. Families lived in more convenient homes but, in
exchange for comfort, they forfeited the solidarity and security offered and guaran-
teed by former local or residential communities. These days, dwellers of enormous
high-rises hardly know one another, and the resulting alienation and the emptiness
of such human relationships make families and individuals feel quite lonely.

» A great number of traditional values—mostly cultural and ethical values rooted in
Confucianism including collectivism, self-sacrifice, self-discipline, loyalty, etc.—are
changing. Several of the stereotypes associated with Japanese culture seem to
be challenged (Matsumoto, 2002). New generations do associate themselves with



values traditionally and specifically held by Japanese society and culture, which
values have accounted for the coherence of this society so far. Individualism is
increasingly gaining ground at the expense of collectivist values.

+ Similarly, to many European countries, Japan is also struggling with the problem of
its ageing society: even though life expectancy at birth is steadily increasing thanks
to more favourable living conditions, the population size, in turn, is firmly decreas-
ing because fewer and fewer children are born (Ota, 2016). Analyses by Japan's
Council on Economic and Fiscal Policy predict that Japan's current population of
126 million might sink under 100 million within a few decades. According to some
forecasts, the number of old people increases by 650 thousand annually: by 2025
the average life expectancy is estimated to reach 89 in the case of women and 82
in the case of men. This means that the Japanese society is not only drastically
decreasing as far as the size of the population is concerned, but it is also an ageing
society. This is perfectly illustrated by the following unique situation first experi-
enced in 2012: the sales volume of incontinence diapers for old people in Japan was
higher than the sales volume of babies’ nappies!

The decrease of the size of the population also means a concurrent decrease in the
number of working-age population. While formerly fresh graduates were afraid of
experiencing unemployment, by 2017 the problem of the lack of labor force became
so critical—not only in the productive (mainly in the automotive) sector, but also in
the transportation and postal services sectors—that statistically speaking, there is
1.49 vacancies for one job-seeker, i.e. Japan is facing a demand-driven labor mar-
ket. This referent value was as high as this 43 years ago, in February 1974 (TJN?,
2017, July 1/3). Notably enough, at that time, the lack of labor force was attributable
to the high-powered economic boom, while the present situation is caused by a
decrease in the number people of working age. Concerning this issue, other causes,
which fall beyond the scope of this study—and remain unknown to or are not made
public to the world outside Japan—are also at play (these causes, for example,
include several million people in total who refuse, or fail to be involved in, social
participation) (Hidasi, 2012), but the fact still remains a fact that Japan is facing an
acute loss of labor force. One way to combat this problem is to increase women's
participation in the labor market, the other solution could be to invite migrant work-
ers to the country (Yong — Nagy, 2016), which latter solution the Japanese govern-
ment is unwilling to resort tor for several reasons.

2 TJN: The Japan News. English-language daily digest of Yomiuri Shimbun



» The institution of marriage is currently also showing signs of crisis. This is apparent
partly in the increased number of divorces, and also in the fact that young people’'s—
mostly girls'—willingness to marry is lower than ever. The economic and existential
security that formerly only marriage could guarantee to women is now also avail-
able for them outside marriage. In addition, marriage, which was earlier seen as a
safe haven in terms of economic security, has lost some of its appeal due to the fact
that the chances to find lifelong employment have been on the decrease because
of changes in employment structure and as a result of globalisation-related chal-
lenges. In brief, the institution of marriage has by now lost its most powerful and
stable uniting force, that of existential security. It is also true to say that many young
women refuse to undertake the risk of marriage: they prefer to stay at home with
their parents, live their lives as they wish and spend the majority of their earnings on
themselves. These women are called “parasitic singles” or /XS k> > F)L (para-
saito shinguru) in Japanese: they are the ones who are not ashamed or reluctant to
live with their parents as long as their fathers and mothers can afford to support
them. The number of these women is constantly increasing: almost 45 percent of
young women exhibit this lifestyle in bigger cities in Japan. Whereas earlier social
thinking and attitudes sanctioned single women, today's attitudes tend to be increas-
ingly liberal. In other words, the social pressure on women that formerly stigmatised
them (for remaining single) and also their families, is now dwindling away.

« Celibacy syndrome: it is not only the number of those wishing marry that is
decreasing, but also fewer and fewer young persons seek to live in a relationship
(Ota, 2016). Primarily due to considerations of convenience, a surprisingly high
number of persons in the young generation decide to refrain from love and social
relationships and opt for committing themselves to living in the virtual world for,
and by, themselves (Hidasi — Varga, 2014). A 2011 survey by the Japanese National
Institute of Population and Social Security Research claimed that 61 percent of
single men and 49 percent of single women aged between 18 and 34 had never
had any love relationships in their lives. A research by the Japan Family Planning
Association (JFPA) has shown that 45 percent of women between 16 and 24 years
of age "are not interested” in establishing bodily or physical contact, and that they
literally disdain any sexual relationship.

« Changes affecting Japan also impacted the assessment of women on the labor
market (Hidasi, 2005a). Even if the employment of female labor force became
acceptable, fewer women hold managerial or leading positions than men and
women also earn lower salaries compared to men (Shibata, 2007). In spite of this,
an increasing number of women seek career building opportunities instead of



getting married. Single life has also become quite fashionable, which reflects these
persons’ hope for a “more exciting” life and their desire both to attain self-realisa-
tion and to achieve their individual goals.

» These days, the Japanese nation’s self-image is also undergoing profound chang-
es: social practices among young Japanese people have been transformed, and
they more increasingly try to imitate Western, and primarily, American behaviour-
al patterns. These new-wave Japanese people do not strive to hide their feelings
as much as this was earlier necessitated by social etiquette. A young Japanese
company employee is no longer as committed to the firm as members of the previ-
ous generations were. In a programme aired by TV channel Asahi (June 18, 2017),
middle and top-ranking company managers voiced their dissatisfaction when they
complained that an increasingly higher number of male employees “dared to refuse
their bosses” when invited to join them for evening drinks (Hidasi, 2012). This never
actually happened before, and such an attitude is still considered a “selfish” act.
On the other hand, these companies fail to provide the safety net that formerly
guaranteed their labor force uninterrupted and secure employment with the given
company until they retired.

« Changes in value judgements almost completely reflect division lines between
the different generations (Brinton, 2010). Changes started not in the entire society
but only in a certain layer of the society, more precisely among the young, which
gave rise to the existence of fundamentally different, and actually opposing, ways
of behaviour even within the family. Let us mention, as an example of this, the
hard-working father who sacrifices his own interests and those of his family for
the success of the company he works for as opposed to his son, who is unwilling to
work or to study; an equally fitting example is a home-making mother taking care
of her entire family vis-a-vis her daughter, who spends all her money on herself
and leads an uncaring and joy-seeking life (Kingston, 2004).

In essence, it must also be understood that Japan has come to understand that she
needs to give up the utopia that its economic growth is continuous and unbroken,
that human performances can still be increased and that the human capacity can
be further expanded practically without limits. Japan has also realised that any fur-
ther exploitation of the human productive capacity is only possible through sacrific-
es impacting social and interpersonal relationships, which after all may not prove a
cost-effective strategy—as supporting evidence, suffice it to mention the behaviour-
al anomalies observable among younger generations in Japan (Hidasi, 2011; Hidasi,
2015).



3. Need for New Solutions

Former Prime Minister and party president of the Liberal Democratic Party (LDP)
Shinzo Abe was elected Prime Minister of Japan in December 2012 again.® His suc-
cess, apart from the slightly nationalistic trend in the foreign policy he promised
to lead, was due primarily to his economic programme targeting the stimulation of
the economy. Suited to his name, his economic programme has come to be called
“Abenomics”. This programme is based on three arrows, i.e. policies or pillars: fiscal
reform, which was started in 2013; changes in monetary policy, which have since
been in progress; and thirdly, structural economic reforms—most of which is in pro-
gress.

An important element of the last pillar is the policy of womenomics (which term
perfectly rhymes with Abenomics), which targets the integration of the female labor
force, i.e. the potential afforded by women, in the processes aimed at economic stim-
ulation. This programme—in the context of Japanese traditions—was met with con-
siderable uproar and opposition both by the Japanese society and by the world of
Japanese employers despite the fact that the programme cannot be declared unprec-
edented if measured against developments on the level of world economy.

Some scholars regard the 271t century the age of “3W", that is the age of Weather—the
Web—Women. They claim that the role of these three factors, i.e. climate, the internet
and women, will have a definitive role to play in the events to unfold on the global level
in this century. Analysts have already pointed out that the employment of women
constitutes an even more important factor of growth in the modern world economy
than technological revolutions or the rise of China (Zimbardo, 2015). In fact, it can
be observed that recently girls have been outperforming boys at school and that a
higher ratio of girls continue their studies in higher education than boys. Given this
situation, it is no wonder that women are catching up with men in the labor market
and they even assume leading roles. They perform well not only as employees but
there is an increasing number of successful women entrepreneurs. A high number of
analysts agree that women, more precisely, women employees, continue to remain
one of the sources of economic growth in the 215t century (Shipman — Kay, 2009). With
reference to women'’s active role in the economy, it was leading investment banks,
including Goldman Sachs that started to use the term “womenomics” referring to

3 On 20 September 2018 he was re-elected as head of his ruling Liberal Democratic Party, paving the
way for up to three more years as the nation’s leader. With a third term as party leader, Abe is poised
to become Japan's longest-serving leader in August 2021.



the potential source of economic growth women represent. Strategic analyst Kathy
Matsui, who knows the Japanese situation probably the most thoroughly, has been
engaged in analysing the situation of female labor force in Japan since 1999 and she
sees the bridging of the gender employment gap as a potential source and means of
leaving behind economic stagnation. According to her forecasts, if the same employ-
ment ratio could be achieved in the case of both women and men, this could result in
as high a GDP increase as 13 percent in the Japanese economy. In addition, a rise in
the number of women in leading positions is also likely to improve corporate perfor-
mances. This assumption is in line with IMF President Christine Lagarde's statement,
which reads as follows: “When women do better, the country does better.” “I know this
is economic jargon, but essentially, if you bring more women to the job market, you
create value, it makes economic sense, and growth is improved. There are countries
where it's almost a no-brainer: Korea, Japan, soon to be China, certainly Germany,
Italy. Why? Because they have an aging population.”

Perhaps, prompted by analysts’ forecasts, but—in my interpretation—more proba-
bly, due to the realisation that Japanese society will exhibit a more favourable atti-
tude to the employment of Japanese women than to an influx of migrant workers to
compensate for the currently experienced loss of work force, Prime Minister Abe
announced his economic programme (cf. his talk on September 26, 2013 at the
68" General Meeting of the UN* and his talk in January 2014 at the World Forum in
Davos®)—which was sceptically received by many—and committed himself to ruth-
lessly realising this programme. The situation in Japan is quite serious and can be
traced back to several causes: there is a steep decline in birth rate (the birth rate fell
to 1.44 from 2.1 per couple, which latter figure signals sustainability with respect to
population reproduction),® and the effects of stringent immigration rules and restric-
tions, coupled with the aging Japanese population, jeopardise not simply, and not
so much, economic stimulation but the mere sustainability of the Japanese econ-
omy. It is not accidental, either, that the Abe Government has decided to set up a
new government agency called Ministry of Human Resources Development, which,
according to Prime Minister Abe, aims at “effecting revolutionary changes in the
field of human resources development by way of doing away with [...] conventional

4 Japanese Prime Minister's Speech: The 68th session of the UN General Assembly (2013): [online]
Available form: https://www.youtube.com/watch?v=C8EIWIzsl00

5 Davos 2014 - The Reshaping of the World Vision from Japan (2014): [online] Available form: https://
www.youtube.com/watch?v=ApRaK516PZU

6 2016 was the first year in the history of post-war Japan when the number of births did not reach 1
million, which figure in a country with a population of nearly 127 million clearly shows the overturning
of the age pyramid.



stereotypes so that we [i.e. Japan] can become a country that is capable of offering
everyone an endless array of possibilities (of self-realisation)"” (TJN, 2017, June 21/5).

4. The Action Plan of the Japanese Womenomics

The action plan of womenomics, announced by Prime Minister Abe, consists of
numerous points. The programme aims at encouraging an increasing number of
women:

+ to take up jobsin general;

+ not to give up working after childbirth and to return to the world of work as soon as
possible; and

» to be willing to accept higher level positions if promoted.

Giving up their prejudices and disregarding factors of insecurity and unforeseeability
typically associated with female workers (how many children female employees wish
to give birth to and when they are planning to do that; whether or not they would like
to return to their workplaces while they are raising their children, and if so, when;
women might have to take days off work due to unexpected events including their
children’s illness, compulsory medical check-ups, etc.). Employers, companies and
the private sector are expected to be prepared to:

» employ an increasing number of women; and
+ to achieve a higher ratio of female employees also in higher-level positions.

Since the announcement of the concrete plans in 2013, several changes and restruc-
turing have taken place, which are briefly summarised below.

4.1. The Employment of Women

The target figure set at the start of the programme, i.e. the goal that the ratio of
female workers should closely proximate the ratio of male workers by 2020, seems
to have been achieved. In 2016, 66.7 percent of working-age women participated in

7 “We will carry out a revolution in human resources development by excluding conventional
stereotyped ideas, so that Japan will become a country in which there are plenty of opportunities for
everyone” (TJN, 2017, June 21/5).



the labor market in some form of employment (as opposed to the 92 percent ratio of
working-age men), which is a surprisingly high number (in the USA the same ratio is
64 percent). Regarding this figure, it might be concluded that the problem is caused
not by quantity but by quality. 57 percent of women in employment do part-time jobs,
which figure may also include women with an employment of minimal working hours
such as a few hours every week. With reference to jobs, the Statistics Bureau of
Japan differentiates between the following types of employment in the statistical data
it provides:

A)regular employment;
B)non-regular employment;
1. part-time employment;
2. temporary “part-time employment”;
3. temporarily dispatched workers delegated by employment agencies (dispatched
workers from temporary agencies);
4. contract employees or entrusted employees.

The situation of persons in non-regular employment is quite insecure: this condition
affects mostly women and young employees, who are willing to work for low wages
(with no fringe benefits attached and without any institutional interest representa-
tion). As for female employees, in the case of childbirth, women most commonly (70
percent) give up their jobs and typically engage themselves in child-rearing for long-
long years to come or even for several decades. As opposed to male colleagues, this
means a great disadvantage, which women cannot compensate for when it comes to
their career advancement.

4.2. Appointing More Female Workers to Leading Positions

In the Japanese business sector, the ratio of women in high managerial positions is
as low as 5 percent (Yong — Nagy, 2016, p. 251), as opposed to the global average of 21
percent. Actually and initially, womenomics was planning to raise the ratio of women
in managerial positions (including jobs in the economic and governmental sectors) up
to 30 percent by 2020, but this target figure was lowered to a much more realistic 7-15
percent (the referent percentage value depends on the type of companies and institu-
tions concerned), with a concurrent modification of the deadline from 2020 to 2021. In
the meantime, as of April 1, 20168, a new law entitled 'Female Employment Promotion

8 The Japanese financial year runs from April 1 to March 31.



Legislation’ came into effect. This piece of legislation in support of female employment
expects all companies and institutions with 300 or more employees in both the private
and public sectors to submit annual reports concerning 1) the actual ratios of male and
female employees working for the given company or institution and 2) the action plans
devised to regulate or, if necessary, adjust this ratio. Even if this law does not stipulate
any sanctions, many analysts believed that the law does constitute a very significant
step thanks to its concrete target date, increased transparency and expected compet-
itor-induced pressure. These analysts were more than right: out of the companies and
institutions concerned, 98 percent met their obligation to provide data by as early as
2017. Ultimately, both the discipline so characteristic of Japanese institutions’ perfor-
mance of administrative duties and their innate urge and drive to completely fulfil their
tasks were again observable, this time concerning data provision.

Allin all, the corporate sector, apart from its duty to provide data, is expected on the
one hand, to generally increase the number of female employees in managerial jobs
(the question, however, still remains: who can be considered a “manager”) and on the
other hand, each company must have at least one woman in a high-level managerial
position, which latter step also signals one of the tangible target figures specified by
this initiative. As for realisation, the problem that lies in the nature of this expectation
and in the desire to fulfil this expectation is that very often companies and institutions
act only for the sake of PR: it does not really matter if one of the vice-presidential jobs
is held by a woman if no real power or space of decision-making are associated with
this job and if, consequently, the whole position is relegated to a job of nothing else but
“showcasing”.

4.3. Nadeshiko Brand Recognition for Large Enterprises

In the 2012 fiscal year, the Japanese Ministry of Economy, Trade and Industry (METI)
announced the Nadeshiko Meigara® (Nadeshiko Brand) programme, and in its initia-
tive it was joined by the Tokyo Stock Exchange (TSE). The brand serves as a kind of
recognition to be awarded to those registered companies in a given year that contrib-
uted the most successfully to female employees’ success at their workplaces. This
is nothing else but the great-scale PR-purpose recognition of outstanding diversity
management: in the year 2017, as many as 100 corporations received this recognition,

9 In Japanese culture, the second part of the original expression 'Yamato nadeshiko' (Y& &R TLZ or
KAO#ETF) in the traditional sense means “real Japanese female patriot”, but the expression is slightly
obsolete and thus sounds archaic.



mostly internationally famous and acknowledged companies including Daiwa House,
Kao Corporation, Toshiba, etc. The marketing value of the gala event hosting the
award ceremony produces exceptionally high returns as far as the CSR budget of the
referent companies are concerned.

4.4, Reduction of the Differences between Men's and Women’'s Income

All countries of the world are characterised by differences between men's income
and women's income and their pensions: men earn higher salaries and receive higher
pensions than women. The extent of the difference varies from country to country and
the root causes behind this phenomenon are also diverse. The situation is exactly
the same in Japan, but Japan exhibits even more significant differences between the
incomes of men and women than other developed countries. In the case of women,
the annual average income was USD 22,727 in 2013 as opposed to the sum of USD
40,000 for men in the same year. This huge difference is partly explained by the fact
that women are more likely to be employed in less prestigious jobs, which offer lower
salaries. This might well be the situation, but it must also be observed that, in the
case of men and women holding the same positions, men will earn much higher sal-
aries than women. In 2016, the average income of women in full employment was
USD 2,157 monthly (NAR'™, February 23, 2017), which constituted a mere 73 percent
of earnings by males. This already signals an energetic catch-up as compared to the
corresponding rate of 60 percent in 1990, but there is a long way ahead as far as a
real closing-up in the salaries received by the two sexes is concerned. As a result of
the acute shortage in labor force characterising the most recent years, employers are
now forced to offer more favourable salaries to women, even if sectoral differences
may still be quite huge. Slowly but steadily, women tend to occupy more and more
managerial and leading positions, which also contributes to more balanced incomes.
Even so, with respect to income differences, Japan still seems to be lagging behind
most OECD countries in income differences.

4.5. Increasing the Capacity of Nurseries and Kindergartens
As long as a mother—in line with the traditional Japanese family model—was a

home-maker from the birth of her child until the time her son or daughter started
university, and as long as a mother’s main—and mostly one single expected—activity

10 NAR: Nikkei Asian Review — English-language weekly.



was child-rearing coupled with the concurrent management of the household, the
role assumed by nurseries and kindergartens was almost negligible. Nonetheless,
recent changes in mothers’ roles and the fact that they took up jobs, necessitated
the opening of new nurseries and kindergartens or, as an alternative solution, capac-
ity-building in already-existing nurseries and kindergartens. At the start, the target
set by the womenomics programme was to increase the capacity of nurseries and
kindergartens by 400 thousand places by the year 2017, and to eradicate waiting
lists as extensively as possible. For that purpose, incentives and measures for lifting
legal restrictions were instigated in order to facilitate an increase of places availa-
ble in kindergartens: new kindergarten teachers were employed, state-owned lands,
estates and buildings were allocated for the operation of kindergartens in each area,
and special workplace-based nurseries and kindergartens were also established.
By 2014, as many as 219 thousand new places were set up, thanks to considerable
efforts undertaken by locals and their municipal governments. Yet in the meantime,
it was realised that the demand for new places is much higher than the one initially
identified: the target figure was increased to 500 thousand with a concurrent exten-
sion of the deadline up until 2019. In addition to all this, new capacity-building plans
and the setting of revised target figures are underway but the waiting lists may be
eradicated only as late as by 2022, given the best-case scenario (TJN, 2017, June 3/4).

The greatest problem, however, is not really the establishment of new places but
the education of properly trained staff including professional nursery and kinder-
garten teachers. If there is no appropriately trained staff, the given institution is not
licensed to operate, according to Japanese laws. At the same time, depending on
the region concerned, this sector is facing quite serious understaffing: there simply
is not enough educated and well-trained nursery teachers (TJN, 2017, June 17/5). To
combat this problem, several training programmes were hastily launched, and the
fresh graduates from these programmes will hopefully be able to compensate for the
missing labor force. At the same time, just like many other countries, Japan also wit-
nessed the emergence of the initiative of establishing family-run and private home-
based kindergartens coupled with other possible solutions as potential answers in
response to the shortage of places in kindergartens.

Quite peculiarly, the Japanese society does not cultivate the model of family helpers
(i.e. the grandparents or other relatives helping the mother and her family)—unlike
the well-established practice e.g. in Hungary. The analysis of the social and psycho-
logical causes of this Japanese phenomenon (Hidasi, 2007) exceeds the scope of this
paper, but in general it can be stated that Japanese families very seldom resort to
the practice of involving family helpers, and the very few who follow this model have



adopted it based on their positive experience gained abroad. Japanese families who
are distrustful of strangers, often do not employ the services of babysitters either,
which leaves the mother or some form of institutional care-provision to remain the
only solution to this problem.

4.6. Family Support Benefits

In 2012, one of the explanations behind the planned multi-stage increase of the con-
sumption tax from 5 percent to 10 percent was the intention to spend the tax rev-
enue thus generated on financing forms of child-rearing support. Nonetheless, the
majority of this annually generated tax revenue was spent on related quantitative
developments and infrastructural investments. In response to this spending policy,
a group of young parliamentary representatives is currently working on drawing up
a bill, to be passed by the Japanese Parliament, that would require all employees
to pay a minimal contribution (0.1 percent of the monthly income) to this end, which
could generate a considerable sum in tax revenues to be spent on costs associated
with childcare and children’s education. On top of this, some members of parliament
advocate totally free education including no-fee tertiary education thereby supporting
families in their endeavour to have children. Put differently, there is an intention to act
and help, but realisation and implementation do not happen from one day to the other,
oftentimes because of the carping criticism opposition parties.

As of April 2014, the Japanese Government raised the amount of childcare benefits
from 50 percent to 67 percent of the previously earned income in the first six months
of child-rearing, with an amount of 50 percent in the period of the second six months.
Additionally, fathers are encouraged to take out childcare allowance and it is considered
preferable that the corresponding ratio of fathers doing so increase from 2.6 percent
registered in 2011 to 13 percent in 2020. At present, a change in this walk of life is also
taking place: in 2016 as high as 55.9 percent of men seized the opportunity to take out
childcare leaves within a period of two months following the birth of their child. Even if
these childcare leaves were brief—with 23.0 percent taking out 4-6 days, 21.8 percent
taking out 6-10 days and 20.2 percent taking out 3-4 days—, it is a fact that these men
did "dare” to take this opportunity afforded by the law, which signals a change both in
mentality and in the way of thinking concerning attitudes to gender roles.

11 In 2017, the rate of consumption tax is still 8 percent, while an increase to 10 percent is envisaged
to take place in October 2019.



In fact, related to child-rearing, one of the terms coigned in the previous decade is
ikumen or 2 X>/, which compound originates from the clipped form of the Japanese
word ikuji or B2 (meaning child-rearing) and the English word man. This new coin-
age denotes fathers who assume an active part in child-rearing. The media treats
pictures of fathers taking care of their children sitting on swings, changing their chil-
dren’s nappies or helping their children with their homework as sensational images;
still, these images all signal a tremendous change and communicate that it is also a

possibility for fathers to actively contribute to child-rearing.

4.7. Restructuring of the Tax System

The Japanese tax system allowed dual-earner families to take advantage of the annu-
al tax benefit deductible from the man’s income (in accordance with the number of
supported persons), if the woman's annual income does not exceed JPY 1.01 million.
This very low income threshold demotivated women in taking up higher-earning jobs.
As a response to the problem, this income threshold was raised to JPY 1.5 million
as of 2016. Yet, this increase still hinders women from taking full-time jobs and thus
makes such forms of employment practically unattainable for them.

As a matter of fact, the current social security system insures women only in case
they are really "dependant”. This means that the tax and contribution systems work
against the realisation of the dual-earner family model. In other words, as long as
the systems of taxation and family allowances continue to fail to be altered in a way
that they no longer penalise females taking up jobs, no major breakthrough can be
expected in connection with women's employment. Several suggestions to combat
this problem are being considered and discussed at present, but the introduction of
possible solutions is far ahead in the future.

4.8. Relaxing Restrictions Concerning Migration and Immigration Policies

According to plans, the restrictions concerning immigration policies will be relaxed.
These former restrictions prevented Japanese families from employing migrant
caregivers, babysitters or nannysitters; actually, this regulation is currently being
changed and prepared Japan would be willing to receive migrant workers from the
South Asian region (from Malaysia, Indonesia, the Philippines, etc.) so that migrants
can take jobs such as nursing, care-giving and domestic work. So far, this was impos-
sible, which put an immense amount of unbearable pressure and burden on mothers:



apart from child-rearing, they had to care for the elderly members of their families,
which chores occupied all their time, leaving them no opportunities to even think about
taking up jobs. To be sure, the increasingly aging Japanese society is unable to pro-
vide enough hosting places for those elderly who are already incapable of supporting
themselves: there are long waiting lists of several years in public institutions, while
prices in private institutions are prohibitively expensive for many. Put differently, both
the development of childcare institutions and an increase in the number of institutions
providing care for the elderly—including necessary staffing—constitute the precondi-
tion of mothers' taking up jobs or resuming their former employments.

In my understanding, it is the attempts to have these nursing and caregiving jobs
done and the urgent need to find suitable workforce to compensate for the loss of
Japanese workers that prompted a need for innovation in the scope of which Japan
took a step in the direction of developing robotics and artificial intelligence. At pres-
ent, in the global leader’s position, Japan has been engaged in rapid developments
in this field and within a few years, innovations, causing paradigm shifts, are likely to
appear in the service and transportation sectors including the development of robots
capable of warming up food or serving customers. Yet, concerning these innovations,
another very pressing question is what effect the cooperation between humans and
robots (i.e. the use of the human-robot interface), an interaction envisaged to replace
inter-human communication, will have on the already quite lonesome, solitary and
alienated Japanese society...

5. Global Gender Gap Index in Japan

As evidenced by the facts described above, control-purpose measures and actions
undertaken by the Japanese government abound (METI, 2017): concerning each plan
and target figure, very ambitious deadlines have been set (Cabinet Office, 2016). All
researchers, observers, analysts and experts agree that there have been positive
developments with respect to the implementation of womenomics (Matsui, 2014),
and for that very reason it came as a great surprise that Japan actually slipped back
10 places in the 2016 Gender Gap Index ranking, and 3 more down in the 2017 GGl
ranking'? and hence remains at the bottom of the Group of Seven advanced nations.

12 Since 2006, OECD countries have been annually ranked on the basis of their gender-gap-index, i.e.
the differences between the unequal opportunities and possibilities (health, education, economy/
employment, participation in public life/politics) experienced by the two genders, and this is expressed
in the Gender Gap Index ranking.



Countries are ranked based on 14 indicators in four categories: economic participation
and opportunity; political empowerment; educational attainment; and health and sur-
vival.

Japan did slightly improve in 2017 in the economic participation and opportunity cat-
egory, rising to 114" place from 2016 year's 118" ranking among 144 countries. But
it still fell behind in some of the five indicators used for the economic grade. Japan
ranked 116" in terms of high-ranking officials in the public and private sectors and
was 100" in terms of income equality. Although more Japanese women are enrolled
in higher education, and the income gap with men is narrowing, the nation ranks 123
out of 144 in political empowerment for women.

Many analysts attribute this slip-back in the ranking mostly to changes in the applied
methodology, i.e. the methods used for calculating the different indicators for the
purpose of preparing the ranking.’”® At the same time, it must not be overlooked that
many of the countries featured in the list have, in the meantime, taken several steps
forward in promoting the elimination of gender inequalities, and the resulting list of
countries has consequently undergone quite a lot of changes reflecting the advance-
ment of these countries. On an international scale, several methodologies (Hidasi,
2016) and ranking systems'* exist for the analysis and comparison of gender inequali-
ties, but with respect to Japan it is the OECD methodology that provides relevant data.
As regards the issue of gender inequalities, it must also be noted that Japan finds
it increasingly difficult to avoid the impacts of globalisation. Concerning the above
issues, Japan showed stagnation for quite a long time, while concurrently other, much
smaller countries (Singapore, Finland, etc.), which had the capability and opportunity
to take steps and adapt more quickly and more dynamically, made their way forward
rapidly. In the light of all this, Japan will have to implement changes in its own inter-
est, given that it wishes to remain one of the leading countries of the international
community (Fujimura — Fanselow, 2011).

Currently, the weakest point in the realisation of the womenomics action plan is to
put into effect the necessary modifications in tax laws, which requires several years
of interest reconciliation and negotiation due to the applicable legislative protocols.

13 Rankings used by the World Economic Forum. [online] Available form: http://reports.weforum.org/
global-gender-gap-report-2016/economies/#economy
14 EU: Gender Equality Index (GEI); Taiwan: Gender Inequality Index (Gll) (Hidasi, 2016).



6. Obstacles in the Way of Implementation

Needless to say that there are numerous factors and arguments against the wome-
nomics programme, and these include the following:

» Social expectations and social thinking promoting traditional gender roles do not
support this process of change. The principle of DanSonJoHi (8&%z#), i.e. men's
rule over women, which is rooted in the main principles of Confucianism, is an atti-
tude that still defines and determines the mentality of a high number of men (first
and foremost, the mentality of middle-aged and older generations who are in fact
in decision-making positions currently!). Up until the most recent times, girls were
raised in a spirit of aspiring to become ideal RydSai KenBo (REE#}), i.e. good wives
and wise mothers.

« Employees very rigidly stick to traditions and for that reason they are not very keen
to give up male-dominance and authoritarianism (Yong — Nagy, 2016).

* Many women are hesitant about taking up jobs and are alarmed by the latent perse-
cution, irking and harassment still characterising some workplaces: these actions
are aimed at making women's lives a hell at the workplace, and consequently,
women may eventually decide to leave the world of work after all. Such irking and
harassment include matahara (mother’s harassment), the act of irking or making
comments on mothers or expectant mothers; sekuhara, i.e. sexual harassment; and
pawahara (power harassment), the misuse of power. All these acts may, in practice,
target not exclusively women: in general, such activities are always aimed at the
weaker members of the society. Amélie Nothomb's 1999 French Academy literary
award (Grand Prix du roman) winning novel entitled ‘Stupeur et tremblements’ (and
its film adaptation in 2003) deals with this very problem.

* The most important counterargument against womenomics is that women’s more
active participation in the world of work might further exacerbate the situation of
the already problematically low number of childbirths. To refute this argument,
social researchers quote the example of those developed countries (Denmark,
France, Sweden, USA, etc.) where fertility rates are higher despite women'’s higher
employment rates and juxtapose these findings to other countries where fewer
women are employed (South Korean, Italy, etc.) and, in spite of this, the number
of births is lower. In a nutshell, the correlation between childbirths and women's
employment is not in line with what could reasonably be expected.



» Talking to average Japanese people in the street and interviewing them about the
proposed changes, we have found that many exhibit scepticism about the poten-
tial success of the policy of womenomics. They believe that government offices
and the public sector in general will, in all likelihood, be able to fulfil the expecta-
tions stipulated by womenomics and meet the set target figures in the scope of the
planned changes. However, in the private sector, including small- and medium-size
enterprises, this reform-purpose action package is improbable to be fully real-
ised: employers will purposefully refuse to cooperate and will create administra-
tive burdens to hinder the realisation of the plan. This is likely to happen: even if
studies showing the potential positive results of this initiative have been compiled
by several researchers and analysts, these studies have still failed to contribute
to employers’ acceptance of the programme, who doubt that women's increased
employment rates would also generate higher profits. In fact, reality shows a dif-
ferent picture: a recent survey conducted by Harvard University (TJN, 2017, June
5/7) also confirmed that the operation of mixed teams of men and women increas-
es performance at work and consequently boosts corporate performance.

* A change and transformation in women’s mental and psychological attitudes
would also be necessary for the success of womenomics. This task would require
increased participation on the part of schools and the media. The lack of self-con-
fidence, constant underestimation of one’s skills and capacities as well as a fear of
potential vilification prevent many women from undertaking the struggle to fight for
those rights and opportunities that they should ideally have access to on the basis
of their skills, knowledge and qualifications. In the context of this identity crisis, one
of the most popular and befitting words of the 2000s was karizuma shufu (charisma
housewives) or 7YX~ EIF (super housewives) (Goldstein — Gidoni, 2012), which
described women who could boast of some highly successful or acknowledged
entrepreneurial venture (be it style-designing ice-creams, or new technology of
baking bread, interior design, etc.) in fields most commonly associated with typical
women's activities.

