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Introduction

This chapter sets out the strategic approach for securing a bilateral trade agreement with Japan,
as well as the evidence that supports this approach.

More trade is essential if the UK is to overcome the unprecedented economic challenge posec by
coronavirus. It can give us security at home and opportunities abroad — opening new markets for
business, bringing investment, better jobs, higher wages and lower prices just as we neec “hem
most. At atime when protectionist barriers are on the rise, all countries need to work toge “erto
ensure long-term prosperity and international trade is central to this cooperation.

That is why we will use our voice as a new independent trading nation to champi-... “e. *-.de,
fight protectionism and remove barriers a every opportunity. The Governmeni. amb ‘ion s
secure free trade agreements (FTAs) with countries covering 80% of UK tr ue “Wiw. .. the next
three years, to become a truly Global Britain.

An FTA with Japan, the 3rd largest economy in the world in 2018, re—+as, ats significant
opportunities throughout the economy, from agriculture to digital: ne’ « ‘increase the resilience
of our supply chains and the security of our whole economy a< w.e . ** sify our trade. Japan is a
developed economy with high standards. The UK and Japan « “e mi jor investors in each other’s
economies, ranking fifth and sixth respectively for inward ‘or. ‘g, ~.rectinvestment in 2018.2

Potential benefits from a deal include better jobs. ' (g “w. e, more choice and lower prices for
all parts of the UK. The total value of trade betw. ~n the L <and Japan in 2018 was just over £29
billion.® A UK-Japan FTA could increase trade betv ~en’,oth countries by £15.2 billion in the long
run (compared to 2018) and increase UK  ‘orkers’ we. yes by £800 million.#This analysis relates to
the long term, and implicitly assumes the . b, that period the economy would have recovered from
any impacts of the coronavirus. At* u> Yointin ‘meitis too early to identify whether or how the
estimated impacts in this documel ' mi ht be affected by the current situation.

Removing trade barriers with Japan co "4 deliver huge gains, both for the 8,000 UK Small and
Medium-Sized Enterprises (S vir \ across the UK already exporting goods with Japan as well as
those making plans to enter . = Jay.anese market.® For example, total annual tariff reductions on
goods exports to Japar cou. 1L > worth around £33 million per year in the long run.®

Sectors set to benefit fro, ~ ~ deal include textiles, agriculture, and the services industry. Now
that we have left "... EU, we can also make more progress in areas such as the free flow of data,
which will supp. *ten. >rging fields such as Artificial Intelligence (Al) and the UK's position as a
technolog su »er, "wer.

The Goy “*n, 1er.c has been clear that when we are negotiating trade agreements, we will protect
the'.a\ ~nai. realth Service (NHS). Our objectives reinforce this. Any agreement will ensure high
s*21.0 «rd > and protections for consumers and workers, and will not compromise on our high

L Wire. ..nental protection, animal welfare and food standards.

e UK intends to use its voice as an independent trading nation to champion free trade, fight

» rotectionism and remove barriers at every opportunity. The UK and Japan are among the most
vocal advocates for free trade and most determined defenders of a rules-based international
trading system. Together, we can create new opportunities to trade, boost our nations’ economies,
bring prosperity to our people and ensure the UK remains a gateway to Europe and beyond.

The Outline Approach published in Chapter 2 sets out the UK’s overall objectives for these
negotiations, enabling us to begin full talks with Japan. These objectives are also underpinned
by a Call for Input which gave the UK public, businesses and civil society a chance to highlight
their priorities in a future trade agreement with Japan. Our response to this detailed input can
be found in Chapter 3. The Scoping Assessment presented in Chapter 4 provides a preliminary
assessment of the potential long run impacts of an FTA between the UK and Japan prior to the
launch of negotiations.

1 UNCTAD: Gross Domestic Product

2 This ranking is based on the main FDI release which does not have a detailed list for all countries: ONS FDI Main Release and JETRO: Japanese
External Trade Organization, FDI stock (Based on International Investment Position, net)

3 ONS, UK total trade: all countries, non-seasonally adjusted. 2018 data.

4 DIT Internal Analysis. Based on external CGE analysis compared to 2018 levels.

5HMRC, UK Trade in Goods by Business Characteristics, 2018 Data

6 Estimated duty savings are based on the difference between the MFN tariff level and the remaining tariff levels under the EU-Japan EPA in 2033.
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An FTA to underpin the
UK’s strategy for Asia
Pacific

These bilateral negotiations will also be a logical
stepping stone to joining the Comprehensive

and Progressive Agreement for Trans-Pacific
Partnership (CPTPP). CPTPP is one of the world’s
largest free trade areas, representing over 13% of
global GDP in 2018, increasing to more than 16% if
the UK were to join’, and Japan is the largest trading
partner out of all the CPTPP member nations,
representing over 28% of total CPTPP trade.®

Whilst the impact of coronavirus will inevitably
affect near-term growth, joining CPTPP will mean
we benefit from the significant long-term trade and
investment opportunities for UK businesses in the
Asia-Pacific region. CPTPP will open markets for
UK businesses so that they can capitalise on these
opportunities and diversify their exports.

The Asia Pacific region also affords major
opportunity for some of UK industry’s priorj
sectors, with Japan at the forefront of som®of tffese.
For example, Japan leads the way in the areas

Al, data and ageing society. An FTA wj
will be a driving force to put the UK
of these areas and maximise ou

€ @ ed to deliver a significant and
cORgNQ term boost to every part of the UK.
ﬂ itS™nclude a substantial increase in trade in
o, estimated to be around £15.2 billion. This
coNgLresult in a £800 million boost to workers’ wages,

well as lowering prices on a range of key consumer
ods imported from Japan.®

The parts of the United Kingdom that could

benefit the most from the FTA are Scotland, the

East Midlands, and London, but our Scoping
Assessment shows that all parts of the UK could see
a positive impact.

7 IMF World Economic Outlook, October 2019.

8 ONS, UK total trade: all countries, non-seasonally adjusted. 2018 data.

9 DIT Internal Analysis. Based on external CGE analysis. and compared to 2018
levels.

Higher wages and
lower prices

The UK-Japan FTA could result in an £800 mWion
boost to workers’ wages, as well as lowering pric
arange of key consumer goods importegirom Japan.
The increase in wages, combined wj priced

consumer goods, would provide a
standards of households a

The deal could also contyj
productivity in the do
that this can result f
flows, which lea

uctions on goods imports
be worth up to around £275

K goods exported into Japan are used in
chains.” So as well as reducing the price of

costs of domestic production in both countries.

An FTA for SMEs,
exporters and
entrepreneurs

In our Japan FTA we will seek a dedicated SME
chapter, and SME-friendly provisions throughout —
on everything from customs and trade facilitation,
services sectors and business mobility to
telecommunications, digital trade and intellectual
property — knocking down trade barriers that could
benefit the 8,000 SMEs in every part of UK already
exporting goods to Japan.'

We will agree cutting edge provisions on digital that
maximise opportunities for digital trade across all
sectors of the economy, providing trust and stability
for UK businesses, entrepreneurs and exporters.

10 DIT Internal Analysis. Based on external CGE analysis and compared to 2018 levels.
11 For the purposes of this analysis, the MFN rates assumed are those that are
currently applied by the UK. Estimated duty savings are based on the difference
between the MFN tariff level (based on the EU common external tariff) and the
remaining tariff levels under the EU-Japan EPA in 2033.

12 United Nations, Classification by Broad Economic Categories Rev.5, 2018
(passenger motor vehicles have been included within the consumer goods
category). 2016-2018 averages

13 HMRC, UK trade in goods by business characteristics 2018
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economy and the
country will benefit ('1/
from an FTA

Digital trade: Ambitious digital provisions, including é
supporting the free flow of data between Japan

and the UK, can help us take the lead on innovation,

supporting the development of important emerging

technologies such as blockchain, driverless cars and
quantum computing.

Business across the (19
Q

Professional and business services: The UK @
exported £1.5 billion of business services to Japan in

2018, including in key areas of UK strength such as

accountancy, engineering and legal services.'* An

FTA with Japan could allow professionals to move

more easily and support recognition of professional
qualifications, for example in accountancy and the

legal profession.
Financial services: The UK exported £4.10 billig of\

financial services to Japan,'® and we expect j#fia
sector could benefit from reduced barriers (o)
border trade and investment, as well as co-operdii
between the two countries on financialgsygulation?

Agriculture: Our scoping assessrge ggests that
UK agriculture could benefit fro with Japan
through a combination of reduc fs and red
tape for food and drink e S.

Textiles and leather: O in®assessment suggests
that this sector coul fi4e most from an FTA with
Japanduetoar tariffs and non-tariff barriers

is negotiated with Japan, the
xtiles and articles of leather exports
tariffs of up to 10%.

N eNCars are one of our top goods

Au
Japan, worth around £1.12 billion.'® Our
a Ive exporters could benefit from reduced
* x n-tariff barriers in an FTA.

reative industries: The UK’s world-leading creative
industries sector could benefit and be supported by
copyright provisions that link to an effective
and balanced global system. We will establish
frameworks for the industries of the future, with a
focus on agreeing advanced digital trade provisions
that promote an eco-system for businesses of all
sizes across the UK to thrive.

14 ONS, UK trade in services experimental data (non-seasonally adjusted).
Category: ‘other business services.” Services are categorised based on EBOPS
2010 basis. Figures relate to period 2018.

15 ONS, UK trade in services experimental data (non-seasonally adjusted). Services
are categorised based on EBOPS 2010 basis.Figures relate to period 2018.

16 ONS, Goods by commodity: UK trade release (non-seasonally adjusted) is
based on SITC codes using a mixture of level 2 and level 3 codes. Figures relate to
period 2018.
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Negotiating Objectives
for a Free Trade
Agreement with Japan

Overall Objectives:

¢ Agree an ambitious and comprehensive Free Trade
Agreement (FTA) with Japan that builds on the EU-

Japan Economic Partnership Agreement (EPA),

and secures additional benefits for UK businesses.

¢ Increase UK GDP and provide new opportunities
for UK businesses, including Small and Medium-
sized Enterprises (SMEs) and investors, and
facilitating greater choice and lower prices for UK
producers and consumers.

e Increase the resilience of our supply chains and the

security of our whole economy by diversifying trade.

® The Government has been clear that when
we are negotiating trade agreements,
the National Health Service (NHS) will not be on the

table. The price the NHS pays for drugs will not be
the table. The services the NHS provides will not k&
sale

on the table. The NHS is not, and never will
to the private sector, whether overseas or dgmegic.

¢ Throughout the agreement, ensure high stan
and protections for UK consumers orkers
and build on our existing internatioNgl obMgations.
This will include not compromj rhigh
environmental protection, ani fare and food
standards, and ensure both pa meet their
commitments on cli nge.

h works for the whole of

Trade {

Go t Access

e Secure an agreeme
the UK and takes priate consideration of the
UK’s constigl rrangements and obligations.

road liberalisation of tariffs on a balanced
aNg. mutually beneficial basis, taking into account

* \ K'product sensitivities.
\ Secure comprehensive access for UK industrial
and agricultural goods into the Japanese market
through the reduction or elimination of tariffs.

¢ Develop simple and modern Rules of Origin that
reflect UK industry requirements and consider
existing as well as future supply chains, supported
by predictable and low-cost administrative
arrangements.

Customs & Trade Facilitation

e Secure commitments to efficient and transparent
customs procedures which minimise costs an
administrative burdens for businesses, while
ensuring that customs authorities remain

to protect their regulatory, security and figgnclil
interests.

¢ Ensure that processes are predictab@and

away from, the border. @

Technical Barriers to Trade

goods markets, w,
quality of prod

e Seek arrange o make it easier for UK
manufacifirers ve their products tested
againgt J&gangkse rules in the UK before export.

e BDro e use of international standards to

ilitate trade between the parties.

ry and Phytosanitary measures (SPS)

¢ Uphold the UK’s high levels of public, animal, and
plant health including food safety.

¢ Ensure access for UK agri-food goods to the
Japanese market by securing commitments
to improve the timeliness and transparency of
Japanese approval processes for UK goods.

Good Regulatory Practice (GRP)
and Regulatory Cooperation

¢ Reduce regulatory obstacles, facilitate market
access for UK businesses and investors, and
improve trade flows by ensuring a transparent,
predictable, and stable regulatory framework
to give confidence and stability to UK exporting
businesses and investors.

e Secure commitments to key GRP provisions
such as public consultation, use of regulatory
impact assessment, retrospective review, and
transparency, as well as regulatory cooperation.

Transparency

e Ensure world class levels of transparency between
the UK and Japan, particularly with regards to
the publication of measures (such as laws and
regulations) affecting trade and investment, public
consultation, and the right of appropriate review of
these measures.
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Trade in Services

e Secure ambitious commitments on market access
and national treatment to ensure certainty for UK
services suppliers in their access to the Japanese
market.

e Secure best-in-class rules for all services
sectors, as well as sector specific rules to ensure
transparency and support our world-leading
services industries, including key UK export
sectors such as financial services, professional
and business services, telecommunications and
transports services.

¢ Ensure certainty for UK services exporters in their
continuing access to the Japanese market and
transparency on Japanese services regulation.

Public Services

¢ Protect the right to regulate public services, including

the NHS and public service broadcasters.

e Continue to ensure that decisions on how to run
public services are made by UK Governments,
including the devolved administrations (DAs), a
not our trade partners.

Business mobility

¢ Secure opportunities for UK services supplie
investors to operate in Japan throughprovisi
for temporary business travel and ting the
recognition of professional qualjfi ns.

Digital and E-Commerce

e Secure cutting-edge py#§gions which maximise
opportunities for digjigtra cross all sectors of

the economy;

e Promoteaw
trade that r

the UK. %
Telegd &ﬂcations

° P air and transparent access to the
ese telecommunications market.

eco-system for digital
usinesses of all sizes across

d

* \ romote accessibility and connectivity for UK
\ consumers and businesses in the Japanese

market.

Financial services

¢ Expand opportunities for UK financial services
to ease frictions to cross-border trade and
investment, complementing co-operation on
financial regulatory issues.

Investment

e Agree rules that ensure fair and open competition,
and address barriers to UK investment across the
Japanese economy.

¢ Ensure UK investors in Japan continue to enjoy
high standards of treatment.

* Maintain the UK’s right to regulate in the nation
interest and as the government has made cle
continue to protect the NHS.

Intellectual Property (IP)

e Secure protections for UK geographg
indications (Gls). This should be j that
reflects their geographical origi%n the

e not

balance right for consungcrgss
confused or misled abou @ ins and the
quality of goods.

e Secure copyright,gBteNgs, tffade marks and
designs provisj i
e adequ I@e protection for rights
eeping the market open to

raging and supporting innovation;

upport the UK creative industries through a
balanced and effective global framework;

¢ do not lead to increased medicines prices for
the NHS;

® ensure consumer access to modern technology;

e are consistent with the UK’s existing
international obligations, including the
European Patent Convention (EPC), to which
the UK is a party.

e Secure provisions that promote the transparent
and efficient administration and enforcement of IP
rights, and facilitates cross-border collaboration
on IP matters.

e Secure the parties’ continued commitment to the
Doha Declaration on Public Health, the TRIPS
Agreement, other multilateral IP treaties and
conventions, and agreed flexibilities that support
access to medicines, particularly during public
health emergencies in developing countries.

Competition Law, Subsidies,
Procurement and State-Owned
Enterprises

Competition

¢ Provide for effective competition law and
enforcement that promotes open and fair
competition for UK firms at home and in Japan.

e Provide for transparent and non-discriminatory
competition laws, which respect procedural rights
for businesses and people under investigation.
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State-Owned Enterprises (SOES)

¢ Provide for open and fair competition between
commercially oriented SOEs and private bugsmgsses
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Promote effective cooperation between Trade Remedies
enforcement agencies.
¢ Ensure provisions that uphold WTO commitments

ubsidies and are underpinned by transparency, efficien
Secure industrial subsidies provisions that impartiality and proportionality.

promote open and fair competition for UK firms at * Support trade liberalisation in the agreenfent
home and in Japan. protecting against unfair trading practices an
overnment procurement Import surges.