« As the last of these obstacles, we must also mention the need to terminate the use
of those utterances and communications that disqualify women or are discrimina-
tive against women. Comments such as "“it's high time for you to marry” or “instead,
you should consider having babies” targeted at women members of parliament
addressing an interpellation are not only inadequate but are also unjustifiable in
a society that calls itself democratic. A change in these practices must also be
achieved as attitudes of this kind very strongly and very negatively influence public
opinion and the general demeanour to women.



7. Conclusions and Future Perspectives

The goal is now set and given, the only question that remains is by what time and to
what extent the planned activities and tasks will and can be executed. All this is exac-
erbated by the fact that the time bomb is in fact ticking fast: the situation of the acute
shortage of labor force necessitates a quick solution.

The peculiarity of the Japanese policy of womenomics lies in its top-down strategy.
Phrased differently, in Japan the ratio of female employment does not and will not
rise due to a civilian or grass-root initiative, like it happened a while ago in devel-
oped Western European democracies, but as a result of a top-down approach, which
economic players and the society are beginning to realise, somewhat unwillingly, in
line with directives from higher levels and on the basis of government expectations
expressed by target figures. The method of implementation could not be any different
in Japan, as the only possibility for the government to combat all the problems above
is to issue orders and directives requesting employers to carry out the related tasks
and the specific jobs.

The other unique feature of the initiative is that womenomics is not considered a
human rights issue in Japan, and it is not in any way seen as a programme facilitating
women’'s mental and intellectual development and self-realisation: the programme is
no other but a very stringent economic action plan.

Japan is rightfully proud of the technological and economic successes it was able to
achieve during an unprecedentedly short period in history. At the same time, Japan cur-
rently faces several challenges that will inevitably influence its success and prosperity
in the future. One of these challenges is concerned with finding an effective response
to the country’s social crisis: new ways and forms of social behaviour and changes in
the Japanese value system demanded by younger generations induce numerous shifts
in social norms so far considered traditional and exclusive (Ueno, 2010).

In fact, sooner than later Japan will be forced to give up its conviction that everything
depends solely on one’s will and invested efforts. The Japanese average person is
convinced that he will continue experiencing uninterrupted periods of prosperity
and that it is only his imagination that limits his material well-being. In addition, he
also believes nothing can stop the series of new developments. However, in this day
and age, it no longer suffices to be convinced that “one must want to do things, act
accordingly and success will follow". Today the world is much more complex than
before: now it is not enough to have only one’s will and stamina to compensate for



one's lacking knowledge, talents, innovation or creativity (Hidasi, 2016a). Naturally, in
numerous areas, primarily as far as the development of one’'s own skills and compe-
tences is concerned, strong will continues to remain one of the keys to success, but
the playfield has, in the meantime, been expanded: the areas of assessment no longer
comprise only internal and country-specific developments but comprise a much larg-
er scope. In response to novel—mostly international—demands, what is necessary is
advancement and progress in education and scientific development.

In Japan, the state of affairs above is coupled with very pressing social problems
the management of which is really urgent: the longer the country waits to address
these issues the more difficult the tackling of these problems becomes both finan-
cially and structurally. These problems include the ever-growing shortage of labor
force and the issue of the restructuring of Japan's employment policy; the very rapid
ageing of the Japanese society and the accompanying healthcare and social security
reforms; the declining number of children, which fact fundamentally impacts not only
employment policy but also social security; and last but not least, education-related
concerns. These issues are decisive from the point of view of the general mood in
society and social consciousness and should not, in any way, be underestimated in
importance, as these factors provide the stamina and the vigour of each society. All in
all, addressing each of these issues constitutes an almost unmanageable and highly
complex task. Nevertheless, due to the interconnectedness of these problems and
their interrelated impacts, the cause and effect relationships behind these issues,
together with the strengthening and weakening effects associated with them, have by
now become more obviously apparent than they had been in the past. The Japanese
society has recognized the existence of these problems and the social perception
of these issues already surfaces on the level of the Japanese social consciousness.

It is easy to realise and acknowledge that in Japan:

« the elimination of female underemployment, i.e. the more effective and successful
utilisation of the female potential, can generate an immense amount of social ener-
gy. As a result of the mobilisation of women's and girls’ so far hidden skills, capac-
ities and knowledge, the future is certain to abound in really great achievements;

» girls constitute a more highly educated layer of Japanese youth. There are sever-
al reasons behind this phenomenon: the number of female university students is
higher than that of males. Also, 80 percent of young persons struggling with psy-
chic and other behavioural disorders are boys, which means that a relatively high
portion of boys (annually approximately 100-200 thousand boys) will not continue



their studies in higher education. In our present knowledge-based society, several
institutions and corporations will recruit highly-qualified labor force and the need
for such workers will further increase in the future: in this scenario, it will be easier
to find girls for these positions due to the higher level of education they can boast of;

» compared to boys, a higher number of girls take part in partial studies abroad and
more girls than boys continue their graduate studies abroad. This can be explained
by the current Japanese employment policy: those who are not contracted by their
future employers in the year of their graduation (which is the usual scenario in the
Japanese tradition of finding employment) may quite easily experience employment
problems. This situation is, however, likely to change in the future due to the already
pressing lack of labor force. As a result of having pursued studies abroad, girls’
English knowledge excels that of boys. In Japan, a country which cannot boast high
levels of English proficiency, this competence constitutes a great added value and, in
the future, good English knowledge might easily function as an important selection
criterion in the case of institutions more extensively engaged in internationalisation;

« women's communication skills are better than those of men, and they are capable
of establishing more developed and more complex webs of human relationships
than men. In addition, the knowledge and flow of information reaching women
through these channels can be used by institutions and companies for their own
benefit, thereby generating added value, be the purpose of these relationships mar-
keting, services or innovation.

In conclusion, it can be claimed that in the past two decades Japan has faced as
many challenges and has undergone as many changes fundamentally questioning
and impacting social consciousness as other countries experienced over a period of
a hundred years. The economic recession, which negatively impacted the Japanese
nation’s identity and social self-confidence, the restructuring of social values, the
emergence of trust deficit in government as well as declining trust in science and
technology, presented the entire Japanese nation with a huge ordeal and several
obstacles to overcome. Japan's rebirth depends on how quickly the nation will be able
to process and successfully manage these challenges. The programme called wom-
enomics plays a vital role in this process. Womenomics is far from being a completed
and fully-realised programme: a great number of its elements and components are
currently being formed and transformed.
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Trade Relations between Hungary and Japan
— Trends, Practices, and Perspectives

Zoltan Bassa

1. Historical Background: The Reasons for a Belated Development of
Bilateral Trade

Trade between faraway countries is not a new phenomenon. Hungary and Japan had
trade relations since the 19th century, but both World Wars caused a long pause
in bilateral trade. After World War Il, Hungary was part of the political bloc led by
the Soviet Union. The Soviet leadership was reluctant to seek a better political and
economic relationship with Japan. US military bases in East Asia (including those
in Japan) were part of the infrastructure to fight the Vietnam War and to contain
Communist influence in the region. Japan is not part of a political-military alliance
like the North Atlantic Treaty Organisation. In this set-up, Japan accepted a smaller
playing field in terms of developing her own and more independent diplomatic and
trade relations during the Cold War. This also contributed to the slow development of
diplomatic and trade relations between Hungary and Japan. Trade was hindered also
by the Coordinating Committee for Multilateral Export Controls (hereinafter: CoCom
with Japan as one of the members) regulations prohibiting arms-related and ‘stra-
tegic’ technology-related exports to countries that were members of the Council for
Mutual Economic Assistance (Comecon). There were only rare cases of violation of
this principle, with technology flowing via third country re-exports (Kiss, 2009, p. 333)
or due to illegal activities of diplomats (Stidy, 2009, p. 369).

Political and trade relations between Hungary and Japan did not exist for almost
15 years after World War Il. In 1956 the Soviet Union and Japan started diplomatic
relations that paved the way for Hungary-Japan negotiations. Diplomatic relations
between Hungary and Japan were established only in 1959, with a delay due to
the international diplomatic aftermath of the Hungarian revolution of 1956. A trade
representative office was opened in Tokyo in late 1960 followed by the signature of
an agreement for arbitration of trade-related disputes in 1961 by the Chambers of
Commerce of the two countries (Kiss, 2009, p. 334). These developments led to an
increase of imports from Japan, but Hungarian exports lagged until an increase in
the second half of the 1960s thanks to the publicity of Hungarian sports’ successes



at the Tokyo Olympics and trade promotion activities organized by the Embassy of
Hungary in Tokyo, opened in 1964. The pattern of Hungary's trade deficit with Japan
was perceptible from the very start of the trade relations and has continued to be felt
for the subsequent decades until today.

In 1971, a non-governmental organization promoting economic co-operation between
Japan and Hungary was established with the name ‘Japan-Hungary Economic Club’,
and there were mutual business delegations. There was no direct Japanese gov-
ernmental involvement in these activities. Rather they served as tools for consulta-
tion between Japanese privately-owned companies and the Hungarian government
authorities (Glisic, 1976, p. 122). It is important to mention here the first govern-
ment-level bilateral trade agreement signed in 1975.

The 1970s saw a sudden increase in Japan's exports to Hungary largely due to the
sales of high-value industrial production machinery and telecommunication equip-
ment. This trend was spurred by the establishment of Japan's general trading com-
panies’ offices in Hungary during the 1970s. Hungary’'s modest exports to Japan
remained small, dominated by a small range of chemical raw materials, aluminium,
and food.

During the first half of the 1980s, Hungary's import from Japan dropped mainly due
to the debt crisis and the lack of hard currency necessary for imports. In the same
period, Hungary's exports increased, although most of these items were low val-
ue-added products keeping the export value at a modest rate. Hungary's exports
were dominated by state-owned large and specialized foreign trade companies. In
1986, Japan granted the General System of Preferences (GSP) treatment to Hungary.
This preferential treatment was abolished only at the time of Hungary's entry to the
European Union in 2004. This gave a further impetus to already growing Hungarian
export to Japan. Still, it was again only for one year (in 1988) that a balanced trade
could be registered.

2. Bilateral Trade between 1988-2017: Factors and Trends

2.1. Hungary's Exports to Japan

For any small and distant economy trying to increase its exports to Japan from a low

level, the first task is to inform the Japanese decision-makers and consumers of the
very existence of the country. Several factors helped to establish the knowledge of



the Japanese about Hungary. During the early 1980s, Japan became not only the larg-
est creditor country in the world but also the largest creditor of Hungary. Although
indebtedness was a serious bottleneck for Hungary's economic development, at least
Japanese banks, and financial institutions gained more knowledge of Hungary. This
is important because Japanese companies gain their first set of information about a
less-known country through the local branches of Japanese banks, financial institu-
tions or general trading companies. In the mid-1980s the first—albeit few—Japanese
companies got involved in direct investment in Hungary and negotiations started with
Suzuki Motor Corporation to build a car assembly plant. The announcement in 1990
of the construction of the car factory plant has increased Japan's attention towards
Hungary. Needless to say, the political changes in 1988-90 in Eastern Europe also
contributed to putting Hungary on the map for more Japanese companies and people
than before.

Tourism also played an important role. During the Japanese bubble economy peri-
od of the late 1980s, Japanese tourists had robust spending power and returned to
Japan from Hungary with souvenirs of Hungarian honey, propolis, traditional folk
embroidery, Tokaji wine, Herend porcelain. This gave further ideas for trade and
proved that Hungary had some interesting traditions and stories to tell. A story is
indeed an important factor in marketing activities inside Japan.

Non-profit oriented relations between the two countries deepened during the 1980s
and the early 1990s including the introduction of Japanese language in the formal
education in Hungary and a rising number of researchers and engineers having the
chance to get fellowships in Japan. The Japan Foundation, the Japan International
Cooperation Agency (JICA) and Japan's Official Development Assistance program
provided experts, expertise, and funds for cultural, educational and environmental
projects. All these activities enhanced the people-to-people relations that are very
important in establishing trust between any people or company of the two nations.
When starting a new business with a new partner, the Japanese always consider
whether the would-be partner (be it the seller or the buyer) is reliable, and whether
they could be counted on in the long-term. More direct impressions about Hungarian
people even outside the business world are important in this context.

Because of the remarkable changes in the Hungarian Forint's exchange rate and the
more consistent data issued by Japan's authorities, exports and imports data are
provided in Japanese yen and taken from official statistical sources of Japan. Most of
the above factors were enough to maintain the level of Hungarian exports between
1988-1991, as can be seen in Diagram 1.



Diagram 1

Hungary’s exports to Japan (Million JPY)
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However, the economic transition of the early 1990s had also a negative impact on
Hungary's exports as can be seen in the data of 1992-95. The large foreign trade com-
panies lost their markets in Eastern Europe (including the Soviet Union) and disap-
peared. They were dissolved or privatized (and restarted with a new strategy). Since
in most cases these specialized companies had a monopoly or at least an exclusive
knowledge in trading with their respective products, their disappearance led to the
disappearance of the exporting activity as well.

The closer integration with EU markets and the crisis-ridden economy in the early
1990s made many Hungarian producers focus on better-known markets. Also, the
privatization and dissolution of large trading companies led to smaller company sizes
lacking the financial strength to start trade with a remote market like Japan. The
transnational companies starting activities in Hungary were concerned about sales
to the local Hungarian or the regional Central or East European market. For the most
of them, Japan was not part of their sales strategy during the 1990s.

Besides the disintegration of specialized companies involved in foreign trade, man-
ufacturing companies faced difficulties in maintaining their production and their
access to finance. As a result of the significant industrial restructuring, some prod-
ucts have disappeared from the Hungarian supply available for Japanese importers
during earlier decades.



Diagram 2
Principal categories of Hungary's exports to Japan (,000 JPY)
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As for the structure of Hungary's exports, between 1988-1993 the fall of chemical
products’ (organic compounds as well as pharmaceuticals), aluminum, steel, and
the exports of other crude materials were the main factors in the fall of Hungarian
exports to Japan. However, even if from a very low level, machinery exports started a
quick growth led by industrial pumps used for liquids and electrical machinery. Food
products showed a rise, meat products in particular.

The remarkable growth of Hungarian exports to Japan started in 1996. This was trig-
gered by several factors. In order to curb the current account deficit, the Hungarian
Forint's exchange rate was devalued in 1995 against all foreign currencies which
spurred the increase in exports. More importantly, the structure of exports has shift-
ed from raw materials to machinery, parts and to some higher value-added indus-
trial products and this was also visible in the exports to Japan (see Diagram 2). In a
matter of only three years, starting at only slightly more than a 10 percent share of
all exports in 1995, machinery and parts made up 40 percent of exports to Japan by
1998. This was largely due to new production and export capacities of computer parts
and assembled electronic goods, audio and video equipments in particular. Organic
chemical compounds and pharmaceuticals showed a further decrease, exports of
crude materials stagnated and limited to a narrow range of goods. Food exports shift-
ed to maize (as animal feeding material) and dairy products, while meat products



showed only a modest increase. Clothing and footwear showed a rapid rise. A widen-
ing of the product range exported to Japan reflected the first efforts of newly formed
Hungarian private firms venturing to discover relatively new markets like Japan.

The 2000s saw further growth of Hungarian exports to Japan. By 2008 two-thirds of
Hungary's exports to Japan were constituted by machinery, components, spare parts
and transport equipment. The volume and diversity of machinery and spare parts
exports increased. During the 10 years leading up to 2008 passenger car and—with
a smaller total value—car parts exports grew rapidly and continued to constitute
a significant portion (roughly one-fifth) of Hungary's exports to Japan in 2008. The
electronics industry remained the most important area of exports but shifted from
computer parts to assembled computers and office machinery. Scientific and optical
measuring equipment—once the pride of Hungarian optical industry—were exported
again from the early 2000s.

Chemical products regained some of their earlier importance with the appearance of
new export products like hormones or natural dyeing products. Food exports reached
roughly 15 percent of total exports to Japan, with a sudden and heavy concentration
on pork the imports of which was allowed by Japan's authorities vis-a-vis Hungary in
the year 2000. Earlier export items like fruits, vegetables, maize, dairy products all
decreased, while honey emerged as the second largest item after pork. An unstable
structure of food exports showed that there were several transactions of a short-
term nature.
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Between 2008-2017 the performance of Hungarian exports to Japan showed a mixed
picture. After a significant fall in 2009 due to the international crisis, exports returned
to the 2008 level in 2010 but fell again in 2011 to the 2006 level. A significant increase
can be observed only during 2013-15. While exports were dominated by machinery,
equipment, and spare parts, there was a remarkable shift from electronic products
to transport machinery. This shift was due to Hungary's long-term process of losing
its competitiveness in electronic parts. Also, Japanese companies, shutting down
their plants during the years of the crisis, were almost exclusively producers of elec-
tronic parts or assembly plants (TDK, Sony, Sanshin). Computers and electronic parts
exports halved between 2008-2017, but the exports of higher value-added items of
telecom equipment, electrical measuring equipment, and electrical units for industri-
al equipment remained stable. Therefore, the internal structure of electronics exports
changed, too. The share of high-technology products (according to the definition of the
OECD) in Hungarian exports rose from 14.5 percent (2000) to 25.3 percent (2009) only
to fall to the pre-crisis level of about 20 percent after the crisis (2011-12). Moreover,
high-tech exports were concentrated with almost half of them being scientific instru-
ments and close to 22 percent being pharmaceutical goods (Elteté - Vélgyi, 2013, p.
22, p. 24).
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Principal categories of Hungary's export to Japan (,000 JPY)
140 000 000
120 000 000
100 000 000
80 000 000
60 000 000
40 000 000

20 000 000

0

2003 2008 2013 2017
®  Machinery, transport equip. . Food and live animals
® Chemicals Miscellaneous articles
= Manufactured goods ® Crude materials
Commodities not classified B Beverages and tobacco

Source: Trade Statistics of Japan, Ministry of Finance, Japan.
[online] Available form: www.customs.go.jp



During the 2010s, besides assembled passenger cars and their parts, car engines
entered as one of the most important export items. The exports of chemical products
exports showed considerable growth due to the steady increase of both organic chem-
icals and pharmaceuticals, but still lagged behind food products, just like during the
previous two decades. Food exports were dominated by pork and honey, with poultry
meat gaining some significance. Candies are to be mentioned as a new successful
product group. Hungarian goose feathers (used for filling blankets and pillows) con-
tinued to be successful on the Japanese market. Other items of smaller exports value
included bags, women's clothing, sporting goods, and toys. Although exports showed
a widening variety of manufactured goods (contributing to the export growth of 2013-
2015), only a few of them could retain significant exports value compared to 2008.

2.2. Hungary’s Imports from Japan

Taking the whole period of the 1980s, the value of Japanese exports to Hungary
showed a decreasing tendency. The reason for this is to be found in Hungary struggling
with a high level of external debt, therefore, having less available foreign exchange
to use for import. In 1988, 56 percent of total imports from Japan were machinery,
components, spare parts or transport equipment. 55 percent of these products were
electronic products led by the video tape recorders and other consumer electronics.
Another important product group was machinery used for industrial production. About
a quarter of all imports were chemical goods, mainly organic chemicals. The imports
of transport equipment and pharmaceuticals were negligible. The remaining 17 per-
cent of imports were mainly scientific and optical instruments, films and other blank
recording material like video or audio tapes and textiles (woven fabric).

Between 1988-1993 imports from Japan more than doubled. Starting in 1990, there was
a rapid growth in imports mainly due to passenger car imports. While in 1988 less than
400 passenger cars were imported from Japan, in 1993 more than 23 000, making this
item by far the largest item in Hungarian imports from Japan, constituting more than
half of the total imports in 1993. Besides the disappearance of cars from the Soviet Bloc,
this was a period when in Hungary there was no large volume of domestic car assem-
bly. However, the share of electronics in the total imports fell back to only 9 percent,
with an import value falling by 25 percent compared to 1988. This was largely due to
a drastic fall of video tape recorders and parts for television sets, while the only cate-
gory in electronics showing an increase was telephone equipment. Parts for industrial
machinery and hand tools showed moderate growth. The overall economic recession of
the early 1990s in Hungary decelerated import growth of both capital goods from Japan.
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Between 1993-1998 the spectacular rise of capital goods import was the most impor-
tant new development. A restrictive economic policy of consumption and the appear-
ance and expansion of Japanese manufacturing plants (car and electronic goods'’
assembly and their parts suppliers) were both important factors. Thus by 1998 elec-
tronics returned to a more than one-third share of total imports from Japan this time



dominated by parts (mainly for tv-sets, video equipment, and integrated circuits) and
industrial electronic machinery. The most important consumer good import item pas-
senger car showed imports falling to its one-third compared to 1993. At the same time,
car engines and industrial machinery became the most important machinery items in
imports. The composition of other manufactured products also shifted from consumer
goods to capital goods: measuring equipment, paints, aluminum and steel products. Raw
materials and food continued to be a negligible part of Hungary's imports from Japan.

Between 1998-2003 imports growth from Japan almost doubled. Machinery, transport
equipment, and electronics share stabilized at 85 percent of total imports. Electronics
further increased its share to more than half of total imports with integrated circuits,
diodes, batteries and accumulators, condensers as leading items—several newly
emerging in Hungarian imports from Japan. Consumer electronics fell to a very
low level with amplifiers and loudspeakers, the only products with a volume worth
mentioning. As a sign of increasing local car manufacturing by Suzuki Motor Corp.,
imports of combustion engines of cars surpassed that of passenger cars. Trucks that
retained steady imports during the 1990s started to fall in terms of numbers imported.
Chemicals imports stagnated while the imports of iron and steel goods tripled.
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While between 2003-2008 imports from Japan more than doubled, electronics
imports lost weight and diversity due to the recovery of other items like passenger
cars and office machines. The number of imported cars surpassed 10 000 reflecting a



widening scope of consumer demand and easily available consumer credit in the mid-
2000s for buying new cars. After a long period of falling sales of consumer goods, the
trend reversed to a growth of import of these products.

Beginning in 2008, the international crisis dealt a serious blow to imports from Japan.
In 2013 the value of total imports was slightly less than half of the value in 2008,
standing only at the level of 2003. Several Japanese manufacturing affiliates closed
down operations in Hungary. Although these were mainly electronics products’ man-
ufacturing capacities, other plants also decreased the volume of operations. More
than half of the import decrease in the period of 2008-2013 was due to electronics,
more specifically, semiconductors responsible for roughly 30 percent (!) of the fall of
total imports. As a stronghold of car assembly and parts manufacturing, Hungary
was heavily affected by the crisis. Imports of passenger motor cars in 2013 constitut-
ed only 20 percent of the level of 2008. Chemical products and pump equipment for
industrial use did not suffer such a decline. Although crude materials were negligible
for many years, in 2013 this imported item crossed 1 percent of total imports from
Japan, solely due to the imports of synthetic rubber. Looking at the 2013 data, the
almost complete lack of consumer goods in imports from Japan is quite astonishing.
Hungarian consumers opted for buying less and cheaper durable consumer goods
during the recovery after the crisis.
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It is remarkable that even after 2013 there was only a slow growth in imports from
Japan. In 2017 the total imports were 170 billion yen, which is roughly the level of
2004. An important reason for this is that the share of electronics imports started
to fall already before the crisis, reflecting a longer-term tendency. Semiconductor
imports, as well as other electronic parts and electric machinery, constituted only 14
percent of imports in 2017. Between 2013-2017 the strong growth of passenger cars
imports was remarkable, and there was also a recovery of car parts and car engines
imports. In 2017, transport equipment and their parts made up 30 percent of imports
from Japan, and this excluded car engines that had a further 14 percent share of total
imports. Industrial machinery constituted about one-fifth of imports.

Industrial raw materials like rock-wool and carbon fiber entered as a new item in
Hungary's imports from Japan with ongoing imports of iron and steel products,
as well as synthetic rubber. Vehicle tyres and tubes imports doubled in the 2013-
2017 period. Beverages made an appearance in imports as a result of the efforts of
Japanese authorities to popularize traditional Japanese beverages abroad. Since the
early 2000s, 5-10 percent of all imports from Japan have been classified as re-ex-
ports. These products are produced outside Japan shipped to Japan and subsequent-
ly re-exported to Hungary.

3. Practices in Trading with Japan

3.1. Hungarian Companies’ Exports to Japan: The Players

For many years until the early 1990s, there were only large state-owned trading com-
panies exporting to Japan from Hungary. This era was characterized by the domi-
nation of large trading companies (the so-called sogo shosha) of Japan. Since the
early 1990s with the dissolution of foreign trade monopolies, many other companies
including trading as well as manufacturing companies have tried to establish export
business with Japanese importers. Hungarian business people formerly working
at large trading companies have often formed new companies trying to specialize
in already traded goods known and trusted by the Japanese importing partner and
capitalize on the accumulated product knowledge and personal network in Japan.
These efforts were partly successful, but had two important preconditions, namely
to continue the stable supply of products and to maintain direct personal relations
between the Hungarian persons in charge and the Japanese counterparts. In the case
of chemical goods and food there were several success stories.



The number of those with relevant contacts with Japanese importers is limited, and
there are also ex-diplomats entering the business trying to widen the scope of the
traded goods beyond only one product group. A few of the long-term Hungarian res-
idents in Japan have also ventured to support Hungarian exports to Japan. A key
challenge is to have a good knowledge of the Hungarian supply together with a good
and reliable pool of Japanese importers. Because of the importance of personal
networks, the relatively long process of launching business and of mastering the
Japanese language, the job of creating business is, in fact, a permanent consulting
work. Therefore, there are not only trading but also purely consulting companies
helping to create and maintain Hungarian exports to Japan.

As the Hungarian industry progressed in restructuring there were also new produc-
ers appearing with some competitive products, although their scope was not wide
considering the Japanese market. These new companies rely either on the small
trading, consulting companies or on the Hungarian offices of Japan's large trading
companies (sogo shosha).

Japan’s large trading companies have been traditionally active in almost exclusive-
ly large volume businesses transactions. It was in the period of the 1990s, when
they had the largest number of affiliate offices in Hungary (Mitsubishi, Mitsui, ltochu,
Sumitomo, Kanematsu). Regarding Hungary's export to Japan, some of these affiliate
offices have specialized in certain industries and customers. Mitsui and Mitsubishi
have been strong in chemical raw materials’ trading, Itochu is closely linked with
Suzuki Hungary's activity. To promote these activities, some Japanese logistics
companies have also opened offices in Hungary (EurasiaSped, Yusen Logistics, and
Nippon Express). However, no Japanese bank has any Hungarian affiliate, instead
the Hungary-based Japanese customers are supported by the Vienna, Frankfurt or
Dusseldorf offices.

There are only very few Hungarian companies able to run a local office in Japan
(Graphisoft, Bonafarm's Pick Szeged, Richter Gedeon) and to operate sales and mar-
keting activities in Japan. These companies do not only have the necessary financial
means to operate a local office, but also have high-value-added products that have
been successfully sold on Japan's market for a long period.

A significant part of Hungary's food exports is operated by Suzuki Business Co. Ltd.,
an affiliate company of Suzuki Motor Corporation involved in various businesses not
related to passenger car production. The companies ‘special sales’ division is involved
in importing Hungarian products from Hungary: mostly wine and honey. The wide



selection of red, white, sparkling and dessert wines are sold also on the internet, a
booming segment of retail activities in Japan.

A less successful case is the Hungarian National Trading House's activity. There were
several reasons for this. Most importantly, the employed staff had almost no experi-
ence in doing business with Japan and this precluded high sales. The idea of unifying
small and medium-sized quality food producers under one brand ‘Aldoméas’ can work
on certain markets, but only if there are partners on the importing country’s side and
products fit the requirements of the targeted market. Another effort of the Hungarian
government was the so-called Eastern Opening Policy of the early 2010s targeting the
diversification of Hungarian exports to reduce the too strong reliance on EU markets.
However, the geographical scope of this policy was constrained to China and Central
Asia with no significant efforts to increase exports to Japan. Any focus on exports
to China can make the Japanese importers fear that the supply is diverted to the
Chinese market with an obviously increasing purchasing power of consumers.

In the year 2018, there was an important bilateral trade policy achievement.
Concerning imports from Hungary Japan has changed the regulation for avian influ-
enza-related counter-measures. From October 2018, regarding the avian influenza
outbreak, only those poultry products will be banned to be exported to Japan which
originate from farms in the county where avian influenza cases have been registered.
Earlier for the whole of Hungary, an import ban had been introduced regardless of
the place of the disease’s outbreak. Negotiations for a similarly improved regulation
for pig meat and other pork products have also been started but the few outbreaks of
African swine fever cases (wild boars) in April 2018 led to a stoppage of negotiations.
Currently, it is on the agenda to convince the Japanese authorities about the safety
of Hungarian pork.

3.1.1. Key Factors of Successful Exports to Japan

European businesspeople tend to think that once a product itself is successful on
the European market, it is a guarantee for success in Japan. This sometimes leads
them to boast too easily about the product which is not sympathetic for the Japanese
and therefore should be avoided for sure. Standardized quality and reliable volume
of supply are probably the two most important factors for a long-term business. If
these are provided, the Japanese buyers continue with the business even if there are
disputes arising between the two sides about price or minor quality problems.



The preparation of the first shipment of any product takes considerable time and it
needs patience. The Japanese side usually needs much more time to reach a deci-
sion due to the internal management structure of their companies. Before any deci-
sion, the Japanese side requests detailed information especially about the quality
features of the product and the production process. For any questions, it is advisable
to provide a quick answer even if the content of the answer does not fully cover the
question. This leads to a more intense and fragmented communication, but the high-
er number of emails and phone calls pays back in the form of higher trust by the
Japanese partner. In the case of food and beverages, it is advisable to find out wheth-
er all ingredients are allowed to be imported. Japan has strict rules for additives in
food and beverages products.

In the case of consumer goods, it is better to offer several varieties of the same prod-
uct. Besides the question of higher volumes, this is also necessary for entering retail
chains demanding more than one variety of the same product. Usually, the Japanese
importer asks to explain the uniqueness of the product, because there is strong com-
petition on the Japanese market and the wholesale traders are reluctant to switch
to another competitor without detailed and convincing reasons. Entering the market
with a flagship product can provide chances for paving the way for further products
of roughly the same category. The most important example for that has been the pork
of the Mangalica type pig that prepared the way for larger exports of more conven-
tional pork. Similarly, being the first brand the Japanese became familiar with, the
Herend porcelain made possible the introduction of Zsolnay and Holléhaza porcelain
as well. The Japanese have high respect for manufacturing excellence, the proof of
which is that even though Haribo and PEZ are not Hungarian brands their production
in Hungary led to the view that Hungary can offer high-quality candy products.

Entering the Japanese market with a new product is not an easy challenge in terms of
marketing, either. Japan still has a relatively wide circulation of printed press. Instead
of national newspapers, professional magazines specialized in a certain industry or
product group are read by retailers, restaurant and hotel chains are better tools for
introducing a new product. As for online marketing, blogs and opinion leaders can
be used in the initial period. All these efforts are made by the importer or even more
by the wholesale trader and in most cases, they do not demand financial assistance
from the producer or its exporter. However, they request detailed information about
the product from the maker to inform the wholesalers, the retail chains or—more
seldom—the consumers.



The Japanese consider it important to know which country’s product they are buying.
Thus, it is necessary to provide arguments to answer the question: why buy specif-
ically from Hungary? In many cases, it is advisable to provide general information
about Hungary. Importers might have the knowledge because of their international
experience, but most Japanese companies and people rarely hear about Hungary.
Since the Cold War era was longer than Hungary's membership in the European
Union, it should be clarified that Hungary is part of the EU, even though it is not using
the euro currency inside the country. The local industrial and cultural traditions (if
any) concerning the product to be marketed is also information to be shared. Any
interesting background story about the product should be also used as the content
of marketing.

The importer company’s commitment is also crucial in starting and maintaining
imports. The exporting company must value the efforts made by the importer in an
environment of strict import regulations. Pushing Japanese importers too eagerly
to buy leads to smaller success compared to the cases when the Japanese importer
makes the first step when sending an inquiry to the exporting company.

Meeting the importer in person is crucial. Trust can be won more easily this way. The
Japanese prefer seeing the face of the producer or its reliable trade representative
agent before and even after starting the business. While this may be costly, it can
secure long-term business. If online video conferences are offered these should be
accepted and taken as a good opportunity because not all of the Japanese companies
allow their employees to do this.

There are diverse experiences concerning sales contracts. There are Japanese
importers who prefer not to conclude a framework agreement for sales and instead
send a procurement plan (including volumes and prices) and if it is accepted by the
seller, the plan functions as an agreement on sales. On top of that, purchase orders
for the deliveries are sent to the seller. However, there are other importers that are
ready to conclude a framework agreement for deliveries in order to specify payments
terms and technical specifications. There are also importers that prefer to conclude
a separate sales contract for each and every shipment.

It is better not to demand too strict payment terms because this is easily understood
by the Japanese as a sign of distrust. Japanese importers are very reliable when it
comes to payment. They keep the agreed deadlines and terms. In the case of smaller
importers, there are rare cases of long delays or non-payment. Since transportation
costs are much lower in Hungary compared to Japan, transportation services are



preferably ordered in Hungary and not from Japan. Usually, exports are done on CFR
or CIF basis. Experiences show that it is better if the Japanese importer (instead of
the Hungarian seller) insures the shipment because in case of any damage or theft,
the procedure for restitution is much easier and faster. Contrary to the earlier dec-
ades of USD based transactions, in the last two decades, most exports have been
denominated in euro, because its exchange rate is considered more stable than that
of the US Dollar. This is quite favorable for Hungarian exporters, since the Hungarian
Forint shows a slow but steady depreciation against the euro.