Secure access that goes beyond the level set in Dispute settlement

the World Trade Organisation (WTO) Government . '

e Establish appropriate mgc
compliance with the agre¥
ensure that state to st j

Procurement Agreement (GPA) based on clear and
enforceable rules and standards.

Secure rules to ensure that procurement processes with consistently a cost-effective,

are simple, fair, open, transparent and accessible transparent and ti gnner whilst seeking

to all potential suppliers in a way that supports and predictability nty for businesses and
builds on commitments in the WTO GPA. stakeholders.

Ensure appropriate regard to public interests and Smal edium-sized Enterprises

services, including the need to maintain existing
protections for key public services, such as NHS
health services.

g SMEs to seize the opportunities of UK-
trade, by:

®suring a dedicated SME chapter to facilitate
cooperation between the UK and Japan on SME
issues of mutual interest.

by preventing discrimination and unfair praggice

e Secure transparency commitments on SOEs.

¢ Ensuring that SMEs have easy access to the
information necessary to take advantage of the

e Ensure that UK SOEs, particularly thosgforoWging public trade opportunities generated by the agreement.
services, can continue to operateé > ¢ Ensuring SME-friendly provisions are included that
. oye support businesses exporting both services and
Sustainability, Labour goods.
and Environmen o
: . . General Provisions
e Ensure parties reaff ircommitment to
international envi nt'and labour standards. ¢ Ensure flexibility for the UK government to protect
. . . legitimate domestic priorities by securing adequate
* Ens'ure Pay fail to enfqrce t.helr domestic general exceptions to the agreement.
environ bour protections in ways that
craglt ar¥g#flal competitive advantage. ¢ Provide for prompt and open information sharing
°ln cRsures which allow the UK to maintain the between the UK and Japan.

N

-leading environmental and labour standards. related to economic growth.

% nd provide meaningful protection, of the UK’s ¢ Seek opportunities for co-operation on issues

ecure provisions that support and help further

the government’s commitments on climate change Territorial Apphcatlon

and achieving net zero carbon emissions by 2050, ¢ Provide for application of the treaty to all four
including promoting trade in low carbon goods and constituent nations of the UK, taking into account
services, supporting research and development the effects of the Northern Ireland Protocol.

collaboration and maintaining both parties’ right . _
to regulate in pursuit of decarbonisation, and e Provide for further application of the agreement to
reaffirming our respective commitment s tothe the Crown Dependencies and Overseas Territories

UNFCCC and the Paris Agreement. as appropriate.
Apply appropriate mechanisms for the

implementation, monitoring and dispute resolution
of environmental and labour provisions.

11
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In January 2019, the UK and Japan agreed
to negotiate a new bilateral agreement using W h at We aSked

the existing EU-Japan Economic Partnership

Agreement (EPA) as a basis, ensuring the new

agreement is as ambitious, high standard and The Call for Input questions focused on ways in
mutually beneficial as the EPA and enhanced in which the EU-Japan EPA could be made

areas of mutual interest. In order to understand ambitious. The questions were therefore fdgusd on
the priorities of businesses, interest groups and that particular theme. They were:

members of the public for a future trade agreement
with Japan, the Department for International Trade
launched a Call for Input which asked questions
about where stakeholders see challenges and
opportunities for trading with Japan.

e [Are you/ is your business / is your ofganisation]
aware of the Economic Partners, ment
that came into force between th ddJapanin
February this year?

d areas best
omic Partnership

¢ Which of the following
describe the areas
Agreement that a

The Call for Input ran for 6 weeks, between 20
September 2019 and 4 November 2019. In support
of its launch, we held a series of stakeholder events

busi / tion]?
in London, Belfast and Edinburgh, in addition to usIness/7yo ation]
a webinar, to meet directly with stakeholders to Please sele pply
discuss their views and encourage responses to the
a) Goods tyde
Call for Input.

sfrade
% lation and standards
QFOss border investment

€) Small and Medium size enterprises (SMEs)

We would like to thank all those who took the time to
respond to this Call for Input.

Why this Free Trade y\
Agreement?

Japan and the UK have a longstanding internat

f) Competition law, subsidies, procurement and
state-owned enterprises (SOEs)

relationship in trade and beyond. We o liké- g) Intellectual property

minded, free trading ryahons, whos N cOmon h) State to state dispute settlement
values and are committed to up erules- .

based international system. i) Structure of the agreement

Japan was the world’s 3'%gggest economy in 2018 j) Other

and is currently the UK4 est non-EU export k) None
market (and 11™ glob. counting for just over

2% of the UK’s tot rts in 2018." Total trade [) Don’t know
between the t tries was worth just over £29

¢ Based on your selection above, which areas of the

g!l?;én 20 over half of this being goods Economic Partnership Agreement between the EU

' and Japan are important to [you or the UK/ your
The n EPA entered into force on 1st February business / your organisation] and in what ways are
201 has the opportunity to sign a bilateral they important?

isting cooperation between the UK and Japan
in international fora, such as the G20 and World
Trade Organisation, which include supporting trade
liberalisation and the rules-based system.

t with Japan that is more tailored to the
K'®&onomy and could generate greater benefits
0\\X the UK. The new agreement would build on

17 ONS (2018), UK total trade: all countries, non-seasonally adjusted (access
date: 9" May 2019).

18 ONS (2018), UK total trade: all countries, non-seasonally adjusted (access date:
9'" May 2019).
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¢ Which of the following trade related areas best
describe the areas of the Economic Partnership
Agreement that the UK Government should
consider changing during future negotiations?

Please select all that apply

a) Goods trade

b) Services trade

c) Regulation and standards

d) Cross border investment

€) Small and Medium size enterprises (SMEs)

f) Competition law, subsidies, procurement and
state-owned enterprises (SOEs)

g) Intellectual property

h) State to state dispute settlement
i) Structure of the agreement

j) Other

k) None

[) Don’t know

¢ Based on your selection above, which are fR
Economic Partnership Agreement betwegfn t

EU and Japan do you think the UK Goverfme
should consider improving during future trad
negotiations with Japan and why?

¢ |s there anything else that you wa Kce tO say
about the UK’s future trade anf@l inv@stment

relationship with Japan?

ed 124 responses to the Call
pondents were given the option of

er through our online tool, hosted
onYge Qualtrics platform, or to a Department for

ternational Trade-monitored inbox. On request, the
estions that were included via the online platform

were provided to respondents in a PDF copy to
facilitate review and distribution.

for

The online survey had a total of 46 questions.

All respondents were asked the same core 6
questions as listed above, alongside 6 questions
for identification and data protection purposes.

In addition, demographic and logistical questions
were asked, targeted at each group. Individuals
were asked 8 questions, NGOs 6 questions, PSBs 4
questions, businesses 10 questions, and business
associations 6 questions.

The division between the number of responses can
be seen below:

Online survey responses: 72

Emails: 52 Q
Campaign: 0 %
Respondents were categorised into ongpof the

following five groups:

> Anindividual - Responding wittog#
views, rather than as an¢(fj g@fentative

organisation.

> Business — Resp
representing t

> Business tigh — Responding in an official
capacityffepr ing the views of a business
repr i rganisation or trade association.
| r@rnmental organisation (NGO) -
poraing in an official capacity as the
bsentative of a non-Governmental

aflanisation, trade union, academic institution or
another organisation.

of'an individual business.

> Public sector body (PSB) — Responding in an
official capacity as a representative of a local
Government organisation, public service provider,
or another public sector body in the UK or
elsewhere.

A breakdown of responses by respondent group can
be seen below:

Responses Responses
Group (Portal) (Email)
Individual 21 5
NGO 4 5
Business 25 14
Business 18 28
Association
PSB 4 0
Total 72 52

Summary of Responses

This chapter summarises the individual policy areas
that were raised through the Japan Call for Input,
and groups together the key asks from each of
these. A short response has been provided here,
whilst more detail about how we will approach each
of these areas in the negotiations can be found in
Chapter 2: Outline Approach.
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Section 1-
General Themes

Respondents identified a wide range of priorities for
a potential future UK-Japan Free Trade Agreement,
particularly with regard to where they would like

to see us go further than the EU-Japan EPA. The
summary below sets out the key themes across the
Call for Input, while Section 2 categorises some of
the more specific asks.

Theme 1: Maintain the ambition
found in the EU-Japan Economic
Partnership Agreement.

In general, many respondents were clear that they
would like to see the ambition and achievements

of the EU-Japan EPA protected in any future trade
agreement with Japan, with 40 separate responses

noting this preservation as particularly important.
protecting the terms of the existing EU-Jap \
EPA, including provisions for Services, Go@ds, ¥l

and IP, Sustainability, Regulations and Staridardgs,
E-commerce, and SMEs.

As such, organisations or individuals from
almost every sector noted the importance of

Policy Explanation
The EU-Japan EPA entered into bruary
2019. The UK has been a long-stNgi@ supporter

of the EU-Japan EPA, whj as approved
overwhelmingly by th Pa ent after it was
debated on the floggo™eNpuse of Commons on 26

June 2018 with 347 i favour and only 1 against.

g ositive for the UK, the wider EU
e. Inthe long term, the agreement
the vast majority of products.

21 the EU-Japan EPA will no longer

e UK. The UK clearly recognises the

WPice of a timely future trade deal with Japan.
and Japan have agreed to negotiate a new

he
\ teral agreement using the existing EPAas a
\ asis, ensuring the new agreement is as ambitious,

high standard and mutually beneficial as the EPA
and enhanced in areas of mutual interest.

We have noted in each of the policy areas below
where there were requests for continuity and have
responded in kind.

Theme 2: That a deal with Japaniis
concluded quickly in order to protect
UK businesses.

Four respondents made explicit reference to the
fact that there should be as little disruption as

15

possible to their current trading arrangements under

the EU-Japan EPA, so have asked for a deal to be
agreed quickly. Additional respondents implied that

a deal needed to be done quickly by stressing t
importance of the existing EPA. Q
Policy Explanation

The Government recognises that if thergpis not
agreement in place by January 2021, &f and
Japan would return to WTO term Id have

an effect on both UK and Japane ughesses. The
esirability of

Government therefore re
trying to get a new agree ce by the end of
the Transition Period tghaMgai®current preferential

treatment.

Summary of

de in goods refers to the import and export of
materials between the UK and Japan, including those
goods listed in the tariff schedule of both countries.

Rules of Origin (RoOs)

RoOs are a key component of any trade agreement,
as they define the processes that must take place in
order for goods to be eligible for the market access
liberalisation achieved in the agreement. They also
prevent circumvention of tariffs and tariff quotas by
goods from countries which are not parties to the
agreement.

RoOs was raised by seventeen respondents. The
main views and recommendations relating to rules of
origin for trade between the UK and Japan were:

¢ To recognise existing supply chains and ensure
continuity for UK industries that currently qualify for
preferential treatment through the EU-Japan EPA.

e To ensure that the rules of origin in a UK-Japan
agreement are clear, simple, and easily applicable.
This includes greater flexibility for exporters to confer
origin, using any one of Change in Tariff Classification,
value added or specific processing rules.

¢ To ensure simple and predictable administration
requirements for complying with rules of origin, and
remove unjustifiable administrative barriers that
companies currently face when exporting to Japan.

* To provide for alignment on administration
between a UK-Japan agreement and the EU-
Japan EPA, including using the same format of the
statement of origin.
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Policy Explanation

The Government recognises that a key issue for
UK businesses is the complex, and sometimes
inconsistent, procedures with exporting to Japan
under the EPA. The UK’s objective will be to agree
rules of origin with Japan that are clear and flexible
for UK producers, and to have procedures for
exporting to Japan that are as simple, predictable
and provide as much continuity as possible.

Tariffs

Tariffs are customs duties on imported goods.
Tariffs are normally applied on a Most Favoured
Nation (MFN) basis. This means that there can be no
discrimination in duties applied to goods from any
World Trade Organization member, unless there is a
preferential trade agreement.

Under the EU-Japan EPA bilateral tariffs are reduced
or removed on the vast majority of products. This
facilitates the export of UK goods to Japan and the
availability of Japanese goods in the UK.

The main views and recommendations relating to
tariffs for trade between the UK and Japan raise
forty respondents were:

¢ That exporters in both countries should

i.e. that the liberalisation in the
should at a minimum not fall
Japan EPA.

e That tariffs in both coyfftirfg should be eliminated

further and/or faste @keen by the
provisions of the r ®range of industrial and
agricultural g

Policy tion

The M- an
S

A already liberalises tariffs
[y®The Government recognises that a key

9
UK and Japanese businesses alike is to
alsgecure the current staging schedule for tariff
'S & eralisation. The Government will consider whether
some tariff lines it would be beneficial to seek or
provide accelerated liberalisation.

Customs

The Customs and Trade Facilitation Chapter of a
trade agreement ensures that procedures at the
border are as facilitative and predictable as possible
to make importing and exporting easier. Reducing
customs delays and costs could increase the

ability of businesses, especially Small and Medium
Enterprises (SMEs), to trade with Japan. Chapter 4
of the EPA sets out the commitments made by both
sides on the treatment of goods at the border.

The main views and recommendations relating to

customs procedures for trade between the UK and (LQ

Japan raised by thirteen respondents were:

¢ To maintain the existing facilitations available t
businesses exporting to Japan, including
Authorised Economic Operator scheme #nd tjle

temporary admission of specified goods withgu

duty.
¢ To ensure the efficient implemen '&d
enforcement of the customs an facilitation

provisions in the agree

rocedures are
rent as possible,
leCtronic systems.

¢ Minimising delays and
as simple, efficient
making use of im

¢ Consideratio
are levied erd

s, charges and VAT which

e Considel f the de minimis level for traders.

i@planation

Pvernment recognises the importance
toms procedures which are efficient and
pictable for both UK importers and exporters.
The Government also recognises that, to ensure
compliance burdens are minimised, the UK should
seek to be at the forefront of global customs policy
and committed to reducing frictions.

Requlation and
Standards

One of the main barriers to international trade,
especially for Small and Medium-sized Enterprises
(SMEs), is the difference between countries in what
producers need to do to show that their products are
safe and effective for that market.

The EU-Japan EPA seeks to establish clear and
mutually advantageous rules governing trade and
investment between the Parties and to reduce

or eliminate barriers. To achieve this, the EU and
Japan have made commitments on regulations and
standards in several areas:

e Sanitary and Phytosanitary measures (Chapter 6)
e Technical Barriers to Trade (Chapter 7)

e Corporate Governance (Chapter 15)

¢ Transparency (Chapter 17)

¢ Good Regulatory Practices and Regulatory
Cooperation (Chapter 18)

The main views and recommendations relating to
regulations and standards for trade between the UK
and Japan raised by thirty-one respondents were:
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* The agreement should seek to further facilitate
regulatory cooperation between the UK and
Japan.

¢ The agreement should maintain current UK
standards and avoid downward pressure on the
UK compliance system.

¢ The UK should secure mutual recognition of
conformity assessment and reduce duplicative
regulatory requirements that impede access.

¢ A UK-Japan FTA should retain the EPA Automotive
annex and explore additional annexes that cover
regulation in the Cosmetic and Wine & Spirits
sectors.

¢ The agreement should maintain and improve the
regulatory and supervision standards from the
EU-Japan EPA.

¢ To maintain a Regulatory Cooperation Committee
(the EU-Japan EPA forms a Committee on
regulatory Cooperation), however some
respondents raised concerns that the EU-Japan
EPA’s provisions for regulatory dialogue risks
putting downwards pressure on standards.