Due to the segmented and geographically dispersed Japanese market, business
partners should clarify which market segment and which geographical area inside
Japan is targeted. If this is clearly understood, it helps the exporting company to
judge the perspective of the business in terms of volume, price and whether it should
grant exclusivity to the importer. Exclusive rights can be a sensitive issue. Although
Japanese importers do not demand a written agreement to grant exclusive buy-
ing rights for them, they still require the exporter not to enter into business with
other importers. To avoid disputes it is better to clarify the question of exclusivity in
advance.

As for more specific features of intangible goods' (like software) sales to Japan, it is
more realistic if the product in question has a successful track record in one or more
other highly industrialized countries. Localization of software is crucial even if that
is a long process due to translation and compatibility issues. Setting up a local rep-
resentative office or a joint venture with a local partner is hardly avoidable because
Japanese buyers need local technical support to feel safe about the introduction of a
new software solution.

3.1.2. What are the Bottlenecks in Increasing Exports?

For geopolitical reasons after World War Il, Japan was allowed to maintain relatively
protectionist import regulations if compared to other industrialized countries. It is
only since the 1990s that Japan has concluded free-trade agreements with some
South East Asian and Latin-American countries. Nevertheless, Japan has still a high
number of non-tariff regulations that hinder imports.

Food and beverages are regulated by complex and restrictive regulations concern-
ing ingredients, sanitary and packaging. Similarly to other non-European countries,
Japan applies strict regulations for avian influenza and African swine fever—to name
just the two most frequent animal diseases. If there is only one case of an outbreak of



such diseases, the whole imports of that product are prohibited until the authorities of
the two countries agree on lifting the import ban. The condition for that is also regu-
lated in detail and needs extended negotiations. Exporting companies often think that
itis the importer that is so strict about these rules, and communication breaks down
because of distrust, while in fact, the problem is the actual import regulation. Also,
this detailed regulatory system created a situation where the number of Japanese
importers of the product or product group is relatively small with a country of more
than 120 million people, because there are only a few companies that have the capac-
ity to learn and follow the detailed regulations and find loopholes in them in order to
start import activities. With this comes the challenge for the exporting company to
find the firms that can really handle the administrative side of the product's import.

Japanese people prefer to buy products made in Japan even if they are more expen-
sive than the same products imported. While for final consumer goods imports this is
a bottleneck, for raw materials, ingredients, bulk package products this is of a lesser
relevance, since the consumer is not necessarily informed about the country of ori-
gin, while the importer and other players in the distribution channel are interested in
importing cheaper goods.

While Japan seems to be a closed market from the outside, it may come as a sur-
prise how intense the competition is on the Japanese market. Due to some market
entry barriers, those already on the market are usually highly competitive companies
doing their best to remain on the market. Due to the slow growth of the Japanese
economy, and a relatively stable industrial and consumer structure, it is not an easy
task to convince importers to start buying the same product from a new source. The
Japanese are very loyal to suppliers, they do not switch easily even if it would be
reasonable.

The final (retail or consumer) price of the product in Japan can be very high if com-
pared to the original ex-works price. High transport costs to such a geographically
far-away country is certainly one of the reasons for this but not the only one. The
Japanese distribution system has more levels than most other countries. In many
cases, the importer sells the product not directly to a wholesale or retail compa-
ny, but to a so-called distribution company which sells to a wholesale company and
only then the product reaches the retail level. Recently, some Japanese wholesale
companies or even retail chains have tried to make contact directly with foreign pro-
ducers (at trade fairs or by simply sending emails), which is basically good news for
exporters. However, it may turn out that this new kind of partner does not have the
knowledge and experience to import the products.



While Japan is a huge market, it is often surprising that the bulk packaging units
they are requesting are relatively small. In the case of consumer goods, one has to
understand that the number of retail stores is very high with each of them dealing
with only smaller order volumes. Many of the shops are on narrow streets that can
be used by vans suitable only for smaller carton sizes. As for the consumer package
unit, the size is again smaller than the usual one in Europe. The Japanese eat less in
volume and wider in variety. Most of them prefer to buy smaller package sizes. Large
packages can be accepted by the importer if the products are re-packed in smaller
units in Japan.

Language differences can be a barrier to business. English is taught for all stu-
dents in Japan, but oral English conversation is still not a strong skill among the
Japanese. Written confirmation and thorough clarification of details are important.
Communicating in Japanese can help business but at the same time, it can raise the
expectations of the importers towards the seller in non-cultural aspects (like techni-
cal specifications), as well. Itis important to note that there are more and more for-
eigners working in Japan, slowly entering positions in international trade and having
a slightly different business culture to that of the Japanese.

3.2. Hungary's Imports from Japan — Players and Experiences

Hungary's imports from Japan has a stronger concentration on machinery, spare
parts, and components, most of them being capital goods. This is no wonder, since
the Japanese supply of raw materials and food, beverages do not even meet the
domestic demand, allowing fewer chances to export them.

In many cases, Hungary's imports flow from a Japanese producer or trading company
to an industrial plant located in Hungary. In the case of imports of machinery used
for industrial production, the Japanese producer does not directly export to Hungary.
Rather, it uses an affiliated Japanese trading company specialized on trading with
the machinery of that producers’ Japanese and foreign plants. Exports and imports
of machinery are executed by a large Japanese trading company (sogo shosha), if it
has shares in the exporting (supplier) company or the importing industrial plant. If
the Japanese producer of the machinery does not have an affiliated trading company
or ownership relations with a large Japanese trading company, it may rely on a local
European trading company specialized on machinery trading in Hungary or in another
EU country, since there is free trade inside the EU. There are usually similar patterns
for trading with parts and components.



The business inside Japanese transnational companies (a producer in Japan and an
industrial plant in Hungary) is handled relatively smoothly because of the common
understanding of technology and business issues. This is important because a just-
in-time supply of parts and components is crucial. Any problem of not keeping dead-
lines can increase costs of logistics and production time due to the higher costs and
longer transport time from Japan. When it comes to a Europe- or Hungary-based
representative importing company, the after-sales, maintenance services are very
important, because Japanese experts cannot easily visit Hungary. They have to rely
on local expertise to solve the arising problems of machinery.

Japanese producers do not need special marketing efforts to convince Hungarian
importers about the quality of their products. Hungarians, in general, have a positive
view of not only the quality of Japanese products, but also their longevity. There is
more concern about prices, but the reliability of Japanese goods can compensate for
the higher price. Although Japanese brands are increasingly produced outside Japan
and subsequently exported to Hungary, a product really made in Japan has an added
value for most people in Hungary.

In order to differentiate exports and create a more sophisticated view of Japan
abroad, in recent years the Japanese government authorities started to promote
Japanese food, drinks, gastronomy, and cultural content worldwide. Exhibitions and
promotion events of Japanese rice, food ingredients, meals, and traditional Japanese
beverages are funded partly by Japanese government agencies. There are two
important challenges to mention here. Japanese goods are higher in price, therefore,
identifying the consumer segment ready and able to buy these products should be
undertaken meticulously. Finding the importer can be an even more difficult task,
since most of the trading companies in Hungary do not yet have the necessary knowl-
edge of Japanese food or beverages. Education for the wider public, tasting events,
training of local salespersons are all crucial tasks. This would help to increase direct
imports from Japan instead of relying purely on German and Austrian importer and
distribution companies buying from Japan and then selling to Hungarian trading com-
panies. As for Japanese cultural products, it is easier to find a larger market due to a
relatively large number of young people familiar with the manga and anime culture.
Having experienced a significant drop in imports from Japan due to the international
crisis starting in 2008, imports from Japan would be more sustainable if they were
more diversified. This could be achieved if Japanese companies gained more knowl-
edge about government procurement. The absence of Japanese bank affiliates in
Hungary and the limited number of large Japanese trading companies’ represent-
ative offices is indirectly hindering the growth of imports from Japan. More activity



by the Chamber of Japanese companies in Hungary (Shokokai) would contribute to
new businesses. Increasing imports from Japan would also contribute to more direct
investments at a later stage.

4. Perspectives Opening-Up due to the EU-Japan Economic Partnership
Agreement (EPA)

4.1. Background

During the 1980s there were strongly disputed trade policy issues between Japan
and the European Community (EC) with a focus on alleged dumping by Japanese
companies on the EC market, and impediments experienced by the EC's companies
in accessing Japan's market. During the 1990s consultation bodies were set up to
discuss these negative factors. As for an easier acceptance of industrial stand-
ards, the Agreement on Mutual Recognition between Japan and the EU came into
effect in January 2002 (MOFA, 2018). In 2003, an Agreement concerning coopera-
tion on anti-competitive activities was also concluded. As for trade liberalization,
a more concrete negotiation process was formalized and started in 2012, with the
aim to conclude a comprehensive agreement of economic co-operation. The nego-
tiations between Japan and the EU were accelerated in 2017 by the protectionism
of the Trump administration signaled by the United States announcing the with-
drawal from the Trans-Pacific Partnership originally signed in February 2016. The
conclusion of the EU-South Korea Free Trade Agreement (that came into effect in
2011 and was extended in scope in 2016) served also an inspiration for both Japan
and the EU.

The proposed text of the EU-Japan EPA was finalized in December 2017. At the
EU-Japan Summit in Tokyo in July 2018, Presidents Jean-Claude Juncker, Donald Tusk
and Japanese Prime Minister Shinzo Abe signed the EU-Japan Economic Partnership
Agreement (EPA). According to the official press release; “The trade agreement is
the biggest ever negotiated by the EU and will create an open trade zone covering
over 600 million people” (European Commission, 2018a). The Japan-EU Economic
Partnership Agreement was signed by the European Parliament as well as by the
Japanese Diet in December 2018. The EPA entered into force on February 1, 2019.
Issues of investment protection and the related dispute resolution will be regulated
in a separate agreement still under negotiation.



4.2. An Overview of Trade Liberalization Measures and Their Impact

“The EU has liberalized 99 percent of tariff lines and 100 percent of imports and
Japan 97 percent of tariff lines and 99 percent of imports. However, on the 3 percent
of tariff lines not fully liberalized, Japan has given significant concessions in terms of
tariff rate quotas and/or tariff reductions” (European Union, 2008, p. 1).

As for the EU countries’ export opportunities, the most important achievement of the
EPA is an unprecedented import liberalization of agricultural and food products on
behalf of Japan. (European Commission, 2018b) In case of certain tariff lines, tariff
rates are reduced instantly to O percent, but there is a wide range of goods where the
reduction is done gradually in 3 to 20 years depending on the product. According to an
early assessment issued by the EU, “The largest increases in EU exports to Japan in
absolute and relative terms are in the dairy and in the textile, apparel and leather sec-
tors, followed by processed foods, motor vehicles and chemicals which are expected
to experience substantial increase in exports both in absolute and relative terms.
(...) In agriculture, the meat sector comes as the third largest benefactor” (European
Union, 2018, p. 50).

Japan is upholding quotas (with slowly increasing volume levels) with decreasing
tariff rates for the following product groups: wheat, wheat products, barley, barley
products, doughs, cake mixes, malt, coffee, tea mixes, several food preparations
for confectionery, glucose, cocoa powder, sugar, starch, some types of prepared
edible fats and oils, whey, butter, milk powder, condensed milk, soft cheeses, raw
silk. Safeguard measures for pork, whey protein concentrate, whey powder, fresh
oranges, racehorses can be introduced. This means that if import volumes exceed a
given level (regulated in the EPA), tariffs higher than the reduced rate can be intro-
duced for a year or multiple years. However, these tariff rates cannot be higher than
those before the EPA came into effect. There are only three product groups (sea-
weed, rice and raw hides, skins) for which Japan will not take further liberalizations
measures.

The EPA includes measures to ease approval and permission procedures for products
exported to Japan. Perhaps most importantly, sanitary and phytosanitary certificates
of Japan and the EU will be unified. The EU and Japan “are required to ensure that
the emergency measures are not maintained without scientific evidence” (European
Union, 2018, p. 26). At the same time, there is no loosening of hormone-treated and
GMO products.



“European cars will be subject to the same requirements in the EU and Japan and will
not need to be tested and certified again when exported to Japan” (European Union,
2018, p. 24). There are detailed regulations for rules of origin and related procedures.
As for anti-dumping procedures, dispute settlement, subsidies’ regulation the existing
GATT/WTO rules apply for trade between the EU and Japan.

A simpler mutual acknowledgment of global as well as Japan's specific industrial
and agricultural standards has also been agreed upon. A partial opening of Japan's
procurement market might also have a positive impact on exports of construction-re-
lated materials. “With regard to new market access, European companies will gain
non-discriminatory access to the procurement of 87 sub-central entities in the hospi-
tal and academic sectors, and of energy providers in 29 Japanese regions. The agree-
ment also includes non-discriminatory access to the procurement of all so-called
“core cities”, which is a specific class of municipalities of Japan with a population
ranging between 200.000 and 500.000 inhabitants. (...) A very important achievement
is that Japan has agreed to grant European companies access to all procurement in
the railway's sector (...) The agreement also provides access to the procurement of
a number of services, including telecommunication and insurance” (European Union,
2018, p. 34).

Japan and the EU also agreed “to contribute to creating an environment of trust and
confidence in the use of electronic commerce and to promote electronic commerce
between the Parties (...) and shall not impose customs duties on electronic transmis-
sions” (European Commission, 2018b, p. 285; p. 288).

The EU will approve eight geographical indicators (Gl) for Japanese alcoholic bev-
erages (including the word ‘Nihonshu' meaning Japanese Sake) and Gls for further
48 products (various kinds of meat, fish, fruits, vegetables, tea, and soft drinks). In
exchange, Japan will recognize their Gls for 205 high-quality European agricultur-
al products, therefore only these products could be sold under their name on the
Japanese market.

As for the import liberalization by the EU, the most important merit for Japan is a
relatively short period agreed to reduce to zero percent the 10 percent duties for cars
(in a 7-year period) and also for buses, trucks and special purpose vehicles (reduc-
ing their double-digit tariff rates to zero percent in 7 to 12 years in usual cases).
Remaining duties (usually between 3 to 5 percent) for vehicle parts’ imports will be
abolished in 3 to b years. This will obviously help Japanese car manufacturing com-
panies in Europe. Other industrial goods to be liberalized by the EU are printing inks,



rubber products, aluminum alloys, titanium and its alloys, footwear, air-conditioners,
machine tools, electric motors, optical lenses. It is important to note that most of
these are very narrow product categories, while all other products’ trade was liber-
alized earlier.

As for agricultural and food products, the EU does not further liberalize the import
regulations for rice, rice products, and seaweed, while the liberalization is limited for
sugar beet, sugar cane, extracts of coffee, tea and maté, grape juice, grape must, a
smaller range of fresh vegetables (including tomato and cucumber) and a wider range
of fresh fruits.

If the United Kingdom leaves the European Union, the most significant impact on trade
relations will be felt by local Japanese car assembly plants, because “three Japanese
car manufacturers (Honda, Nissan, and Toyota) now make almost half of the 1.67 mil-
lion cars produced in the UK. The majority of those vehicles are exported to the rest
of the European market. For an industry based on a high volume/low-profit business
model, the main concerns are the reintroduction of border-controls as well as tariffs
and non-tariffs barriers post-Brexit” (Angelescu, 2018, p. 3). Visiting Japan in 2017, the
UK's prime minister “conveyed the message that it would like to apply the provisions
of the EU-Japan EPA post-Brexit until the two sides can negotiate a separate bilateral
FTA" (Angelescu, 2018, p. 19). The long-term loyalty of Japanese partners is reflected
by the fact that Japanese companies do not rush to relocate their investments away
from the United Kingdom. Also, Japan and the United Kingdom have very a friend-
ly and improving political and defense cooperation. However, the UK cannot legally
negotiate separate FTAs until it is an EU member state. “Consequently, during Prime
Minister May's visit to Tokyo in 2017, the UK and Japan signed a Joint Declaration on
Prosperity Cooperation that stipulates the creation of a new framework of coopera-
tion on economic matters. This framework includes enhanced ministerial engage-
ment, the creation of a trade and investment working group to enhance future trade
and investment relations and improve market access, as well as a series of dialogues
on a wide range of issues including industrial policy, science and technology, nuclear
matters, climate change, health, and even culture” (Angelescu, 2018, p. 19). The UK
has indicated its interest in joining TPP as an alternative to negotiating separate FTAs
with all its parties, Japan included (Angelescu, 2018, p. 20).



4.3. The Impact of EPA on the Hungary-Japan Trade

More specifically, for Hungary the most important development is that customs
duties (of 4.3 percent an average) of pork will fall promptly to 2.2 percent and then
decrease to 0 percent gradually during the next 10 years. The so-called gateway price
system (with imports permitted only above a certain per kg price) for unprocessed
pork will remain in effect but will be gradually reduced and abolished when tariffs
will be reduced to zero (in 10 years). After 10 years of gradual reduction, most of
the processed pork products will enjoy a 0 percent tariff rate instead of the current
8.5 percent. Sausages will enjoy a quicker (5 year) tariff reduction period from the
current level of 10 percent. For poultry (duck, chicken, and turkey) meat a 10-year
gradual reduction of tariffs is agreed to start from around 10 percent (depending on
more specified product). Close to 40 percent high tariff rates for beef will be reduced
gradually to 9 percent, with beef tongue—a Hungarian export product—to be reduced
to 0 percent from the current 12.8 percent rate. It is important to note here that for
pork, beef, dairy products, potato starch and sugar, Japan will grant at least the same
treatment as for her other free-trade partner countries.

Japan's import tariff rates will be instantly abolished for most of the frozen fruits and
vegetables. The 25.5 percent tariff rate for natural honey will be reduced gradually
to zero in 7 years. In a similar fashion, the 25 percent tariff rate for candies and the
10 percent tariff rate for chocolates will be abolished in 10 years. Wine and sparkling
wine make up 40 percent of the EU’s exports to Japan and these products’' customs
duty of an average 15 percent will be promptly abolished when EPA takes effect,
but this is less important for Hungary, which has relatively small volumes of wine
exports. For fashion goods and shoes, a b to 10-year tariff rate reduction period is
scheduled.

In the case of Hungary's Tokaji (dessert wine) and some of the palinka type alcohol
spirits’ name will enjoy this protection (European Commission, 2018b). While Tokaji
wine has a long history of its exports to Japan, pdlinka type alcohol spirits face chal-
lenges of regulatory issues as well as their distant mix of sweetness and strength
differing from the taste of most Japanese consumers.

Most of the tariff reductions will be executed gradually, therefore Hungary's exports
will enjoy a gradual improvement of price competitiveness vis-a-vis Japan's other
trading partners (in particular for food and agricultural products of Thailand, Peru,
Mexico,Chile and New Zeland already having free trade agreements with Japan
(except for New Zealand) and participating—with the exception of Thailand—in the



Comprehensive and Progressive Agreement for Trans-Pacific Partnership (CPTPP
also known as TPP11 with member countries). The faster liberalization of higher
value-added products may promote the expansion of Hungarian export. Competition
between EU countries may become more intense due to expectations arising from a
liberalized trade. Japanese companies operating local plants in Hungary will certainly
enjoy the advantages of the EPA.

5. Conclusion

Hungarian exports to Japan underwent a major restructuring phase during the 1990s
moving away from low-value-added raw materials to higher value-added (but mostly
not high-tech) parts and machinery. These developments reflected industrial restruc-
turing, company-level changes in exporting activities and Japanese-affiliated com-
panies’' re-exporting activity. Since the early 2000s, the scope of exported products
had widened thanks to the emerging food and re-emerging chemical products. With
product diversification and economic policies favorable to exports, the international
crisis in 2018 caused only a temporary halt in the increasing Hungarian export. This
provides a foundation to utilize opportunities the EU-Japan EPA creates for Hungary
as an EU-member.

Hungary's import from Japan came to be increasingly dominated by capital goods
(machinery, equipment, and parts) mostly used for the production of electronic goods
and later on for cars or car components. After 3-5 years of imports, some of the
imported consumer goods or raw materials were started to be produced in Hungary.
Decreasing import from Japan can be partly explained by this pattern of shifting to
local production, but Japan’'s competitors also took over markets especially in the
electronics industry.

The EU-Japan EPA will provide further opportunities to increase trade between
Hungary and Japan. However, there is a lot to learn from the practices and accumu-
lated experiences of actual business transactions, because lower tariffs and easier
administrative procedures do not in themselves guarantee the further expansion of
bilateral trade.
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Japan and Southeast Asia (ASEAN)

Janos Vandor

1. Introduction

After some turbulent decades the Japanese-Southeast Asian economic and political
relations reached the stage where the parties could base their ties on mutual respect
and interest. As the miraculous economy of the 1960s and 1970s, Japan has slipped
back to the otherwise very enviable position of ‘one of the leading industrial powers’
and it has been compelled but also capable to build up a really working relationship
with the most prominent emerging regional organization, the ASEAN. In order to mir-
ror the situation of the parties it can be mentioned that Japan is the third largest
economy in the world (with a GDP of USD 4,872 billion) while the combined strength
of ASEAN is about USD 2,767 billion'.

Still, the economic and especially production-based cooperation of the two sides can-
not be called the collaboration of equals, although it is much more balanced than it
used to be. Facing acute economic problems on the home front and lagging behind
the USA and China, while racing with some other important competitors (the EU,
some emerging markets like South Korea, India, etc.) Japan on the global scene has
recognized that in order to stabilize its international position, it must further strength-
en its economic and commercial partnership with the members of ASEAN, otherwise
its standing among the main economies will further deteriorate. The time is ripe for
such ties, as the members of ASEAN should also be eager to fend off the very heavy
domination of China and also of the backtracking USA.

Mutual interests can prevail, but closer ties require some more understanding and
modified behavior on the Japanese, and also more flexibility on the ASEAN side.

1 On the World Bank list quoted the member states of ASEAN occupy the following places: Indonesia:
16; Thailand: 25; Singapore: 36; Malaysia: 37; the Philippines: 38; Vietnam: 45; Myanmar: 72; Cambodia:
107; Lao PDR: 116; Brunei Darussalam: 132 (World Bank, 2018).



This paper attempts to introduce and find the answers to some of the relevant issues
of these bilateral ties.

2. The Background

2.1. Japan and Southeast Asia?

Until the mid-19t" century, Japan not only closed its ports to foreigners but also cut
itself off from the rest of the world. It cannot be said that historically Imperial Japan
was not interested in its wider environment, but it rarely ventured too far from its
core islands. One of the rare occasions when pre-Meiji Japan aspired to extend its
territory and targeted Korea, but this proved to be a failure.® All through the earlier
centuries, the power-holders of Japan were aware of the outer world and mainly of
the situation in East Asia. There are no indications that up till the modernization of the
state in the second half of the 19" century, the Japanese—unlike the Chinese—made
serious attempts to explore faraway territories and peoples. The successes of the
First Sino-Japanese War (1895) and the Russian-Japanese War (1905) gave Japan
the appetite for territorial growth in the form of colonization. The changes can be
understood only if it is taken into consideration that in the second half of the 19th
century Asian power relations had been radically changed mainly due to the arrival
of the Americans and to the rise of the Empire as one of the foremost industrial and
military powers of the continent. In no way defending Japanese imperialism but real-
istically interpreting the conditions required for the running of a modern economy,
it was not surprising that the military leaders strived for expanding the boundaries
of the Empire in order to acquire the necessary elements for further strengthening
its political and military muscle.* In the 1930s, we could already see the intervention
of the Empire on the continent when China had been invaded, partially occupied and
when Manchukuo was created.

2 The historical phases of the Japan-Southeast Asia ties constantly constitute the subject of scholarly
research. Instead of repeating even the most basic elements of this period, we turn our attention to
the Japanese-ASEAN relations in general and, within this context, we refer to just a couple of factors
that are rarely mentioned in scholarly literature but significantly contribute to the formation of these
bilateral ties.

3 Toyotomi Hideyoshi carried out two military campaigns on the Korean peninsula between 1592 and
1598, but could not defeat the Chinese and Korean forces. After this there were no significant efforts
made until the First Sino-Japanese War in the late 19" century to venture into farther areas.

4 Economic considerations played an important role in the implementation of Japanese imperialistic
aims, and in addition to such thinking 'simple’ great power aspirations and racial explanations can be
also found among the innermost elements of Japan's foreign policy in the inter-war years. Naturally,
nothing can justify the savage and inhuman crimes committed by the Japanese.



These events were followed by the occupation of the Southeast Asian colonies (of the
European powers) after the outbreak of the Second World War in the Pacific (1941).
That was the first time that Japan politically and militarily intervened in Southeast
Asia and started to regard this region as vital for its own survival. The idea of incor-
porating this area into the Japanese sphere of influence had been worked out earlier,
but its realization was made possible only with the general weakening and the expul-
sion of the former colonizers from Southeast Asia. The arrival of the Japanese was
supplemented with the idea of the Greater East Asia Co-Prosperity Sphere.® Tokyo
tried to sell this idea as the facilitation of the liberation of the local dependent ter-
ritories from colonial rule, but in reality the Japanese served local interests only
as long as it served theirs. After its defeat, imperial Japan had to withdraw from
the region.

This first encounter of Japan and the region led to interesting consequences. Some
of the local anti-colonial (nationalistic) forces greeted the arrival of the Japanese and
considered them as real liberators. In other parts of the region they were treated as
enemies.® Approaching the end of the war, the particular brutality in many fields,
events turned even the less hostile local groups against Tokyo. When the war was
over, the Japanese were openly rejected in the greater part of Southeast Asia.

On the political side, the close to total political subordination of Japan to the USA
deserves our attention. For 3 to 5 decades, Tokyo fairly subserviently followed
Washington's policy, including the latter's East and Southeast Asian commitments.
Fortunately, Tokyo's constitutional barriers prevented Japan to get deeply—espe-
cially militarily—involved in the Indochinese events, but even so, it did not disen-
gage itself from the policy line of the USA. It established close political relations with
the anti-communist states of Southeast Asia and though it did not turn vehemently
against North Vietnam, it showed restraint in developing its cooperation with Hanoi

5 The idea of the unification of territories under Japanese control was born by the late 1930s, when
the creation of a Great East Asia (composed of Japan and the occupied or puppet Manchukuo and
China) was on the agenda. However, from the beginning of the 1940s, the idea—already bearing the
name of Greater Asia Co-Prosperity Sphere—was extended to the whole of Southeast Asia and to
parts of the Indian peninsula.

6 For some time, in Indochina and in Indonesia, the Japanese were considered as partners in getting
rid of the colonizing powers. (‘The enemy of my enemy is my friend'.) In other parts of the region,
especially where the local Chinese communities were stronger and the metropolitan power less hated,
they were treated as enemies.

Regarding the changing perception of the Japanese, it is worthwhile to read the memoirs of Lee Kuan
Yew, as his views reflect the thinking of many leaders of Southeast Asia (see: Li, 2003, p. 501). It must
be added, however, that the common people, including the business partners of the Japanese, have
gained less positive experiences in their dealings with the Japanese.



and the other two Indochinese countries (Laos and Cambodia). This ‘political dwarf
position'” did not help to totally eliminate concerns about the colonial aspirations of
Japan but helped to reduce its danger, and with the rise of the Chinese power, Japan
ceased to be a real security threat to the region.

On the economic side, in addition to the well-known state of bilateral collaboration,
there were a couple of elements that contributed to the fast reestablishment of eco-
nomic and commercial ties between Japan and Southeast Asia. Before looking at
these factors, it needs to be emphasized that despite of its crushing defeat, Japan
could preserve its outstanding abilities that can explain the very rapid reconstruction
of the Japanese economy. On the one hand, the traditional working ethic based on
strict discipline, the hardworking and dedicated work-mentality of the Japanese and,
on the other hand, the professional knowledge and experience gained through the
previous decades did not disappear from Japan.® Another stimulating factor was the
cluster of agreements concluded between Tokyo and the local states after the ter-
mination of the Second World War. These agreements obliged Japan to pay compen-
sations to most of the Southeast Asian countries, and Tokyo fulfilled this obligation
through the deliveries of goods and FDI. In addition, more or less simultaneously with
its (re)emergence, in Japan the government started to play a rather active, interven-
tionist role (that can be compared today to the idea of ‘developmental state’), and
it was recognized fairly early that the country must get rid of the declining (mainly
labor-intensive, less profitable, environment polluting, etc.) industries that can be
relocated to the neighboring countries.

Considering the Japan-ASEAN relations, the period since the end of World War Il can
be divided into different parts. According to the periodization of the author of this
study, the first one can be characterized by the attempts of Japan to have itself (re)
accepted into the rather new community of Asian nations. After a short interval in
the late 1940s and very early 1950s—when no real ties were upheld between Tokyo
and the region—more specifically from the mid-1950s, significant changes occurred
(Fairbank et al., 1973, pp. 854-855). This could be called the time of upheaval, when

7 Atthe time of the Cold War, (West-) Germany could be referred to as a similar ‘economic giant and
political dwarf".

8 This remark requires further clarification. The acquisition of a high level of work ethic depends on
the social and cultural conditions of human communities. The attainment of a certain level of
industriousness and knowledge does not provide an ethical standard in itself but can be part of the
explanation for the achievements in efficiency. Similar characteristics could be attributed also to the
Germans after World War Il, but that this comparison should not be squared with any kind of ‘racial’
assumption is proved by the successes of South Korea, Singapore and many other emerging
communities.



Tokyo not only reestablished its relations with the newly independent non-commu-
nist states of the area but gradually approached the regional economic position of
the USA. That was the era when Japan's FDI, reparations, aids poured into Southeast
Asia and contributed to the stabilization and development of the countries concerned.
However, this rapprochement period came to a halt by the time of the Japanese mir-
acle, when Japan started to become the dominant economic power of Southeast Asia
and local partners started to have second thoughts of the position of Tokyo. Then the
situation was relatively precarious in the sense that Tokyo could supply the great bulk
of consumer goods to the local states, offer production and service capabilities above
the general level of the local partners (investments, industries, etc.), while apart
from raw materials, the Southeast Asian actors could not counterbalance Japanese
exports (Fairbank et al., 1973, p. 828). When referring to this era, local observers
usually point at the Japanese economic penetration as a sign of selfish interests to
exploit the resources of the area, recalling Tokyo's intentions from the past.” Still,
being very diplomatic, they rarely mention the subjective elements contributing to
the hostile attitude of the Southeast Asian states and leaders to Japanese presence.'
The weakening of Japan and the emergence of China from the late 1980s and early
1990s, have changed the situation and opened a new era. As China started to replace
Tokyo and push it back to the second place, the position of Japan changed once again.
For some time it seemed to be a contender for a kind of equal competitive position
with Beijing and showed some capability to preserve its value for the local states.
However, this seemingly level playing race proved to be a short period for Japan,
as both its internal economic difficulties (the disappearance of the signs of miracle)
and the extremely rapid rise of China dissolved this illusion. The third period can be
dated from the turn of the century. Since then Japan has still been one of the most
important actors in Asia that can still show strength, even though it cannot compete
with the PRC. Although Tokyo can still give a lot to the Southeast Asian countries, it

9 Naturally, it was true that Tokyo, just as all the other states or political actors, followed its own
interest. This ‘'more selfish’ period lasted till the weakening of its position as a would-be global political
power and the future economic tsar of Asia. One of the best though condensed introduction to this
situation is given by Lee Kuan Yew in Chapter 31 and 32 (Li, 2003). Although, Singapore and Yew's
attitude cannot be generalized, his recollection of events and personalities provide an excellent
account of the situation, as well as the Japanese and local interests and cooperation.

10 The author spent long periods in Southeast Asia and recalls from the 1970s and later years that the
local people, including the decision-makers, viewed the Japanese with more misgivings than the
otherwise also distrusted locals and Chinese coming from either the Mainland or Taiwan. Local
communities considered the Japanese as arrogant, selfish and insensitive but it must be added that
the cultural differences, the specific norms of behavior and not least the economic superiority and
dominance significantly contributed to such feelings. Although the overseas Chinese who have been
living in the region for centuries were also treated with distrust, at least they have learnt to be adaptive
and were already well-known by the local people.
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does not constitute a threat to them, either politically or economically. From Japan’s
perspective, it needs the region at least as much as the ASEAN members need Tokyo.
The time has come when mutual interests can be served.

Table 1
Economic cooperation (net disbursements) (in millions of USD) (2017)

Country and region Official Development Assistance (ODA)
Total Grants  Grants-in-aid Technical Development

assistance lending, etc.

Total value 6939 7 839 4781 3058 -900
East Asia 29 982 287 695 -953
Cambodia 115 110 70 40 4.8
China 278 283 18 265 -5,2
Philippines -284 61 14 48 -346
Vietnam 619 101 26 75 518
Malaysia 18 25 4,0 21 92
Myanmar 42 42 24 19 -
Laos 66 56 33 24 9.9

Source: Trade Statistics, Ministry of Finance, Japan

2.2. Southeast Asia and Japan

As indicated earlier, some of the Southeast Asian countries greeted the Japanese in
the late 1930s and early 1940s as potential liberators, while others considered them
more as rude enemy forces who brought more havoc to the region than prosperity.
Still, those who favored the arrival of the Japanese, having realized that Tokyo did
not care about their fate but followed its own interests, soon reconsidered the situ-
ation. Nevertheless, they still attempted to use the situation in their favor as long as
they could, practically till the arrival (the return) of the metropolitan states. Later on
Southeast Asia's colonies' gained their independence either more or less peacefully
(like the British colonies) or through violent actions or wars (as Indonesia, Vietnam)
but all of them seemed to be politically weak, economically under-developed and par-
tially prevented from commencing an independent economic development. Besides
the Indochinese countries that had got caught up in lengthy and devastating wars, the
others also fell within the scope of the East-West crossfire and also seemed to be
rather vulnerable. From a political perspective, however, being caught in the crossfire
proved to be more a blessing than a curse for the local actors and also for Japan. As

11 In the region only Siam (present-day Thailand) managed to escape colonization.



likely ‘'dominoes’ they received proper attention from the Americans in the forms
of political and military support and economic assistance, as well as through the
encouragement of Tokyo to help these partners. On the other hand, these local actors
welcomed Japan as a power which could be disregarded as a political foe or an immi-
nent threat. In this respect Japan, just as the faraway European declining, middle and
smaller states, was considered a desirable and acceptable partner.

If we analyze the political and economic elements combined, it can be stated that
the local partners showed a high level of enthusiasm to welcome these Japanese
approaches. They were as much receptive to such endeavors as the Japanese grad-
ually realized the infinite usefulness of this process. (Though the following remark
can be called an over-simplification in a general sense) it can be established that
what Japan could not achieve through the use of arms, it seemingly almost managed
to accomplish through a political and economic penetration. By the end of the 1970s,
Tokyo was as much a(n economic) power-broker in this area than it had wished to
become across the Greater East Asian Co-prosperity Sphere. Though Washington
remained the foremost political and military ally of the Southeast Asian states and
also one of the closest economic partners, sometimes it was difficult to see which
external power took the driver’s seat in the local economic machinery.

The states of the region got from Japan what they needed most: money, investments
and not least the relocation of technologies (and industries) that could suit them the
best. This period proved to be the time of great matching, when Tokyo could get rid of
its unwanted (outdated, non-profitable, ‘raw material stuffing’) industries, while the
local states tried to use the Japanese contribution for their economic stabilization
and not least for their modernization. That was the classic period of the ‘Flying geese’
theory that in many respects correctly described the local situation.’ It should not
be a surprise to observers that the development state-kind economic policy followed
by Japan was studied and—by different degrees—followed by the local countries.
This explains how Singapore managed to join the first group of Newly Industrialized
Countries (NICs), while Malaysia, Thailand, partially also the Philippines, and to a less-
er degree, Indonesia joined the second tier.

12 The author of this paper accepts the basic tenets of Kaname Akamatsu’'s ‘Flying geese’ theory and
strongly supports many of its components. At the same time he is of the view that the situation and the
conditions have drastically changed since the 1960s-1970s. In this respect the question is not whether
Japan can be still considered the leading goose of the ‘team’. While this question deserves further
studies—and it is frequently done by economists—this paper lacks the space for wider analyses and
comments.
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Table 2
Japan’s outward FDI by country/region (Balance of payments basis, net and flow)
(USD million)

Country and region 2000 2005 2011 2012 2013 2014 2015 2016 2017

Indonesia 585 1185 3611 3810 3907 4 835 3213 2 957 3388
Malaysia -4 524 1441 1308 1265 1293 2918 1394 935
Philippines 510 442 1019 731 1242 901 1531 2319 1006
Singapore - 1521 557 4 492 1566 3545 8 144 7010 -18581 9677
Thailand 593 2125 950 1142 1718 1964 2154 2152 1495
Viet Nam 39 153 1859 2570 3266 1652 1446 1672 2001
China 1552 1730 4 492 1566 3545 8 144 7010 -18581 9677
Korea, Rep. 977 1690 2 439 3996 3296 3196 1593 1626 1700
U.S.A. 14121 12126 14730 31974 43703 49437 50218 52584 51981
ASEAN 207 5002 19645 10675 23619 22819 20920 -5340 22011
EU 10 968 7872 36052 29023 30999 27026 35785 69122 56845

Source: Prepared by JETRO (2018) from “Balance of Payment Statistics” (Ministry of Finance, Bank of Japan)
and “Foreign Exchange Rate” (Bank of Japan).

The Southeast Asian economies have been rather diverse and have different devel-
opment capabilities and also different goals. Still, without exception, they felt the
need of keeping Tokyo within their orbit and using it as long as it can be considered
an asset. They expected different things from Japan, and all of them could get some-
thing. Singapore could be considered a high-tech partner but also a close collabo-
rator in services (from monetary services in banking and finance to tourism), while
the Indochinese states vied with each other for Japanese financial support and the
creation of lower level industrial projects. (Vietnam represented a special case as it
resembles more the semi-developed states of ASEAN than the two smaller neighbors
(Laos and Cambodia)). It would not be correct to say that Japan had been either an
unselfish initiator or the sole contributor to the fast development of Southeast Asia,
butin any case, is was a very important, unavoidable partner.

The 1990s brought radical changes both in the situation of the local states (and ASEAN
in itself) and of the bilateral (ASEAN-Japan) relations. The crises of the decade shook
the self-confidence of these emerging states, showed their economic vulnerability and
the need for stronger pillars both within the organization and in the wider environment.
Though the emergence of China cannot be linked to the crises but the opening and
development of the PRC supplemented the significant changes that contributed to the
acceleration of some of the processes that have been determining the developments of
the region, in general, and ASEAN-Japan ties, in particular. Among the several factors



that contributed to the significant alterations in these bilateral ties it was—first and
foremost—the rise of ASEAN as a formidable political force and also its appearance
as an independent actor in the security arena that must be taken into consideration.”
Second, in spite of the crises (in the 1990s and also in the first decade of the present
century) ASEAN also showed itself as a significant economic partner. It would not be fair
to say that the political (and security) gains of ASEAN can be attributed only to exter-
nal changes (the termination of the Vietnam War and the Cold War, the more balanced
great power balance; especially with the emergence of China; etc.), as ASEAN itself has
become a more mature, respectfully cohesive entity. Not only its number has increased,
but it could withstand outside efforts to interfere with its ‘internal’ (regional and national)
affairs and became an ‘asset’ on its own right. Thanks to its sometimes low-key, but, in
general, efficient regional foreign policy, for a relatively long time it succeeded in occu-
pying a position from which it could control its relations with outside powers. In addition
to its delicately balancing politics, it became the fastest developing market of the emerg-
ing regional states.' Looking at the statistics, it can be seen that after China and India,
ASEAN is the most populous political entity of our time (650 million people). Together
the Ten has one of the largest GDP in the world (over USD 3,000 billion), it is the fourth
largest trading actor, the 4th-5th largest beneficiary of FDI, and it is one of the fastest
growing economies of the world with the incorporation of some of the most capable NICs
(AEC Chartbook, 2017; Tables of Chapters 1 and 2). These two factors (the political and
economic) combined made ASEAN a huge and solvent market, as well as a prospective
collaborator, and this external ‘recognition” allowed ASEAN to select its ‘close allies™.

2.3. Bilateral Relations — Institutionalized

Simultaneously with the transformation of bilateral power relations (with the relative
weakening of Japan's position and the maturation of ASEAN), the parties started to
lay a more solid ground for their cooperation. These states together with Tokyo from

13 None of the member states alone or the organization as a cooperative body have ever constituted
a really global or continental military power. But at the regional level—at least at the turn of the last
century and cleverly balancing among the great powers—it could command acceptance as a
negotiating partner and respect as a party who can be used against ‘my enemy or contender’ by the
external powers.

14 There have been a few other, much faster developing actors in the global market (China, India, and
other examples can be mentioned), but as a regional grouping it surpassed all the other similar
organizations and achieved better results.

15 For the celebration of its 50th anniversary ASEAN invited to its summit Australia, Canada, China,
India, Japan, New Zealand, Russia, South Korea, USA, plus the EU as an integration but not its
members. In a way these 'partners’ considered it an honor to be invited.



the opening moves of China, exerted efforts to institutionalize their ties and create the
framework and structure within which they could strengthen the legal and admin-
istrative, as well as the political bases of relations. The first high-level meetings in
1992 symbolized both the ability of the more and more self-conscious post-Cold War
ASEAN to harmonize its internal position to speak with—more or less—one voice and
the recognition by Tokyo that it had to accept the united front of the member states
instead of the traditional separation of the local states.'® In the new situation it became
also clear that ASEAN extended invitation to its partners (in addition to Japan, China
and South-Korea and later on India, Australia and New Zealand were invited), initiated
and hosted, guided and controlled the dialogues and not vice versa. The ASEAN ver-
sus other Asian actors gatherings did not make it forget the power deficiencies of the
regional actors but conferred on the member states certain advantages.

After the first meeting a whole spectrum of cooperation programs and institutional
venues were created. In the sphere of economic collaboration the next significant
action was that Japan (as well as China and South Korea) joined the leaders of ASEAN
in an informal summit (in 1999). This encounter could be considered as a great stim-
ulus to commence economic negotiations in earnest, and in the first decade of the
new century Japan succeeded in signing free trade agreements (FTAs) with many
of the Southeast Asian countries.” These separate FTAs indicated that Japan still

16 At the period indicated it was still not clear whether this unity can prevail over the individual
interests of the member states and whether Tokyo must face a strong united front, or the joint
appearance of ASEAN could be considered only as a fagade. The following years proved that Japan
could still negotiate separately with the ASEAN member one at a time (see Note 17), but in the longer
run it turned out that the organization had to be regarded as a more cohesive entity. This was also
expressed by the introduction of the "ASEAN centrality’ idea, which initiative showed that the Southeast
Asian countries did not want to lose the momentum when they can still command some respects and
preserve their once attained appreciation based on strength.

17 The first informal dialogue between Japan and ASEAN took place in 1973 and was developed into
the ASEAN-Japan Forum in 1977. Since then regular meetings at different levels were held, and the
talks resulted in the creation of the ‘Framework for Comprehensive Economic Partnership’in 2003.
Negotiations on its implementation lasted from 2005 until 2007, and the agreement on ASEAN-Japan
Comprehensive Economic Partnership (AJCEP) was signed in 2008. It is a unique feature of this
agreement that the concrete context of the agreement must be negotiated and clarified with all the
individual members of the organization separately. At the same time, these are comprehensive
agreements covering most of the basic areas of cooperation, namely trade in goods and services;
trade in investment, rules of origin; sanitary and phyto-sanitary issues; technical barriers to trade;
dispute settlement mechanism, and economic cooperation questions, in general (MITI (Malaysia), n.d.)
AJCEP was followed by the individual FTAs. The FTA with Singapore was concluded earlier, already in
2002, but with Malaysia only in 2006, with Thailand in 2007, with Brunei and Indonesia in 2008. In 2007,
the negotiation on ASEAN-Japan Comprehensive Economic Partnership Agreement was closed, and it
entered into force the following year. The ASEAN-Japan FTA first covered trade in goods but later on
was extended to include trade in services and investment. Nevertheless, there are still important
fields (e.g. intellectual property (IP) where no agreement could be reached.



appeared as a valuable partner for these states and those who could gain more from
closer cooperation (like Singapore with its more diverse and developed economy)
were ready to set new rules at the national level of the bilateral trade. The agree-
ments adopted further stimulated the conclusion of additional FTAs. (On the other
hand, the individual approaches of the member states also reflected that ASEAN was
not yet in the position to achieve an organization-based and harmonized agreement
with external partners.)

The value of the institutionalization of relations can be attributed to the fact that with-
in such framework the extension of cooperation could be achieved easier and secured
a distinguished position for both sides. (Naturally, the same assessment can be said
of China and South-Korea.) The political vehicles that featured in this cooperation
encouraged the partners to establish regular contacts and consultations.'® As the
handling of principal questions has been channeled within these structures, the agen-
da points generally reflect the modified attitude and also the priorities of both sides.
They unambiguously support the notion that since the earlier period focus (pre-turn
of the century or early years of the new century) has been relocated and though
economic cooperation has remained a central issue, political-security considerations
have gained decisive importance."

On the economic side, the institutional structure comprises several organisations
that—in general—target the development of the ASEAN members, by way of chan-
neling capital and human resources, as well as technological and human knowledge
to the region. While these organisations (such as the Japan-ASEAN Integration Fund
(JAIF) and others) function relatively smoothly, it can be seen that the emphasis has
been placed more on multilateral—regional—cooperation.

The economic and political cooperation has been going on hand in hand, as in the early years of this
century not only FTAs were signed but Tokyo also joined ASEAN in the Treaty of Amity and Cooperation
in 2004. Japan also joined consultative forums with the organization on security matters. Furthermore,
its patrol boats participated in military exercises with some of the member states, too.

18 In 2018, the 21" Japan-ASEAN Summit Meeting was already held (in Singapore). Though such
meetings are usually held along the ASEAN+3 meetings, nevertheless they offer possibilities for
discussing issues of mutual interest behind closed doors. (The original idea leading to the creation of
the ASEAN Regional Forum (ARF) is attributed to the Japanese Foreign Minister Taro Nakayama, who
proposed it in 1991. Finally, ARF came into existence in 1994 (Miguel, 2013, pp. 107-8)).

19 The comparison of the Tokyo Declaration of 2003 with the Bali Declaration of 2011 or the more
recent documents (e.g. Chairman'’s Statement of the 215t ASEAN-Japan Summit, Singapore, November
14, 2018) helps the observer to navigate among the changing priorities and strategies of the two
parties.



3. Economic Cooperation between Japan and Southeast Asia
in the Latter Part of the 20" Century and the Early 21st

From the mid-1940s for some time, in addition to losing the war and being com-
pelled to leave the region, Tokyo was considered as a hostile and undesirable actor.
Nevertheless, thanks to the Cold War and the American political intentions, its
political and military commitment to Southeast Asia, as well as the consequence
of Japan's rapid economic revival and Tokyo's reparations to the local states, after a
short interval it succeeded in rebuilding its ties with the Southeast Asian partners.
Though there still remained sometimes very sensitive political and social questions
that impeded this collaboration, but from the economic side Japan was in a fair-
ly favorable position. In the mid-20™" century Japan was the only formidable Asian
country that managed to approach the level of the industrialized states, and for-
tunately, it did not have to compete with others. In spite of this, by the 1970s the
growth of the Japanese economy started to be impeded as many of the elements
that contributed to its fast development had ceased to exert their positive influence
and the country was compelled to accelerate the structural reforms that had com-
menced earlier (Hernadi, 1980, pp. 156-157). During these early decades Japan had
not only become one of the major technology importers of the global market, but it
started to show its ability to further develop the patents bought and also the addi-
tional technology and expertise acquired. In the area of R&D Tokyo approached the
developed partners and introduced its own high level and sophisticated products. On
both sides of the production factor, namely concerning the demand for raw materi-
als and parts and the need for wider markets, Southeast Asia became an even more
important market than before. That was also the era when the Southeast Asian
states introduced their export-oriented economic policy that was supplemented by
a high level of growth. ASEAN members could attribute their development mainly
to industrialization that originally had been based on labor-intensive light industries
(e.g. textiles) that were followed by less sophisticated but ever improving branches
of production (Yamazawa et al., 2003). Thus, local actors also improved their eco-
nomic standing and became more capable of offering the goods needed by Japan
and also the ‘playground’ for its outward-looking companies. Seemingly, it was a
clear-cut cooperation based on mutual interests. Japan was the supplier of capital,
technology, managerial and organizational expertise, and naturally the bulk of more
sophisticated production means and consumer goods, while the regional economies
offered raw materials, cheap labor, venues for declining (and polluting) industries,
and also huge, and rapidly expanding markets, with tens of millions and continuously



enriching consumers (Ibid.). This situation could have remained more or less accept-
able for both sides if new developments had not occurred.?°

Before analyzing new developments, it must be made clear that the two sides were
very important partners for each other, although they did not constitute each oth-
er's leading or decisive and especially not exclusive economic contacts. Although
data indicated a more balanced relationship, at the turn of the century it was still
Japan that played a more dominant role in Southeast Asia than vice versa. These
data reflect that ASEAN's cumulative GDP progressively reached some 57 percent
of that of Japan (World Bank, 2018),?' but the weight of the region in Japan's external
economic relations was smaller. Looking around the major economic partners it can
be seen that during the last decades (since the 1980s when the ASEAN region itself
has accelerated economic development) Southeast Asia was always lagging behind
both the USA and Europe. The last years of the first decade of this millennium brought
significant changes, when both these regions lost their relative importance, and at
least in foreign trade, ASEAN could first approach and later on surpass the levels in
these two directions.

3.1. ASEAN - Japan Trade

The improved position of ASEAN in Japan’'s international economic relations, and
Tokyo's more favorable treatment by the Southeast Asian states is overshadowed
by the fact that this situation has been created not so much by a straightforward and
substantial growth in bilateral trade but partially by the comparative decline of the

20 Both partners (Japan and ASEAN) were strongly shocked by the financial crises both of the late
1990s and the early 2000. It was especially difficult for some of the ASEAN members to get over these
difficult times and overcome stagnation. Though the impact and the vulnerability experienced during
these crises should not be underestimated, from the point of view of our research it can be mentioned
that they had also positive outcomes, as the risks associated with these crises made it clear for both
sides that they must cooperate in order to avoid the occurrence of similar situations. It was after the
first crisis (1997-1998) that Tokyo offered its financial assistance to the ASEAN members and raised
the idea of a special Asian Monetary Fund (instead of IMF), while the ASEAN+3 also made attempts to
consolidate the situation through an ‘Asian Bond Initiative’ and an Asian Bond Market Initiative
(Yamazawa et al., 2003).

21 This figure reflects the situation in 2017, and, naturally, the ratio had been changing all through the
decades passed. Nevertheless, it can be stated that Japan’'s economic strength has always been much
greater than that of the regional group or its individual members. None of the member states can come
near to the capacities of Japan though today it is not the sheer size but rather the ‘quality’ of an economy
that really matters. At the same time, it must be added—one single table cannot prove it, but being aware
of the trends and processes having taken place in East and Southeast Asia it can be claimed—that the
economic capability of ASEAN in itself also gradually strengthened its position vis-a-vis Japan.



USA and Europe and by the dramatic rise of China. While Beijing takes about one fifth
of Japanese trade on both sides (though gradually Japanese exports sank below the
level of imports from the PRC) ASEAN as a grouping has a ratio of 15 percent. And this
trend, especially the strengthened role of the PRC is clearly continuing.

In general, Japan and ASEAN are important trading powers also on a global scale.
The ratio of ASEAN’s?? global export is 7.1 percent while that of Japan is 4.1 percent.
On the import side similar data are 6.5 percent and 3.8 percent respectively (JETRO,
2017). Concerning their direct external trade, the figures are still higher. Southeast
Asia as a whole, as indicated, takes 15 percent of both sides of Japanese external
trade. The Japanese export to ASEAN reached USD 105.7 million in 2017, while the
import value was USD 102.8 million (Table 3). While the comparison of earlier figures
indicated stagnation or rather slow growth in foreign trade value, data for the last
couple of years showed a higher level increase on both sides of Tokyo's trade. In
ASEAN's trade Japan's share was about the same on both the export and import side
(8.3 percent). These figures reflect close and mutual reliance on each other, but they
do not indicate indissoluble or irreplaceable link. This statement can be supported
by the fact that following the ASEAN trend, a continuously, though not drastically,
weakening Japanese presence can be observed. Since the middle of the last decade
Tokyo lost 1.7-2 percent of its ratio in ASEAN's total trade in goods. Both of the great
competitors (USA, EU-28) experienced similar decline, though in their case the rate of
decrease was somewhat smaller. Though South Korea could slightly strengthen its
overall position, the big winner was China. Within a decade it managed to increase its
share by 5-6 percent (AEC Chartbook, 2017%).

As far as the trade balance in Japan-ASEAN relations is concerned, no unambigu-
ous situation can be described. At certain times Tokyo experienced surplus, while at
another time it had deficit in trade. The difference is usually relatively meaningless
at the (Japanese) national economic level. It is more important to observe that the
individual member states occupy different positions within this relationship and that
can lead us to one of the weaker points of these bilateral ties: Tokyo contributed more
to the development of those local states that had achieved a higher level of maturity

22 These figures and the later ones are obtained through the personal calculations of the author from
the data published in JETRO, 2017. This report indicates the relevant data for ASEAN 6 (namely
Indonesia, Malaysia, the Philippines, Singapore, Thailand, and Vietnam) and leaves out the figures for
the smaller 4 members. Scientifically it is not correct to disregard these states but—looking at their
size and economic performance—in our general observations the distortion caused by this fact can be
considered insignificant.

23 See Table 4.1. (ASEAN Trade with Dialogue Partners); 4.2. (Share to ASEAN's Total Trade in Goods);
4.3 (Exports of Goods); 4.4 (Imports of Goods).
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earlier and where specific Japanese interests could be more easily implemented.
(See further comments in the latter parts of the study.)

Table 3

Value of Japanese exports and imports by different areas and economies
(thousands of USD, %)

Country/Area 2017 Year on Year Balance Share Contribution
% Change YonY rate
Exports Imports Balance Exp. Imp Change Exp Imp Exp Imp
Total 697220513 670970 646 26249867 82 10,5 -11309 182 100,0 1000 82 10,5
Asia 382267 689 329543786 52723903 11,9 8,0 16096775 548 491 63 4,0
East Asia 367563353 322275022 45288331 119 79 15334891 52,7 480 60 39
ASEAN 105719 321 102772986 2946335 10,7 11,3 -288194 152 153 16 17
Asian NIEs 151817 668 63775388 88042280 92 112 6411661 218 95 20 11
P.R. China 132 650 750 164 255540 -31604790 165 50 10964897 190 245 29 13
Hong Kong 35399136 1826484 33572652 52 -650 1891547 51 03 03 00
Taiwan 40587 661 25360011 15227650 3,2 10,6 -1185677 58 38 02 04
Republic of 53206 485 28060001 25146484 151 121 3952318 76 42 11 0,5
Korea
Singapore 22611036 8516524 14094512 142 143 1752491 32 13 04 02
Thailand 29394542 22705525 6689017 73 128 -570560 42 34 03 04
Malaysia 12 745 443 19235019 -6489576 51 11,7 -1400183 18 29 01 03
Indonesia 13377837 19854133 -6476296 180 88 431037 9 30 03 03
Philippines 11113570 9762102 1351468 74 77 68107 16 15 01 0,1
Brunei 84848 1712741 -1627893 23 1.4 -22580 00 03 00 00
Viet Nam 15038501 18511408 -3472907 156 139 -224464 22 28 03 04
Laos 116 292 149 261 -32969 -07 298 -35039 00 00 00 00
Myanmar 879 683 1065142 -185 459 -14,9 13,5 -281435 01 02 00 00
Cambodia 357 570 1261131 -903561 16,4 4,6 -5567 01 02 00 00
U.S.A. 134594897 72038001 62556896 35 69 -91084 193 10,7 07 08
Europe 86513394 88686217 -2172823 74 39 2609488 124 132 09 06
European Union 77 108 305 77 984 061 -875756 51 4,1 674471 111 116 06 05

(28)

Source: Prepared from the Trade Statistics of the Ministry of Finance.

It is understandable that the largest economy of ASEAN, namely Indonesia, has a larg-

er share in Japan's local imports than the others. Its ability to offer important commod-

ities (first of all natural resources) to Tokyo explains this situation, just as it supports

the notion that its earlier share of about 50 percent of total Japanese imports is con-

tinuously decreasing, as the character and composition of the Japan-ASEAN trade has

undergone significant changes. The position of Indonesia on the exports’ side is also

explicable. The archipelago is not only not the first export market of Japanese goods
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Table 4
Japanese exports by principal country of destination (1985-2009) (billions of Yen)

Country and 1985 1990 1995 2000 2005 2006 2007 2008 2009
region

Total 41956 41457 41531 51654 65657 75246 83931 81018 54171
Asia 13 658 14143 18 911 22319 33652 38071 43551 43548 31391
Indonesia 520 724 935 818 1017 858 1065 1304 870
Cambodia 0.4 0.6 7,2 5,6 8,6 95 13 19 M
Singapore 925 1547 2158 2 244 2035 2250 2566 2758 1933
Thailand 488 1315 1850 1469 2478 2 665 3009 3051 2070
Philippines 224 363 667 1106 1000 1048 1114 1034 767
Brunei 21 12 12 6,1 12 12 14 19 15
Viet Nam 35 31 86 213 396 482 666 810 608
Malaysia 523 793 1573 1497 1383 1537 1769 1705 1200
Myanmar 44 14 15 21 10 12 21 19 19
ASEAN 2780.4 47996 73032 7188 83396 7493
Korea, Rep. 1694 2518 2928 3309 5146 5849 6384 6168 4 410
China 2991 884 2062 3274 8837 10794 12839 12950 10 236
China (Taiwan) 1205 2234 2710 3874 4809 5131 5274 4782 3399
China (HK) 1565 1888 2600 2930 3969 4239 4572 4178 2975
U.S.A. 15583 13057 11333 15356 14805 16934 16 896 14214 8733
Europe 6829 9683 7214 9254 10840 12626 14645 14304 7 943

Source: Japan Tariff Association

and services but it occupies only the 4" or 5" place among the ten countries, and it can
be expected—as showed by the latest figures—that Vietnam has already permanently
got ahead of Indonesia, too. These data again refer to the fact that Tokyo can get closer
to the smaller but more heavily involved and more cooperative medium economies.
Analyzing the composition of foreign trade vis-a-vis the ASEAN states, it can be seen
that for long Singapore used to be an outstanding export partner far ahead of the oth-
ers. In the creation of such a situation the central economic and financial position of
the city state played an important role, but as the international fragmentation of labor
took new shapes and depth, Singapore has become more a competitor than a collab-
orator for Japan. (Here, reference can be made to the very tight cooperation like the
one characterized by GVCs. This remark should not be understood as a degradation of
or a cutback in the Japan-Singapore economic ties, rather it points to the eagerness
of the Japanese companies to work with partners which can be more easily directed,
who have more vested interests and greater ‘flexibility’ in accepting the still more rigid
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Table 5
Japanese imports by principal country of origin (1985-2009) (billions of Yen)

Country and 1985 1990 1995 2000 2005 2006 2007 2008 2009
region

Total 31085 33855 31549 40938 56949 67344 73136 78955 51499
Asia 15 907 14157 14551 22392 34994 42114 45023 49512 31683
Indonesia 2431 1821 1335 1766 2298 2807 3117 3378 2038
Cambodia 0.1 0.5 0,7 56 12 14 16 13 13
Singapore 381 512 644 694 739 870 829 817 570
Thailand 246 599 950 1142 1718 1964 2154 2152 1495
Philippines 300 313 326 776 850 926 1026 872 598
Brunei 454 183 127 178 252 272 294 470 31
Viet Nam 16 85 161 285 502 616 720 942 649
Malaysia 1035 780 992 1563 1619 1801 2 047 2398 1558
Myanmar 8,5 6,0 8,7 13 22 29 35 33 32
ASEAN 48716 42995 45444 64226 8012 7 264
Korea, Rep. 977 1690 1622 2205 2 695 3178 3210 3052 2051
China 1552 1730 3381 5 941 11975 13784 15035 14830 11436
China (Taiwan) 811 1232 1347 1930 1994 2365 2334 2258 171
China (HK) 183 315 257 180 173 177 170 161 103
U.S.A. 6213 7586 7076 7779 7 074 7911 8 349 8 040 5512
Europe 3370 6744 5608 6172 7929 8 585 9812 9 657 7167

Source: Japan Tariff Association

terms of these enterprises. Singapore is still a leading partner for Tokyo, but the rise
of Thailand and also Malaysia and Vietnam point more to the restrained willingness
of the Japanese partners to cooperate with a probable competitive partner than to
the simple development of relations with the other ASEAN members, where relatively
cheap and skilled labor is still found in abundance, and where the traditional features
of production cooperation (e.g. relocation, outsourcing) still apply.

In spite of this sluggishness—or to put it more mildly, the slower reaction capabili-
ty—of the Japanese companies should not be interpreted as large scale incapacity
to adapt to the local conditions. In general, both at the administration’s level and at
the private enterprises, the Japanese managed to follow the changes although prob-
ably later than the competitors did. South Korea, Taiwan and also China were less
reluctant to get local partners involved in deeper production cooperation than the
Japanese. To be sure, Japan also followed the trends in the ASEAN region and in case



of the bigger and more developed local states we could see a shift in the composition
of goods towards the significant increase of intermediate products.?%

3.2. Technological Challenges to Japan's Southeast Asian Position

Japan can be considered a unique example of technology-oriented development.
Though from the Meiji Restoration Japan could become a foremost industrial power—
as it was proved by the technological superiority during the military campaigns against
China and Russia close to the turn of the last century and also in the course of World
War ll—and it had both the human and scientific abilities to accelerate development.
However, until the 1970s the R&D spending of Japan was relatively low. The Japanese
frequently bought licenses or full technologies from developed partners instead of
developing such industries themselves (Fairbank et al., 1973, p. 826). At the same time,
they soon realized that progressing in scientific and technological areas needs strong-
er concentration in the fields of education and R&D, and the world had to realize that
the Japanese could not only imitate or make the replica of products but develop their
own brands and invent radically new things. After this early period Japan became one
of the foremost industrial and technological powers of the world. However, after a
while many more competitors appeared on the scene than Tokyo had 3-4 decades ear-
lier and these competitors have sometimes achieved the same or similar excellence.
An additional decisive element is that most of the competitors realized that among
the conditions of globalization, the industrial and technological development has also
been internationalized, and it is ever more difficult to stand alone in the world. Not
least thanks to their unique historical background and the special international rela-
tions, as well as their peculiar social and economic environment, for the Americans
and Europeans it proved to be easier to make adjustments to these new conditions.
Some other partners (e.g. South Korea, Taiwan or Singapore) as a matter of course

24 As the Malaysian case illustrates, today thanks partly to Japanese FDI, the local companies are
widely involved in the processing of intermediate products and according to the practice of GVC-
networks, (re-) exporting significant share of their production back to the country of origin or to third
markets. It is another issue that, in spite of the thorough changes, the Malaysian export is still
composed mainly (49 percent) of intermediate goods, and the ratio of final products is relatively low.
The modification of the composition of the Malaysian foreign trade characterized also the export to
Japan (Yusoff, 2005).

25 ltis also true that the Japan-ASEAN Science, Technology and Innovation Platform envisages the
promotion of joint research activities, including the incorporation of the private sector representatives,
but the Japanese have been always slow in sharing their knowledge with third parties. The competitors
recognized their interests in such moves earlier. On several occasions, Abe Shinzo vowed to
strengthen Japan-ASEAN relations in the field of science, too, but up till now no break-through actions
have been taken (PC0OO, 2017).



were compelled to look for and accept external partners, involve these actors as con-
tributors and consumers to and of their services. On the contrary, Japan seemed to
be too big, and culturally much more reluctant to adapt to the new circumstances. As
has been indicated, Japan could rise as an economic giant as a result of its widening
international cooperation, but this collaboration in Southeast Asia had been based on
the relations of unequal parties, leaders (Japanese) and subordinates (the partners).
The Japanese were never flexible in sharing their knowledge, treat their partners as
meaningful collaborators and preferred to keep all their cards (in production, in man-
agement, and especially R&D) in their hands. Though from the 1960s and 1970s, in the
area of the fragmentation of labor (with now widely used terms global value chains—
GVCs), Japan was a pioneer, but it mainly relocated some industries and certain pro-
duction activities instead of supporting labor fragmentation, including the sharing of
technological and research knowledge related to production. At the present, the com-
petitors are already capable local partners involved in the wide sphere of production.

Indirect references have already been made to the fact that the relative rigidity of
Japanese firms might make the preservation of local positions somewhat difficult.
This vulnerability of ties—a kind of warning sign—can be seen by the composition of
the ASEAN trade turnover. In this respect the ratio of the industrial goods that can be
related to high technological levels—comparing the figures for the more significant
competitors only—the lowest level is shown in the case of Japan. South Korea's and
China's ratio is significantly higher. In the absence of further analysis, this can be
interpreted only as a sign that Tokyo could not achieve a robust export drive in high
tech products and closer cooperation in such industries. In other words, general-
ly speaking, Japan still sticks to the ‘traditional’ methods of exporting intermediate
parts to the ASEAN partners for assembling, either to buy back or return the product
to Japan, or deliver it for final consumption to third world countries (Yamaguchi, 2018,
p. 3). This comment does not mean that there was no significant exchange of high
quality and high level goods between the partners, or that there was no technological
cooperation between the parties. It must be acknowledged however, that Japan, one
of the first initiator of the new form of fragmentation of labor (namely GVC-networks)
in the region, is also represented by many companies involved in such collaboration.
What is a negative tendency, however, is that the value of its contribution (its value
added ratio), namely the contribution and the weight of such enterprises is declining.?
This trend indicates that its position is weakening in Southeast Asia.

26 According to Yamaguchi Japan's share of value added in gross ASEAN exports dropped from 8
percent to 4 percent (Yamaguchi, 2018, p. 6).



In other words, the ‘stabilization’ of Japan's Southeast Asian position can be endan-
gered by several important changes. One of these is the radical technological devel-
opment (the IT revolution) that drastically changed the direction of the global econo-
my. From the point of view of this study, what can be considered the most important
element was that though Japan could keep pace with technological developments and
remained the leading force behind high-tech industries, in the meantime the other
East Asian (not yet the Southeast Asian, but mainly the East Asian actors) and, with
some delay, other (at this time also Southeast Asian) partners also climbed higher
on the technological ladder. Japan could keep pace with the competitors but, at the
same time, lost its unique, exclusive leadership position attained in the 1950s and
1960s-1970s. Its growth lagged behind the partners like South Korea, Taiwan, and
not least Singapore. All this could be attributed to the general transformation of the
global, and especially East and Southeast Asian, economic situation, including the
unforeseeable technological revolution and the ‘redistribution’ of economic power,
as the prime mover. Japan was too slow to make adjustments (Adams et al., 2008;
Ichimura, 2015),%” and the regional competitors managed to reach the stage from
where they could not be subordinated in the same way as they used to be. Japan
remained the 3™ or 4" largest and most developed economy until being eclipsed by
China, which has weakened its power position. The Japanese economy could not
come close to the growth rate of the post-war decades, and that also contributed to its
relative decline.