¢ To ensure that the UK maintains existing stand
on animal welfare and food safety, includi

regard to the UK’s position on whaling an® dojbhin
hunting.
¢ To include the precautionary princi ny future

trade deal with Japan.

¢ To ensure efficient veterinary I across

multiple sectors.

¢ That Japan should adgibt ESPS standards and
maintain strict rules st GMOs and hormones
in beef.

¢ To maintai right to regulate for new SPS
measure t the UK should be able to put in
plage Qect port controls.

an SPS Committee similar to that in the

\-T Japan should make changes to their additive
gime.

® That Japan should accept UK risk assessments
for BSE risk and lift its ban on UK bovine material in
vaccines.

¢ That Japan should make changes to its medicines
evaluation and reimbursement regimes to allow fair
and equitable access for British companies.

Policy Explanation

The Government will continue to ensure the

standards play.

The UK is also committed to the transparent and

predictable development of regulations. jg/e rec se
the benefits of the current EU-Japan EFfggo UK

businesses and that preserving th
that agreement will be important t .

PmMous sanitary

ludedin

The UK will maintain its o
and phytosanitary (SPS
animal and plant life
reflecting its existin
retain the provis
matters relatin

ing to cooperation on

al welfare in the current

. ill not compromise on our high
| pjptection, animal welfare and food

? import of whale and dolphin meat is

i the UK and this will not be changed ina
-Japan agreement.

;\ ade in Services
th

In trade agreements, parties agree a desired

level of liberalisation through trade in services
obligations and commitments. This is so that
service suppliers abroad can be confident that
they will not face discrimination or protectionism
when exporting to, or investing in, a partner’s
market. The interconnectedness of goods and
services, for example through services incidental to
manufacturing, also means that the benefits from
the liberalisation of services trade under a UK-Japan
agreement are likely to have positive spillover effect
on goods trade and vice-versa.

Respondents identified opportunities for greater

trade liberalisation in services trade with Japan in the

following areas:

e Many respondents noted that provisions for the
Mutual Recognition of Professional Qualifications
(MRPQ) are an important aspect of services trade
liberalisation.

¢ Respondents raised that firms face establishment
requirements, burdensome administrative
procedures, and legal uncertainty when providing
services in Japan.

* Some respondents proposed to enhance the
commitments made on financial services in the
Japan-EU EPA to ensure that issues such as
regulatory coordination and cross-border financial
data flows are adequately covered in a future UK-
Japan Agreement. Other specific asks, including
in relation to banking, insurance, and asset
management were also raised.

safety and quality of products on sale in the UK, %
recognising the important role that international
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¢ Several respondents suggested that the UK
seek ongoing rights for the temporary entry of
workers to supply services in Japan, whilst some
consider further visa liberalisation in a future UK-
Japan Agreement as a potential benefit. Other
respondents raised the importance of temporary
entry of workers and transparency on visa
processing as particularly relevant to small and
medium sized enterprises.

* Some respondents had concerns that the existing
Japan-EU EPA limits the Government’s right to
regulate in the public interest, and that mutual
recognition frameworks should not undermine
professional standards or patient safety in the
health sector.

Policy Explanation

The Government recognises the benefits of the
EU-Japan EPA for UK service suppliers. The
Government’s position is that we should secure
ambitious levels of market access. This will ensure

certainty for UK services suppliers in their continuing

access to the Japanese market, maintain existing

and prevent discrimination. Where appropriate

G

Digital and Telecommunications

Digital trade supports the UK economy and is vital to(L:

both goods and services exports.

The main views and recommendations relafj Q
digital trade between the UK and Japan raiged
respondents were:

® Some respondents stated the imporiffnce of
facilitating the free flow of data ang.ar®gcting

/

personal data.

onsider the

regulatory coope
sharing betw

¢ Theinclug mprehensive digital trade

ects the interests of all digital

sta

ses included the suggestion for
ernment data to be available in machine-
able/searchable formats.

transparency of Japanese services regulation,
e Some respondents suggested measures be
ve

and possible, the Government will seek to i

upon the terms of the EU-Japan EPA for U

service suppliers. The government will seek to
secure opportunities for UK services sgopliers #hd
investors to operate in Japan througiioroggions

the UK is party to. In t
the UK’s public se ar®protected by specific
exceptions and ns. Having left the EU,
the UK will ¢ U ensure that public services
—includi %nal Health Service (NHS) —are
' in de agreements it is party to,
t itioned from an EU context oras a
pw negotiations. Protecting the UK’s
gulate in the public interest and protect
ub®e services, including the NHS, is of the utmost
* \/ ortance. The Government has been clear that
hen we are negotiating trade agreements, the NHS
will not be on the table. The price the NHS pays for
drugs will not be on the table. The services the NHS
provides will not be on the table. The NHS is not, and

never will be, for sale to the private sector, whether
overseas or domestic.

pursued to better protect digital intellectual
property.

e A number of responses supported the prohibition
of customs duties on electronic transmissions.

¢ Several respondents made comments which
suggested several approaches on how the UK
should approach creative industries.

¢ The establishment of an internet communications
technology dialogue between the UK and Japan
was requested alongside the continuation of
current levels of cooperation.

Policy Explanation

The Government recognises that the EU-Japan EPA
achieved results in a number of the areas highlighted
via the Call for Input, including customs duties and
intellectual property. The Government will seek to
replicate these provisions.

The Government also recognises the calls for high
ambition in the responses, including through the
request for a dedicated digital trade chapter. The UK
will seek to retain and build upon the commitments
in the Economic Partnership Agreement in order to
agree an improved digital package that maximises
opportunities for digital trade across all sectors of
the economy. The Government will ensure positive
co-operation between the UK and Japan in this area
and on future innovation within the digital sector.

The Government notes stakeholders’ concerns
on the importance of data protection and privacy
standards. The UK will seek to facilitate the
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continued flow of data with the EU and international
partners, whilst ensuring the UK’s high standards
of personal data protection. It notes the interests

in facilitating the free flow of data and eliminating
unjustified data localisation requirements.

Investment

The main views and recommendations relating to
the investment relationship between the UK and
Japan raised by respondents were:

e Some were in favour and some were against the
inclusion of investment protection and Investor-
State Dispute Settlement (ISDS) provisions in a
new UK-Japan trade agreement.

* The importance of replicating the investment
liberalisation provisions in the EU-Japan EPA and
parts of the treaty that address non-formal barriers
to investment in Japan, such as the Corporate
Governance Chapter.

¢ To go beyond the EPA in addressing formal and
non-formal barriers to investment in Japan,
including raising equity caps, establishing a less
restrictive investment screening regime and

ensuring governmental, regulatory and legislati
consultations are published in English.

Policy Explanation

The Government recognises the imp e of

maintaining and increasing UK-Japa®{ore®n direct

investment. UK investors who i V/®seas are
% heir financial

able to access new markets, ind
returns and contribute to Qoth the OR and foreign
t into the UK provides

and generates ec
recognises the

g®wth. The Government
in providing a supportive
ent.

n ill seek to ensure that
\ in Japan continue to enjoy
)lafis of legal treatment. We will

Intellectual Property (IP) (19

Abalanced and effective IP regime is an essenti
element of a vibrant and creative economy,
confidence and protection for innovators a
creators, while also reflecting wider public inte .
As part of the EU-Japan EPA, the EU Japa
agreed to a comprehensive IP chapie t promotes
cross-border cooperation and el , while
reducing friction for busin e trade and
invest abroad. In addition, 3§
six UK geographical indjga{i
Farmed Salmon, Iris
Whisky, Blue/Whit

rty for trade between the UK and
irty-one respondents are below:

grotections for the publishing industry and
freedom of speech.

e A provision should be included on Collective
Rights Management (CRM) that places greater
responsibility on Japan to ensure transparency,
non-discrimination and accountability.

¢ Japan should adopt a public performance right.

¢ Japan should introduce civil liability for the
secondary infringement of IP rights.

¢ The duration and scope of Supplementary
Protection Certificate (SPC) protection should be in
line with UK standards.

¢ The term of data and market exclusivity for
pharmaceuticals should be extended in Japan, in
line with UK standards.

¢ Provisions to make processes easier for SMEs to
be granted patents.

e Strong measures should be included to prevent the
theft of trade secrets, including cyber theft.

e Japan should have effective enforcement
mechanisms in place with regards to remedies
and sanctions and should undertake improved
efforts to tackle online IP infringement, including by
introducing website blocking.

e There should be protections for more UK Gls, with
improved enforcement in Japan.

¢ The UK should ensure continued membership to
the European Patent Convention (EPC), a non-EU
agency, and the Unified Patent Court Agreement
(UPCA).
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Policy Explanation

The UK is widely recognised as being a world leader
in IP protection, providing an effective balance
between rights holders, users and consumers.
IP-rich and creative industries make a significant
contribution to the UK economy. Chapter 14 of

the EU Japan EPA contains measures aimed at
protecting and enforcing IP rights.

The Government takes note of the above provisions.
While we will seek to include provisions in some
areas that go beyond our multilateral obligations,
any provisions in a UK-Japan FTA will need to be
compliant with the WTO TRIPS Agreement, to which
both the UK and Japan are Members.

Competition Law,
Subsidies, Procurement
and State-Owned
Enterprises

The UK and Japan are both countries with r@fou
competition rules, which allow businesses t
compete freely and fairly to the benefit of consuriggf’s.
Chapters 11, 12 and 13 of the EU-Jap. cover
competition, subsidies and state-owi enwerprises.

The main views and recommenr lating to
Competition Law, Subsidies, PrCWgi#ment and

State-Owned Enterpris ade between the UK
and Japan raised by reSyondents are split into

Withreg petition, respondents wanted:
° CoLl &proteotion provisions included in a

f NATsuch as a specific Consumer Chapter
@Ot consumer rights in trade, a standstill

pNyision to be included so that there is a “floor’
* \ n consumer rights with provisions dedicated to

enhancing them.

On other competition matters respondents called for
an FTA to have provisions for:

¢ Both the UK and Japan to maintain an independent
competition authority.

¢ Provisions preventing anti-competitive conduct
which grant business legal certainty and transparent
reciprocal market surveillance and enforcement co-
operation to be more explicitly mentioned.

Policy Explanation

The Government recognises that NGOs and other
interested parties in the UK want to see consumg
protections covered in a future UK-Japan FTA.
Government notes the views that there sh
regression in the current commitments to ®nsfgme,
rights and competition policy.

Procurement

Procurement provisions in FTAs @
transparency, non-discrirQQ#lIONg ompetition
within the trading partnerg’ 3 % brocurement
markets, ensuring that i cwrocurements
pliers from the other

covered by the agre;
party are treated c¥s national suppliers.

Chapter 10 of t ludes specific provisions
on Govern rement which extend beyond
both EU ar@nese commitments in the WTO
Agree, vernment Procurement (GPA).
E@efore gives businesses increased and
3 cess to contracts with both the EU and

committing to treat suppliers to Government
e other party in a fair and non-discriminatory

The main views and recommendations related to
UK and Japanese business’ access to one another’s
procurement markets raised by respondents are below:

¢ To maintain guaranteed access to Japanese ‘core
cities’ and further open the public procurement
market, including energy and infrastructure
markets.

e To ensure access to Government procurement
for financial and related professional services in
respective markets.

¢ To ensure the EPA includes regulatory frameworks
providing for fair and transparent public
procurement regimes.

e To retain access to the EU-Japan Government
Procurement Portal or equivalent.

e To retain the SME facilitation provisions in the EPA
and for Japan to provide procurement thresholds
which are adjusted to SMEs.

¢ To ensure that local authorities should still be able
to take into consideration environmental and social
considerations in awarding contracts.

e Concern about allowing Japanese firms to bid for
publicly funded healthcare contracts and a request
that a future UK-Japan FTA should exclude the
NHS.

¢ To favour domestic suppliers and limit the scope of
the procurement chapter in future FTAs.
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¢ Concern that the Government Procurement
dialogue (between regulators of the EU and Japan)
created by the EPA lacks appropriate scrutiny from
national legislatures.

Policy Explanation

The Government recognises the importance of
the non-discrimination provisions in the EPA and
its position is that these should be maintained.
The Government’s position is to also secure

the level of market access opportunities for UK
businesses and explore opportunities to build on
the EPA, whilst retaining existing protections for
key UK public services. The EPA does not apply
to the procurement of UK healthcare services.
Furthermore, it does not apply to the procurement
of goods and services indispensable for national
security or defence purposes. This will not change in
a UK-Japan agreement.

There were some comments calling for the

UK’s international procurement obligations to
favour UK domestic suppliers, but the UK’s
domestic regulations, which apply to Government

included. This could include anti-corruption
measures, or further cooperation on environmental
goods and services in the future.

e That labour and human rights provisions,
sustainable development and environme
standards should be protected and enfofgealfle
as well as closely aligned with the UK-EU FT,

and consistent with multilateral comnggment
and international agreements such a%Paris
Agreement and the United Nati work
Convention on Climate Change F@C).

empowerment should
in the UK-Japan FTg#

different gen sure all agreements align
with other int idghal commitments on human

assessment covering

tal and social issues to be carried
0 and during the lifespan of a future
dment.

at the future agreement should uphold the right

procurement, generally require contracting o
authorities and contracting entities to treat supplN to regulate and ensure that the UK and Japan have
les

equally and without discrimination. These
will continue now the UK has left the EU.

Sustainability, LgsQur,
Gender Equali d
Environme

Inthe context ofat
environment

reement, labour,
inability provisions typically

tions and Multilateral Environmental
W SXMEAS). Trade agreements also often

h -Japan EPA contains a full Trade and
\h tainable Development (TSD) Chapter. This
\ apter sets out commitments to effectively
implement obligations on labour and environment
and highlights the EU and Japan’s recognition of the

linked nature of economic, social and environmental
development.

The main views and recommendations relating
to sustainability, labour, gender equality and the
environment for trade between the UK and Japan
raised by nine respondents are below:

¢ That the TSD chapter in the EU-Japan EPA should
be used as a baseline, building on the provisions

the freedom to develop and implement domestic
law and policy.

¢ That robust, transparent and reliable
procedures for monitoring the implementation
of the commitments should be contained in the
agreement, that trade unions be given a role in this
process, and that these commitments are paired
with adequate enforcement mechanisms.

Policy Explanation

We recognise that for the environment, climate,
labour, and human rights, the key message
communicated from the responses received is that
the Government should maintain the provisions
already set by the EU-Japan EPA and not roll back
on these, including on how these provisions are
enforced. The Government shares these views.
Furthermore, we recognise that gender equality is
animportant issue and that women continue to face
barriers in accessing the opportunities of free trade.
More broadly the Government is exploring domestic
and international best-practice in order to develop
our own approaches on how best to support women
in trade. Furthermore, the Government is committed
to encouraging all states to uphold international
human rights obligations.

21



22

N

UK-Japan Free Trade Agreement: The UK’s Strategic Approach

Dispute Settlement
and Trade Remedies

Dispute settlement refers to the formal state-to-
state mechanism for resolving disputes where one
or more parties consider that there has been a
breach of obligations under the relevant international
trade agreement and it has not been possible to
resolve the dispute informally. Chapter 21 of the EU-
Japan EPA sets out the system to resolve disputes
between the EU and Japan. It is only available to
Governments and does not relate to investor-state
dispute settlement, which is not part of the EPA.

The main views and recommendations relating
to Dispute Settlement and Trade Remedies for
trade between the UK and Japan raised by nine
respondents were:

* They wanted an independent, transparent dispute
settlement mechanism.

¢ That a dispute settlement mechanism be able t
levy fines or other penalties.

¢ The agreement includes provisions to pey
the application of anti-dumping, counterilin
measures and safeguards as per the WTO rul
book.