It is clear that for the last 2.5-3 decades the growth of the Japanese economy has
been more than modest. The development achieved in Japan was unsatisfactory for
an economy facing such challenges as rapidly increasing competition, internal hin-
drances (aging population, increasing debt, worsening regional economic conditions,
not least due to the fast strengthening of China, etc.), the ever higher level of globali-
zation, and as its essential consequence, stronger interdependence. The same could
be experienced in rapid technological advancement where Japan has, again, been on
the losing side. (It must be stressed here that the position of Japan as one of the top
technologically developed actors has not disappeared, but the competition became

27 The literature on the slowing down of Japanese development is rich, and different observers
usually agree that both external and domestic factors contributed to the rather weak performance of
Japan all through the last 3-3.5 decades. For instance, Ichimura emphasized the impact of the ‘Nixon-
shock’ and the revaluation of the yen in the 1970s, and later in the 1980s, the burst of the "bubble
economy’ in the 1990s, the rise of China, or the worsening population situation (declining fertility rate
and the social effects of longer life expectancy, etc. (Ichimura, 2015, pp. 46-47). He also negatively
evaluated the achievements in capital accumulation, the slowing down of technological innovations,
the shortcomings in economic policies and the lack of preparedness to fend off the competition of
China and South Korea (Ibid., pp. 48-50).



tougher than ever, and Japan's earlier favorable position in this field has been grad-
ually undermined. A decade ago the Japanese government expected that through IT
technologies it could achieve higher economic growth, but this had not materialized
(Adams et al., 2008, p. 151). One of the preconditions attached to the fulfillment of
the expectations was that Japan had to become a more open economy, and'... in part
to link Japan to its fast growing East Asian region (Ibid., p. 153). It is worth noting
that those who determined these expectations (including Nobel Laureate Lawrence
R. Klein) referred to East and not Southeast Asia. On the other hand, to be fair, it
must be admitted that Japan has not totally lost its scientific edge as for the time
being, it still has one of the highest ratio of GDP spending on R&D and it handles more
patent issues than the USA (Financial Times, 2009). This can be supplemented by
the fact that on the official level, the Japanese administration is more than eager to
support Japan-ASEAN scientific cooperation. Earlier it had been presumed that Japan
followed a ‘technonationalist’ science policy not only pursuing technological auton-
omy (which is the aspiration of China today) but drawing one-sided benefits from
international technological cooperation. Today, however, Tokyo is considered to be
more cooperative in this field. Nevertheless, the biggest stumbling block is that this
official approach cannot be easily sold to the private sphere?® (Degelsegger — Blasy,
2011, p. 101).

4. Relations in the 215t Century

As it has been indicated, the Japan-ASEAN relationship has become more balanced in
so far as that both parties consider each other as assets. In the economic area, the-
oretically Japan seems to be stronger and can offer more to the members of ASEAN
than it can gain. However, without Southeast Asia it would be much weaker. The eco-
nomic strength of Japan is still twice that of the ASEAN states combined (see Table 1),
however, one must bear in mind that the growth rate in most of the Southeast Asian
states is higher than that of Japan. In addition, in many fields the leading members
are already competing with the Japanese firms even in the leading (sub)branches
of the economy. Yet the most significant element that has been contributing to the
decline of Japanese power is the continuous emergence of China. This danger for
Tokyo stems not so much from the approximately three times bigger GDP of China,
but from the perception of the ASEAN members that they can get much more from

28 In Degelsegger — Blasy (2011) many representatives of the ASEAN region emphasized the positive
approach and readiness of the Japanese Government to support scientific projects with their
Southeast Asian partners.



Beijing than from Tokyo. Japan has lost its leverage over these partners, all of which,
or at least many of them, have already become very dependent on China.?’

4.1. The Role of ODA and FDI in Japan-ASEAN Cooperation

Naturally, in spite of the rather negative conclusions drawn above, there are some
areas where Japan still deserves respect. However, the number and impact of such
spheres is also declining.

Concerning the flow of capital into Southeast Asia, it can be observed today that, dis-
regarding the developed economies, this region is the most favorable place for inves-
tors coming either from outside or inside the region of ASEAN.3° However, this situ-
ation differs very much in comparison with the post World War Il period when it was
not really a priority area for anyone. Local tensions (the process of decolonization, the
war in Indochina, the ambiguous policy of local leaders like Sukarno, etc.) and global
issues turned the attention of potential collaborators away from Southeast Asia. In
the 1950s and 1960s, the East Asian actors (South Korea, Taiwan) were treated more
favorably by the partners (first of all the USA) than these countries. True, certain for-
mer colonial powers still could retain some influence by way of strengthening their
economic presence in the region, but they had not been in the position to satisfy the

29 ltis difficult to see a harmonized China-policy within the organization. Some members (Cambodia
and partly Laos) are ready to fully accept the presence and influence of the PRC. Others (e.g. the
Philippines) try to get as much out of this relationship as they can. Again others, e.g. Indonesia, play
low-profile policy though they are aware of the fact that the stability of any of the local governments
depends on the arrival of Chinese funds (FDI, loans, etc.) and the relatively cheap goods, affordably
priced for the common folk, can stabilize the economy and satisfy the purchasing ability of less well-
to-do citizens (though at the expense of political sovereignty). At the same time, the historically and
traditionally anti-China actor, Vietnam is extremely cautious not to offend the big neighbor. Singapore
and Thailand, that usually keep low profiles, continue to do so. In general, it is very rare that any of the
local states openly express their dissatisfaction with the aggressive economic (and political, as well as
military expansion of the Chinese actors).

In personal interviews with the author, Indonesian economists and entrepreneurs admitted that they
felt uneasy about the Chinese presence, and they could not expect the huge funds required for
infrastructural investments and the keeping of the social contradictions within limits, only from China.
The government considers the increasing Chinese presence a less significant and less direct political
threat than the probable, violent rise of extreme religious forces.

30 While the arrival of external FDI can be easily understood and explained by historical and economic
factors, local (or inward) ASEAN FDI deserves somewhat more attention, although it cannot be
explored here in full details. The relatively high level of regional capital flow is experienced in many
such organizations, from Europe to Latin-America or Africa. What makes Southeast Asia a distinctive
case is that here a pivotal role is played by Singapore attracting most of the local capital (above 50
percent) and also being the most important FDI supplier (Sitong, 2017).



demands of local states, and later on they could not match the USA (and Japan) either.
The process of emerging as an unquestionable investment market took some while
and required further changes.®'

Regarding Japan'’s position in this respect, difference can be made between FDI and
its official development assistance (ODA). From the mid-1950s until the early 1990s,
in the ODA area the then ASEAN region used to be the most significant and greatest
recipient of Japanese capital-inflow. Reparations, ODA-sources and the more spo-
radic FDI all served to strengthen the presence of Tokyo in Southeast Asia, which
had positive results. Thanks to the combination of these financial means, Japan suc-
cessfully returned to the region, not least due also to the relocation of some of its
industries to local partners. Having seen the improvement of local conditions and
following this trend, Tokyo further strengthened its willingness to direct more invest-
ment here, and as a consequence, both the volume of external FDI and its share in the
GDP of the local actors have increased manifold (Sitong, 2017). By the early 1990s,
Japan became the first external investor in the region (Miguelm, 2013, p. 104). All
these showed the appreciation of ASEAN, the acceleration of economic cooperation
and also the rising dependence of the region on Japan.

Though it used to be an important economic and also a political tool with due course
development assistance in Southeast Asia has started to be replaced by more direct
financial cooperation. Nevertheless, the ODA is still applied by Tokyo. While recently
the greatest bulk of Japanese ODA has been directed to other third world regions,
among the major beneficiaries we still find Vietnam (with roughly 10 percent of all the
Japanese ODA) and the more under-developed countries of the organization (Laos,
Cambodia, Myanmar) (see: Table 1). In addition, the Indochinese states receive special
attention not only because of their economic and social situation but as a means to
assist these countries to retain at least some parts of their independence from China.

Regional states welcomed not only ODA but also foreign capital (FDI), accepted the
courting of external partners and tried to exploit the new situation, and not with-
out success. At the time of Japan’s return to Southeast Asia, the region could be

31 Justto name a few of these factors: on the external side, the impact of the ‘Domino theory’, the
birth of ASEAN and the stabilization of regional security as well as local collaboration, the internal
problems of the USA, the changing nature of China-factor, etc. On the internal side, the rapid
development of the states of the region (lagging behind East Asia but following it not long after), the
oil-boom in Indonesia, the amazing emergence of Singapore as an economic hub, and many more
factors contributed to the excellence of Southeast Asia. As a special Japanese element, the so-called
Plaza Accord of 1985, namely the appreciation of the yen (by American demands) provided incentives
to relocate industries abroad.



characterized not only by the heavy presence of Japanese capital in Southeast Asia
but also by the very solid power position of Tokyo.*? Then Japan had no real ‘local’
(Asian) competitors. With the emergence of the ‘dragons’, and more importantly, with
the rise of China, the situation has drastically changed. Tokyo lost its leading role in
the sphere of FDI and also the possibility to exploit the positive local elements both
politically and economically, namely such elements as economic superiority, unbal-
anced power relations, the capability to dictate the directions of cooperation, etc.
Currently, Tokyo must compete with South Korea, Taiwan, in some respect also the
ASEAN member Singapore, but first and foremost with China. Today, this competition
is related not plainly to the allocation of capital, or to obtaining the best work force in
the region, but it concerns many other segments of economic cooperation, from the
relocation of industries to technological cooperation, including the realization of GVC-
collaboration. Japan is still the greatest supplier of funds and capital in the region,
although cannot dominate it anymore and has to make adjustments to the new condi-
tions, which are usually painful for the Japanese and positive for the local partners. It
must make adjustments because it still needs both the local markets and the reliable
supply of many commodities.

In order to have a clearer picture of the place of the ASEAN-region in Japan's foreign
relations, it must be added that though Japan has been playing a leading role in the
development of Southeast Asia, in reality the present ASEAN region has never been
the most important direction in the use of its FDI. The figures for Japanese FDI to
Southeast Asia are remarkable, but the developed partners, first of all the USA and
West Europe, have always been prioritized. In addition to the political and security
considerations, Tokyo has placed higher value on these investment and coopera-
tion contacts than on the ASEAN member states. In spite of this—as also reflect-
ed by Table 6.4 in AEC Chartbook 2017—Japan is still one of the heaviest investors
in the region with a share of about 15 percent (Garcia, 2017). The ambivalence of
the Japanese approach to the ASEAN-region is also mirrored by the composition of
ASEAN FDI-sources by region. In this respect, regardless of the importance attribut-
ed by Tokyo to Southeast Asia, Japan is relatively far behind the EU-28 and also the
USA and falls behind ASEAN inward investments, though it is still ahead of China.®?

32 In addition to Japan, the USA and the former colonial states were also present, but the engine of
economic growth and development was more Japan than the other non-Asian states.

33 For the sake of correct interpretation of this statement it must be taken into account that in spite of
their close cooperation, the EU members should be considered separately as they implement their
FDI-policies on national basis. In case of the USA significant fluctuations could be experienced in the
last years and today it is pretty difficult to predict the actions of the American administration, and the
major enterprises.



In 2015, the Japanese government and firms directed USD 20,624 million toward
ASEAN-6, which was only 15,1 percent of Japan's outward FDI. All in all, these data
indicate a variable trend in spite of the claims of JETRO that there is a shift, and
Japanese companies turn their attention and transfers from China to ASEAN (JETRO,
2017, p. 6).3

The Japanese FDI-position is challenged by one single actor, the PRC as Beijing's
presence is felt in the region stronger than ever. Though as it was mentioned above,
Chinese investments are still behind that of the Japanese, the trends show a straight-
forward rising tendency. China has already overcome Japan in the area of foreign
trade value and, in general, it can offer more favorable conditions to the local states
in the area of investments, too. Tokyo might have the advantage in the ‘quality’ com-
petition, but concerning most of the other components of FDI (e.g. prices, financial
conditions, etc.) Beijing usually offers better terms.?®* Though some analysts claim
that China's FDI activity will be still concentrated in such niche sectors as real estate,
mining and quarrying (The Business Times, 2018), looking back on the extremely
rapid expansion of Chinese economy and keeping in mind the ‘Made in China 2025’
plan, it cannot be ruled out that already in the coming years China will become a
real antagonist in many other areas. There are signs that it has already started to be
involved in large-scale infrastructural projects (that cannot be separated from the
Belt and Road Initiative, BRI), and also in sophisticated and high level industrial pro-
ductions.®® The danger for Japan (and the other interested parties) lies in the fact that
many Chinese companies can easily maintain competition with external partners®’
when the local capacities cannot meet all the high standard demands.3®

34 The share of the individual ASEAN members deserves some attention as it shows that Singapore
is the biggest recipient of Japanese capital in the region. Thailand and Indonesia follow the city state
but Singapore’s position seems to be weakened as the negative turn in 2016 can be attributed to
Singapore. The early data of 2017 also show that the city state has been preceded by Thailand. As far
as the figures originating from this period (2015-2017) indicate the less competitive partners
(Indonesia, the Philippines but first of all Vietnam) are gaining importance in relation to FDI. Regarding
Japan’'s inward FDI ASEAN, practically Singapore alone, is also becoming stronger following such
partners as the USA and the EU (JETRO, 2017, p. 7).

35 It must not be forgotten that in most cases the ‘cheaper’ is more acceptable for most of the local
players than the ‘better’ (or higher quality).

36 Lenovo already appeared in Thailand and Huawei in Malaysia. If we consider the ‘Made in China
2025 project and the worsening profitability of the Chinese firms, it is logical that the number and
value of Chinese investment in many other sectors will be on the rise (Ibid.).

37 Especially if they can get government support. It is clear that the present government is ready to
provide appropriate assistance to its enterprises if it concerns strategic goals.

38 Forinstance, external partners have already started to complain about the shortage of appropriate
and trained workforce.



In addition to the fact mentioned above, the FDI situation in the region has further
contradictory elements from the Japanese point of view. For instance, it can be
pointed out that at present the PRC is the strongest rival of ASEAN for Japanese
investments. Since the 1990s, there has been a significant change in the direction of
Japanese FDI, and today China is the biggest recipient of Japanese funds. As a group,
ASEAN still gets slightly more than the PRC, but as individual recipient, China is the
greatest beneficiary.3? It can be also observed that while in the case of the PRC there
is a more or less continuous rise, among the ASEAN members significant fluctuations
can be experienced. This fluctuation appears in connection with ASEAN and is also
related to the distribution of funds among its members. At present, Thailand seems to
be the top destination of Japanese FDI, however, the situation can easily change partly
because changes in the situation of Singapore (its coming back to pole position) or the
moving forward by Vietnam.

Another interesting element in the FDI-question is the internal flow of capital within
ASEAN. Available data show not only that the level of the internal circulation of cap-
ital is much higher than that of Japanese FDI in the ASEAN region but in this field
Singapore takes the lead once again. The city state is not only the biggest benefi-
ciary of the inward flows of FDI (AEC 2017; Table 6.2.), but at the same time, it is also
the most import ‘internal’ FDI provider of the other member states. In this respect
Singapore plays multiple roles: it is a competitor of Japan (and China and many other
external FDI-suppliers) and in the position of a first class technological power having
reached the development stage of other high tech ‘strongmen’, it can be used as a
‘distribution center’ or intermediary between the outside and local parties (namely,
among others, between Japan and the other ASEAN partners), reducing the risks
associated with GVC-activities.*?

39 According to Sako's calculations, the value of Japanese FDI to 5 members of ASEAN (ASEAN-5
composed of Indonesia, Malaysia, the Philippines, Thailand, and Vietnam) is not much higher than the
value of Japanese investments in the PRC (Sako, 2017; Chart 1). Sako did not explain why Singapore
was left out of his calculations, but it is well-known that though Singapore has been one of the closest,
if not the closest, Southeast Asian partners of Japan, in the recent past Tokyo had to see a negative
turn in Japan-Singapore FDI-contacts, while the city state channeled much more funds and
investments to Japan than vice versa (see: Ming, 2017; Han, 2016).

40 It might seem to be the fixed idea of the author that, talking about Singapore, the ‘Chinese-question’
always comes to his mind. However, the regional role of the ‘overseas Chinese' reminds us that this
‘economic hub' of ASEAN is controlled and managed by business people of Chinese descent and
representing ‘Chinese connections’ (guanxi).



4.2. Participation in Multilateral Agreements

As could be witnessed in the 20" century, regional integrations and/or multilater-
al agreements cannot yet substitute or degrade certain bilateral relations, but they
have gained big importance. International multilateral agreements and forums are
the means and venues where individual interests can be best sidelined and multilat-
eral interests harmonized. It might seem to be a strange assertion, but in many cases
the importance related to a membership in such integrations can be attributed not
really to the direct profits of membership itself but to the fact that an actor is not left
out, and it must not face the negative consequences of exclusion.* Both Japan and
ASEAN have enough economic (and political) clout to be respected and to be invited
to join such schemes. This fact might help them to join forces and work together in
wider regional frames, but there are elements that—in general and on some concrete
issues—keep the parties apart.

First of all, both parties try very hard to strengthen their individual position in the
changing East and Southeast Asian economic and political environment and, although
they consider each other useful partners in the multilateral environment, they can-
not and do not want to disregard the present-day value of regionalism and regional
trading blocs for the individual actors, the special interests of such actors, and also
the contradictions stemming from different positions and interests at the level of
regionalism. The situation is further complicated by the fact that though ASEAN can
be regarded as such an entity on its own right and enjoys certain advantages (see the
ASEAN+3 dialogues), it still does not have a harmonized policy towards other multilat-
eral forms of cooperation. (See the member states’ individual attitude towards TPP-
11.) In other words, the ASEAN Free Trade Zone (AFTA) and the longer term ASEAN
Economic Community (AEC) plan reflect the strength and also the weaknesses of
the organizations. In spite of several achievements (significant reduction of tariffs,
establishment of harmonized tariff nomenclature, blueprints for common investment
area, joint financial measures, etc.), ASEAN could not overcome the problems flow-
ing from the fact that these countries are more competitive than complementary.
The member states are rather united vis-a-vis third parties, but they jealously try to
preserve or strengthen their individual regional positions in all the spheres they can

41 Two simple remarks reflect the accuracy of this statement. First, the exclusion of the island of
Taiwan from many international organizations clearly shows that though Taipei can cope with the
losses suffered due to its denial of membership in certain multilateral institutions, after some time the
accumulated losses might become unbearable. Second, in connection with the previous element, the
greatest risks originate not from the mathematically predictable losses but from being absent at the
decision-making tables where the rules of various games are adopted.



do so. Nevertheless, multilateral cooperation is a decisive issue and they have been
continuously exploring the chances of deepening their relations with their closest
external partners. This is shown by the several agreements concluded.

Within the framework of the ASEAN+3 negotiations and collaboration that has been
going on since 1999 including Japan, ASEAN tried to lay down specific conditions for
cooperation. The free trade agreements (FTAs) with the 3+3 partners were negotiated
one by one and while most of these documents slightly differ in their content, all of
them reflect the impact of the organization. The ASEAN-Japan FTA (AJFTA) entered
into force in 2008. Although based on mutual interests, this agreement was the
result of strong Japanese initiatives that facilitated the movement of materials and
goods. At the same time, it could be also attributed to the China-Japan competition for
regional influence (Taguchi — Lee, 2016, p. 7). While this FTA differs from that of the
other ASEAN partners, what deserves mentioning is the fact that some of the other
ASEAN+FTAs facilitated more mobilized cooperation at a higher level than AFTA.
Though these FTAs serve their purpose for the organization, in order to further their
positive impacts, ASEAN is striving for working out a huge free trade area with the
closest partner through the Regional Comprehensive Economic Partnership (RCEP).
Talks about RCEP started in 2012, but its final document has not been adopted, yet.

Considering each other important partners, and being aware that other third par-
ties can be at least as important, if not more significant for the ‘other side’, both the
ASEAN members and Japan follow with interest the initiatives and actions directed
at the creation of new institutionalized cooperation schemes within a still wider geo-
graphical area. Being in a relatively enviable economic and political position, neither
Japan nor ASEAN need to be afraid of not being invited to join their forces with others
or of being left out. On the contrary, ASEAN is accepted as a more or less cohesive
body, and its members are sought after either individually or collectively as part-
ners. They seem to be ready to get involved in following negotiations concerning such
endeavors. Tokyo is not different in this respect. All this is clearly proven by the join-
ing of Japan and some of the ASEAN states to the TPP-11 project, namely the replace-
ment of the USA-rejected Trans-Pacific Partnership idea. This agreement was already
signed, and its ratification process has commenced.*? Japan supported the idea from

42 Officially known as Comprehensive and Progressive Agreement for Trans-Pacific Partnership or
CPTPP but generally referred to as TPP-11, at present the Partnership includes 11 countries, some of
the original negotiators of the Trans-Pacific Partnership (TPP) project that was rejected by President
Trump. TPP-11 can be considered the third largest free trade sphere after NAFTA and the European
Union. Most of the agreement stipulations correspond to the similar provisions of the TPP, but mainly
those elements that were originally opposed by the American negotiators or preferred by them were



the beginning, but from amongst the members of ASEAN only 4 (Brunei, Malaysia,
Singapore, Vietnam) joined TPP-11. That makes it clear that that there are internal
conflicting or at least diverging interests within ASEAN. Compared with the Regional
Comprehensive Economic Partnership (RCEP) agreement (see RCEP below), TPP-11
contains more stringent trade measures.*® This explains why some ASEAN members
showed reluctance to make sacrifices or make more ‘painful’ adaptation. At the same
time, it was clear that sooner than later they—especially Indonesia and Thailand—
had to follow suit. (Both countries have already expressed their interest in affiliating
themselves with CPTPP.)** It could be expected that TPP-11 will facilitate and increase
internal trade, and it was understandable why the highly foreign trade-dependent
Singapore is trying to join every multilateral forum where international trade can
be eased. In this respect, Japan and the city state can be considered—naturally not
without conflicts of interest—close allies. According to observers, one of the major
advantages of the new TPP agreement can be its appeal to foreign investors and in
this area Japan could become again a big asset and also a significant beneficiary.

TPP-11 is the most recent attempt of the East Asian and Pacific countries to further
their economic, and especially trade interests, although it is not the only attempt.
ASEAN has been active for some time to take the lead and bind its closest partners
to itself by the conclusion of a general FTA. The conclusion of the so-called Regional
Comprehensive Economic Partnership (RCEP) agreement envisaged to be signed with
the major partners (ASEAN+3 plus 3 or ASEAN+6) has been on the agenda since
2012.4 Though RCEP would be the largest and—with the incorporation of China and
India—the strongest and perhaps most influential regional trading bloc commanding

built into the new agreement, if supported by the present signatories. Ratified by a proper number of
signatories (6 from the 11), the agreement entered into force on December 30, 2018.

43 The consolidated text of TPP-11 agreement: [online] Available form: https://www.iilj.org/wp-
content/uploads/ 2018/03/CPTPP-consolidated.pdf

44 1t was not surprising that Tokyo and Singapore were among the firsts who ratified TPP-11. And it
was also understandable and even expected that Bangkok and Jakarta showed their interest in joining
TPP-11. Bangkok signaled its readiness for talks already in May 2018, while Indonesia also made it
clear in mid-2018 that it ‘will make a decision on this topic’ within a short time.

45 In RCEP, in addition to the ASEAN members, Australia, China, India, Japan, New Zealand, and South
Korea (the so-called FTA partners of ASEAN) strive for reaching a trade deal. The agreement
envisaged to strengthen the cooperation of these countries on a wider scale, substituting the present
ASEAN+1 FTA system with a more comprehensive one. It would cover all the major fields related to
traditional commerce (trade in goods, services, investment), to the regulation of relevant questions
(rules of origin, intellectual property rights, dispute settlements, competition, etc., and also new issues
like e-commerce.) Originally, the agreement was expected to be completed by the end of 2015,
however, by the end of 2018 some open questions still remained unanswered. A comprehensive
introduction into RCEP is provided on the ASEAN website: [online] Available form: https://asean.
org/?static_post=rcep-regional-comprehensive-economic-partnership.



around 40 percent of the global economic power (Petri - Plummer, 2018). If it enters
into force, it can increase global GDP by about 0.2 percent a year (lbid.).*¢ However, it
is an open question how it could serve the long-term interests of ASEAN and Japan.
For the ASEAN the biggest query is whether they can remain in the driver’'s seat
and direct the course of negotiations, or whether such an agreement will render
them more vulnerable to the dominant powers, first of all to China. The talks show
that the member states and the weaker actors (first of all India) are still looking for
the answer, and some of them are hesitant to accept joint conditions. (Originally,
Indonesia indicated that RCEP is more important for it than TPP, however, later state-
ments show that the dice has not yet been cast, and Jakarta has moved closer to
TPP-11 (Takahashi, 2018)).

5. The Present and the Near Future - Conclusions

Although the Japanese-ASEAN (Southeast Asian) relations have been divided by the
author of this paper into three major time horizons, this periodization can be expand-
ed and many more sub-periods can be separated from one another. From the point
of view of this study what is important now is the present period the origin of which
can be traced back to 2013-2014. It was easy to claim that this period started in 2012
with the election of Xi Jinping to his many posts, but it must be admitted that the real
impact of his new policies could already be felt from 2013. That was the time when
the new Chinese leader(ship) replaced the more cautious (more Deng Xiaoping-type)
policies of the previous Chinese political generation with the more assertive, not sim-
ply self-confident but more ambitious international policy lines. (It might seem to be
questionable that in his study on Japan, the timing of periodization is related to the
events in China and not in Japan. Especially as one could also talk about the second
premiership of Shinzo Abe, whose foreign policy and readjusted ASEAN-policy had
an impact on the Japan-ASEAN relations, too. However, the author's position is quite
clear: since 2012-2013 China has been the prime player who calls the shots, and both
Japan and ASEAN follow the events and attempt to adapt.)

Neither Japan, nor ASEAN is a secondary player and—at the time mentioned—they
realized that they needed each other more than ever.*’” As non-outstanding military

46 The big question is when it can be concluded, as after six years of negotiations only four of the 21
(negotiating) chapters were closed (Petri — Plummer, 2018).

47 Emphasizing the correctness of this remark and the importance of these bilateral relations for the
parties, it must not be lost out of sight that they are not determinant partners for each other. Some
others (like the USA, China, Europe) are more significant than the ‘other side’.



and political actors, they were compelled to grasp the meaning of a new situation in
which a ‘new’ emerging superpower openly intended to use its (up till now soft) power
to expand. Namely, China made it clear that it expects others to accept its outstanding
power position; it is ready to take down all obstacles on its way to superpower status;
it is ready to eliminate or at least regularize those who dare to question this position;
and it is ready to use also other instruments of power in order to ensure this position.

This was the time when the two parties had to realize that neither of them was a real-
ly formidable opponent, let alone a kind of counter-weight to China. Though the trend
that started in the late 1980s has not yet fully terminated, the situation in the mid-
2010s clearly reflected the radically changed position of the parties and plenty of data
characterized the changes. While in the 1990s Japan held 74.5 percent of East Asian
GDP, and China only 8.6 percent, in 2014 the figures were 52.5 percent for the PRC and
23.3 percent for Japan. Similar shifts could be observed practically in all the major
economic areas, perhaps with the exception of the otherwise decisive technological
sphere (Dent, 2017; Table 7).“® Despite its huge successes in our globalized world, not
even China can avoid cooperating with others, and Japan and ASEAN are aware of
this interdependent state of affairs. At the same time, they also have to comprehend
that the political game of equal partners (that seemingly characterized the foreign
policies of Xi's predecessors) is over. Nevertheless, neither Japan, nor the ASEAN
could openly reject the new Chinese policy lines. They have been already too heavily
dependent on China for different reasons but with equal weight, in the sense that both
of them had to recognize that in themselves they are not a match for the PRC. Though
this author can partly go along with the supposition that for some time the ASEAN
members formed their relations with Japan based essentially on economic consider-
ations (Hassan, 2003, p. 145), today it is clear that the organization needs Tokyo also
for political and security purposes. At least for the present, the international political
and security sphere is the area where neither of them need to be afraid of the aspira-
tions of the other side. Neither of them can threaten the other party and thus they can
unite their forces or at least try to rely on each other as more or less equals.

The economic sphere is somewhat different. Here the level of interdependence differs
significantly from that of the political-security stage. To be sure, both parties need
the other side and can gain a lot from cooperation. Among the major differences,

48 Though according to Dent even in the area of ‘Technology and Innovation’ China has replaced
Japan, here Japan still commands great strength and the advantage of the PRC is not without fault
(Dent, 2017; Table 7). (The table referred to incorporates ‘patent applications’; ‘trademark applications’,
and ‘high technology exports’ where China really leaped to No. 1 position although in spite of its
enormous development, it has significant deficiencies.)



however, we find imbalanced power relations, namely the more advantageous posi-
tion of Japan, the collision of direct interests, and not least the increasing dependence
on China of both sides. There is an additional factor that can also be considered a
weakening element of these bilateral ties. Today, the once leading ally of the region,
Japan is only the third or fourth most important trading partner of ASEAN. Japan is
preceded by China, the USA and the EU-28. The turnover with Japan is only around
55 percent of the trade volume with China, and while during the last decade (2007 to
2016) the trade with the PRC increased by 215 percent (!), the same figure for Japan
was only 16.5 percent. During these years, the share of China in the organization’s for-
eign trade rose from 10.6 percent to 16.5 percent, while the same indicator for Tokyo
showed a decline from 10.7 percent to 9 percent. While Japan's share in ASEAN's
foreign trade is 15.2 percent, that of China's is 21.7 percent (AEC Chartbook, 2017). It
is also a revealing fact that Japan has a more or less balanced trade with ASEAN, but
China has high surpluses in both directions.

In spite of the rather negative outcome of past trends and looking at the economic
position of the parties, it is not difficult to identify certain basic points in their relation-
ship. Japan is still the third strongest actor of the world economy.*” Though the ASEAN
member states together constitute a significant economic power, and their growth
rate is much higher than that of Japan, the economic strength of the two sides will
remain incomparable for some time to come.®® This means that due to many—partly
historically created—weaknesses such as relative underdevelopment; divergence of
economic interests; heavier reliance on outsiders than on each other; technological
connectedness to external partners; etc. they can hardly approximate the economic
strength of Japan. Thus the member states, either alone or as a group, are weak-
er than Tokyo. This means that theoretically there is hardly any chance for them to
overcome Japan in their bilateral (Japan-ASEAN) relations or in their connections

49 According to World Bank data and estimation, Japan occupied the third place in the world economy
with USD 4,872 billion (calculated in current prices). The overall growth rate of the country was
estimated to be 1.51 percent in 2017, and a slow-down was expected for 2018. China's similar figure
was USD 12,015 billion. Here the growth rate showed significant decline in comparison to the previous
decades but was still 6.7 percent, and in 2018 it is expected to develop in a similar pace. Figures
calculated on PPP basis describe a somewhat different situation: China is the global ‘winner’ with USD
23,159 billion, and Japan is the fourth (after India) with USD 5,429 billion (Knoema, 2018).

50 Among the member states Indonesia (1,015-16), Thailand (455-26), Singapore (324-37), Malaysia
(314-38), the Philippines (313-39), Vietnam (220-46) taken together reach USD 2,641 billion. The
smaller, less developed partners cannot be considered significant in this respect (Myanmar: 66.5;
Cambodia: 22.3; Laos: 17.0; Brunei: USD 12.7 billion). On the basis of PPP, the values are as follows: USD
3,243 (Indonesia: 7), 1,234 (Thailand: 20), 931 (Malaysia: 26), 876 (the Philippines: 29), 647 (Vietnam: 35)
527 (Singapore: 38) and altogether they constitute USD 7,458. (All figures are calculated in USD
billions. The supplementary figure indicates the position of the given country on the global list) (Ibid.).



with third parties. Furthermore, the ties are, again, weakened by the fact that for the
last decades both Japan and ASEAN have shifted attention from each other towards
Beijing. However, precisely this factor and the growing dependence on their Chinese
ties facilitated their increasingly ‘cordial’ ties. The more they (ASEAN and Tokyo) get
closer to the PRC the more they need each other to create a counterweight.

At the same time, it would not be correct to claim that within these relatively unbal-
anced power-relations ASEAN does not have the means at its disposal to defend its
own interest. In addition to the political and security considerations of any outside
power claiming interests in Southeast Asia, the regional organization can significantly
strengthen its appeal by showing unity. Through the implementation of the ASEAN
Economic Union project, the members can consolidate their regional economic posi-
tion. Through their harmonized policies the local states can still offer Japan and its
companies many elements, both in the production and service areas that are desir-
able for these latter actors. The ASEAN states can also gain a lot from this bilateral
cooperation, and as a solidly united political entity with some (less commendable)
economic achievements, it constitutes a good partner for all the major economic
powers, from Europe to North-America, and because of this it can be in an enviable
bargaining position vis-a-vis Tokyo.