Policy Explanation

The Government considers an €
settlement mechanism tofe an appropriate part of
an FTA. Effective dispuifls ment mechanisms

give the parties and s olders the confidence

that commitment uier the agreement can

be upheld, and isputes will be addressed
cn

fairly and cq Chapter 21 of the EU-Japan
EPA contgir¥s @ dt0-state dispute settlement
medyg s Nw€solve disputes between the EU

o der the EPA, unless it states an area
% lly out of scope of the chapter. The

O ders this an effective and appropriate
ecNanism.

e Government views trade remedies as an
important part of a rounded trade policy. They provide
a safety net to protect domestic industries if injured by
unforeseen import surges or certain aspects of unfair
trading (dumping and subsidy) or injury caused by
unforeseen surges in imports. They can therefore help
to build a broad base of support for trade liberalisation
including from sensitive sectors. Trade remedies
are about restoring a fair competitive environment,
applying measures that are at a high enough level
to provide protection, but without harming our
downstream users or consumers.

Small and Medium-
Sized Enterprises
(SMES)

SMEs are an integral part of the UK eogy
99 percent of the business populajjsyi
are SMEs."® Barriers to trade disp wﬂ pnately
affect smaller firms and cqQ gt them from
exporting altogether. Chap™ @ the EU-Japan
EPA currently contains Specifically aimed
at helping SMEs, alt th@benefits are available
to all businesses.

The main views@c mmendations relating to
SMEs for tr, en the UK and Japan raised by
sixteen re@nts were:
e For r 20 measures to help SMEs be
0 ,including the creation of free online
ofmation that explains parts of the EPA relevant
JIVIEs and enable them to have easier access to
Wocurement contracts.

¢ Reduction of non-tariff barriers for SMEs.

e That an SME committee is established and can
collaborate with other committees on SME issues,
including on rules of origin and custom issues.

e For low cost IP protection for SMEs.

¢ That we consider improvements in the areas
of e-commerce, intellectual property, trade
facilitation and the use of obligatory language.

¢ Ensuring that simplified customs procedures and
trusted trader schemes are suitable for SMEs.

Policy Explanation

The Government is committed to seeking an

FTA that reduces potential barriers to trade. The
Government recognises the varied views around
the opportunities and the risks for SMEs. We

will seek to ensure that even SMEs with limited
organisational capacity can take advantage of

the benefits achieved through the agreement,
supporting businesses exporting both services and
goods. We will also seek commitments from Japan
to make information about rules relating to trade and
investment transparent and easily accessible.

We will seek to agree an appropriate framework for
collaborating with Japan on issues affecting SMEs.

The Government recognises that the EU-Japan
EPA provided SMEs with better market access.
Preserving these benefits and enhancing them

where possible will be important to the UK.

19 (BEIS 2019), Business population estimates (access date: 20" February 2020).
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Next steps

As we have been developing our independent UK The Government will ensure that our trade

trade policy, the Government has been consulting policy is transparent and subject to appro

with stakeholders through both informal and formal Parliamentary scrutiny. We will publish our
mechanisms. These have included dialogues approach to negotiations, Call for Input respon

with the Secretary of State for International Trade, and scoping assessment, and work wii#fthe
Ministers and Officials. appropriate Parliamentary scrutiny ittees.

We will ensure that our new agreements and our Dunpg neggttfatu)tnspwnlh Japan, ﬂ@é ment wil
future trade policy work for the whole of the UK and provide updates foFarlialgs

its wider UK family, Parliament, local Government, After launching negotiation
business, trade unions, civil society and the public to agree a high-quality
from every part of the UK will have the opportunity agreement which fu K’s key interests.
to engage and contribute. We will ensure that Throughout this pro will be reflecting on the
we continue to work closely with the devolved responses to t @' PLic®all for Input conducted
administrations in developing trade policy. in 2019 as v R€hgPe submitted via the CPTPP
consultatiq i
closelysmy
e open public consultations, to inform our overall req
approach and the development of our policy
objectives;

e use of the Strategic Trade Advisory Group (STA@),
to seek informed stakeholder insight and views

relevant trade policy matters;

pan, we will seek
ly beneficial trade

This will be delivered by: g#tholders to deliver high quality

Cofligfor the UK.

e use of Expert Trade Advisory Groups (ETRGs)gto
contribute to our policy development at a det

technical level;
® engagement outreach events gggg e English
regions and in the Devolved
The STAG’s principal purpose is {O™he

Government to engage, akeholders on
trade policy matters shaPe our future trade

policy and realise tuWies across all nations
and regions of t ugh high level strategic
discussion. s remit extends across the

breadth gft icy. Current membership of the
STAG . CcA be d on the Strategic Trade Advisory
Gro n Gov.UK.

c ve of the ETAGs is to enable the

nment to draw on external knowledge and
erience to ensure that the UK’s trade policy is
cked up by evidence at a detailed level and is able
to deliver positive outcomes for the UK. We will draw
on the expertise of these groups to gather intelligence
for informing the Government’s policy positions.

The Government is committed to ensuring we will
have appropriate mechanisms in place during
negotiations to inform the Government’s position. As
we move forward, we will review our approach

to engagement, and consider whether existing
mechanisms are fit for purpose.
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Summary Scope to further

oo | | enhance trade and
e Department for International Trade (DIT) is .
preparing for negotiations with Japan. This Scoping 1nve Stm ent

Assessment provides a preliminary assessment

of the potential long run impacts of a Free Trade
Agreement (FTA) between the UK and Japan prior to
the launch of negotiations.

The EU-Japan Economic Partnership Agreem
(EPA) entered into force on 15t February®019. In

The importance of trade and investment links January 2019, the UK and Japan aggge®g negotiate
between the UK and Japan anew b|Ia’FeraI agreem_ent. While estrong
trade and investment linkgbe; Kand
Japan is the world’s 3 largest economy2° and the Japan already, evidence oW estment
UK’s 4™ largest non-EU trading partner (and 11t barriers between the tw suggests that
globally).?" Total trade between the two countries there is scope to furt this relationship.
was worth around £29.5 billion in 2018, with over Several sources of on trade barriers,
half of this being goods trade. The UK is the second including respo, the Japan FTA call for
largest recipient of Japanese direct investment.?? input, indicate e barriers which could be

liberalised FTA.

In Feb, the EU-Japan Economic
P2 rtn@Agreement (EPA) entered into force.

party to this agreement as a member of

UK Businesses and UK Jobs

In 2018, around 9,500 VAT registered businesses
exported goods to Japan, employing 2.4 million people,
Around 6,700 VAT registered business, employing 2.5 , and it remains in place during the transition
million people, imported goods from Japan. d. The new agreement will build on the EU-
HMRC UK trade in goods by business characteristics 2018 \ Japan EPA and secure additional benefits for UK

o

[ A

9,500 2.4 millio

business.

UK business export Employe in
these IMYEgSes

Goods trade

Cars & trucks are the UK’s largest orted good to
Japan and the largest i good from Japan.
HMRC using a 2016-18 averdge

£0: 'O@ £1.4 billion
Car Xports Car & Truck imports

Sewices trade
* \ UK’s largest service export to Japan is financial

\ ervices and this is also the largest services sector
imported from Japan.

ONS using a 2016-18 average. Where data is disclosed, averages only
account for years in which data is available.

& =

£3.9 billion £1.9 billion

Financial exports Finance imports

20 GDP Forecast (Constant Prices, 2018),

IMF World Economic Outlook Database, April 2019.

21 ONS (2019), UK total trade: all countries, non-seasonally adjusted
22 JETRO, Japanese External Trade Organization, FDI stock (Based on
International Investment Position, net)
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. . As the final details of a bilateral agreement between
Th e pOtentlal lmpaCt Of Japan and the UK have not yet been negotiated,

the modelling is based on a plausible scenario that

a U K-J ap an Free Trade represents the depth of a potential agreement. T,

scenario assumes substantial tariff liberalisatio

Ag reem e'nt and deep reductions in the level of actiona

non-tariff measures (NTMs) affecting goo
and regulatory restrictions affecting services tr

International evidence suggests that FTAs can between the UK and Japan, compareffo not having
reduce the costs of trade and investment, by atrade agreement with Japan. ThiggageNgio is used
eliminating tariffs and reducing non-tariff barriers, to generate the potential magnitu cts of
and regulatory restrictions to services trade. The trade liberalisation but shquidaa{ Negglerpreted as
analysis in this Scoping Assessment draws on the specified option fora f pement.

robust evidenpe and the best tools ava.ilable for this Abilateral trade agree tWapan could

type of arjaly3|s. Thg results should pe interpreted increase UK GDP i n by around 0.07%
with cautloq, due to inherent uncgrtalnty, and should under the model . This is equivalent to an
not be considered as an economic forecast for the increase of £1. otal GDP compared to its
UK economy. 2018 level.

The scenario used for modelling is based upon the Thisin refbcts changes to the underlying

UK’s current tariff schedule (the EU’s ‘Common
External Tariff’). The Government is currently
developing its new UK MFN tariff schedule.

pught about by a reduction in barriers
rough an FTA compared to the UK
ing a trade deal with Japan. These reduced
gor firms and consumers result in changes

Coronavirus has had a major impact on most major
Omestic specialisation and the composition of

economies. Its’ economic impact is expected to

highly significant for the next few years. Howeve imports. Productivity gains are driven by resources
the analysis of the impact of a trade agree moving to where they are more productive, including
Japan relates to the long-term. It is too sooWto hy between sectors and industries, as well as between
what the lasting impacts of the pandemic will b firms within sectors.

In the long run, almost all UK sectors are estimated

analysis therefore implicitly assume hg the long- to increase output, suggesting productivity gains
term, the UK, Japan and global epmgoNyes will have from further specialisation are likely within sectors,
recovered from the impacts of tn virus. At through the reallocation of resources to more

this point in time it is too early to Mgty whether or productive firms. Resource reallocation also occurs
how the estimated impaghg this document might between sectors, with some sectors reducing

be affected by the cugREsitition. employment as workers are drawn to other growing
Impact of a UK-Japan@gaA:Qubs®ntial tariff sectors. In the modelled scenario, workers are
liberalisation and agee! tion in the remaining expected to experience increases in real wages.
non-tariff meas ulatory restrictions

UK goods and services are expected to become
relatively more competitive in Japan, and exports

7 ° i1 5b n;’ PN to Japan are expected to increase by 21.3% in the
' modelled scenario. Firms would be able to expand
gpIts to Japan trade as a result of the reduction in trade costs
%] on both imported inputs and exported outputs to
* Imports from Japan Japan, generating productivity gains. This could also
79.7% T lead to an increase in the global competitiveness of
é\A 0 UK firms, and exports to other countries outside of
- Total exports th .
o 0.52% 7 e agreement are estimated to grow.
€9 . :
7 Total imports Imported goods and services from Japan facing
7 058% " lower trade costs could drive efficiency gains for UK

businesses relying on or switching to inputs from
Japan. UK consumers may also benefit if cheaper
consumer goods become available. In the long run
prices adjust to higher demand, but imports from

(Source: External CGE modelling. £ values in 2018 terms) . .
Japan are estimated to increase by 79.7%.

Imports from Japan could increase significantly
relative to UK exports to Japan as a result of the
assumed tariff and NTM reductions, especially
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in areas where Japan is relatively competitive, commitments, or its membership of international
including categories such as ‘chemical, rubber environmental agreements, and will pursue
and plastic products’, ‘manufactures of materials’, opportunities to further environmental and climate

‘motor vehicles and parts’,” other machinery and policy priorities.

equipment’ and ’other transport equipment’.z

Although imports from Japan increase significantly, g'gjlol/y GDP |nlJaffn is expected t?gl:%rz Q
in the context of overall UK imports from all countries ° etzjuwa entto elln |nlc rc;aase © : U

(including Japan), expected growth in the UK’s total jompalgt_ﬁ]_ Ato fts d2018 eve emonstr?tlng ah

imports resulting from the FTA with Japan is 0.6%. apan can drive economic gains ot

For context, in 2018 UK imports from Japan were countries.
£15.2 billion (2.3% of UK total imports).

The modelling estimates an increase in the long run N EXt StepS

level of the average real wage in the UK of around
0.09% (£0.8 billion).

. Following the concl otiations and once
The UK economy is expected to grow as aresult of a the text of a UK-Ja ment is known. a

UK-Japan FTA. Based on the distribution of sectoral full impact ass il be published prior to
value added, a UK-Japan FTA has the potential implementag nal impact assessment will
to increase long run output across all nations and update andfrefi € preliminary estimates of the
regions of the UK relative to the baseline. London, scale igltion of impacts outlined in this

the East Midlands and Scotland expand the most
relative to the baseline in the scenario set out here.

As outlined previously, the increased imports from k CEPR and Professor Joseph Francois for
Japan could be beneficial for both UK businesses #ucting economic modelling to support this

and UK consumers as they could facilitate greate assessment.
choice and lower prices for UK producers a

consumers. Compared to not having a tra

deal with Japan, both consumers and impdrtin

businesses may directly benefit from substanti

tariff liberalisation, with total annual t ductions
on UK imports from Japan estimate! beround
£183 million to £275 million per yfoNg long run.?
Non-tariff trade cost reductionive import
prices even lower, creating furthe™®ect benefits
captured in the macroe; ic analysis above.

The economic impact§oUK-Japan FTA
are expected to ha e wider social and

) in sectors where employment falls
e baseline, is largely in line with the

ithin any of these sectors may be presented

h employment opportunities within expanding
\ sectors. The extent to which the UK-Japan FTA
impacts the environment is dependent on the
negotiated outcome, which will determine changes
in the pattern of trade and economic activity.
Changes in the UK’s production and global trading
patterns could favour UK sectors which are currently
more or less emissions-intensive and could impact
transport emissions. The Government is committed
to ensuring that a UK-dapan FTA will not threaten the
UK’s ability to meet its existing environmental

23 Competitiveness here is based on Revealed Comparative advantage (RCA) or,
export specialisation. See table 1 in the report for further detail.

24 Estimated duty savings are based on the difference between the MFN tariff
level and the remaining tariff levels under the EU-Japan EPA in 2033.

25 The proportion of male workers in sectors where employment falls relative to
the baseline is above the general population of the workforce.



1. Background

A Free Trade Agreement (FTA) is an international agreement which seeks to increase trade and
investment between its signatories by removing or reducing tariffs, non-tariff measures and regulatc.
restrictions to services prohibiting trade and investment between partner countries.

Trade and investment barriers make it more difficult and costlier to trade or invest overs=as. _ -

removing or reducing them, FTAs can make it easier for businesses to export, importanu ves FTAs
can also benefit consumers by providing a more diverse and affordable range of imp «.. 1. .uucts.

The Government is committed to a transparent, inclusive and evidence-based - opr. ach to
trade policy. A call for input on a renegotiated FTA between the UK and Jap~- ‘wa. held between
September and November 2019.

The aim of the Scoping Assessment is to provide parliament and the f ublic wiwn a preliminary
assessment of the broad scale of the potential long run impacts of ~ ve, ~ar Jated FTA between

the UK and Japan prior to the launch of negotiations. Both count iec nr ve agreed to use the EU-
Japan EPA as the basis for a future economic partnershir, coi. m, “n-, to make it ‘as ambitious,
high standard and mutually beneficial’ as the EPA, enh. *ced in « *eas of mutual interest.?” While
the UK-Japan agreement will be based on the EPA, some | -ovir .ons will likely differ, and the exact
content of a future FTA is therefore not yet known, Ince the .. ovisions of the agreement have been
negotiated, the Government will publish an Impac ¢ ~.~sessment based upon the provisions of the
agreement.

The UK has already signed an exchange of lette 's r 1 mutual recognition of conformity assessment,
which maintains the operational aspects of the “s-Japan mutual recognition agreement (MRA) on
conformity assessment after the UK ¢ o "letes the transition period.?®

This Scoping Assessment includ-. - *he -ationale for an FTA with Japan, a description of the
approach used for assessing it« pote tial impacts, the results from modelling a possible scenario for
a UK-Japan FTA, and sensitivity <. *~ysis.

The Government is curr< ntly Yeveloping its new UK MFN tariff schedule. For the purposes of this
analysis, the MFN rate 5 a. sumed are those that are currently applied by the UK.

The economic impe ~1. the coronavirus is expected to be significant for the next few years. It will
affect both th~ ~up," and demand for goods and services and could drive significant changes

to the pattel 1 ¢.1. ~de between the UK and Japan. However, the analysis of the impact of a trade
agresm~ it wi 1-’apan relates to the long-term. It is too soon to say what the lasting impacts of

the p= “de. "ic will be on international trade and domestic sectors. Our analysis therefore implicitly
ass Imex *hat in the long-term, the UK, Japan and global economies will have recovered from the

. "na te fthe coronavirus. At this point in time it is too early to identify whether or how the estimated
imp. ~ts in this document might be affected by the current situation.

26 Further background on Free Trade Agreements can be found in the Information Note for the call for input on a bilateral free trade agreement between
the UK and Japan (DIT, September 2019). https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/832819/
Information-pack-UK-Japan-FTA-call-for-input.pdf

27 UK-Japan Joint Statement: 10 January 2019. https://www.gov.uk/government/publications/uk-japan-joint-statement-10-january-2019

28 https://www.gov.uk/government/publications/uk-japan-exchange-of-letters-on-mutual-recognition



2. Rationale for
a Free Trade
Agreement
with Japan

This section provides an overview of the current UK-Jaj. “n trade and investment relationship and
sets out the rationale for further trade liberalisation by highi. *ht" g tariff and non-tariff measures
that exist in goods and regulatory restrictionstos “vices traae.

Japan is the world’s 3 largest economy anr "~ UK’s “*" largest non-EU trading partner (and 11"
globally). Total trade between the two cour ries vas worth approximately £29.5 billion in 2018, with
over half of this being goods trade. The UKiis ar in> .ortant investment partner for Japan. The UKiis
the second largest recipient of Japanese outwe uforeign direct investment.

The EU-Japan Economic Partnersh:, Agre “ment (EPA) entered into force on 1%t February 2019.
The UK has the opportunity to si”,... b “teral agreement with Japan that is further tailored to

the UK economy. A UK-Japan F "A hg ; the potential to generate further benefits for the UK.
Strategically, it would build on exi. . .g cooperation in international fora, such as the G20 and World
Trade Organisation, whir .1, ~lude supporting trade liberalisation and the rules-based system.

While there are strong ‘ra.'= and investment links between the UK and Japan, evidence on trade
and investment ba ..« between the two countries suggests that there is scope to enhance this
relationship. Seve a1 ources of evidence on trade barriers, including responses from the Japan
call for input inr . ~ates that there could be benefits from an FTA which addressed such barriers.
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2.1 Policy objectives

Arenegotiated Free Trade Agreement (FTA) with
Japan represents an opportunity to strengthen the
economic relationship between the UK and Japan.

Specific policy objectives for negotiations with
Japan are set out in the Outline Approach for
negotiations. The overarching objectives are to:

¢ Agree an ambitious and comprehensive Free Trade
Agreement with Japan that builds on the EU-Japan
Economic Partnership Agreement (EPA), and
secures additional benefits for UK businesses.

¢ Increase UK GDP by opening up opportunities for
UK businesses, including Small and Medium-sized
Enterprises (SMEs) and investors, and facilitating
greater choice and lower prices for UK producers
and consumers.

¢ The Government has been clear that when
we are negotiating trade agreements,
the National Health Service (NHS) will not be on the
table. The price the NHS pays for drugs will not be
on the table. The services the NHS provides will
not be on the table. The NHS is not, and never wg§
be, for sale to the private sector, whether overs
or domestic.

¢ Throughout the agreement, ensure high standgr:
and protections for British consumers and
workers, and build on our existing i tiona

obligations. This willinclude not ¢ roMysing on
our high environmental protecj al welfare
and food standards.

e Secure an agreement \gmgh works for the whole of

the UK and takes ap

2.2 Overview of Japan’s economy
and trade policy

Economy

Japanis the third largest economy in th,

with a high income per capita. :

Japan is the third largest economy in thgworld d
the eleventh most populated country ifNghe world

with an expected population of 1 jn 2030.3°
Japan has the world’s 25",higkag er capita,
at $38,430°%" (£29,819).22 T ares to the UK’s

GDP per capita of $39,9,
22" highest in the wo,
consumer spends

goods and servigay
Business

Japangge Nsifesses have the potential to
provi er variety of goods and services for
J U <

ers.
@ Hing to the Statistics Bureau of Japan, in
N there were around 5.6 million firms in Japan,

employing nearly 57 million people.®

), which ranks

Most of these firms are in ‘wholesale and retail trade’,
‘accommodations, eating and drinking services’ and
‘construction’.?® The sector with the highest number
of people employed (12 million) is ‘wholesale and
retail trade’. This is followed by ‘manufacturing’ and
‘medical, health care and welfare’ which employed
an estimated 9 million and 7 million respectively.®

The manufacturing sector contributed 20.7% to the
Japan economy in 2017. The major industries in this
sector include machinery, chemical, iron and steel,
and fabricated metal products industries.®®

Japan has a favourable environment for businesses,
ranking 39" out of 190 countries in the World Bank
Ease of Doing Business rankings.*®

29 GDP Forecast (Constant Prices, 2018), IMF World Economic Outlook
Database, April 2019.

30 United Nations, Department of Economic and Social Affairs, Population
Division (2019). World Population Prospects 2019, custom data acquired via
website

31 World Bank Development Indicators, current US dollars, 2017. Ranking
excludes Macao and Hong Kong.

32 Converted using Bank of England annual average spot exchange rates for 2017.
33 Excluding Macao and Hong Kong.

34 World Bank Development Indicators.

35 Statistics Bureau of Japan: Statistical Handbook of Japan 2019, excludes
businesses whose operational details are unknown, national government
services, and local government services)

36 Note: Categories are grouped by Japan Standard Industrial Classification
37 Source: Statistics Bureau of Japan 2016 Economic Census for Business
Activity

38 Statistics Bureau of Japan: Statistical Handbook of Japan 2019, excludes
businesses whose operational details are unknown, national government
services, and local government services)

39 World Bank Ease of Doing Business Rankings, 2019.
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2.3 Overview of existing trade and
investment relationship

Japan and the UK already work closely together

to pursue common interests in international fora.

The UK and Japan have a global strategic
partnership, underpinned by mutual interests,
common values and a commitment to upholding
the rules-based international system. The UK and
Japan are close security and trading allies, and have
worked together in international fora such as the UN,
G7, G20 and the World Trade Organisation.

Despite both the UK and Japan being advanced
economies, there are differences in economic
structure. Table 1 shows the areas of revealed
comparative advantage (RCA), or relative export
specialisation, for the UK and Japan. Each country
is relatively specialised in exports within sectors
where the RCA index is greater than zero (shaded
green). This can be considered as a proxy for the
specialisations of the UK and Japan economies.
The differences in specialisations pointto a
degree economic complementarity between two
economies overall.

Table 1 - Relative export specialisations by sector®

UK RCA JPN RCA
Agri-foods Agriculture -0.67 -1.0

Beverages and 0.28

tobacco products

Semi-processed -0.41

foods

Processed foods -0.23

Industry Chemical, rubber, 112

plastic products

Electronic

equipment

Energy -5.76
0.85
5.30
8.16
-0.21

Other transport 0.20

equipment

Paper and printing -0.01 -0.31

products

Textiles, apparel, -0.94 -1.28

and leather

Services Business services 3.74 -1.03

Communications 0.33 -0.20

Construction -0.06 0.37

Financial services 2.49 -0.30

Insurance 0.55 -0.15

Other services 0.46 -0.75

(transport, water,

dwellings)

Personal services 0.29 -0.26

Public services 0.18 -0.30

Wholesale and 0.10 0.28

retail trade

Source: GTAP9 and DIT Calculations (2020).

40 23 Sectors are an aggregation of the 57 GTAP Sectors. The normalized revealed
comparative advantage uses a different sectoral aggregation from the Impact
Assessment of the EU-Japan EPA on the UK. Normalised Revealed Comparative
Advantage formula retrieved from: Yu R., Cai J., and Leung P. 2009. The Normalized
Revealed Comparative Advantage Index, The Annals of Regional Science, 43(1):
267-282.
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Japan is an important trade and investment
partner for the UK.

Japan is currently the UK’s 4" largest non-EU export
market (and 11™ globally), accounting for just over
2% of the UK’s total exports in 2018.4

Total UK trade (exports plus imports) with Japan
was £29.5 billion in 2018.#2 The UK is one of Japan’s
biggest trade and investment partners, representing
Japan’s 13" largest export market, accounting for
approximately 2% of Japan’s total exports in 2018.4

In 2018 the UK was the second largest recipient of
Japanese outward investment (accounting for 10%
of Japan’s outward FDI stock).* In addition, the UK
was the fifth largest investor in Japan (accounting for
8% of its inward FDI stock). Meanwhile, Japan is the
6" largest investor in the UK.#5

Of all UK exports to Japan in 2018, 49% were goods.
Bilateral trade data in Chart 1 illustrates the goods
sectors in which the UK exports the most to Japan
and in which Japan exports the most to the UK on
average between 2016 and 2018. The three goods
sectors in which the UK exported the most to Japan
in this three-year period were turbojets, machine
and engines; vehicles; and pharmaceutical
products. The three goods sectors in whic K
imported the most from Japan are nuclearSeacprs
boilers; vehicles; and pearls and precious met

base metals.

Chart 1: Sector shares of UK gooRexp®rts
and imports to/from Japan a tion of
total goods exports and imp from Japan
(annual average shares 2016-1

Vehicles
Pharmaceutical products

Optical parts and accessories

Natural or cultured pe:

Beverages, SN

Books, newspapers

Works of art

\“Way or tramway locomotives

s of apparel and clothing accessories |y

)

% 5% 10% 15% 20% 25% 30%
= UK imports  m UK exports

Source: HMRC trade statistics by commodity code. Sectors classified according

to Harmonised System Sections. Data uses an average from 2016 to 2018.

41 ONS (2018), UK total trade: all countries, non-seasonally adjusted.

42 ONS (2019), UK total trade: all countries, non-seasonally adjusted.

43 Japanese Ministry of Finance, Trade Statistics of Japan, Values by Country.
44 JETRO, Japanese External Trade Organization, FDI stock (Based on
International Investment Position, net)

45 ONS, Foreign direct investment (FDI) totals for inward and outward flows,
positions and earnings: 2018

In 2018, just over half of UK exports to Japan were
in services.*® Chart 2 below shows that the most
important services for bilateral trade between
Japan and the UK are financial services and ‘ot
business services’. ‘Other business services’
captures professional services, including
accounting and legal services. The pattern®f t
UK’s services exports to Japan is broadly mirr
by the pattern of Japan’s services ex stoth
apart from ‘intellectual property’, counts
for around a third of Japanese ex "&NYd a much
lower share of UK export - roperty’
ible, non-

Ky

produced, non-financia
(such as trademarks,

K services exports
pan as a proportion
rts and imports to/from
erage shares 2016-18)

of total serys
Japan (anual

Financial

Other Business Services
Transportation By
—
Travel

Intellectual property  E——

lecommunications, computer and information services gy
Personal, Cultural and Recreational gy
Insurance and Pension gy

Government §
The UK exported £7.3 billion services to and

Manufacturing | imported £5.3 billion services from Japan in 2018.

Maintenance and Repair |
Construction

0% 20% 40% 60%

=UK Imports  w UK Exports
Source: ONS (2019), UK trade in services: service type by partner country,
non-seasonally adjusted.

Supply chains are an important feature of UK-
Japan trade and could provide extra gains from
liberalisation.

Supply chains —where imported goods and services
are used in the production of goods and services
which are either consumed domestically or re-
exported —are an increasingly important feature of
international trade. Reductions in UK-Japan trade
barriers (tariff, non-tariff measures and regulatory
restrictions to services) can facilitate and reduce

the cost of trade in these intermediate goods, with
the gains passed on to other businesses and final
consumers.

According to UN Comtrade data, 59% of all
Japanese goods imported into the UK and 44% of
all UK goods exported to Japan were in intermediate
goods (Table 2).

46 ONS (2019), UK total trade: all countries, non-seasonally adjusted
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Table 2: Value of UK-Japan trade in goods
according to end-use, 2016-2018 average*

Intermediate Capital goods Consumer 2018
goods goods
UKimports from | £5.2 billion (59%) | £1.5billion (17%) | £2.0 billion (23%)
Japan Scotland
£459m (1.4%)
UK exports to £2.2 billion (44%) | £0.7 billion (14%) | £2.1 billion (41%)
Japan

Supply chains can be measured using “trade in
value-added” data which measures the proportion
of UK exports containing goods or services that
were initially imported from Japan, and vice versa.
The UK sectors with the highest amount of Japanese
value-added in exports are motor vehicles, “other
transport equipment”, electrical equipment, and
computer, electronic and optical products (less than
1% of the value of these UK exports originates from
Japan).*®

North West
£413m (1.5%)

West Midlands
£437m (1.3%)

Wales
£250m (1.5%)

Japanese sectors with the highest amount of

UK value-added in exports are “other transport
equipment”, chemicals and pharmaceutical
products, rubber and plastic products, and financial
and insurance activities (less than 1% of the value of

these Japanese exports originates from the UK). o

Japanis an important export destination for
regions of the UK.

to Japan.
In 2018, the regions with the highest propo®ion pf
their goods exports destined for Japan were th

Northern Ireland
£60m (0.7%)

RC Regional Trade Statistics. DIT analysis (2020).

35

Chart 3: UK regional goods exports to Japan as
a share of regional goods exports to the world,

UK Regional exports to Japa

% of regional exports to the

st
69M (2.0%)

Yorkshire and The Humber
£176m (1.0%)

East Midlands
£581m (2.6%)

East of England
£802m (2.8%)

London
£531m (1.4%)

South East
£1,431m (3.0%)

3 below highlights the importance of Japan for
eath UK nation by top goods sectors. This highlights
the diversity between exports in different UK nations

Table 3: Top three UK goods exports to Japan by
nation (annual average 2016-18)

South East, the South West and the f England,
with around 3% of each region’s exiRkts e world plation Gocdeexperiod palieS Srniliion
going to Japan_ Chart3 d|3p|ay entage of England Road vehicles (including air cushion | £994.4
. . vehicles)
each region’s goods exports th destined for
49 Power generating machinery and £747.9
Japan' equipment
Medicinal & pharmaceutical £642.0
products
Northern Ireland Medicinal and pharmaceutical £20.3
products
Professional, scientific and £12.7
controlling instruments and
appliances
Machinery specialized for particular | £6.1
industries
Scotland Power generating machinery & £97.5
equipment
Beverages £93.0
\ Chemical materials & products £27.8
Wales Power generating machinery& £81.2
equipment
Non-ferrous metals £21.9
Professional, scientific and £17.0

controlling instruments and
appliances

Source: HMRC Regional Trade Statistics

47 United Nations, Classification by Broad Economic Categories Rev.5, 2018
(passenger motor vehicles have been included within the consumer goods
category).

48 OECD Trade in Value Added. The TiVA database only provides data up to 2015,
with preliminary projections to 2016 for select indicators.

49 HMRC Regional trade statistics, 2018. Data on services not available.
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Trade with Japan is also important for a wide
range of UK businesses, including small and
medium enterprises (SMEs).