A basic contradiction can be observed in these bilateral relations: though Japan lost
its commanding position in Southeast Asia, it is in a slightly better position to advance
its interest than any time in the past. To be sure, it must compete with many part-
ners, especially with China, but it is in a quiescent position as the ASEAN-members
should not be afraid of its political aspirations and might welcome Tokyo's presence
in Southeast Asia. In the political and security arenas the two parties can assist each
other to withstand the domination of China. Still, Japan must learn certain lessons. It
must show tactfulness in its international policies and reread its history.®’

Regarding the more concrete economic elements of the bilateral cooperation, some
factors depend on the position of the two sides while others are related to third par-
ties. In Japan's case the most important economic question is its revival as a relative-
ly fast developing economy. In the last couple of years Japan could not fulfill the eco-
nomic expectations.® Abenomics, introduced by the present Prime Minister, also tried

51 As mentioned earlier, the Japanese must learn that the enmity showed towards them does not
originate only from their better economic position but from certain behavioral features that contradict
the expectations of the local people (Er, 2000, p. 138).

52 As mentioned earlier, the exploration of the likelihood of the acceleration of the Japanese
development was carried out by a high level team of economists, including Nobel-laureate Lawrence



to make corrections.® Its results in stimulating growth should not be underestimated,
although the clearly drastic breakthrough could not be achieved so far. While the
economic revival led to an increase in GDP, no new economic ‘miracle’ was achieved.
Instead of reaching the targeted 3 percent, the economy grew at a 0.65 percent rate
between 2000-2010.54 No great achievements occurred in the monetary policy or in
handling the demographic issue, and, as one of the most important element, which
in this respect was a serious failure of Abenomics, no substantial development could
be realized in the restructuring of the Japanese economic and business environment.
Needless to say, the financial crises of the previous decade also shook Japan (like
many of its competitors). Nevertheless, what really counts from the long-term per-
spective is the further weakening of the country’s position, and its relative inability to
keep pace with competitors.

Japan's regional position is further complicated by the American attitude towards
East Asia, in general, and the Asian security question, in particular. At the time of
writing this study, it is very difficult to predict how Washington will direct its poli-
cy towards China, not only in the sphere of trade but also regarding the questions
of power relations and security considerations. Moreover, the American attitude
will have a direct impact both on Japan, ASEAN and their bilateral relationship. The
Trump administration has disengaged itself from the previous, cautious but clear
policy of acknowledging the rise of China, and maintained its formidable presence (or
deterrence) in Asia. President Trump'’s policy has not crystallized yet, which makes
Tokyo and ASEAN uncertain. This unpredictability of American presence or the aban-
donment of this region can forge the collaboration of these two partners with the
aim of strengthening their position against the rising power of China. On the other
hand, as both actors expect more gains from their cooperation with Beijing than
from the other party (Japan or ASEAN), they will be more inclined to forget about the

R. Klein. This team used a method of simulation on the basis of the data from the first years of the
century, and came up with a comprehensive, rather positive and optimistic proposal (see Adams et al.,
2008; Chapters 12, 13, and 14). It was stated by the team that the Japanese economy had the potential
to increase the pace of its development (Ibid., p. 143 and p. 144) and recommended changes in policy
and organization. At the same time they also seemed to be aware of the difficulties concerning cultural
and organizational changes and referred to other hindrances. Considering the trends and economic
events of the last 10-15 years, it can be stated that Japan could not radically improve its internal and
external economic situation (Adams et al., 2008; Chapter 12).

53 The economic policy of the Japanese Prime Minister is widely elaborated in the literature on
economic and political science. See as examples the works of Wakatabe, Mayger-Reynolds, McBride-
Xu and many others, used also in this study.

54 In a paper entitled 'Lessons of the Lost Two decades of the Japanese Economy’ (2011) Ichimura
summed up the causes of decline and unsatisfactory functioning (Ichimura, 2015; Chapter 2).



long-term interest and sacrifice these long-term needs for more immediate profits.
This concerns both political and economic factors.

Some tools, as TPP-11, could provide the opportunity for getting closer to each other,
although this (or any other similar scheme) hardly substitutes the influence and
weight of the USA in re-balancing the regional order and power relations.

These developments might enforce Japan to drastically reconsider its national secu-
rity strategy®®, including its economic relations with ASEAN and its members. It is
clear that these two actors are interested in strengthening themselves as much
as they can in order to defend their security interests and also to see the growing
strength of their partner (Japan and ASEAN) as an additional guarantee for their own
ability to withstand the weakening of their economic (and political and security) posi-
tion. However, the question arises once again: how can they overcome the contradic-
tion between their short and longer term interests? Japan is interested in forging an
ASEAN Economic Community, although a stronger organization might make its bar-
gaining position weaker. ASEAN should be interested in the stabilization and growth
of Japan as a possible ally in its contest with China, however, it is dubious whether
it can really get from Tokyo what it can receive from Beijing, and perhaps at better
terms.

While the future of the Japan-ASEAN relations depends on a great number of ‘inter-
nal’ issues, it is still difficult to hide that seemingly none of them is as important and
has a more serious impact on the progress ahead than the China factor.’® As men-
tioned above, the local states have different opinions regarding the handling of the
China-factor. In this context, local actors are inclined to point at the rivalry of these
two giants though they already know that the PRC and Japan are not at the same level
anymore. To be sure, they can see that Abe Shinzo is ready to resist China, and in this
respect ASEAN can rely on Tokyo. The question is for how long?

55 For a short description of some of the components of this question see Singh (2017).

56 ltis clear that the future Southeast Asian position of many actors, from India to Australia, is linked
to the role assumed and the behavior conducted by Beijing. Japan and the PRC are the strongest
contenders here and the success or failure of Japan to counterbalance the weight and influence of
China might have a decisive effect on the positions of others, inside and outside the region.
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Japan’s Integration Efforts, with Particular Attention
to the Japan-EU Free Trade Agreement*

Pal Majoros

1. Introduction

In the 1970s and for many years, people used to talk about the triple world econo-
my, the triad, in which, the United States and the European Community, and Japan
with its leading role in Asia and its economic partner were referred to as the third
pole. It came about because in 1980 Japan produced nearly 10 percent of the world's
GDP. The attention of the European Community also turned to Japan, especially as
Japan was the integration’s third largest export market and second largest source of
imports until the millennium (by and large the third most important partner after the
US and Switzerland).

Japan used to be the most important partner of the European Union on the Asian con-
tinent. From being the second-third partner of the EU-15, Japan shifted to be the fifth
partner of the EU-25 in 2006 (China overtook Japan in its total turnover in 2003 and
Russia in 2004). In case of the EU-28, it is only the sixth or seventh partner. There are
several reasons for this. On the one hand, the crisis in Japan in the early 1990s, which
further deepened in 1997: economic growth rate around 0-1 percent, foreign trade
did not expand to the same extent as before; it stagnated (export growth rate slowed
down, while imports increased over several years). Secondly, the rapid economic
growth of Far Eastern competitors over Japan has to be recognized. China and South
Korea need to be highlighted, but several ASEAN (Association of Southeast Asian
Nations) member states have stepped up their economic and trade relations with the
European Union to a much greater extent than Japan. Finally, it is worth pointing out
that Japan had previously built up its foreign trade relations primarily with the EU-15
Member States, and established only very deliberate and slowly developing trade
relations with the new members, so its weight in total foreign trade decreased.

The world changed with the millennium: the Soviet Union dissolved, and the group
of socialist countries ceased to exist. China has once again become a major player in
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the world economy and world trade, and an important competitor to Japan in the Far
East. Today, we cannot talk about the triad in the same sense as 40 years ago. It is no
longer possible to treat the world economy as the “playing field” of the former three
prominent players. China has become a new player among the Three, and India is
getting stronger and growing in influence. Furthermore, let's not forget about Russia,
which, although economically is less powerful, remains one of the world's largest
energy exporters (and is still a major military power).

As a result of the re-regionalism of the '80s, integration tendencies developed in
the Far East too: China and Japan, however, are late-starters in integration efforts,
belonging to a so-called group of late-comer countries. Japan's economic and finan-
cial problems forced its regional and global activity to be restrained, and China had
to deal with its internal problems in the first place. China was the first to start off in
the field of integration efforts, followed by Japan. China's expansion is facilitated by
strong capital exports, followed by the “"One Belt, One Road” initiative announced in
2013, which is significantly more than a simple infrastructure development project.

In addition, we must talk about the United States’ foreign economic policy over the
past two years. Trump's “America first” economic policy places strong emphasis
on building bilateral relations instead of the previous multilateral approach: they
reformed the NAFTA" agreement, terminated the TPP (Trans-Pacific Partnership)
contract, and suspended the TTIP (Transatlantic Trade and Investment Partnership)
negotiations with the EU. The US using its economic power, shapes its bilateral rela-
tions and lives with its economic power and occasionally abuses it.

After the turn of the millennium, the European Union and Japan have also faced seri-
ous challenges: the resolution of their internal concerns and the problems of their
external relations are a difficult task, which has been placing a heavy burden on
both parties. The European Union has experienced a difficult period: 13 new Member
States had to be merged into the framework of integration; the present threat of
Brexit; budget disputes taking place; and migration problems strongly divide Member
States and sometimes protectionist tendencies can be observed in their relations.
Japan faces other types of difficulties, but important challenges as well: after the
1997 crisis, the economy could still not be dynamized, thus losing its position in the
world economy and world trade. It is a particular problem that in the '90s, it did not
open up enough to the new democracies in Eastern Europe, and now this is visible in
its EU relations.

1 North American Free Trade Agreement



At the same time, Japan and the European Union are committed to developing part-
nerships because they are extremely important partners in both commercial and
capital relations. As the most decisive players in the world economy, they are linked
by special interdependence and global responsibility. They both support the strength-
ening and further development of the global trading system, even at the expense of
occasional escalation of conflicts of interest with the United States. Their reciprocal
relations have intensified in recent years, and they are interested in deepening their
relations, both economically and politically. The EU wants to be present in the expand-
ing Asian market partly through Japan, and Japan wishes to reduce US influence in
the region through the strengthening of its partnerships with the EU.

In the Triad relationship, the European Union avoided formal bilateral agreements
in its relations with both Japan and its key partner, the United States of America.
Their institutionalized bilateral relations were intended to be nurtured at the highest
level by the EU-Japan Summit held once a year, and at meetings held twice a year at
ministerial level. At the multilateral level, several forums allow contacts to be main-
tained, so politicians and economic professionals can assemble at ASEM meetings
every two years, G7 and G-20 meetings every year, and forums of UN, OECD, WTO,
and politicians.

Although, integration ideas between the former triad and the new prominent players
existed, the competition was mostly the winning attitude in the dialectics of compe-
tition versus cooperation. Smaller and bigger agreements were made, but compre-
hensive free trade agreements between the "big ones” to date only one has been
concluded: between Japan and the EU.

The main question of this study is around what has happened in Japan, which had
no bilateral free trade agreement with a country (or group of countries) until the
millennium. What are the motivational factors that displaced Japan (and indeed the
entire Far East) from integration apathy? Are there any common cultural, civiliza-
tion roots that in the early 21° century have caused strong integration tendencies
to be launched in the region, or are strong economic factors behind it? Among the
world's leading powers, why was the EU the first to conclude a bilateral free trade
agreement? What historical, political, economic background does the agreement
have?



2. Japan’s Integration Efforts

The millennium reached Japan in a difficult situation: it was characterized by an eco-
nomic downturn, its former partners were opening up to other partners, micro-inte-
gration links were loosening with ASEAN companies, China was getting stronger (also
admitted to the WTO), and Japan's controversy and debates with the US were getting
deeper and deeper. The aging, declining population has been a social problem; on the
one hand, the working-age population decreased, so there have been signs of labor
shortage, but on the other hand, the increasing volume of pension expenditures has
been affecting the budget. Another problem in the increasing well-being has been
the alienation of the younger generation from the national (including Confucian) tra-
ditions, the low level of social reproduction and its decreasing tendency. Just at the
time, educated Japanese people were realizing that China, after being despised for a
century and a half, is the root of Japanese culture too.

Globalization was interpreted as the world opening up, which was an opportunity for
Japan, however, they were not opening up, did not allow foreign capital, occasionally
applied the highest tariffs of the developed world (e.g. rice, other foods), and they
closed up. Japan had difficulties in adapting to the changed international environment,
e.g. could not really break into the East and Central European region which was open
for globalization. It was a major change that China which was censured before, first
in terms of exports and then production, got ahead of Japan.

Japan's response has been peculiar: it is characterized by growing isolation in the
fields of culture and civilization. They emphasize the Japanese cultural identity, its
uniqueness, its distinction from both Western and other Asian cultures. (However,
Confucianism is an important link between Asian civilizations). They consider their
previous economic results as the result of their civilization, which stands above
Western culture that is culturally and socially declining (Huntington, 2002). Japan has
moved away from Western (USA) thinking, turning towards Asia. They would like to
preserve the economic superiority of Asia, including Japan's leading role in it, in such
a way so that the growth pole of the 215t century shall be East Asia, and therefore they
open up economically. This is partly due to the compulsion; due to the 1997-98 crisis,
foreign capital must be admitted, and the economy’s ideology must be changed. It is
a fact that Japan, which has previously been excluded from all integration, will open
up: it allows foreign working capital and is starting with an integration strategy. Thus,
a combination of civilization and economic constraints are the triggers for integration
initiatives.



The post-millennial period was the beginning of the opening for integration: actions
were taken to save Japanese big companies in trouble due to crises (1997-1998, 2007-
2009), allowing foreign direct capital inflows. However, inbound capital has been still
significantly less than outgoing capital. In Japan, FDI accounted for just over 4 percent
of the GDP in 2016, which is a remarkably low level for the world’s developed and less
developed countries as well. At the same time, the outflow of capital has been USD
120-150 billion a year in recent years, making Japan the world’s fourth largest capital
exporter (UNCTAD World Investment Report, 2017). The consequences of the 2008
global economic crisis are the stagnation of world trade, a significant drop in demand
in developed countries, which has also led to further easing of micro-integration rela-
tions in the East Asian region.

A far-reaching step in the past few years has been the so-called Abenomics, associ-
ated with the Prime Minister of Japan, Abe Shinzo, according to which the economy is
the most vital priority. The program identifies three main directions: monetary eas-
ing, budget loosening, and structural reforms in all areas of the economy. The new
economic policy has also triggered changes in Japan's foreign policy. In addition to
the earlier multilateral approach, bilateral thinking has also emerged: see the failure
of the WTO Doha Round; the competition between China and Japan for Asia’s leading
role. The former US integration strategy has also contributed to a change in strategic
thinking: the TTIP started between the US and the EU, and later the TPP negotiations
motivated Japan as well. In 2017, the Trump government backed out from these, but
Japan continued its talks with the EU. At the same time, at the Asia-Europe Summit
(ASEM), the central point is the expansion of trade relations, i.e. the EU would also like
to expand its foreign trade relations with the countries of the South East Asia region.
From Japan's point of view, the development of trade with the EU is clearly posi-
tive, but the EU’'s stronger presence in the region could jeopardize Japan's interests.
Therefore, it has also become a priority for Japan to bring its formerly micro-integra-
tion and corporate relationships into national, international (inter-state) relations (a
key motive for integration with the countries of the region). It is important to note that,
under GATT / WTO rules, exemption from customs duties in the free trade area should
not be extended to other WTO members. The WTO operates as a general system,
but the actors take advantage of loopholes to improve their own situation. Countries
can expand their trade in products and services through such bilateral agreements,
preserve their market advantages in geographically close countries, and secure their
raw materials and energy imports. This has also played a role—still does—in the fact
that almost all countries and integration of the developed world (EU, USA) are using
such a tool to improve their market positions.



Japan does the same: in its case, besides its economic role played in the Asian co-op-
eration, strengthening political presence, and improving cooperation with neighbors
based on mutual trust and benefits may still be a matter. Furthermore, in its compe-
tition with China, Japan wants to improve its position to become the leading economic
power in the region, in order to broaden its room for maneuver with new bilateral or
multilateral agreements.

Japan has concluded comprehensive economic cooperation agreements with a num-
ber of countries in the region to preserve or improve its trading positions safely.
Agreements are not uniform, the Japanese economic diplomacy approached issues
pragmatically, and the content, scope, and extent of contracts are different. Trade in
goods and/or services, rules of origin protection, protection of intellectual proper-
ty rights, investment protection, double taxation clauses have also been included in
the agreements (this can be explained by the fact that the concept of RTA (Regional
Trade Agreement) or EPA (Economic Partnership Agreement) are becoming more
common in the literature, which are slightly different from previous terminology of
FTAs (Free Trade Agreement). The purpose of the study is not to analyze the individual
agreements in detail (the text of the agreements can be found on the website of the
Japanese Ministry of Foreign Affairs). | just highlight one thing: the learning process
is recognizable. Initial agreements were strictly industrialized free trade agreements,
they expanded, changed in the economic field, and in later agreements, civilization,
social (e.g. environmental) issues appear too.

3. Japan’s Free Trade Agreements

Japan had 17 signed regional trade agreements by the end of 2018, the EJEPA with
the EU entering into force in the beginning of 2019, and the CPTPP with the Pacific-rim
countries, which have not yet entered into force. Japan has the following free trade
agreements: ASEAN as a multilateral organization, and separate agreements with its
seven member states; from the group of developed countries (OECD) agreements with
Australia, Chile, Mexico and Switzerland; from the developing countries agreements
with India, Mongolia, Peru; and an expected agreement with the EU; and the Pacific-
rim countries—the CPTPP, the Trans-Pacific Partnership agreement.



Table 1

Japan Regional Trade Agreements (2018)
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Partner Date of signature Date of entry into force
Singapore January 2002 November 2002
Mexico September 2004 April 2005
Malaysia December 2005 July 2006
Philippines September 2006 December 2008
Chile March 2007 September 2007
Thailand April 2007 November 2007
Brunei-Darussalam June 2007 July 2008
Indonesia August 2007 July 2008
ASEAN April 2008 December 2008
Vietnam December 2008 October 2009
Switzerland February 2009 September 2009
India February 2011 August 2011
Peru May 2011 March 2012
Australia July 2014 January 2015
Mongolia February 2015 June 2016
CPTPP March 2018 Not yet in force
EU July 2017 February 2019

Source: Regional Trade Agreements Information System (RTA-IS)
[online] Available form: http://rtais.wto.org/Ul/PublicAlRTALIist.aspx

In the past 15 years, Japan has paid special attention to the development of integra-
tion relations in the region. Initially, they were negotiated bilaterally with individual
ASEAN countries (with Singapore, Malaysia, Philippines, Thailand, Brunei, Indonesia,
later Vietnam—all being members of the Asia-Pacific Economic Cooperation (APEC))
and then with the integration organization ASEAN. In a broader sense, the region
includes Mongolia and Australia. Thus, 10 out of the 17 agreements concern the
region, which also shows the importance of cooperation with countries in the region.

In recent years, ASEAN, in particular the Indochina region, the less developed coun-
tries have been the key areas for the regional expansion of Japanese capital. Beyond
the geographical proximity, this is due to a growing lack of labor force in Japan and
wage differences between countries. Therefore, they have started the deployment
of labor-intensive production in low-wage countries (Vietnam, Laos, Cambodia and
Myanmar). Japan is the second largest FDI source for ASEAN countries.

Trade in goods between ASEAN and Japan has stagnated in recent years, with ASEAN
export surpluses. Japan has a 10 percent share in ASEAN's total merchandise trade,
making it ASEAN's second largest partner (ASEAN Economic Integration Monitor).



There is a good complementarity between the bilateral and the multilateral agree-
ments signed with the countries. Japan also has a free trade agreement with four
OECD members. Mexico was the first OECD member to have an agreement with Japan
in 2004 and then in 2007 it signed with Chile. Both agreements are concerned with
trade in goods and services, but also contain chapters regulating capital movements.
Both countries are located on the Pacific coast, and their other common feature is
that both are members of the APEC cooperation.

Only in 2014 was the free trade agreement signed with Australia. The agreement
deals with the free movement of capital alongside trade in goods and services. Trade
in agricultural and fishery products is a priority in the agreement. (Australia is also
APEC member state.)

Switzerland was the first European country to sign a free trade agreement in 2009,
which covers goods and services, product origin rules, intellectual property rights
and capital movements. An interesting fact is that Switzerland is one of the few
European countries to have a trade surplus with Japan (due to exports of Swiss lux-
ury products).

Japan also has free trade agreements with three developing countries: with India,
Peru and Mongolia. The importance of the free trade agreement with India is that
it has the world’'s second largest population, it is the world's third largest producer
respective of purchasing power parity, and it has a large number of middle-class
consumers, whose consumption creates a large market for Japanese products. The
abundant, cheap workforce thus can help Japan solve its relevant problems. It is
worth noting that India has no free trade agreement with China.

In Peru, the free trade agreement was born in 2011, aiming at the free movement of
industrial products and the gradual reduction of customs duties (agreement between
China-Peru, 2009). Questions on trade in services and free movement of capital are
yet under negotiation. (Peru is also an APEC member state.)

In the case of Mongolia, the abundant raw material sources motivated the FTA (2015),
and here they preceded China because they do not have a similar agreement with the
country.



3.1. Comprehensive and Progressive Agreement for Transpacific
Partnership (CPTPP)

The Comprehensive and Progressive Agreement for Pacific Partnership (CPTPP) was
established under the former TPP agreement. The TPP was signed by 12 countries
in 2016: the US was also a signatory, but in January 2017, President Trump quit the
agreement. After their pull out, 11 states stayed. (In the literature, the cooperation
was also referred to as TPP-11 before signing the new agreement).

Japan, following the withdrawal of the US (after a few months of hesitation), decid-
ed to continue negotiations. Therein, the RCEP (Regional Comprehensive Economic
Partnership?) negotiation initiated by the Chinese—serving China's aspirations for
dominance, (a win-win game, meaning that all parties win, but China wins the most)—
plays a notable role. Japan should not be left out of this partnership, but in TPP-11 it
has clearly gained the leading position, taking it from the US.

The CPTPP can be briefly defined as the integration of 11 countries on the two shores
of the Pacific Ocean (7 Australian, Oceanic, Asian and 4 American) into a large mar-
ket based on commonly agreed rules that already take into account the phenomena
of the digital era. The CPTPP-11 market has 510 million inhabitants. This is the first
comprehensive and high-level integration agreement that has been negotiated with
countries that are geographically distant, with significantly different levels of eco-
nomic development (Japan with 38 000 GDP per capita, while Vietnam with only USD
2164), at the cost of compromises.

CPTPP member countries accounted for 13 percent of the gross world product in
2016, 15-15 percent of international trade (exports and imports), and they are a signif-
icantly smaller economy than the US-based TPP-12 (38 percent of world production).

The CPTPP, as a new generational free trade agreement, summarizes all the features
of the previously mentioned FTAs, TRAs and EPAs. Itis an industrial free trade agree-
ment (i.e. member states eliminate tariffs and other barriers to trade—due to the
countries’ different levels of development, they do it using different schedules, that
is, developed countries eliminate them practically at the entry into the agreement,
while the less developed ones do it with a few years delay, so this partis asymmetric),

2 ASEAN+6 (10 ASEAN countries + China, Japan, South Korea, India, Australia, New Zealand). This
cooperation is encouraged by China—as it has been left out from the CPTTP,—which could increase its
economic and political role in the region.



and an agricultural preferential agreement, but trade is free in more product groups,
including a substantial part of food products. The agreement includes the freedom to
trade in services, as well as the free movement of capital (but not the free movement
of labor). An independent chapter covers public procurement, government procure-
ment, and competition regulation. The CPTPP pays special attention to the protection
of intellectual property rights, food safety, and drug trade. They also discuss environ-
mental regulation (in the context of international trade). As Kruppa (2017) has noted,
this new generational agreement based on its content, could be a “gold standard” for
free trade agreements, meaning that it may serve as a model for other cross-bor-
der international integrations. The Philippines, Indonesia, Thailand (ASEAN and APEC
member countries), South Korea and Taiwan (APEC member states) also show inter-
est towards the CPTPP-11.

From the point of view of Japan, it is clear that eight out of the ten countries already
have a bilateral free trade agreement signed earlier (Australia, Mexico, Chile, Peru,
Singapore, Malaysia, Vietnam, Brunei), such an agreement is negotiated with Canada,
and only New Zealand has been left out from this circle. Since many have bilateral
free trade agreements between themselves, CPTPP seems to be bringing bilateral
agreements to a multilateral level.

We shall also briefly discuss the role of APEC. With reference to the subject mat-
ter of the study, it must be indicated that there are several operational bilateral and
multilateral regional integrations within APEC (including NAFTA and its successor;
AFTA, bilateral agreements within ASEAN, free trade agreement between Australia
and New Zealand). Examining Japan in particular, it can be seen that Japan has free
trade agreements with 11 countries (with 7 ASEAN members, Australia, Chile, Mexico
and Peru) out of the 20 other APEC members, and are in similar negotiations with
South Korea, China, and Canada. It has no such agreement with the US, Taiwan, Hong
Kong, New Zealand, Russia and Papua New Guinea. CPTPP raising bilateral and mul-
tilateral agreements to mega-regional / plurilateral level also helps transform APEC
into a free trade zone, but we have to note that Russia and Papua New Guinea are not
included in the regional cooperation (they have no bilateral agreements).

3.2. Japan-European Union Free Trade Agreement

The free trade agreement concluded with the EU, is as important as the CPTPP agree-

ment for Japan. (In the literature, they refer to it as JEFTA; Japan-European Union
Free Trade Agreement or EJEPA; EU-Japan Economic Partnership). The free trade



negotiations lasting for four years were successfully completed by the summer of
2017, the parties signed the agreement, and after the ratification process, the agree-
ment could enter into force in early Autumn 2019. Considering its content, logic, and
structure, the CPTPP and JEFTA agreements contain many similarities, but differ sig-
nificantly in one field. The CPTPP agreement is multilateral, while JEFTA is a bilateral
agreement. (Despite the fact that several countries are involved in the latter, as a
result of the EU's common commercial policy, the Community has been involved as a
negotiator on the consultations.)

In Japan and in the EU-28 member states approximately 640 million people live, all
potential consumers. Together, they account for 30 percent of world production, with
a world trade share of 39 percent (EU internal traffic is not included in the data). For
the EU, Japan is the sixth most important export and import market, while Japan
is the EU’'s third most important partner. These facts highlight the significance and
practical importance of the contract. The Community and Japan are also very much
looking forward to the agreement.

Free trade covers industrial products and services and a significant part of agri-
cultural and food products. The agreement covers environmental protection (in the
spirit of the Paris agreement on climate protection), consumer protection, competition
policy, public procurement and protection of intellectual property rights, but includes
for example protection of geographical indications (e.g. Tokaj aszu). The European
Union operates its website® in focus of the topic and the text of the agreement can
also be found here*.

In the continuation of the study, the history of relations between Japan and the
Community will be outlined, the way to the free trade agreement will be presented,
and then the agreement will be briefly introduced, its advantages, disadvantages, and
the expectations of the member states, especially of Hungary.

3 The European Union website: [online] Available form: http://ec.europa.eu/trade/policy/in-focus/eu-
japan-economic-partnership-agreement/

4 Text of the EU-Japan Economic Partnership Agreement: [online] Available form: http://trade.ec.
europa.eu/doclib/press/index.cfm?id=1684



4. The History of EU - Japan Relations®

The development of Japan and Western European relations has over 150 years of
history. After the breaking of the Japanese isolation in 1853, the Emperor recognized
the advantages of the modern Western economy (advanced production tools, weap-
ons, means of transport; steam boats, trains) and put them to serve the benefit of
Japan. The period of modernization began in 1868 (Meiji Restoration), at which time
the most advanced power of the world was England. In the course of moderniza-
tion initiated and controlled by the emperor, the warlords and landlords who were
appointed acquired English technology and established modern industrial production
with the help of their accumulated wealth. It was a very special way of transitioning
from feudalism to capitalism, former feudal lords became tycoons, and future trading
house leaders. However, rapid industrial development required raw materials and
coal (energy carriers). There was little of these on the island. On that basis Japan
started a policy of conquest motivated by a shortage of raw materials in the oceanic
archipelago, and then conquered Taiwan and Korea under the weakening Chinese
rule. The period up to the Second World War, in addition to rapid economic and tech-
nical development, resulted in foreign economic opening, and Japan became the real
power of the region in economic and military terms. Germany'’s European aspirations
(living space theory) also appeared in Japan in the 1930s. There was a need for raw
materials, energy carriers and cheap labor. China, which was so weakened by then,
became the target of conquest (1931 Manchuria, 1937 additional Chinese territories).
However, Japan's Far East hegemony was threatened by the presence of the US in
the region, this partly led to the attack on Pearl Harbor and the entry into World War
II. In this tight hundred years, it was the British relationship being determinative in
the decisive economic sphere and then the influence of the German Empire that was
significant in political terms.

4.1. Japan and Western Europe in the Years after World War Il

The defeat in World War Il shook the country, the superiority consciousness was
damaged fundamentally. The significant financial losses, the troubles caused by the
Japanese returning from the colonies, the American humiliation of Japan (the emper-
or had to abandon the earthly divine title), which led to a specific civilization prob-
lem: is not Japan the chosen country? The losers were not involved in the formation

5 To reveal the history of the relations | used one of my previous studies (Majoros — Imre, 2006; and
referenced writings of J. Gilson; R. Albrecht and C.M. Dent).



of the new world order after World War Il—including Japan—, but after a while the
Soviet Union and the Eastern European countries did not either participate in the
establishment of the new international institutional system (IMF, IBRD, GATT, NATO).
The world order thus formed was essentially serving the US's and Western Europe’s
interests—the so-called West—and represented the interests and values of Western-
type civilization. After World War Il, economic relations of Europe and Japan were
characterized by a lack of mutual interest. In 1945, Japan ended up as a depleted and
defeated country coming out of the world war. As in the countries of Western Europe,
they also had to face the consequences of the long war on the islands of Japan, and
the rebuilding of the ruined economy and society had to begin. To solve similar prob-
lems, the two regions had different solutions, but in both cases the role of the United
States was crucial.

The Japanese and European policies of the United States were both influenced by the
Cold War situation. Japan’'s economic recovery began with the Allies’ occupation from
1945 to 1952, which again ensured American influence on Japanese politics over the
coming decades®. Allied forces launched a demilitarization and democratization pro-
gram to prevent the repetition of Japanese war actions, set up a new and democratic
government and helped in the building of the economic and social infrastructure.
Japan's importance truly grew after the victory of the Chinese Socialist Revolution
(1949). The formation of the Soviet-Chinese People's Republic (Moscow-Beijing) axis
led the United States to make Japan a strong ally. In addition to the significant two-
way trade, the two countries were linked by economic aid and cooperation programs,
and from 1951, under the US-Japan security treaty, defense for the island was also
provided by the United States. In 1952, Japan regained its independence and, as a
member of international organizations, wanted to become involved in the circulation
of world trade and world politics. Efforts in that regard were also supported by the
United States: in 1955, Japan could become a GATT contracting party thanks to US
support, and it gained entry to the United Nations in 1956, and to the OECD in 1964,

The United States tried to prevent the economic collapse of European governments
and the spread of communist regimes in Western Europe with the help of a USD 13
billion aid under the Marshall Plan disbursed from 1948 to 1951. At the same time,
the Marshall Plan and OEEC (European Organization for Economic Co-operation)
consisted of sixteen countries initiated for the distribution of the aid, was dedicated

6 The winning European allies did not participate in Japanese affairs, they treated them as they were
beyond their own competence and they transferred the leadership of the Allied forces to the American
troops.



to open the way for closer cooperation between Western European countries, thus
both reducing the financial commitment of the United States to the reconstruction of
Europe in the future, and the risk of a new outbreak of war. The cooperative efforts
were also expressed in terms of defense, in addition to the economic ones. As a result
of the party-state systems built in the countries occupied by the Soviet Union, the
NATO Treaty, which incorporated Europe into the North Atlantic defense structure,
was launched in 1949. By the beginning of the fifties, European politicians recognized
that in the emerging bipolar world, Western Europe could only increase its political
and economic influence through unification. Schuman’s French Foreign Minister's pro-
posal resulted in the signing of the European Coal and Steel Community Agreement in
1951 and further steps towards integration led to the signing of the Treaty of Rome on
March 25, 1957, which established the European Economic Community (EEC). While
the foundation of UN-like organizations—both to European and Asian winners and
losers of the Second World War—provided new forms of dialogue, actually it gave
little impetus to the development of any transcontinental dialogue. At this time, for
historical reasons, both Japan and Western Europe built multi-faceted relationships
with the United States. The lack of close historical threads, mutual interest and com-
mon security issues, the weakness of not knowing each other, and the emergence of
stereotypes led to Japan and the European Community not becoming natural part-
ners in the post-war years.

4.2. The Fifties: Trade Relations Serving US’s Interests

During the fifties, the United States offered tariff preferences to European countries
that—following American behavior—opened their markets to Japanese products. The
United States supported the access of island stat's products to the European market,
because it resulted in the recovery of the Japanese economy, the rise in living stand-
ards, and thus the strengthening of Western democracy in Asia, which was essen-
tial for political and strategic stability. The United States also favored the country’s
GATT accession because it concealed additional export opportunities. However, the
growing trade disputes between Japan and the United States and the negative expe-
riences before World War Il have made European states distrustful against low-wage
Japanese products and commercial practices of the island. Because of the potential
Japanese threat to the European textile industry, Britain, France, the Netherlands,
and Germany (GDR) initially did not support Japan's GATT accession’. Even later, they

7 Japan first applied to the GATT in 1952, but it was only three years later that it could join due to the
protest of the above states.



only agreed to the accession with the provision of Article 35, according to which they
could suspend the application of the Convention at any time selectively in relation to
Japan. In this mistrustful atmosphere, the United States to no avail tried to act as a
mediator in European-Japanese relations. While Europeans were afraid of Japanese
commodity dumping, the island was disturbed by the adverse effects of the introduc-
tion of a common external customs on trade with Europe and on every forum it fought
for the abolition of restrictions on its export products and struggled to suspend the
application of Article 35. Japanese concerns have been further aggravated by the
measures taken by some of the European Member States. In Germany and ltaly, for
example, even after the GATT accession, import restrictions for several Japanese
commodities were maintained, and in 1958, Belgium introduced another twenty-four
restrictions on imports from Japan. Many subsequent diplomatic efforts have led to
the lifting of restrictions.