SMEs (firms employing less than 250 employees) are
important to the UK economy. In 2018 these made
up over 99% of the total number of private sector
businesses, representing 60% of employment and
52% of private sector turnover.®® UK SMEs play

an integral role in engaging with the international
economy. SMEs are increasingly international
traders in their own right. For example, in 2018,

97% of businesses exporting goods were SMEs,
representing 28% of the UK’s total exports.> SMEs
also form a key part of the supply chain for larger UK
and global firms, by producing intermediate goods
used to manufacture other goods.

A wide range of UK firms already export to and
import from Japan, across many industries. Table 4
below sets out the UK industries which trade goods
with Japan, identifying the industries which are
particularly reliant on goods trade with Japan. Over
a quarter of importing and exporting aerospace
firms traded with Japan. 21% of pharmaceuticals
firms that exported in 2018 sent goods to Japan.

large proportion of UK businesses exporting to a\

importing from Japan are in the services seg

Table 4: Number of UK VAT registered
businesses trading with Japan, 2018
UK Sector

M.am. vof % of
sines. s Exporting
E. ~orting Businesses

Number of % of
Businesses Importing
Importing Businesses
from Japan which *ou Dan which
Importfi ' m Exportto
NETED NETED

Agriculture and

food

Mining, petroleum 107 6%

products and

waste

Chemicals 8% 273 18%
16% 49 21%
13% 795 20%
7% 466 14%
8% 200 15%

Aerospace and 52 28% 57 31%

related machinery

Other 475 3% 992 8%

manufacturing

Services 4426 2% 5,539 5%

Unknown 355 2% 326 4%

Total 6,695 3% 9,497 6%

Source: HMRC, UK Trade in Goods by Business Characteristic 2018

50 BEIS Business Population Estimates (BPE, 2018)
51 HMRC, UK Trade in Goods by Business Characteristics 2018; estimates based
on HMTC OTS and ONS IDBR data.

2.4 Further scope to maximise trade
and investment potential (UK-Japan
barriers)
While there are strong trade and invest
links between the UK and Japan, evidefice
trade and investment barriers between the

to fugie

countries suggests that thereis sco
enhance this relationship.

DIT has consulted widely on stak svpriorities
for arenegotiated FTA witQ J ) vidence

gathered from these exerc des:

r

¢ Responses from DIT’
e DIT’s Public Attitu

| forinput

all for input for members of the public,
sses, trade experts and any other interested
isations to submit their views on a renegotiated
Free Trade Agreement (FTA) with Japan.®?

Chapter 3 outlines the response to that Call for Input.

Public attitudes to trade tracker

In September 2018, DIT commissioned a nationally
representative survey of the UK public to examine
public attitudes towards trade and to understand the
public’s priorities as they relate to trade policy, and
how these may change over time.® This found that
66% of the UK public support the UK establishing an
FTA with Japan (the remaining 31% said they “don’t
know” or “neither oppose or support”, and 3% said
they “opposed” or “strongly opposed” FTAS).

Evidence on barriers in UK-Japan trade in goods

The average tariff on UK-Japan goods trade is
relatively low but varies by type of good. WTO
data suggests that Sanitary and Phytosanitary
measures (SPS) and Technical Barriers to
Trade (TBT) are the most prevalent non-tariff
measures on goods trade.

52 Call for input on a bilateral free trade agreement between the UK and Japan
(DIT, September 2019). https://www.gov.uk/government/consultations/trade-
with-japan

53 DIT, Public attitudes to trade tracker: wave 1,2019
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Tariffs

The Government is currently developing its new UK
MFN tariff schedule. The simple average applied
tariff on Japanese goods imported into the UK

(EV) is 7%, based on MFN currently applied by the
UK. For UK goods exported to Japan, the simple
average applied tariff is 8%. However, on a trade-
weighted basis (which accounts for the specific
value of bilateral UK-Japan trade in different
sectors), the average tariff is 3% for Japanese goods
imported into the UK and 1% for UK goods exported
to Japan.®

Chart 4 illustrates the tariff barriers UK firms would
currently face under an MFN scenario compared to
the average tariff barriers faced by the trade partners
with which Japan already has a trade agreement in
force.®® The UK faces higher tariffs in the Japanese
market trading under MFN terms compared to
several other countries. A UK-Japan FTA would seek
to increase the competitiveness of UK businesses
by reducing barriers in key sectors.

Chart 4: Japanese simple average MFN tariffs on
UK exports, compared to simple average tariffs
faced by Japan’s FTA partners, 2017

Agriculture

Processed foods

Other processed foods

—
Beverages and tobacco products .

Energy M

Texties and loather E——
Manufactures -
Paper and printing products
Chemical, rubber, plastic products EESG— O

Manufacture of motor vehicles

Manufacture of other transport equipment

Manufacture of electronic equipment
Manufacture of machinery and equipment n.e.c ¥

Manufacturing n.e.c S—

0% 2
wJapan MFN =

Source: World Integrated Trad

Non-tariff

Non-tarif;
trade that are not tariffs. This
P CNyoms controls and differences in
@ M ulatory regime. Evidence from the WTO’s
M4 Trade Intelligence Portal (I-TIP) suggests
at®ost NTMs faced in Japan fall under the
egories of Technical Barriers to Trade (TBT) and
anitary and Phytosanitary measures (SPS).*¢ TBT
barriers refer to mandatory technical regulations
and voluntary standards that define specific
characteristics that a product should have, such as
its size or shape. SPS is a category which covers any
standards a country applies to ensure food safety,
animal health or plant health standards (see Chart 5).

54 Simple average tariffs represent the mean unweighted average across all HS
chapters. A trade weighted tariff accounts for patterns of trade. International Trade
Centre MacMaps tariff data and HMRC trade data, 2018.

55 Note that this analysis does not take into account of any trade agreements
signed after 2017, such as CPTPP.

56 Comparisons of the |-TIP data across countries may not be accurate due

to reporting methods (e.g. not all measures in partner countries are notified by
reporting countries)

Chart 5: Non-tariff measures (NTMs) in the UK
and Japan, by frequency®

Technical Barriers to Trade

Sanitary and Phytosanitary

Export Subsidies

Anti dumping

1000 1250 1500

Trade in servi
Data from

ing digital services trade.

ver half of UK exports to Japan were in
es. The UK's total services trade with Japan
@Prts plus exports —was worth £12.6 billion in
B. Of this, £7.3 billion were services exported to
Japan and £5.3 billion were services imported from
Japan.s®

The OECD’s Services Trade Restrictiveness Index
(STRI) provides a measurement of regulatory
restrictions to trade in services across 22 sectors,
with 0 representing a sector which is completely
open to foreign service suppliers and 1 representing
a sector which is completely closed. The services
sectors with the highest levels of restrictiveness

in Japan are legal, air transport, courier, and
broadcasting services. By type of restriction, the
restrictions in Japan are highest in foreign entry
(e.g. equity restrictions on business ownership) and
transparency of regulation (e.g. visa processing
time).

Chart 6: UK and Japan Services Trade
Restrictiveness Index (STRI)

1 = completely closed
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Source: OECD Services Trade Restrictiveness Index (STRI), 2018.

57 There is a possibility that some NTM types (TBT and SPS) may be double
counted. Due to the fact that a single measure may have to be notified to various
WTO committees [e.g. a measure on chemicals might be notified to both TBT and
SPS committees], any aggregate of the different types of notified NTMs is likely to
be marginally overestimated.

58 ONS (2018), UK total trade: all countries, non-seasonally adjusted.
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Evidence on barriers in UK-Japanese trade in
digitally enabled services

The OECD’s Digital Services Trade Restrictiveness
Index (Digital STRI) builds on the STRI by identifying
cross-cutting barriers that affect all types of services
traded digitally across five broad categories. The
index shows that Japan is relatively more open to
foreign trade in digitally traded services than other
OECD countries on average (see Chart 7). The
majority of Japan’s digital trade restrictiveness

falls under the categories of ‘infrastructure and
connectivity’ (that is, restrictions related to
communication infrastructures essential to engaging
in digital trade, e.g. cross-border data flows) and
electronic transactions (that is, the sale or purchase
of goods or services, whether between businesses,
households, individuals, governments, and other
public or private organisations, conducted over
computer-mediated networks. The goods and
services are ordered over those networks, but the
payment and the ultimate delivery of the good or
service may be conducted on or off-line).

Chart 7: UK and Japan Digital STRI, by type of
restriction

1= completely closed
0= completely open

Digital Trade Restrictiveness Index (OECD)
002 004 006 008 010 012 014 016

ainfrastructure and connectivity u Eloctroni
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Source: OECD Digital Services Trade Restrictiveness, (DWal STRI), 2018.
Evidence on barriers in UK—Jap@estmemt
The OECD’s FDI Regula estrictiveness Index
assesses the restricti SS country’s FDI

i

rules across the fo es of restrictions. The
index shows thgt J relatively more restrictive

to FDI comp United Kingdom. Both
parties sco r regulatory restrictiveness
scoig ceffipa OECD countries on average.
The ROy of Japan’s FDI barriers fall under the

@ quity restrictions’ —that is, restrictions
aPportion of a business that can be owned
ividuals who are not Japanese citizens.

Dy
\¢ \ art 8: UK and Japanese investment
\ estrictiveness, by type of restriction
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Source: OECD FDI Regulatory Restrictiveness Index, 2018.
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Overall, the evidence on existing UK-Japan trade
barriers suggests that that there is scope to further
enhance the trading relationship, to maximise the
trade and investment potential of the two countries.

2.5 Previous Japan trade agreements

Since the early 2000s Japan'’s policy of trade
liberalisation has predominantly focussed on
bilateral agreements. Japan is currently party to 18

trade agreements covering 47 countries.* Thes
trade agreements have substantially reduced

the tariffs faced by countries which have algfa
secured trade deals with Japan.
Japan is a founding member of the Compgshensivi§ind

e
Progressive Agreement for Trans-PacificCgrtnership
(CPTPP), abroad and deep plurilate g igpeleNgreement

countries represented 13%4
more than 16% if the UK w

pursued a policy
I[tilateral trade

verage applied tariffs have
1t02.5% in 2017.5

of unilateral, bilater
liberalisation.
fallen from 4.Q9

Chart 98Jlap#®hese applied tariff rate, all
pr ghted average (%) 1991 to 2017

IS

4

n

0
1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017

Source: World Bank staff estimates using the World Integrated Trade Solution
database (WITS).

Japan has relatively low tariffs across all goods
products. However, recent FTAs signed with CPTPP
members and the European Union have reduced
Japan’s tariffs further. On services, Japan has
consistently committed to barriers below most
favoured nation (MFN) bound rates as part of its
previous free trade agreements.

Japan has included investment as part of FTAs
signed with Australia and Switzerland. This means
that UK firms looking to invest in the Japanese
market may be required to meet more stringent
conditions than investors from countries which have
FTAs with Japan.

59 Japanese Government, Ministry of Foreign Affairs (MOFA), Free Trade
Agreement (FTA) and Economic Partnership Agreement (EPA). The figure includes
the EU 28 member states, following the implementation of the EU-Japan EPA.

60 IMF World Economic Outlook Database, October 2019.

61 World Bank Development Indicators.



3. Approach to
assessing the
potential impact
of a Free Trade:
Agreement with
Japan

The approach used to assess th”. . Dacts « “a UK-Japan Free Trade Agreement is discussed
below.

Tariff data and estimates of non-tarit ~ .ieasures and regulatory restrictions to services from
econometric modelling arr u. ~d as inputs into the Computable General Equilibrium (CGE)
model. This is a stylised n. “del  * the world economy capturing links between countries and
sectors within those “.ou. *rie . The text of a bilateral agreement between Japan and the UK has
not yet been negotia 2d, s ya scenario has been created to illustrate the possible impacts of an
agreement. This scenas.v assumes substantial tariff liberalisation and deep reductions in the level
of actionable 101. tariff measures (NTMs) affecting goods and regulatory restrictions to services
affecting s \n ~es tiade between the UK and Japan, compared to not having a trade agreement.
This sc¢ ~ar. 1 is used to model a range of long-term impacts on the economy. The economic
mod “'lin,* av .cribed above has been conducted on behalf of the Department for International
Tr ..~ by L ZPR (Professor Joseph Francois).

Ot er analytical approaches are used to assess the impacts on UK nations and regions,
orotected groups and the environment.
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3.1 Tools of analgsis b) Computable General Equilibrium modelling:
The primary tool of macroeconomic analysis
The tools used to estimate the impacts in used in this report is a Computable General
this Scoping Assessment include externally Equilibrium (CGE) trade model. The model is g
commissioned econometric modelling, stylised representation of the global economyRg
Computable General Equilibrium (CGE) modelling trade linkages that capture long-term ec i

and techniques to explore potential impacts on responses to changes in trade policy. It
UK nations and regions, businesses, protected used to assess macroeconomic variables, s
groups and the environment. as output, wages, and trade both atgffie sectofal

International evidence suggests that FTAs reduce and economy-wide level. This has

the costs of trade and investment, through been cqnducted onbehalfoft rinent for
eliminating tariffs, reducing non-tariff measures Interna’.ﬂog? | Trade by rJoseph
(NTMs) or reducing regulatory restrictions to Francois).” As aresult, t tfacﬁg:’g%for

services. In doing so, FTAs can have a wide range
of macroeconomic, social and environmental
impacts while also having important distributional
consequences across economic sectors, groups,
and individuals. This report employs a suite of
economic tools to assess these impacts:

ent with the United States.
rther detail on the model

a) Econometric modelling, NTM and tariff
analysis: As NTMs and regulatory restrictions
to services are not directly observable, gravity
modelling techniques are used to estimate the
existing level of NTMs and regulatory restrictio
to services for a given country. For tariffs, the
GTAP10 database was investigated to u tand
the current mix of tariffs across sectors.
These estimates are transformed into scenal

n regions and main groups: Arange
re used to further assess the CGE

groups, and the environment. The approaches are
developed and implemented by the Department
for International Trade. Annexes B, C, D, E, and

F describe the methodologies used for these in

inputs, which feed into the Computahle Gen further detail.
Equilibrium (CGE) model. This mogffiliMghas The results of the overall approach can be
been conducted on behalf of the D&gartent interpreted as an estimation of the long-term
for International Trade by the % bfessor economic impact of the FTA relative to a baseline,
Joseph Francois).*® Annex B (RQuigs further with the long-term generally assumed to mean 15
details on the derivatiogegf modelling inputs. years from the implementation of the agreement.
’§'
62 The Global Trade Analysis Project (GTAP) database is a fully documented,
publicly available, global database which contains complete bilateral trade
information along with transport and protection linkages. This is combined with
data on production, consumption and intermediate use of goods and services to 64 Joseph Francois: Professor of International Economics, University of Bern.
provide arepresentation of the world economy. Managing Director, World Trade Institute, Director, European Trade and Study
63 Joseph Francois: Professor of International Economics, University of Bern. Group. Director FP7 Pronto. Research Fellow, Centre for Economic Policy
Managing Director, World Trade Institute, Director, European Trade and Study Research.
Group. Director FP7 Pronto. Research Fellow, Centre for Economic Policy 65 HMG. ‘EU Exit: Long-term economic analysis’ November 2018 (viewed January

Research. 2019)



UK-Japan Free Trade Agreement: The UK’s Strategic Approach 41

Chart 10: Summary of modelling approach of a UK-Japan FTA

Impacts from A:Qden! are

Econometric modelling to A scenario is modelled and A macroeconomic model
estimate the existing level of compared to the baseline: considers how the economymay | shownon:
NTMs and regulatory restrictions . . adjust to changes to these trade
to services. ¢ Core scenario: a bilateral costs. e GDP
agreement based substantial
Tariff analysis based on GTAP10 tariff liberalisation and deep ©
database. reductions in the level of os
actionable non-tariff measures
(NTMs) affecting goods and ral output for 23 sectors
regulatory restrictions to
services affecting services trade ages
between the UK and Japan .
P Other analytical approaches are
used to assess impacts on:
* Regions
@ e SMEs
¢ Protected groups
® The environment

tmde policy

CGE modelling is a standard method for ad®esdIng the impact of Free Trade Agreements used by trade
economists and international organisations. Th delling allows for an assessment of the economic impacts
across different sectors, nations and gmons ofthe UK, and agents. This approach provides the long-term
impacts resulting from trade liberaliggtionNgapturing the supply chains between sectors as well as the wider
economic interactions between |ds, firms, and Government.