Interestingly, during this period, issues of a political nature were mainly on the agen-
da in the matter of relations between Japan and Europe. This can be explained by the
fact that the drafting of a common position was less problematic, for example in rela-
tion to Soviet actions and commercial disputes. The years immediately following the
war are distinguished by this shift of political focus from the coming decades, when
relations were dominated by trade issues. The political dialogue between Japan and
Europe only started slowly reappearing from the 1980s.

4.3. The Sixties: Bilateral Trade Agreements between Member States
and Japan

By the 1960s, Japanese exports increased, and the United States began to consider
Japan as a potential economic rival. While it remained a key issue to the US to gain
the widest possible access to the Japanese market, it no longer actively promoted
the deepening of bilateral relations between Japan and Europe. Relations between
the two sides have remained minimal as long as no demand arose to shape them
independently from American political interests.

In 1965, after Japan had achieved several of its previous goals (e.g. OECD member-
ship), a new turn in Japan's EC policy took place. The goal was less and less the
elimination of discrimination, but the focus shifted to export promotion, and a few
years later to boosting European capital investment. Meanwhile, in Japan, econom-
ic restructuring took place: light industry products were increasingly replaced by
mechanical engineering products (ships, cars, news technology), and high-tech



products represented a high proportion. The development of the Japanese and
Western European economies in the 1960s—being unbroken until the 1973 cri-
sis,—provided a favorable background for economic relations. The volume of trade
increased, although most EC Member States continued to issue import quotas for
some of the Japanese products. There was a striking difference: while Japan sup-
ported emerging, developing, modern sectors, and the improvement of their export
ability, the Community protected aging sectors, primarily to maintain jobs (e.g. steel
industry, shipping industry). Economic discrepancies soon made meetings between
Japanese and European MEPs unavoidable. These bilateral discussions became even
more common during the decade, as Japan had increased its participation in the work
of many international organizations and institutions where European states (e.g. UN,
GATT) were represented, and also because of the possibility of the UK joining the EC,
Japan began to attach greater importance to European relations. Rapprochement can
be explained by the temporary deterioration of relations with the United States, as
well as by the new Prime Minister, Ikeda, who was more open to Europe in terms of
his foreign policy than his predecessors.?

Japan’s rapid economic growth and significant imports in Europe also increased the
need for a common position regarding the island state. However, progress was ham-
pered by discussions about the role of the Commission.? Thus, individual Member
States started bilateral negotiations with the island state. On July 1, 1960, Germany
was the first country in Europe to sign a trade agreement with Japan, in which it gave
the most favorable treatment. The Benelux countries concluded a similar agreement
in 1961 and waived the application of Article 35 in exchange for the proposed safety
clause, but for twenty-eight items (e.g. textiles, porcelain products, cutlery), individual
quotas were still maintained. The British gave up the privilege of Article 35in 1963
after concluding a trade and shipping agreement with Japan which included two safe-
ty clauses. The French government maintained its stiff position for a long time: it only
concluded an agreement with the island state in 1964, under the same conditions
as the British. In the second half of the sixties, regular political meetings were held
between Japan and some European Member States. In 1963, for the first time, Japan
and the United Kingdom, Japan and France, along with Japan and Germany, held

8 InJuly 1962, Japan released its first "EEC policy”. The Japanese government announced that it would
not apply the preferential treatment of the liberalization program to countries that continue to
discriminate against Japanese products.

9 Atthe beginning of the sixties, the Commission made a number of attempts to raise trade issues to
a unified European level, but its efforts were not successful due to the resistance of some Member
States (primarily France), which believed that if the Commission had a coordinating role in commercial
matters, it would jeopardize the nation-state interests.



talks on regularizing foreign minister meetings. Two years later, similar negotiations
began between Japan and Italy. By the time, all EC Member States had granted the
most preferential treatment to the island state, and the Commission stated that all
obstacles had been removed from the EC-Japan joint convention, which would contain
a single safety clause and abolish all previous bilateral agreements. However, due to
protests by the French and Italian government, this could not be realized, so bilateral
agreements between the Member States and Japan remained in force.

On the other hand, the opportunity of trade negotiations at the European level was
not clearly welcomed in Japan. They were afraid that the list of restrictions for the
transitional period negotiated by the EC would be the same as the broadest list then
in force, and that the provisions of the safety clause would have to be extended to
Germany and Italy. Although direct business relations between Japan and Western
Europe had become increasingly important, owing to the role of the island state in the
world economy, more and more European politicians had felt the need for a unified
position. During the sixties no significant progress was made on this issue. In the
second half of the decade, the intensity of political relations declined, and negotia-
tions on specific economic issues and problems took place in sectoral forums. The
downward attention from the Japanese side was by reason of the miss of British
EC accession and the bilateral trade agreements that entered into force, as well
as the behavior of the Japanese socialist opposition, which increasingly criticized
the Western orientation of the government. As a result of repeated failures, the
Japanese issue was removed even from the Commission’s agenda for a while. Still,
this period cannot be considered inefficient: mutual diplomatic recognition had been
achieved and structures had been built that later enabled the further development of
relations.

4.4, The Seventies: Intensifying Trade Disputes and Slow
Institutionalization

The EC Common Commercial Policy entered into force on January 1, 1970. The need
for its introduction was explained by one of the main objectives of the EC, the crea-
tion of a customs union, the essence of which was that while trade between Member
States eliminated customs duties, a common trade policy with third countries, includ-
ing a single tariff system, was applied. Although from 1970 onwards, Member States
could no longer conclude new bilateral trade agreements with third countries, some
elements of the common commercial policy could not come into effect immediately
due to previous agreements in force. There was a rule that allowed national measures



to be maintained until they prevented the development of a common commercial poli-
cy. However, many of these national measures were directed against Japan and ham-
pered the EC's attempts to develop a unified system of trade rules for the island state.

In the 1970s, four factors influenced the development of EC-Japan relations:

- significant changes in world economic conditions (end of Bretton Woods system,
drastic increase in oil prices, etc.);

+ EC changes (customs union, enlargement, development of new Community policies,
etc.), transformation of the community's global economic and political role;

» the significant Japanese trade balance surplus;

« institutional development in Japan-EC relations.

In the '60s, '70s, Japan strengthened industrially and economically as much as it
appeared as an increasing competition in the market of the European Community
with its products. Member States realized that their new competitor was also a
potential trading partner, and a cautious contact between the two economic areas
began. Initially, conflicts and hostilities emerged as a result of the flood-like influx of
Japanese products, the EC applied anti-dumping duties and import quotas against
Japanese imports.

While in the early 1960s there was still a trade balance between Japan and Western
Europe, from 1969 the EC's lack of trade with the UK was perpetuated. The Community
then realized beyond doubt the economic importance of Japan. In September 1970,
trade negotiations with Japan began. The European Commission insisted on the safe-
ty clause for all Japanese products, but the Japanese government would had liked
the trade with Western Europe to be in accordance with GATT rules and that Member
States could only apply the system of safeguard duties in the event of a serious threat
to domestic products.'’ Despite ongoing disputes and negotiations, Japanese exports
to Europe steadily increased due to the Japanese companies’ sales offensive. The
deepening trade gap was particularly significant in some specific sectors (radio and
television sets, tape recorders, electronic equipment, ships, automotive products).
Japan did make some self-limiting provisions, but with little results. EC Member
States (UK, Denmark and Ireland too since 1973) were confronted with Japanese
commercial practices in a more and more uniform way. For the rest of the decade,

10 Meanwhile, within the framework of GATT, negotiations on the dismantling of non-tariff barriers
had already started between Japan and the United States and between the EC and the United States,
and in February 1972 a related treaty was signed. The so-called codes of conduct emerged from these
negotiations.



talks to restore growing imbalances and Japan's self-restraint measures continued',
but tensions persisted until the early 1980s. The attention of the EC during this period
was primarily directed at Japanese exports to Europe and not to European exports
to Japan. By the seventies, the European Community as a negotiating partner had
become a potential alternative for Japanese leaders against the United States.'? The
increased Japanese attention to the Community can partly be explained by the United
Kingdom'’s eventual membership, but the development within the EC and the increas-
ing number of channels of communication between the two parties had also contrib-
uted to this. The deepening of integration within the Community in these years was
an important factor in the development of EC-Japan relations. By the early seventies,
both Japan and the EC felt the need for institutionalization of bilateral relations, regu-
lar discussion of key issues at ministerial and expert level, and thereby the insurance
of the development and continuity of relations. The first meetings were held in June
1973 in Brussels and initial bodies for institutionalized relations between the EC and
Japan were established. In 1974, a diplomatic mission of the European Community
was set up in Tokyo, and in 1975 a Japanese mission was established in Brussels.
The task of the Tokyo delegation was to promote dialogue and build a closer rela-
tionship between Japan and the EC. The visits to the UK by the leaders of EC Member
States, the biannual high-level talks between Japan and the EC and the meetings of
the European and Japanese parliamentarians since 1977 provided a framework for
deepening the dialogue.

In spite of the steps taken to develop bilateral relations—especially in the light of
the Community’'s trade restrictions on Japan,—however, it was clear, that a num-
ber of steps still needed to be taken towards the partnership. It was also a matter
of concern that in non-trade areas, the Japanese were not convinced of the legit-
imacy of the EC acting as a single entity, thus attempted to resolve the problems
bilaterally.

11 For example, in May 1976, the Japanese government made it possible for car manufacturers in the
EC to carry out the necessary safety and pollution investigations in Europe concerning their exports to
Japan.

12 The so-called Nixon shock (suspension and then termination of the dollar’s convertibility to gold;
diplomatic recognition of the People's Republic of China, repatriation to the UN Security Council) made
Japan’'s political leadership uncertain and made it necessary to establish new orientations and
relationships.



4.5. The Eighties: Reinvigorating Political Relations

As a consequence of the second oil price explosion, the Japanese trade balance
decreased, so Japan demanded that the Community abolish restrictions on its prod-
ucts. The EC did not respond positively to this, as the increase in the price of crude
oil had also made the Community’'s balance of payments negative and Japan's prob-
lems were not attributable to them. As a result of intensified discussions, new export
incentive measures were introduced in Japan, accompanied by EC protests. Japanese
exports had been rising sharply, and the EC deficit was too: this brought about a new
crisis situation.

At the time of the '80s crisis, the yen was appreciated significantly compared to
the dollar (this was not the case for European currencies), and because of the fixed
exchange rate, US products became more competitive on the Japanese market. This
market loss affected the EC again negatively. Since the middle of the decade, the flow
of Japanese capital began towards Europe, especially to Great Britain. Trade in ser-
vices became increasingly important in this period; this was very positive for the EC
as it had a stable surplus in services.

During the 1980s, the EC tried to settle its relations with Japan, an important part
of which would have been to develop a common Japanese policy. Disputes between
Member States did not make this possible, but a program was made to settle the rela-
tionship. This consisted of four points (Dent, 1999): uniform export restriction require-
ments; appreciation of the yen; abolishing non-tariff restrictions; and they asked to
treat the EC at least as favorably as the US. In 1985, within the framework of the
OECD, the so-called Plaza Accord was born, which abolished the yen/USD bound rate.
As aresult, the yen appreciated, which worsened the international competitive posi-
tion of Japanese products and contributed to the reduction of significant Japanese
export surpluses. In the evolved situation, the Community reduced its quantitative
restrictions on Japan, and Japan also made serious efforts to open up its markets to
European products.

In 1986, the Single European Act was adopted, aiming to create a single market. The
unifying market of the 12 countries and the increased competence of the Commission
once again raised the need to create a Japanese policy. However, this did not come
through.



4.6. The Nineties: The Decade of the Triad

An important change in the early 1990s was the dissolution of the Soviet Union and
the change of regime in Eastern European socialist countries. The end of the Cold War
changed the world economic and political environment. Formerly isolated socialist
countries became a field of globalization: international capital flows were accelerat-
ing, and the former socialist world was a new ground for multinational companies. In
economic terms, the world was expanding horizontally. In the field of security policy
and military policy, the former common enemy image, the dissolution of the Soviet
Union, resulted in a new situation even in political terms. After the end of the bipolar
world order, besides the US and the European Community, Japan, as the world's third
leading economic power, and the world's largest creditor took its place in the trilat-
eral world. The '90s was a remarkable decade of the Triad: the three great powers
were cooperating, occasionally acting together. The cooperating countries, howev-
er, already considered each other as competitors in the economic and commercial
sphere (not as an opponent or as an enemy). They wanted to slice a larger slice of
the world economy, the cake of world trade, but they could only do that against each
other. It made it difficult for them to compete, and China began to develop strongly,
and then India after a few years.

Japan was then facing several challenges. China's economic growth and expansion
was an important factor, despite the fact that Japan had persistent trade balance sur-
pluses with the country. Secondly, as a result of the smaller and bigger Asian crisis
in the 1990s, the economic growth rate initially stagnated, then temporarily turned
negative from 1998 onwards. In the “flying wild goose” model, Japan was not in the
lead, and it disrupted the Asian Tiger and the Tiger Cub Economies following its exam-
ple. Corporate micro-integration links loosened and developing countries with Japan's
support started to create their own development strategy and established a rela-
tionship system and became competitors (mainly South Korea, but also Taiwan and
Singapore). The controversial issues of Japan's US relations must be mentioned in the
third place. Japan accumulated significant trade surpluses against the US since the
late 1970s, consistently bought US government securities, invested in the States and
by this it triggered US displeasure, which in many ways tried to prevent Japan’'s expan-
sion. After the end of the Cold War alongside economic tensions, political debates
were pressing the seemingly peaceful US-Japan relations. Such a debate was on the
issue of US military bases in Japan (when it was found that despite the agreement,
nuclear weapons had been also stored on the bases), furthermore Japan’'s position
against the spread of US and Western human rights principles in South East Asia.
In this field, Japan returned to its civilization roots, disillusioned with the Western



economic-cultural model, and they derived their previous successes from their own
culture (Huntington, 2002, p. 165). For these reasons, both Japan and the European
Union were transforming their foreign policy and foreign trade strategies.

The year 1991 was important in Japan-EC relations: the first partnership agreement
on their relations, its political, economic and commercial aspects, signed in Hague,
was a significant improvement. This included the need for regular consultation of
supreme leaders, the realization of political information exchange. The agreement
showed that the two sides had been mutually committed to developing relationships.

By the summer of 1994, the EU prepared an important document entitled “Towards
New Asia Strategy”. This community response on the changing world economy,
emphasized the intensification of Asian relations. The rise of the Asian countries
and their advancement in the world market had forced the long-lasting adoption of
this document. Besides Japan's slowing economy at the time, China's rapid develop-
ment and the ASEAN countries’ trade successes, all played a role in the design of
the Asia strategy. Cooperation with the fastest growing region of the world economy
was important for the Community. It had made it particularly important that the US
also strengthened its Asian relations. Establishment of the Asia-Pacific Economic
Cooperation (APEC) as a consultation forum (1989), networking with the members,
and the inclusion of China in the APEC in 1991 forced the EU to make new measures.
This resulted that the importance of the political dialogue between the EU and Asian
countries had also been included in the adopted document. The result of this was the
biennial "Asia-Europe Meeting”, the ASEM. However, the two forums are different.
APEC deals only with economic-trade issues (political, human rights, and socio-civ-
ilization issues are not on the agenda). In addition to economic matters, ASEM also
deals with political and cultural issues, and the ASEM often even raises human rights
issues (not greatly welcomed by the Asian partners).

In 1995, as an integral follow-up of the Asia Strategy, the Community drew up indi-
vidual country strategies for its most important Asian partners. Japan was the first
(‘Europe and Japan: The Next Step’), then it was closely followed by the Chinese
strategy (‘Long term policy for China-Europe Relations’). It was no coincidence that
the strategies were practically simultaneously created: the EU wanted to settle and
develop their relations with both Asian giants.

In EU-Japan relations, the growth rate of Japanese commodity exports slowed down
slightly, but imports from the EU were even more, so Japan retained and even slightly
increased its trade balance surplus. The EU trade surplus in services improved the



balance, but the Japanese surplus remained. Japan’s capital exports also accelerated
to EU countries, but primarily targeted the UK, the Netherlands, because France and
Germany were somewhat aloof from Japanese capital.

After the initial difficulties, the existing relations between the EU and Japan became
more and more favorable, the volume of trade expanded and the framework of coop-
eration widened. In addition to economic relations, forums for political dialogue and
consultation also developed in the form of regular high-level meetings.

4.7. Relations after the Millennium: The Way to the Free Trade Agreement

The EU-Japan Action Plan for Co-operation, adopted in 2001, was an important step in
bilateral relations, which other than economic and trade goals, was addressing polit-
ical aspects, including peace and security issues, cultural and human rights issues,
as well as global changes. The same values, common economic interests, and similar
political views eventualized in the strategic partnership. However, this Action Plan
also received serious criticism, Berkofsky (2012) claimed it to be too ambitious, criti-
cized its too many objectives (more than 100 bilateral cooperation plans), there were
no priority tasks, and he assessed that no concrete implementation plans, and tools
were assigned to its realization.

The world was also changing over the course of time: the increase in the number
of terrorist acts affected trade and capital movements. The European Union gained
attention by integrating new members into the integration system. The Community
was also developing its bilateral, free trade relations with a number of non-European
countries (e.g. Mexico, Israel, Chile) and with South Korea from the Far East. At that
time, Japan started to build its integration network.

After 2001, trade disputes were not common in economic relations because Japan
had started to implement structural reforms and the EU had also benefited from
the gradual lifting of restrictive regulations. Japan recognized that there was no
chance of recovering from the crisis until liberalization and deregulation reforms
were completed, and the long-awaited free market competition did not come to fru-
ition, because only this could result in dynamic economic growth associated with
transformation. As a result of the global crisis of 2007-2008, trade volumes were
slightly decreased, but the Japanese surplus remained. Considering Japan, South
Korea became a competitor in its region, and Indonesia and Malaysia also strength-
ened their positions.



At the 2011 summit, an agreement was signed on a new cooperation agreement, but
political, security and global issues were separated, as well as economic, commercial
and investment issues. The possibility of a free trade agreement between the two
parties, the start of negotiations, was raised in the latter. (It is worth noting that this
happened during the Hungarian EU Presidency.)

The question arises: why then? The answer is relatively simple. More and more
free trade agreements are being made in the world, and the countries of the triad
also entered into such agreements, what is more, negotiations were about to begin
between them too. It was an additional motivation for Japan that the EU signed a free
trade agreement with South Korea in spring 2011. However, spring 2011 was tragic for
Japan: earthquake, tsunami, nuclear power plant disaster. The course of these events
resulted in the idea of negotiating.

In November 2012, the EU Commission opened the negotiations. The first round of
negotiations was in April 2013. This was followed by a further 18 rounds of negoti-
ations (with a significant number of expert meetings in the meantime). Negotiations
were closed on July 6, 2017, and the edited agreement was finalized in December
2017. This was followed by the official path of the agreement. The European
Parliament negotiated and ratifying the European Parliament on July 6, 2018, and on
July 17, 2018 in Tokyo, the EU signed the agreement, which shall enter into force after
the ratification process.

During the negotiation period, presumably due to the delays, the EU trade deficit
declined significantly in Japan.

5. The EU Japan Economic Partnership Agreement'® (EJEPA or EUJEPA)

After four years of negotiation, the discussions were concluded by consensus. The
name of the agreement already shows that it is not a simple free trade agreement.
The name of the Economic Partnership Agreement indicates that the strategic part-
nership goes beyond economic-trade issues. It is noteworthy that there was very
little opposition to the agreement: no trade unions and no antiglobalist protests either
(not like in the case of the TTIP and CETA™). One of the reasons for this was that the

13 EJEPA or EUJEPA are used in the literature to abbreviate the EU-Japan Economic Partnership
Agreement.
14 EU-Canada Comprehensive Economic and Trade Agreement



agreement very narrowly covered the issue of regulating international investment,
such as investment protection matters and investment dispute settlement cases.
(This is under further discussions and negotiations.) There were no protests in Japan
because the whaling and whaling trade issue critical for the Japanese party—being
a sensitive area—was left out of the agreement (the EU is committed to the envi-
ronment in the field of whales, while Japan stepped out of the international whaling
agreement in 2018 and further increased their catches).

The significance of the agreement is that after the failure of the TTIP and TPP-12
negotiations, the EJEPA stands against protectionism and abuse of economic domi-
nance. Both sides are committed to the liberalization of international trade and sup-
port the WTO's multilateral trade liberalization efforts. After the agreement enters
into force, such positive repercussion, which might result in the renewal of the TTIP
negotiations, or even the return of the United States to the (CP) TPP agreement, is not
impossible.

5.1. Briefly about the Details of the Agreement

The parties agreed on the almost complete liberalization of trade in goods. This
means that the tariffs of 86 percent of EU exports to Japan will be abolished (offi-
cially at 0 percent duty') after the agreement enters into force, and then over 15
years gradual liberalization will happen, the 97 percent of products become free of
tariffs. 96 percent of Japanese exports to the EU will be duty-free immediately and
will gradually reach the 99 percent liberalization level after a few years. In some
industrial sectors, customs will be immediately abolished (chemical, cosmetics, tex-
tile and clothing industries), while in the automotive industry (cars and spare parts)
it will take 7 years.

The issue of agricultural and food products is much more complex. Both the EU and
Japan are strongly protecting their agricultural and food sectors with high tariffs.
Particularly in Japan, there is a very high duty in this sector. On the other hand, both
parties subsidize their own agricultural sector, so state support has a strong influ-
ence on competition. (State aid issues are not included in the agreement, which is the
subject of GATT / WTO agreements.) The most important sections of the technical

15 This does not mean that there are no tariffs. There are tariffs, but its 0 percent. This may be
important if one of the parties had to suspend the most-favored-nation treatment for some reason. If
there is no duty, there is nothing to suspend, but in case of 0 percent it is possible to reintroduce duty
for a transitional period (up to 2 years).



negotiations were exactly in this area. The EU has given benefits (concessions) to
the Japanese side in other areas (e.g. the automotive industry) in order to enter the
Japanese agricultural market. An important result is that the tariffs on alcoholic bev-
erages will cease at the time of entry when the agreement comes into force, while
the rate of duty will gradually disappear in 10 years for pork, 15 years for beef and
cheese, and 10 years for pastries and sweets and chocolates (details in the agree-
ment). Japan has urged for market entry of its sea fish—successfully.

The agreement concentrates particularly on trade in services: in both the EU and
Japan GDP the weight in services exceeds 70 percent, and it also accounts for a sig-
nificant share of their trade. For us, it is important that the EU has a trade surplus in
this area. In the field of postal, telecommunications and financial and insurance ser-
vices, they allow market access for the other party's service provider in their territory
(this is a significant step forward compared to the GATS'® agreement), providing the
most-favored-nation treatment (MFN). At the EU’s request, the agreement excluded
audio-visual services and aviation-related services.

In addition to the significant liberalization of trade in goods and services, the agree-
ment deals with non-tariff barriers to trade. Such so-called administrative protec-
tionist measures and technical barriers were primarily used by the Japanese side.
Health and animal health rules, food safety regulations, a proliferation of technical
standards protect the Japanese market. Also, a substantial liberalization takes place
in this area, significantly reducing standards and accepting each other’s quality cer-
tificates. Beyond agricultural and food products, it also covers other industrial areas
(e.g. the harmonization of car standards, the acceptance of the measurements by the
mainland's emission indicators).

Public procurement is one of the most sensitive areas of international trade. The rele-
vant GATT rules were already adopted in 1979, but a significant number of contracting
parties only incorporated it into their own legal system when WTO was established
(1995). The regulations of Europe are in line with international rules, but the facts
show that, despite regulation, foreigners (non-EU members) are rarely successful in
tenders. The Japanese regulations are much stricter. The agreement includes liber-
alization measures, for example non-discriminatory treatment in the public procure-
ment market (in 48 small Japanese regions), but we cannot expect a substantial shift
in this area.

16 General Agreement on Trade in Services



The parties affirmed the enforcement of Trade Related Aspects of Intellectual
Property Rights of WTO rules in their bilateral relations.

In competition cases, they reinforced the requirements of fair and free competition
in their bilateral relations. The protection and support of SMEs and corporate gov-
ernance issues, including shareholder protection is an independent chapter in the
agreement.

The questions of investments and capital movements are barely covered in the agree-
ment. Here, they also highlight the need for the most-favored treatment and national
treatment, and they support the promotion of bilateral investment. But this is the
area where perhaps the least amount of movement has occurred. The entry to the
Japanese market is very difficult due to intercultural reasons and national traditions.
In other words, it is not so much the regulatory environment, but the economic and
social environment that makes greater appearance of EU capital in Japan difficult.
The EU initiates that a regulation similar to the Free Trade Agreements signed with
CETA and recently with South Korea and Singapore should be set up addressing
investment protection and investment disputes.

In the agreement, a separate chapter deals with the issues of sustainable develop-
ment, environmental protection and climate change. They reaffirm their commitment
regarding the Paris Climate Agreement, as well as address other social issues (such
as ocean protection, biodiversity conservation, sustainable forest management etc.)
in the agreement.

The relationship between the two leading economic areas is likely to continue to
develop in the future, and it will become even more intense, being that both parties
have an interest in cooperation and maximizing the resulting benefits in the context
of global competition.

5.2. Expected Impact of the Agreement on the Community'"’
The examination of the expected mechanism of action is based on the almost com-

plete elimination of tariffs, and on the substantial reduction of non-tariff restrictions.
Among the economic effects, the growth of real GDP should be highlighted. Various

17 The figures in this chapter are derived from an independent study prepared for the European
Parliament in September 2018 (The EU-Japan Economic Partnership Agreement).



analysts predict GDP growth of around 0.1 percent per year for the next 10 years. The
expected growth is the result of various model calculations (DG Trade and Felbmayer
at.al,, 2017), which take previous trade trends as the basis and tries to project the
effects of the EU-South Korea FTA on the EU-Japan Agreement. The basis of growth
is the expansion of bilateral trade, which is a consequence of the diminishing costs
of trade (elimination of customs duties, lower or cessation of other obstacles). Trade
flows with South Korea increased by nearly 50 percent between 2012-2018. This
expansion is unlikely to occur in relation to Japan, but expert analysts expect a 23-33
percent EU export expansion and a 17-23 percent import growth in the coming years.
In addition to the growth in export of agriculture and food industry, the expectations
of the chemical industry, the pharmaceutical industry, the cosmetics industry and the
fashion sector are important for the EU. Japan can achieve success especially in the
automotive industry, but also in other engineering and robot industries. The employ-
ment effects of growth will be very modest, and the same applies to real wages (the
price decrease of Japanese products may result in small-scale real wage growth, but
selectively). Deepening economic-trade relations can also lead to other synergistic
effects.

Such an area could be that of investments (where negotiations are still in progress).
With reference to Japanese-EU relations, an interesting difference can be observed
with respect to economic philosophy. Japan is a major capital exporter and strives
to build a relationship by placing production in the target country. There are special
reasons for this coming from the Japanese civilization. Japan is an island, the natural
border is the sea, and in history it evolved that the outlander (foreigner) was not a
welcome guest. This applies to foreign products (the system of establishing trading
houses and the principle derived from Confucius ethics i.e. buy Japanese products,
thus you protect domestic workplaces) and to FDIs. In Japan, the weight of FDI is
relatively low, and the experience of foreign companies is not clearly favorable either
(e.g. French and Japanese automotive cooperation). EJEPA can make the EU market
even more attractive to Japanese capital exporters, which means that Japanese cap-
ital exports are expected to grow. European investment in Japan is also expected to
increase, but community businesses need to be prepared for the difficulties caused
by Japanese civilization, socio-economic and socio-cultural differences and business
culture (Hilpert, 2018). New entrants have to adapt to the extremely high consumer
demands of the Japanese market. Market success can be achieved by product inno-
vation or with a product performing well in terms of value for money (but the cost of
adapting to Japanese consumer needs will certainly entail additional costs). Market
entry costs are high, so are other costs (e.g. real estate prices, rentals, very high
tax rates), which can reduce the profitability of both product sales and investments.



European producers should therefore be prepared to face up to such informal mar-
ket barriers that EJEPA implies. The liberalization process in Japan, the structural
reforms, and the integration agreements that might lead to an improvement in the
Japanese business environment may give reason for optimism.

Positive benefits for the parties could be increased competitiveness. In addition to
economies of scale, reciprocal investments, the exchange of high-quality components
in trade, the enhancement of SME co-operation, the debut of the fruition of Japanese
supplier systems in Europe, the strengthening of digital co-operation important for
the fourth industrial revolution, and the spread of robotization can be beneficial for
both parties.

We must also touch on the effects of BREXIT. The United Kingdom is Japan’'s second
most important trading partner among the EU Member States (after Germany), but
most Japanese FDIs out of the countries of the Community have been directed to the
UK. Economic and technical relations between Japan and the UK from the last third
of the 21™" century to the Second World War are part of the historical heritage. In the
less successful Japan-EC relations of the '60s, the failed integration efforts of the
British also played a role, then in the '70s, after the accession, the Community’s rela-
tions with Japan improved. Japanese capital, in addition to the machinery industry
and the automotive industry, also appeared in the service sector and is particularly
strong in the financial sector. The exit of the British from the EU will have a signifi-
cant impact on the effectiveness of the EJEPA agreement for the Japanese side, as
it will reduce the size of the EU market for Japanese exporters and the benefits of
the Single Market for Japanese investors in the UK (free movement of goods, the
freedom from financial services) will cease. We do not know what BREXIT will be (if
any), but the conditions of the secession will significantly affect Japanese interests.
The so called hard-Brexit would be the worst for Japan. In this case, the EU-Japan
agreement does not apply to the UK, so Japanese production capacities in the United
Kingdom may place their products in the Community (EU-27) market under WTO reg-
ulations with customs duties, causing them significant competitive disadvantages.
Any other contractual agreement is better than that.

Presently (January 2019), it seems that a part of Japan's capital, especially finan-
cial companies, are considering placing their capital on the continent. Whatever the
outcome shall be, if the UK leaves the EU, it will cause economic disadvantage for
Japan. In this case, the Japanese-British relationship needs to be renegotiated, it is
not excluded from having a bilateral free trade agreement between the parties, but
this can only yield results in the medium-long term, which will be significantly less



than the current situation, in other words, Japan’s interest is to have the UK stay
within the EU.

Concerning the EJEPA, while commercial-economic impacts are quantifiable,
socio-political impacts are less so. The parties have highlighted sustainable develop-
ment on several sides. Besides environmental sustainability, they have particularly
addressed human rights, including workers' rights, women's rights, gender equality
and data protection issues. (The withholding of Japan from the whaling convention
was challenged by European environmentalists.) They have reinforced their political
cooperation intentions, their shared responsibility for peace in the world, and the
maintenance of the institutional system of former political relations.

It is difficult to measure the expected effects on the balance sheet. According to
expert analysts, the economic benefits will be significant for both parties (in the case
of Japan, this is influenced by the BREXIT). It is difficult to create a scale of advan-
tages and disadvantages. Both sides will experience a growth effect. For EU Member
States, EJEPA has a trade creation effect. In sectoral breakdown, agriculture, food
and tobacco industry, pharmaceutical and cosmetics industries in the EU, and from
the Japanese side the automotive industry, the IT sector, financial services and robot-
ics will be the main beneficiaries. It is estimated that there will be no losing sectors,
but countries that are heavily involved in the automotive sector might make minor
losses (e.g. Germany and Hungary). However, the agreement will have a negative
impact on some of the trading partners of the parties, which is the so-called trade
diversion effect that may affect China, South Korea, Taiwan, and Singapore.

The Hungarian economy looks to the agreement with a positive expectation. It hopes
that Hungarian agricultural and food industry exports can be increased, as well as
counting on Japanese capital export growth. Domestic car industry may be somewhat
threatened by Japanese export growth, but | am inclined to believe that it will have
little effect. Suzuki has imported the most important spare parts of cars manufac-
tured in Hungary so far, thus no significant import growth is expected. In the case of
other automotive companies, market competition is intensifying, with little negative
domestic impact.

EJEPA establishes the largest free trade area in the world (around 30 percent of
world production, 39 percent of world trade), and this is the first free trade agreement
between the world economy’s high-income players. The new types of agreements
of CPTPP and EJEPA can be guides for other players in world trade: action against
protectionism in pursuance of more free international trade. Agreements can serve



as a model for other free trade partnership agreements, but also for developing a
new set of rules for world trade, namely the reform of WTO rules. The geopolitical
importance of the agreement is enhanced by the fact that it was concluded between
the eastern (Japan) and western (European Union) edges of the Eurasia continent.
This will increase Japan's presence in Europe, while increasing the presence of the
Community in South East Asia and the Pacific. The latter is the fastest growing region
in today's world, this is why its presence is essential.