Box 1: CGE models and the economici

The impacts of trade policy are d through trade cost reductions in the form of changes to tariffs, non-
tariff measures and regulgdory restrictions to services (see Box 2 for more information). The model calibrates

to aninitial equilibrium ise®gn the underlying data, simulates the assumed changes to trade costs, and
subsequently adjust ew equilibrium accounting for the wider economic impacts from these changes.
enew equilibrium is not modelled but it is typically assumed that the economy adjusts
omparison of the initial with the new equilibrium provides the long run economic

impact of th icy change.
Thego “closure rules” that allows the economy to be in equilibrium. In this modelling the labour
marka umed to clear and capital stocks adjust to reflect changes in investment levels. Further information

mptions can be found in Annex B.
iCdtion to sectors

e sectoral results presented in the next chapter are estimates derived from CGE modelling, which is typically
nducted at a high level of sectoral aggregation. This implies that the results cannot provide a full account
for impacts on granular sub-sectors and so while a CGE sector may be showing a particular outcome, it is
uncertain as to whether all of its component sectors would experience the same direction of impact.

An alternative modelling approach is Partial Equilibrium (PE) modelling. This allows for more granular levels

of analyses targeted at sub-sectors and more complex tariff or NTM structures — this is often used for
investigating the impacts on specific agricultural commodities and other specific industrial goods. However, it
does not consider the wider economic impacts and the potential knock-on effects that may occur as a result of
changes to trade policy.

Consequently, when comparing the two approaches, PE modelling results are often referred to as the “first
round” impacts while CGE impacts are associated with the longer-term economic impacts capturing the wider
feedback effects across the economy (e.g. reallocation of resources across sectors).
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3.2 Inputs and assumptions

The CGE model in this Scoping Assessment
combines an assumption for the UK’s future
trading relationship with the EU (baseline)
with a scenario representing the ‘depth’ of
arenegotiated UK-Japan FTA, as measured
by reductions in tariffs, non-tariff measures
on goods trade and regulatory restrictions in
services trade.

Baseline

The baseline represents the state of the economy in
the absence of a UK-Japan free trade agreement.
Several assumptions are included in the baseline to
ensure that it is a reasonably accurate representation
of the world economy should the UK sign an FTA
with Japan. As the GTAP10 database is based on
2014 data, the modelling simulates a number of trade
shocks to account for recent trade agreements that
could materially change the pattern of UK trade,
but may not have been fully accounted for in the
underlying data.
N
¢ The entry into force of recent EU Agreements, tl
are assumed to be implemented pri K-Japan
FTA entering into force. These arg; %he EU-
Andean Agreement,®” the EU-ShgaRpr®F TA, the
EU-Vietham FTA and the EU-J .%‘ PA.

¢ Achangeinthetrader ship between the UK
and the European Uiy res®ing from the UK’s

The baseline incorporates:

¢ The entry into force of the CPTPP, without UK
membership, which occurred on Decem
2018.

departure from t his assessment, stylised
assumptions represent a trading
relationshi he UK and EU based on
ahypoth trade agreement, with zero

targfs X0 a ease in non-tariff measure costs
bag oMgistorical FTAs.%®

As that have been recently signed by Japan
* \ suh as the US-Japan FTA which could affect the
sults presented in this assessment.

\ ¢ These assumptions about the long run relationship
are required to establish a baseline for modelling new
trade agreements, but do not represent government
policy. The modelling does not explicitly take
account of any impacts arising from the Protocol

on Ireland/Northern Ireland (to the Withdrawal
Agreement).

®ine of this assessment does not include

66 The EU-Canada Comprehensive Economic and Trade Agreement.

67 Atrade agreement between the EU and Colombia, Ecuador and Peru.

68 The details of the modelled average FTA scenario is described in the
Government’s publication on the long-term economic analysis of EU Exit. This
represents a hypothetical FTA between the UK and EU in the long run. HMG (2018),
“EU Exit: Long-term economic analysis”.
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We have also estimated the impacts against an
alternative baseline where the UK trades with the
EU under WTO MFN rules.®® This is to illustrate the

potential effects of a UK-Japan FTA in this contex
but again does not reflect Government policy. Thi
n

assessed in the “Sensitivity Analysis and Li

section of this document.

Scenario

As full details of the potential FTA@ the UK

and Japan are not yet known, ac cgnario has
been defined to estimate glay®™Ng cts. This
scenario assumes substan @ liberalisation and
deep reductions inthel gFonable non-tariff
measures (NTMs) affi ds and regulatory
restrictions to servi ting services trade

betweenthe U n, compared to not having
atrade agre

This scenaRg is Psed to generate the potential
magng pacts but should not be interpreted
g cgified option for a future agreement. In

N Te literature, the provisions within the free

chgreement are modelled as reducing the costs
gfCiated with trading between the UK and Japan.

The scenario does not reflect or assume the
presence or otherwise of any specific provisions
contained in an eventual UK-Japan agreement. The
scenario is intended to reflect plausible outcomes
relating to the potential depth of an eventual
agreement.

In light of the uncertainties surrounding the scenario,
the results should be interpreted as providing an
indicative order of magnitude for the expected
impacts of a UK-Japan FTA.®

The impacts of alternative baseline assumptions are
outlined in the sensitivity section.

For further details on non-tariff measures, regulatory
restrictions to services and actionability, and their
derivation see Box 2 and Annex B.

69 This is the modelled no deal scenario in the HMG (2018).
70 Modelling assumptions will be updated as negotiations progress and the
content of the agreement becomes known.
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Box 2: Tariffs, NTMs, regulatory restrictions to services and actionability
Tariffs

The external analysis makes assumptions about tariff levels in the baseline of the modelling and when simu %
implementation of the UK-Japan agreement.

Under the scenario, tariffs faced on Japanese exports to the UK, and on UK exports to Japan are reduced
tariff reductions used in the modelling are based on the tariff schedules agreed between the EU ang Japargffthe
Economic Partnership Agreement, however these could differ in a new UK-Japan FTA.

Note that tariffs are not always utilised under preferential agreements.”” A number of costs, i
complying with rules of origin documents and understanding the agreement’s terms g
of preferences. In order to account for these effects, effective tariff liberalisation is red
Econometric estimates for the costs of compliance are added to the change in non My Bures outlined in
the next section. These act to reduce the total gains from tariff liberalisation.”

NTMs and regulatory restrictions to services

Non-tariff measures include all barriers to goods trade that are not tariff;
differences in national regulatory regime and restrictions on the intern
capture barriers to trade flows, not to investment or policy measur

vement of people. These only
domestic productivity.

Services trade is not subject to tariffs. However, services tigge c
restrictions which raise the costs associated with trade jg

e Jubject to a range of regulatory

Levels and actionability

To simulate the potential changes in non-tariff me es and regulatory restrictions to services that could occur
following a UK-Japan FTA, this assessment ist&ycal precedent as its basis. A gravity model is used to
estimate the historic impact of ‘Shallow’, “and Deep’ FTAs™ on barriers to trade.™ A renegotiated UK-
Japan FTA is assumed to reduce actionabl pif measures affecting goods and regulatory restrictions to
services affecting trade further than the historicg#brecedent.

As typically assumed in modelling exgcis®g only a portion of initial NTM levels and regulatory restrictions to

services are assumed to be ‘acti ° in a trade agreement. The definition of ‘actionability’ in this context is
taken to be the difference betw: N-based NTM levels and the intra-EU NTM levels. It is assumed that
intra-EU NTM levels represent th st possible level of barriers from bilateral liberalisation.

There is a degree of unedftal§y surrounding the estimates of non-tariff measures and regulatory restrictions

to services and the sc s chosen. These uncertainties are common to all modelling simulations used to
estimate the impa d&@agreements. The actual change in non-tariff measures and regulatory restrictions to
services that re owa UK-Japan FTA may be different from these assumptions, and the exact terms of the

agreement nown. Therefore, this assessment uses the impact of historical deep trade agreements

Y

as a prox
Inre jonability for individual goods or services may be either higher or lower than the levels assumed
wit delling. The provisions within the FTA are modelled as reducing the costs associated with

| ween the UK and Japan —i.e. reducing the “ad valorem equivalent” of tariff, non-tariff measures and
eggtory restrictions to services which currently exist between the two countries.

ex B sets out the data and methodology used to estimate the initial levels of non-tariff measures affecting
ade in goods and regulatory restrictions affecting trade in services and how these are converted to “ad valorem
equivalents” for the purpose of modelling.

71 Foradiscussion and analysis of “Utilisation of Preferences, see Nilsson and Preillon (2018). DG Trade, Chief Economist Note, “EU Exports, Preferences Utilisation and Duty
Savings by Member State, Sector and Partner Country.”

72 See Annex B for adiscussion.

73 Defined as scores of 1-3, 4-5, and 6-7 on the Design of Deep Trade Agreements Database (DESTA) respectively.

74 More details can be found in Annex B.

75 This assumption is often known as the “actionability” assumption — the proportion of total barriers that could be actioned upon to reduce in a free trade agreement. For
examples and discussion, see Ecorys (2009) or Ciuriak (2018).

76 The primary limitation of this approach is that modern free trade agreements may be evolving faster than the collected data allows economic analysis to assess. This

is particularly important for services trade. There is not yet enough data available to assess the trade enhancing effects of modern services agreements such as CETA.
Subsequently the estimates used in this paper could underestimate the impacts of services provisions in a UK-Japan FTA.

43
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The modelled reductions in tariff and non-tariff trade
costs for each sector are shown in Charts 11, 12 and
13.77 Box 3 sets out some indicative examples of
how various FTA provisions can result in trade cost
reductions between countries.

Chart 11 shows that the reductions in tariff

barriers are larger than the reductions in non-tariff
measures for Japanese exporters. For UK exporters
reductions in non-tariff measures are smaller than
the reductions in tariff barriers for UK exporters.

The chart also shows potential tariff reductions
faced by Japanese exporters are expected to be
higher than for UK exporters, whilst the potential
reductions in NTMs and regulatory restrictions faced
by UK exporters are expected to be higher than for
Japanese exporters.

Chart 11: Average trade cost reductions,
percentage point change™

Barriers faced by UK exporters B

o
| I I I
20

4%

aTarffs  mNTM and regulatory restrictions to services (AVE)

Source: External CGE Modelling

Charts 12 and 13 show that UK angd
exporters would experience th
reductions in agri-food sectors.

anese
rade cost

Chart 12: Average cha trade costs,
barriers faced by U orters, by sector®

Agrifoods ) Sevices
0%

0%
aTarffs  mNTM and regulatory restrictions 1o services (AVE)

ource: External CGE Modelling

77 The estimates of the initial levels of non-tariff measures described in Annex B.
78 Trade costs include tariff and non-tariff measures and regulatory restrictions
to services

79 Note that service sectors do not attract tariffs.

80 See Annex B for further detail of how initial NTM levels are estimated.

81 Trade costs include tariff and non-tariff measures and regulatory restrictions
to services

Chart 13: Average change in trade costs,
barriers faced by Japanese exporters, by sector

Agri-foods

o Industry Senvices
M . . I
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Source: External CGE Modelling

is not an assessment of
greement, as these are not
results should be interpreted
as providi e expected impacts depending
onthe K-Japan FTA.%2 Box 3 below
expl types of FTA provisions that change the
g internationally.

The approach set ogab
specific provisi
yet known.

82 Modelling assumptions will be updated as negotiations progress and the
content of the agreement is known.
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Box 3: FTA provisions which reduce the costs of trading internationally

Charts 11 to 13 describe the scenario relating to the assumed scale of trade cost reductions resulting
from the trade agreement. The actual trade cost reductions will be determined by the provisions within the
eventual agreement. This box describes examples of the types of provisions within an FTA which can reduQ

the costs of trading goods and services.
Reductions in costs associated with trading agricultural and industrial goods %
The tariff reductions in Charts 12 and 13 reflect the reduction or removal of tariffs on goods tradeﬁ

reductions in non-tariff measures reflect generalised assumptions of ambition and do not attemp®Q model
any specific provisions. These could include:

- providing greater certainty to goods traders (for example removing or reducing the g
tariffs countries have committed to in their WTO schedules and the tariffs they apply i

- providing greater ease for goods traders (for example streamlining customs progdu
administrative costs and reducing delays at the border).

- addressing ‘behind-the-border’ barriers to goods trade (for example imp@ teral or international

bducing

cooperation on non-tariff measures).
The CGE modelling does not account for rules of origin compliance @ay affect estimated impacts.

Reductions in costs associated with trading services

Services trade is not subject to tariffs. However, servicq RN De subject to a range of regulatory
restrictions which raise the costs associated with trading &. The trade cost reductions in Charts 12

and 13 reflect the reduction or removal of these r&tory fictions.

From an economic perspective, it is assumed FTAs reduce the costs associated with trading services
by introducing provisions which:

- lower barriers and ensure fair competition (th allowing greater market access for foreign service
suppliers),

- provide greater certainty to servic ppPMyrs by ‘locking-in’ current levels of market access.

- reduce policy uncertainty on g ,@ a®e and flows of data which may positively impact a wider range of
industries.




4. Overall impact of
a UK-Japan trade
agreement

This section presents estimates of the long run impacts of a UK-Japan FTA on welf ire, D\’ trade and
sectoral output in the UK.

A renegotiated trade agreement with Japan could increase UK GDP by 0.0" % .1t1. > modelled scenario
compared to the UK not having a trade deal with Japan, which would be sL ~"ain d over time. This is an
equivalent of £1.5 billion compared to GDP in 2018 level.2% This increar e refiruis changes to the underlying
economy brought about by a reduction in barriers with Japan. The »=a. ~er’ costs for firms and consumers
result in changes to domestic specialisation and the compositiol of .« orts. Productivity gains are driven by
resources moving to where they are more productive, inc' .an._ b\ “wr en sectors and industries, as well as
between firms within sectors. The long-term is generali, assume 1to mean 15 years from implementation of
the agreement.

In the long run, many sectors are estimated to inc . “se output, suggesting productivity gains from further
specialisation taking place within sectors, thr~igh the “eallocation of resources to more productive firms.
There is some resource reallocation betwe n st ctors, with several sectors reducing employment as workers
find employment in other sectors. However, ma 1y r : these sectors still experience increased output due to
productivity gains. In the modelled scenario, w¢ * .ers are expected to experience increases in real wages
overall.

UK goods and services could be~ - Me -alatively more competitive in Japan with exports to Japan
estimated to increase by 21.3% UK ms could expand production to meet increased demand from Japan,
experiencing productivity gains ~~ increasing returns to scale.

Imported goods and ser vice. from Japan facing lower trade costs could drive efficiency gains for UK
businesses. This coui ! o\ ~ur either because firms already rely on or switch to inputs from Japan. UK
consumers may al. . h nehtif cheaper consumer goods become available. Although in the long run prices
may also adjust . " 1ra. to reflect higher demand, imports from Japan are estimated to increase by 79.7%.