6. Rather than Ending - What is the Next for Japan?

Following the turn of the millennium, Japan has also been intensively involved in
integration initiatives. In the environment of the globalized new world economy, geo-
graphic distance is relative, and the practically instant access to information chang-
es the importance of time. Therefore, new types of agreements (CPTPP and EJEPA)
already go beyond traditional economic-trade issues (not just industrial free trade),
and investment protection, tax, logistics, intellectual property protection segments
are also included in the agreements. Moreover, environmental protection, environ-
mental disasters, the fight against terrorism, and joint actions appear in them. Thus,
at this stage of development of integration, economic community is a necessary but
not sufficient condition for integration. Integration is increasingly playing a role as a
community of values. The combination of economic interests and civilization values
characterizes the latest agreements.

The positive global economic environment is of great importance considering the
economic strategy of export-orientated Japan, which accepted the Japanese open-
ing to the world economy despite the fact that it is not quite mutual. However, in the
last two decades, the multilateral rules on international trade (WTO) have remained
unchanged, and the expansion of bilateral free trade agreements has worsened
Japan's chances in the world market. The 1997-1998 Asian financial crisis posed a
common challenge for the countries of the region to maintain their earlier rapid eco-
nomic growth. First the establishment of AFTA, then China’s integration efforts forced
other countries in the region, including Japan, to join this process (fear of being left
out) (Kawai — Wignaraja, 2011).

Free trade agreements are also tools for competition between China and Japan. The
initiators and leaders of the integration processes in the region are partners and
competitors at the same time. Japan is the leading economic power of the CPTPP
agreement, which is a comprehensive, high level of co-operation in almost all areas of



the economy, like the RCEP project initiated by China representing its interests (Japan
plans to participate it this too).

The two Asian giants are testing each other. Japan is the largest economic power in
the CPTPP, but it cannot regain its former leadership in Asia, while globally, China's
expansion seems unstoppable. The decisive question for China is whether it wants
to remain a global economic power or become a regional power? Participation in
the integration process, the EJEPA agreement, is of utmost importance for Japan to
maintain its position. (China also raised the possibility of an EU-China agreement in
2014, but the proposal did not receive support in Europe.)

China or Japan, vs. China and Japan? Confrontation, competition, or collaboration. If
they choose confrontation, it may lead to protectionism, and in the long run, to the
slippage of the region, and may also result in greater problems. Japan cannot come
out of it well. Hence, there remains collaboration based on the common cultural, civ-
ilization roots, the true partnership, the strengthening of regional cooperation. The
economic capabilities and opportunities of the two countries complement each other:
Japan is at the forefront of scientific and technical development, while labor force is
abundantly available in China, and the supply of raw materials is also favorable. The
large and growing Chinese market is important for Japan (both in terms of production
assets and the consumption of the Chinese middle class). The synergistic effects of
complementary type features are invaluable in commercial and investment areas.

Although Asian civilizations have many different characteristics, they have com-
mon cultural and civilization roots, in which Confucianism proclaiming the primacy
of group interests (e.g. family, company) over individual interests, is of paramount
importance. In East Asia, democracy and human rights mean something different
than in Western cultures. While retaining its roots in domestic civilization, Japan must
return to common Asian roots. In the long run, this may be the basis for the success
of efficient cooperation, which will certainly be difficult owing to their rivalry and
recent historical debates.
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Abenomics — Promises and Results
An Interim Evaluation of the Japanese Economic Policy
after 2013

Tamas Novak

1. Introduction

In the past more than two decades, several attempts were made to explain the caus-
es of the “lost decade”—the long lasting paralysis of economic development—in
Japan. The Japanese government launched several reform programs, but without
much success. The country struggled with the liquidity trap for decades, and the
inflations rates have been hovering around zero since the stock market and property
market bubble burst in the 1990s. This was coupled with very slow economic growth
explained by the end of the catching up period. Some experts blamed the inappropri-
ate monetary policies, while others emphasized the unsuccessful and half-hearted
structural reforms.

For a couple of years after the turn of Millennium, the robust growth and demand of
the Americans and the Chinese, the favorable international conditions helped Japan
and generated sufficient boost for Japanese products and services in East Asia.
Despite the favorable external conditions, however, domestic economic policy tools
did not prove to be effective.

Interestingly enough, after the Global Financial Crisis (2008-2009) a number of coun-
tries faced similar problems globally. Deflation and structural issues have been one
of the biggest challenges economic policy-makers faced all around the world and
especially in the most advanced countries. Traditional monetary policy tools usually
proved to be inefficient in increasing price levels and they failed to give significant
growth impulses to the slumping economy. When the Global Financial Crisis struck in
2008 and 2009, the Japanese economy struggled in the same shadows again.

As a response to the new liquidity trap, in 2013 the Japanese Prime Minister
launched his new economic policy, dubbed ‘Abenomics’. This set of economic poli-
cy measures tries to combine and harmonize structural reforms, a new monetary
policy, and a flexible fiscal policy. After five years and the reelection of the prime
minister, there are certainly tangible results of this policy, however, the extent of the



success, sustainability and long-term effectiveness of Abenomics is heavily debated
by researchers.

This paper seeks to evaluate the interim results of this new economic policy by look-
ing at macroeconomic indicators and reviewing the available literature in this field of
research. It must also be underlined, that since the start of the economic program
the external environment—world politics and the world economy—has undergone
significant changes, and the maneuvering room of this policy has altered significantly.
Some of the most important differences (1) the change in the American foreign and
trade policy approach to East Asia; (2) the economic and political emergence of China;
(3) and along with that, the launch of the Belt and Road Initiative modified the political
and economic frameworks of Abenomics completely. It must also be added that the
Trump administration not only withdrew from the TPP (Trans-Pacific Partnership),
but it also started a trade dispute with China with the potential to ignite a trade war
between the leading economies of the world economy; the US and China. The out-
come of this dispute will be decisive for the Japanese economy, because of the impor-
tance of international trade linkages. It must also be underlined, that in most cases,
the Chinese partners or subsidiaries of Japanese firms in China assemble Japanese
intermediate goods exported to China. If Chinese export to the US will be damaged by
the trade disputes, this model of cooperation will be questioned, and Japanese firms
might be forced to rethink and reshape their local and global strategies.

To sum up, changes with far-reaching consequences are underway in both the global
economy and politics. This paper tries to refer to these changes if it is necessary,
however, it does not intend to give a comprehensive overview of these political and
economic changes; the focus is the implementation and results of Abenomics. It must
also be emphasized that the endeavors and framework conditions of Abenomics can-
not be understood properly without recalling the development model of Japan from
an economic historical perspective and the new challenges emerging in the nineties.

2. Japan’s Economic Development Model and its Limits after World War Il

Although the Japanese miracle’ is already deemed in the past, the special features
of the post world war Japanese economic development still shape the maneuvering
room for economic policy, particularly for the long term structural reforms. The tran-
sition from a rapid catching up to shift of a moderate but rather sustainable economic
growth period proved to be difficult in several countries, and from among the most
advanced countries, it happened to be Japan probably first facing this challenge. It is



also interesting, that although several decades have passed by, competing and dif-
ferent explanations still exist with reference to the rapid economic development, and
still no theoretical consensus has come into view among the researchers and ana-
lysts. In fact, there are two powerful theoretical attempts most credibly explaining the
neck-breaking pace of the economic growth in Japan in the 1960s, 1970s, and 1980s.

According to the firs model, the so-called ‘flying geese’, the main driver of indus-
trial change is the leader's—in this case, that is of Japan—need to minimize labor
costs, based on shifts in comparative advantages. This concept suggests that indus-
trialization and internationalization of production spread from one low wage coun-
try to another. It also implies that the mechanism only sets in when the competitive
advantages of the first low wage country have been fully exploited. On the other hand
though, recent technological changes pose new threats by diminishing the impor-
tance of wages, having a look at the fact that more and more labor phases and pro-
cesses can be carried out by automation that constrains economic policies exploiting
wage differences. This model was successful and known for explaining how and why
the hub of industrial production was reallocated repeatedly through the Asian region.

Concerning the second, ‘developmental state’ model, it was rather to emphasize the
internal causes of the rapid development after World War I, however it lacked the
aptitude to reflect the growing internationalization of the economies from the 1980s
onward. It was Chalmers Johnson, who first conceptualized the term ‘developmental
state’ emphasizing the competent and far-sighted bureaucracy as a determinate fea-
ture of the Japanese economic miracle, which shaped the Japanese path quite differ-
ent from other capitalist countries. The purpose of making a distinction among capi-
talist economies was to call attention to the differences and not to the similarities in
these economic systems. Johnson claimed that: “One of my purposes in introducing of
the “capitalist developmental state” into a history of modern Japanese industrial policy
was to go beyond the contrast between the American and Soviet economies” (Johnson,
1999, p. 32). Later, the concept of ‘developmental state’ became popular in terms of
macroeconomics, and major contributions were made by Robert Wade (Governing the
Market, 1990), Alice Amsden (Asia’s Next Giant, 1992), among others. However, the
emphasis was shifted in some cases, some analysts highlighted infrastructure, policy
tools (i.e. saving and credit giving schemes, foreign investments, export zones, gov-
ernment interventions to spread technology etc.), history, and culture.

From the nineties onward, the economic policy of Japan was forced to face the chal-
lenges of grinding deflation and weak domestic demand in an ageing population.
These trends and structural issues come to be more and more crucial causing the



need to completely rethink the developmental model. When the bubble burst in the
90s and Japan was caught in a devastating deflationary spiral under the new condi-
tions, none of the earlier concepts could be applied successfully, neither could give
any point of reference to policymakers to boost the Japanese economy. The threats
and weaknesses of the Japanese path was emphasized by Berger and Lester (2005).
They claimed that Japan—ineptly—did not change its strategy when it was necessary
(and possible) in the early 1990s, as facing a slowdown. Japan created big interna-
tionally competitive firms, and at the same time, it protected small businesses. This
policy resulted in a dual economic structure, in which investments in other Asian
countries were preferred over domestic reforms. The embedded mercantilism of
Japan embodies a model where interests of large firms overwrite those of small
firms and the majority of the population (Berger - Lester, 2005, p. 27). The analy-
ses shall also call attention to the fact that the Japanese banking sector was at the
root of the crisis in the 1990s, which gave no help to Japanese policymakers to set a
new, sustainable development path. Originally, the structure of the Japanese banking
sector was highly influenced by the approach of the American Glass-Steagall legis-
lation (1933) that separated commercial and investment banking, which approach
was adopted after the war by Japanese policymakers. Investment banks could accept
deposits, but they were not as tightly regulated as the commercial banks, which,
though,—in case of a bank failure—were protected by the state. Furthermore, long-
term banking was uncoupled from short-term banking in Japan, which is considered
to be another important difference that distinguishes the Japanese banking sector
from that of the entire Asian region. The keiretsu groups found broad attention in
literature. The keiretsu groups—maintained dominance over the Japanese economy
particularly for the second half of the 20" century—were a set of companies, which
were built around a bank. The advantage of keiretsu groups has been a long-term
connection with banks, however, it created a strong relationship between government
and business that led to the increased risk of the heavy extension of easy credit by
government-guaranteed banks to closely allied companies. This business environ-
ment was among the main causes of the Japanese financial crisis of the early 1990s
(Krugman, 2009, pp. 56-76).

Nonetheless, the reasons for the step up of the Japanese growth in the early 2000s,
was mostly the favorable external conditions, i.e. cheap loans as a result of the global
fall of interest rates. Although the economic activity picked up speed, deflation was
fixed, and unemployment rates improved, but no remedy was found for the core prob-
lems of the economy. The unsolved structural problems were masked by the mis-
leading, improved macroeconomic data. Soon after the economic crisis in 2008, the
earlier problems reappeared right away, however this time in an even worse external



framework conditions. Under these circumstances, the Abe program was launched
in 2012, with the aim of striving to find long-term solutions to the problems of the
Japanese economy.

Experts frequently refer to Abenomics as a completely new economic policy mix with
the objective of “putting Japan back of its feet”. Supporters expected that this mix
would be the proper response to the model questions emerged from the beginning of
the nineties and touch all the relevant and difficult problems of the economy. Others
argued that this policy, most importantly the new monetary approach would lead
to "Abegeddon” because of its inflationary implications. These diverging views were
based on the lack of consensus about the origins of the Japanese economic problems.
Some argued that from the beginning of the nineties, the inadequate monetary pol-
icy with its slow and cautious reactions caused the long term deflationary spiral in
the country. Others believed that the long-term structural problems were the major
causes of the economic hardships. Thus, the focus should be on structural reforms,
and without implementing it, no other policies can be successful in managing eco-
nomic challenges. When Abenomics was initiated, this debate about the causes of
the economic difficulties was not yet resolved. (For competing views see: Yoshino
- Taghizadeh-Hesary, 2017; Krugman, 1998). This contradiction was reflected in the
program design that tried to manage structural problems and deflation at the same
time. At the same time, it needs to be added that in the nineties, mostly the short-
term issues, like monetary policy were blamed for the unsatisfactory performance
of the economy. Over time, however, the long-term structural problems, more pre-
cisely the lack of structural reforms were increasingly thought to be the major rea-
son of the problems. Exactly because of these diverging explanations for the roots
of the economic problems, Abenomics tried to strike a balance and thus it became
a mixture of short and long-term objectives. This approach was new, because it
did not intend to prioritize economic policy fields over one another (Lechevalier —
Monfort, 2017).

3. The Instruments of the Abe Program

Against this backdrop, the program was launched in early 2013, the comprehensive
economic program aimed at reviving the Japanese economy in a sustainable way. The
program comprises instruments in three main policy fields. These fields are mon-
etary policy, fiscal policy and structural reforms. These are often called as three
arrows of Abenomics (Botman — Danninge —Schiff, 2015, pp. 3-6).



The novelty of this policy mix is its innovative approach, since it seems to be realizing
the importance and need for a good economic policy, which must include a new mon-
etary policy; a stabilization oriented fiscal policy and structural measures simultane-
ously, not giving priority to any of them over the others. In addition, the harmonization
of these policies and the coordination among them became an explicit objective, which
had not been frequently emphasized earlier. This approach had a major impact on the
overall government policy: economic policy became the main priority. This prioritization
was also confirmed by institutional arrangements, too, such as the establishment of
important economic advisory bodies like the Council of Economic and Fiscal Policy, the
Council of Industrial Competitiveness and the Council of Regulatory Reform. This did not
mean that political considerations are always subordinated to economic interests; this
is clearly proved by the several compromises made during the whole period, although
economic perspectives were always high on the agenda (Lechevalier — Monfort, 2017).

The importance of harmonization and coordination among these “arrows” cannot be
overemphasized. Earlier, for example, in most cases structural reforms were thought
to be implemented first that could be followed by more active monetary steps.
According to this approach, monetary policy cannot be effective if structural weak-
nesses prevent the monetary transmission to work properly. The same was true for
fiscal policy: although fiscal consolidation had long been discussed, the policy makers
generally did not want to give up the large scale fiscal stimulus programs, because
they feared the further deceleration of growth. As a result, the public debt spiraled
without delivering the expected growth dynamics. The coordination between fiscal
and monetary policies was made easier also by the change of the governor of the
Bank of Japan (BoJ), not long after Abe became prime minister. The understanding
between most important policymakers in both monetary and fiscal fields is a prereg-
uisite for the smooth operation of the economic policy.

Regarding the monetary policy, the major objective was without doubt to break the
vicious circle of deflation, which poisoned the business environment for decades. The
policy to achieve this objective combined quantitative and qualitative easing. At the
same time, an important feature of this policy was cautiousness, explained by the
earlier failures of zero interest rate policy applied in Japan for several years (the zero
interest rate policy was the quantitative easing in 1999-2006). The cautiousness was
also explained by the belief that deflation was basically caused by structural prob-
lems, which could not be managed by monetary policy instruments successfully, but
which could supplement and strengthen the positive impact of restructuring. It was
also feared that an overly active monetary policy would lead to rapid inflation, further
exacerbating the economic difficulties.



On the other hand, international examples and growing consensus among Central
Banks globally after 2010 indicated that a more active, non-conventional monetary
policy was probably the best response to alleviate the hardships and consequences
of the economic crisis and manage the risk of deflation. As a result, BoJ commit-
ted itself to a quantitative easing to be implemented through multiple channels by
using reduced long-term interest rates, increased lending and investment in risky
assets and altered expectations for inflation. Based on this approach, the monetary
policy was regularly updated and new instruments were introduced as the situation
changed.

In the first round of QE, the Bank of Japan doubled its balance, however, when the
inflation rate remained below 1 percent, the central bank started the second phase.
This phase is supposed to last until the 2 percent inflation rate is achieved; at least
that has been the communication of the central bank recently. In this framework,
the central bank buys long-term government bonds from the commercial banks.
Beside the purchases of bonds, additional measures have also been implemented,
and the bank introduced a negative interest rate policy in January 2016. Despite the
very strong measures, and messages from the central bank, there are already signs
for the termination of this aggressive phase of QE, since 2018 was the first year after
launching Abenomics, the balance sheet of the Bank of Japan declined.

As a second arrow, the fiscal policy must be analyzed. This is a mixture of fiscal
consolidation and budgetary stimulus. The objective of the flexible fiscal policy is to
achieve better budget discipline in order to manage the very high public debt, while
maintaining certain level of fiscal stimulus as an offset of deficit financing. The target
to be reached is a primary surplus by 2020. In order to achieve this, on the reve-
nue side, the key tool of consolidation was the increase of consumer tax. The first
phase—raising the rate from 5 percent to 8 percent—was implemented in 2014, but
the second step—the raise from 8 percent to 10 percent—was postponed twice due to
the unsatisfactory GDP growth figures. (This tax raise now is scheduled for the fall of
2019.) In order to alleviate the negative growth impact of tax increase, the government
implemented several fiscal stimulus packages during the Abe program, and year by
year a smaller and smaller amount was allocated for this purpose. In 2013, the fis-
cal stimulus totaled USD 210 billion (USD 116 billion direct government spending);
in 2014, USD 48.5 billion, in 2015, USD 31 billion, which was equal to 2.1 percent, 1.2
percent, 0.7 percent and 0.5 percent of the GDP, respectively. Overall, this decreasing
trend clearly indicates the consolidation oriented approach of the fiscal policy. On
the other hand, the pace of the fiscal consolidation proved to be slower and smaller
than it had been in several other indebted advanced countries. This again proves



the cautions of the government in implementing the new budget policy. To sum up,
although the government advertised and talked a lot about fiscal stimulus programs,
at the same time, it implemented a consolidation program much more successfully
than the earlier governments. In international comparison, the pace of consolida-
tion has not been outstanding, but compared to Japan’'s own earlier experiences, the
results are remarkable (Krugman, 2018).

When it comes to structural reforms, the objective was to achieve faster economic
growth (improve and strengthen the basis of potential growth), while managing the
problems concerning the demographic trends and the challenges of the fiscal consol-
idation path. This structural reform oriented approach borrows a lot from standard
reform programs introduced in several countries earlier, and the dominant view was
that it should trigger a chain reaction: structural reforms improve productivity; they
also focus on trade liberalization with new free trade agreements, as a tool to boost
the economy; and lead a higher labor participation rate.

As a part of structural policies, the emphasis on female participation rates was
emphasized as an alternative to immigration. The labor market reform and instru-
ment to be used for managing demographic challenges was especially focused on
the mobilization of the domestic labor force. In recent times, the two basic charac-
teristics of Japanese society were the aging and the dwindling population. A crucial
element of the efforts is to increase the employment rates of women significantly
in the Japanese economy. This part of the Abenomics is often called ‘womenomics’
(along with aim to bring more women into decision making positions). According to
plans, the female employment rate should increase by b percent, from 58 percent to
63 percent by 2020. There are references made by the government to experience in
the Scandinavian countries, Sweden and Norway, where high female labor participa-
tion rates can be aligned with relatively high fertility rates. However, this analogy fails
to point out the very flexible labor market in these countries, which is not the case in
Japan. McBride and Xu (2018) states that until now the efforts of the Japanese gov-
ernment focused on “culture of overwork”, leading to mental and physical problems
among the laborers. In the second round of the Abenomics, the Japanese government
announced a platform that focuses on birth rates and social security. What is a fact,
however, is that during the past five years the population declined by about 0.2 per-
cent annually. These indicators and the forecasts point towards a further worsening
of the demographic situation, the solution of which is more and more difficult to see.

The trade policy indicates a departure from earlier approaches, which is best reflect-
ed in the intention to participate in TPP, and the negotiations on the EU-Japan free



trade agreement. Trade policy is partly aimed at supporting the exchange rate pol-
icy, too. In the region, Japan has had the most liberal exchange regime among the
regional competitors over the past decades. When in 1971 Nixon announced that the
US dollar would not be convertible into gold, Japan immediately switched to a man-
aged floating system. However, free floating exchange systems were legalized only in
1975, at the Jamaica conference of the International Monetary Fund. During the late
1970s and early 1980s, the Japanese Yen was under appreciation pressure as the
Plaza Accord was adopted by the United States, Germany, the United Kingdom. Japan
triggered a new wave of appreciation of the Yen in 1985, which probably contributed
to the Japanese property bubble in 1991 and the subsequent slowdown of economic
growth. Since then, the Japanese monetary policy has attempted to depreciate the
Yen several times (e.g. after the Asian financial crisis, and after the Global Financial
Crisis), but its impact on trade performance remained limited. The new Japanese eco-
nomic policy (Abenomics) has also included depreciation of the Yen, but much more
emphasis has been put on trade liberalization measures. According to the govern-
ment assessments, the program is successful, which is confirmed by the following
data:

The nominal GDP could grow from 439 trillion yen in 2011 to 549 trillion by 2017. The
aim is to reach 600 trillion by 2020.

* The number of total employed persons rose significantly: in 2012 the figure was
62.8 million, and at the end of 2017, 65.4 million.

» A similar positive trend can be observed as for the female workers: during the
same period, the number of female workers increased from 26.6 to 28.1 million.
According to the Ministry of Health, Labor and Welfare, the women in management
positions reach 10 percent in the private sector.

« Consequently, the unemployment rate declined significantly, shrinking from 4.5
percent (2012) to 2.8 percent (2017).

« To ease labor scarcity problems, there are more and more foreign workers in the
economy. Though the number is still insignificant for the size of the labor market,
the number of foreign workers almost doubled from 2011 to 2017.

» The government underlines that both the corporate ordinary profits and tax rev-
enues could rise significantly between 2011 and 2017. Corporate profits rose by
around two-third and tax revenues by almost one-fifth.



» The Japanese government emphasizes its commitment to speeding up internation-
al economic co-operations. Japan concluded its free trade agreement with the EU
in 2017; it also reached an agreement in principle in the TPP11 in November, 2017.
Both agreements entered into force in 2019, and it may contribute to increasing
international trade in the coming years (European Commission, 2018; The Diplomat,
2018).

4. Criticism and Evaluation

Although the government reports significant results and successes, comparing
the ex-ante predictions of the Abe program and the actual outcome after the first
five years of the program operation (2013-2017), one is bound to be more skeptical.
Important macroeconomic targets have not been reached. The most important data
target set at the beginning of the program, namely the 2 percent inflation rate, origi-
nally forecast by 2015, was not achieved. The other important macroeconomic target,
the 2 percent GDP growth dynamics was also missed.

But before declaring the program unsuccessful because of these shortcomings of
key macroeconomic targets, we must point out that Japan was pulled out from defla-
tion, and only the more ambitious inflation target could not be reached. After several
years of deflation, except for temporary and short periods, the price development has
remained positive in the past 5 years. When analyzing the inflation trend, one must
point out two distortive factors having an impact on it. The first distortion was related
to the consumer tax increase in 2014 resulting in a temporary strong inflatory pres-
sure. The second impact came from the price fall of imported energy. Although the
inflation rate during the period varied from slight increase to close to zero rates, the
economy did not sink into a constant deflation which is no doubt a remarkable result
given the disappointing result in the previous two decades. The central bank could
not achieve its two percent inflation rate target, but it was able to maintain a slow, but
persistent price increase path. Moreover, as a further new development, when the
Central Bank observed the problems in reaching its inflation target, it introduced fur-
ther monetary easing measures throughout the period. In other words, the BoJ main-
tained its proactive strategy in managing inflation by introducing new monetary policy
instruments as required by the circumstances (Council on Foreign Relations, 2018).

On the other hand, the evaluation of the growth performance is much less clear.
Comparison with earlier years’ performance may help us to evaluate the results and
the implications of the Abe economic policy. In full agreement with several authors



(e.g. Levalicher — Monfort, 2017), this comparison must be undertaken very careful-
ly. It is not justifiable to compare the 2013-2017 five year performance directly with
the preceding five years (2008-2012), due to the distortive impacts of the economic
crisis. Compared to the performance of the pre-crisis period, however, one can con-
clude that the Japanese economic development has improved, even if the external
conditions became worse and the population started to decline (in the early 2000s,
the population, albeit modestly, still expanded). The GDP growth proved to be volatile
depending on the size of fiscal stimulus programs and tax measures, especially in
the first years of Abenomics. The GDP growth speeded up in 2013, not least because
of the fiscal stimulus program introduced that year. However, the volatility was very
significant, and, in 2014, the consumption tax raise hit the economic performance
significantly. In addition, the slowdown proved to be much more marked than it had
been anticipated, which then canceled the second wave of the tax increase. In early
2015, growth picked up again, but only temporarily. Finally, the GDP accelerated in
2016 and 2017, but remained under the targeted 2 percent growth rate. On the other
hand, the GDP growth rate seemed to be much less volatile in that period. We can
point out that even if several indicators delivered a favorable performance (including
stock prices, or unemployment) and the Yen also devaluated considerably supporting
the trade performance, these favorable indicators could not be translated into stable
economic growth performance.

Table 1
Macroeconomic indicators for Japan

2001-2007 average 2008-2012 average 2013-2017 average
GDP 1.3 -0.2 1.2
Private consumption 1.2 0.5 0.5
Private investment 1.8 -1.8 3.0
Export 7.3 1.0 3.9
Core inflation -0.5 -0.4 0.5
Population growth 0.1 0.0 -0.2
Unemployment 4.6 4.5 3.5
Public debt 171 217 240

Note: The idea of this comparison was taken from Japan Forum 2017, p. 290.
Source of data: IMF

Referring to structural patterns, Abenomics does not seem to depart fundamental-
ly from earlier efforts in the past two decades. According to a popular approach,
the most important reason why the economic growth failed to deliver the expect-
ed results was that the third arrow could not fly high (Lechevalier — Monfort, 2017).
Several structural reforms were initiated by Abe, but the same was true for earlier



governments, especially in the years after the turn of Millennium. One effort, the lib-
eralization of the economy both internally and externally, however, was probably the
strongest during the Abe government and compared to the previous decades. TPP,
the EU-Japan free trade agreement, changes in agriculture and state subsidy policies
are the indicators of the liberalization efforts. At the same time, it also became clear
that the potential positive impacts of trade liberalization today are much more fragile,
as the global trade disputes are intensifying. In fact, the list or (catalog) of reforms is
very similar those mentioned by earlier governments, or by textbooks.

On the other hand, it is rather problematic that there was no clear timetable and con-
sistency among the reform steps. The other shortcoming is related to the very limited
progress in certain reform areas, where more rapid advancement has been antici-
pated. It is probably most evident in the case of womenomics, which has been on the
reform agenda from 2002. The next problem that can be observed is the discrepancy
between the financial performance and productivity. As it was cited above, the gov-
ernment was most proud of the financial performances (like stock exchange, mone-
tary policy) the financial markets benefitted most from. On the other hand, much less
revolutionary attempts have been initiated in the field of innovation and productivity
growth. According to several analyses (Lechevalier, 2014), the government still con-
tinues to support the Silicon Valley model (described in detail for example in: Castells
— Himanen, 2014). This is problematic, because in the meantime several new policies
and innovative solutions have been adopted by other countries or innovation centers,
which overall serve better to satisfy the needs of contemporary technology develop-
ment and human needs.

The trends of labor market reform and economic deregulation as sources of strength-
ening potential growth are important to be highlighted. Herrero argues: “In the labor
market, little progress has been made to reform the life-time employment system,
which has arguably been a bottleneck of the Japanese economy. In fact, employ-
ees under permanent employment contracts are highly protected by law and their
wages are based on seniority and length of service. While the system established
employment stability, it has limited efficient resource allocation through labor mobil-
ity, which is essential for an economy undergoing structural change such as Japan's”
(Herrero, 2017, p. 8). At the same time, he underlines that the meaningful structural
reforms, especially in the labor market, have not been implemented by the govern-
ment, and the monetary policy is losing steam, thus the opportunity to push through
labor market reforms, essential for the increase of the potential output, is bound to be
missed.



Others also point out to the unsuccessful deregulation efforts of the Japanese gov-
ernment. According to the World Bank's latest report, Japan is ranked 39 among 190
economies in the ease of doing business, which is not only below the regional average
but it is the worst ranking Japan has received until now. The regional competitors
surpass Japan (Hong Kong, Korea, Taiwan, China, Malaysia, Thailand, Australia), and
the relevant global competitors (United States, United Kingdom, Canada, Germany,
France) are ahead of Japan (World Bank, 2019, p. 5).

Other critics refer to other disadvantageous effects of Abenomics as well. Inoue
starts his line of reasoning with positive features of the economic development after
World War Il. He highlights that along with other developmental states of Asia, Japan
could be characterized by having a strong middle-class. Probably it was one of the
important distinctive elements of the Japanese model that provided stability to the
Japanese political system. However, he states, from the 90s, this formerly egalitarian
society became a society in which incomes are more unequally distributed than in
other advanced economies. Though the growing gap between the haves and have
nots fits into a global pattern described by Thomas Pikkety, in this case we must add
that while the gap was opening in the 90s and the early 2000s, the economy spent
years in a slump in contrast to other advanced countries that could grow rapidly dur-
ing this period until the Global Financial Crisis.

The second Abe government started its economic program in 2013, and the govern-
ment put the growth in nominal GDP on the top of the list of achievements. Inoue
draws our attention to the fact that the GDP is not end in itself, rather the means to
improve the life of the Japanese. He points to a survey that shows the disappointment
of citizens with the economic program. 85 percent of the respondents claim that they
did not benefit from Abenomics at all (Inoue, 2018. p. 2). The same paper recalls the
statement of the government, according to which corporate profits reached a record
high level. Inoue underlines the importance of the declining earnings of Japanese
workers', and their real salaries/wages index that reached its peak in 1997! Others go
even further, stating that the outcome of Abenomics will depend on finding a compro-
mise and harmonization of a new growth model and an adequate social model. The
latter considers mostly the management of growing inequalities, which partly should
focus on wage increases and the improvement of working conditions. These are nec-
essary to decrease the poverty rate, too. Here we must mention that the income
inequality measured by the Gini coefficient is not worse than those of the USA or the
EU but compared to previous decades it has shown a considerably worsening trend
(OECD Database).



As we could see above, one of the main achievements of the Abe program is the
improvement of labor market conditions referred to by the government. The positive
changes are measured by the increase in the number of employed persons. However,
other experts point out that the main increase lies in the number of irregular work-
ers, which makes the improvement less favorable. There are two aspects that can be
stressed here: irregular workers earn much less than regular ones, and the majority
(around 90 percent) of irregular workers are women. In other words, the changes
in the labor market were detrimental to income equality and gender equality. As for
improving unemployment rates, it is often argued that the members of the postwar
baby boomers are about to retire and this pushes up the employment level. The last
but not least important argument for the failure of the Abenomics is that the rise in
stock prices could be only achieved because of the heavy investments of the Bank
of Japan and the Government Pension Investment Fund. Thus, the boom in the stock
market is being generated by public, not private investors.

5. Conclusions

To conclude, Abenomics has to be regarded as a new policy mix, which tries to imple-
ment three fundamental objectives in parallel, not giving priority to any of them.
Fiscal policy, monetary policy and structural issues are managed and harmonized in
order to achieve better results, which is an innovative approach compared to previous
economic policy constructions. The government emphasizes the results achieved to
date, but there are several indicators, which fall short of the original expectations.
GDP growth or inflation dynamics were worse than expected.

On the other hand, we must acknowledge that the GDP growth returned to a more
balanced path and after significant volatility after the beginning of the program, a rel-
ative stabilization can be observed. Regarding the inflation, it seems that the country
could exit the dangerous trap of deflation. This is a significant achievement, even if the
targeted 2 percent inflation has not been reached yet. These results are important,
especially if we take into account the rapidly worsening demographic situation and
the very fragile international environment (the most important of which for Japan are
the trade disputes and failed trade arrangements).

Regarding the future perspectives, it must be noted that the private sector will play
a key role after the macroeconomic stability—low, but existing inflation, consolida-
tion of the public finances, sustainable GDP growth rate—has been achieved, creat-
ing a stable framework for corporate investments. Given the rising tax rates, which



impacts the income position of the consumers negatively, rising nominal wages
should play an important role in managing income inequalities and poverty in the
next phases of Abenomics.

In short, to summarize the results of Abenomics so far, one must conclude that it is
favorable, especially if it is compared with other possible scenarios, or previous expe-
riences with past policies. It has also become clear that fighting deflation in Japan
again is very difficult, even if the monetary policy tried to use every available instru-
ment of quantitative easing. The same difficulty can be observed when it comes to
economic growth. Even if the exchange rate developments supported better growth
performance through improved trade figures, the real sector seems to react only
slowly. Based on this analysis, probably the fairest conclusion is that Abenomics has
contributed in several fields to stabilize economic processes. Its outcome, however,
will depend on the future steps of the government in the next phases of policy imple-
mentation.
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