Imports fror 1J & “nincrease significantly relative to UK exports to Japan due to the assumed tariff and NTM
redv<ticr s, et 2e Cially in areas where Japan is relatively more competitive such as ‘chemical, rubber and
plastr rc lucts’, ‘Manufactures of materials’, ‘Motor vehicles and parts’,” Other machinery and equipment’
anc Othe “transport equipment. Although imports from Japan increase significantly, total UK imports from

~ "¢ 't es (including Japan) are expected to increase by a more modest 0.6%. For context, in 2018 UK
imp. s from Japan were £15.2 billion (2.3% of UK total imports).

W\ 2lfare gains of around £1.2 billion are driven by better paid jobs and changes to the prices and variety of
goods and services available to households and firms. The modelling estimates an increase in the long run
level of the average real wage in the UK of around 0.09% (£0.8 billion).

Based on the changes to output by sector, a renegotiated UK-Japan trade deal has the potential to increase
long run output across all nations and regions of the UK. Output is estimated to increase the most in London,
the East Midlands and Scotland relative to the baseline.

Finally, the impacts on GDP in Japan and countries outside the agreement are also presented. GDP in Japan
is expected to increase by 0.04%, demonstrating a UK-Japan FTA can bring substantial economic gains to
both parties.

83 Values (in 2018 terms) are used to provide an illustrative pound impact. They do not account for changes in baseline or forecast GDP over 15 years. We do not currently
have agreed forecasts for UK GDP over the next 15 years and the CGE model does not produce forecasted pound values.
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4.1 UK macroeconomic impacts

Results from modelling a UK-Japan FTA show
long-termincreases in the UK’s GDP, trade,
welfare and wages.

In the long run, theory and evidence suggests that
international trade increases output and raises living
standards through four key channels:

e Domestic specialisation allows for each country
to place more resources into what it is best at
producing, leading to higher productivity and real
wages.

e Greater variety of inputs and products for
businesses and consumers, increased
competition and lower prices lead to more efficient
production for businesses, better value for money
and increased consumer choice.

® Access to new markets allows firms to expand their
production leading to efficiency improvements
where there are increasing returns to scale.

e Exposure to competition leads to demand shifting
away from the least competitive firms while the
most productive firms gain new opportunities.

The macroeconomic impacts estimated usj
CGE model are summarised in Table 5.

inherent uncertainty in the results.

be interpreted with caution and }0TRgMY
economic forecasts for the UK & % V.
The impacts indicate th ombination of
increased competitiv s ONK exports in Japan,
increased competitio Japanese firms and
price changes are ed to drive productivity
gainsin the U caninturnleadtoan

g

Change on baseline

0.07%

£1.5 billion
Change in UK exports to Japan 21.32%
Change in UK imports from Japan 79.67%
Change in total UK exports 0.52%
Change in total UK imports 0.58%
Change inreal wages 0.09%

£0.8 billion

Source: External CGE modelling, £ valuesin2018 terms

Real GDP

Gross domestic product (GDP) can be defined as
either:

e the total value of goods and services prod
domestically,

¢ total domestic expenditure, or

e total income from domestic producbﬂ
Equivalent variation and real GDP, different
aspects of the potential impa ade
agreement. The former fo welfare and

the latter looks at the wi ic effectsona
country’s domestic p alue.

Increases to lon the CGE model are
driven by chan elative cost of materials

and factor i aypur and capital) which are
influenced@uc ions in the cost of imports
and e ugh lower tariffs, non-tariff
eas@wd regulatory restrictions to services).
S

es in GDP derive from a more efficient

dgation of resources across the economy.
Br, higher returns to capital can increase

Estment and productivity, which can also
contribute to higher long run GDP.

A UK FTA with Japan is estimated to increase the
UK’s long run annual GDP by 0.07%. In 2018, the
GDP of the UK was around £2.12 trillion.8* This
increase would apply to the UK’s future GDP, rising
in monetary value as the economy grows. Applied
10 2018 GDP levels (£2.12 trillion), it translates into a
£1.5 billion increase.

The long-term is generally assumed to mean 15
years from implementation of the agreement.

The components of GDP covering spending by
consumers and government, investment and trade
are summarised in Table 6.

Table 6: Impact on the components GDP relative
to the baseline, long run percentage change®®

Percentage changes Change relative to the baseline

Consumption expenditure 0.05
Investment 0.05
Government expenditure 0.05
Exports 0.52
Imports 0.58

Source: External CGE Modelling

84 ONS Gross Domestic Product at market prices, Seasonally Adjusted.

85 Note: the % increases in each of the components of GDP will not sum to the
% increase in GDP as these are relative to their respective baselines and are
therefore not estimates of the relative contribution of each component to the
overall % increase in GDP.
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The modelled trade cost reductions are set out

in section 3.2, which show that the estimated
reductions for non-tariff measures and regulatory
restrictions to services are larger than for tariffs for
UK exports to Japan.

The exact magnitude of the increase in GDP from
an FTAis uncertain and will depend upon the
actual trade cost reductions achieved through
negotiations.

Trade

UK exports to Japan are estimated to increase by
21.3% in the modelled scenario. Using UK trade
data for 2018,% this would imply an increase in UK
exports to Japan of £3.0 billion. UK imports from
Japan are estimated to increase by 79.7%. Using UK
import data for 2018, this would imply an increase in
UK imports from Japan of £12.1 billion.

Imports from Japan increase significantly relative to
UK exports to Japan due to the assumed tariff and
NTM reductions, especially in areas where Japan

is relatively more competitive such as ‘chemical,
rubber and plastic products’, ‘Manufactures

of materials’, ‘Motor vehicles and parts’, ‘Other
machinery and equipment’ and ‘Other transport
se

equipment’. Although imports from Japan |

significantly, total UK imports from all cour®i
(including Japan) are expected to increase by a
modest 0.6%. For context, in 2018 UKgagports
Japan were £15.2 billion (2.3% of Ule§otalNgports).

Welfare

The impact of a UK-Japan FTA (Qall welfare in

the UKis driven by bett jobs but also changes
to the prices and vari go®ds and services
available to consu irms. Welfare in the
CGE modelisc using “equivalent variation”
which estim { ange in income that, in
the abse %graement, would have given

t

hougehagls me increase in wellbeing.

Japan is estimated to increase in
e UK by 0.05% in the modelled scenario.
018 data, this implies a long run annual
crease in welfare in the UK of around £1.2 billion.®”

.2 UK Impacts on sector gross value
added (GVA)

Overall output for the UK is expected to increase.
Almost all sectors (as aggregated within the
model) are estimated to increase output,
suggesting productivity gains from further
specialisation within sectors and the real location
of resources to more productive firms.

86 ONS (2018), UK total trade: all countries, non-seasonally adjusted.

87 Note that £ values are provided to illustrate the potential magnitude of the deal
in cash terms in 2018. These do not reflect the actual value of the FTAin long run
(approximately 15 years).

Gross value added (GVA) is a measure of economic
output.88 The sectoral pattern of changes to GVA can
depend on a variety of effects including the scale of

assumed trade cost reductions, the existing se
trade flows, the relative competitiveness of the
C

sector in relation to trade partners, and the,
on other sectors’ products in their own pro®uctgbn.
The results in this Scoping Assessmenigorovid

indication of the potential changes fro&s?umed
reductions in tariffs, non-tariff me d
regulatory restrictions to services\ggfog all sectors.
These results are direct o GE model
(for discussion on sector; using CGE
U pattern of changes
mplementation of an
ily upon the provisions
ill determine the pattern

s across sectors. Therefore
es in sectoral results (and other

to sectoral GVAres
agreement willd
of the agreeme

W 8 ¢
% the modelled scenario, the largest

oWentage increase in GVA is estimated to be in
the textiles and leather sector which is primarily
driven by the assumed 11% tariff reduction on UK
exports to Japan for this sector.t® A small reduction
in GVA relative to the baseline is estimated in the
manufacture of motor vehicles and the manufacture
of machinery and equipment sectors due to tariff
and NTM reductions. It is likely that the fall in GVA
(relative to the baseline) is driven by a reallocation
of resources (capital and labour) away from these
sectors to other sectors of the economy that are
growing more in response to the FTA.

As the details of a potential FTA between the UK and
Japan are not yet known, potential impacts have
been estimated for a broad scenario. These impacts
illustrate a range of potential outcomes. While
broadly based on the existing EPA, the scenario
does not reflect any specific provisions that could
be contained in an eventual UK-Japan agreement.
Additionally, at this stage prior to negotiations
beginning, the analysis does not attempt to capture
the impacts of reducing barriers to foreign direct
investment or changes to regulations governing the
temporary movement of service workers across
borders.

88 GVA s an alternative measure of economic output to GDP. At a sector level, itis
the output of that sector minus the value of intermediates that have been used to
produce the goods and services in that sector. At the national level, GVA is also the
equivalent of the value of GDP plus government subsidies, minus taxes.

89 Source: External CGE Modelling
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Box 4: Impacts on the motor vehicles and chemicals, rubber and plastics sector
Overview of Motor vehicles sector

In 2018, the UK motor vehicle industry contributed £17.0 billion to the economy, 1% of UK GVA.*° UK exports
and imports of motor vehicles, totalled £40.1 billion and £56.0 billion respectively in 2018.%

According to SMMT, in 2018, three out of the top four British car best-sellers worldwide were from Jap
brands, namely Nissan, Honda and Toyota.®> Motor vehicles made up around 19% of UK imports from®aplin
in2018.%

As part of the EU-Japan EPA, the majority of tariffs on Japanese automotive exports (in final and iMgrmediate
goods) to the EU will be eliminated by 2025. Furthermore, the EU-Japan EPA aligns EU and J S
standards in automotive and automotive parts which simplifies processes for EU and Japan orters.

Overview of chemicals, rubber and plastics sector
In 2018, the chemicals, rubber and plastics sector contributed £35.1 billion to the

oNed £1.1 billion to Japan
s from Japan were

The UK imported £0.7 billion of chemicals, rubber and plastics from Japan, an
in 2018.%° Under the EU-Japan EPA, EU tariffs on chemical, rubber and pla
mostly removed at entry into force of the agreement.

Potential impacts on motor vehicles and chemicals, rubber and asti§s sectors

The CGE modelling assumes long-run tariff reductions of aroun rgentage points on vehicles imports to
the UK from Japan and reductions of around 4 percentagg0 emicals, rubber and plastics sector
imports from Japan. For UK exports to Japan, the CGE 1§ assumes long-run tariff reductions of
around 1 percentage point on chemical, rubber and plasti®grogfcts whereas the MFN tariffs on vehicles are
already zero so no further tariff reductions are mogglled.

ariff sure reductions for both Japan and the UK affecting
ntage points respectively. The modelling does not assume
for the chemicals, rubber and plastics sector.

The modelling also assumes reductions of n
the motor vehicles sector of around 6 and 7gber
any non-tariff measure reductions for the UK or fla

In the long run, both bilateral UK expor;
however the increase in imports out

nd imports increase for both sectors as a result of this agreement,
ighQghe increase in exports for both sectors. As Japan is relatively
competitive in these sectors, the jmgg in imports across both sectors could lead to higher competition
for domestic producers, resulti uction of value added in the motor vehicles and chemicals, rubber
and plastics sector of between -O%@#0 -0.5% for motor vehicles and below -0.5% for chemical, rubber and
plastic products.

Itis likely that the mo
vehicles and chem

ontraction in UK output against the baseline (measured by GVA) in the motor
ubber and plastics sector reflects a reallocation of resources from this industry to

Although nof§c d in the modelling, there is a body of literature which points to the relationship between a

irect investment. The evidence suggests there is an ambiguous relationship.%

tarif arq

The MOt ® a2 UK-Japan FTA on the both sectors is uncertain as the specific provisions of the FTA have
cPnegotiated. CGE modelling is a standard methodology used for assessing the impact of trade

ents. More generally, the modelling uses the GTAP 10 dataset which does not take account of

ant recent changes in each country’s production profile or recent changes in trade between the UK

Japan. As a result, the estimated impact of a UK-Japan FTA in both the motor vehicles and chemical,

bber and plastic products sectors is subject to uncertainty.

90 Source: ONS GVA output approach (2018 prices)

91 Source: ONS Trade in Goods, by country by commodities (imports and exports)

92 Source: SMMT, 2019 UK Automotive Trade Report

93 Source: ONS Trade in Goods, by country by commaodities (imports and exports)

94 Source: ONS GVA output approach (2018 prices)

95 Source: ONS Trade in Goods, by country by commaodities (imports and exports)

96 Sources:

Nicoletti et al (2003) http://www.oecd.org/dev/pgd/20354689.pdf

Helpman et al (2003) https://scholar.harvard.edu/files/melitz/files/exportsvsfdi_aer.pdf

Civic Consulting and the Ifo Institute (2017) https:/trade.ec.europa.eu/doclib/html/155673.htm
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Table 7: Changes in UK output (GVA, long run % change)

Agri-food

Sector

Agriculture

Sector GVA Share”

<1%

GVA change

Processed foods

1%

Other processed foods

<1%

=

Beverages and tobacco products

<1%

Industry

Energy

3%

Textiles and leather

<1%

Manufactures

2%

Paper and printing products

1%

Chemical, rubber, plastic products

2%

Manufacture of motor vehicles

1%

Manufacture of other transport equipment

<1%

Manufacture of electronic equipment

Manufacture of machinery and equipment

Manufacturing n.e.c.

Services

Other services (transport, water, dwelli

Construction services

6%

Wholesale and retail e

14%

Communications {grvict

1%

Financial services

6%

<1%

23%

P rvices

4%

+ 0+ |+ |+

Public services

19%

Below -0.5% (—)

N

M510<0.5% (+) | -0.0510<0.05% | H0.0510=0:5% ()

Source: External CGE Modelling

ational evidence suggests that trade agreements and trade liberalisation more generally have the
tential to affect regions within an economy differently.®® This is because trade agreements affect sectors
ferently and the sectoral composition of output and employment vary systematically across regions.

As explained further in Annex C, the preliminary assessment in Chart 14 apportions the UK-wide results to the
nations and regions of the UK based upon the sectoral composition of employment in each area, accounting
for some second-round effects where a sector is particularly important (or not) for a region.*®

Based upon the pattern of estimated sectoral GVA changes in Table 7, the results suggest that an FTA with
Japan could increase GVA in all nations and regions of the UK. Output is estimated to increase the most in
London, the East Midlands and Scotland relative to the baseline. In comparison, output is estimated to increase
the least relative to the baseline in the North East, North West and West Midlands.!®®

97 DIT calculations using ONS GVA output approach (2018 prices).

98 See, for example: ‘Making Trade Work for Al (OECD 2017) and ‘Making Trade an Engine of Growth for All’ (IMF/World Bank/WTO 2017) for an overview of the international
evidence.

99 To take account of these second-round effects, the impacts on each nation and region are impacted by a location quotient (explained in detail in Annex C). The location
quotient-weighted approach amplifies positive and negative regional results, but for most regions the difference is small. To acknowledge the uncertainty around the
apportionment approach, the maps in Chart 14 use the mid-point of the two methods.

100 The modelling does not explicitly take account of any impacts arising from the Protocol on Ireland/Northern Ireland (to the Withdrawal Agreement).
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Chart 14: Changes in Regional Value Added, . .
long run % change 4.5 Impact on developing countries

‘ Developing countries with a higher share of (L:

¥ .
¥ T Seenaro their trade with the UK and Japan, including
. 0.25% to <0.40% countries in the Asia Pacific region, are mor

. 0.15% to <0.25% Ilkely to be impacted.
Il oo o consn A UK-Japan trade agreement could affect outpjt
t.O

0.00% to <0.04% in other countries outside of the agreenggn

-0.05% to <0.00% one hand, increased UK-Japan econdNgc activity

015% to <-0.05% may positively affect other countrig ?, h

s 0 <0150 increases in the size of the UK an®qfiod as export
markets.'® On the other h4 ers and

. -0.50% to <-0.25%

businesses may shift their 08§
other countries, preferriffg
UK and Japan.'%?

Based onthe s
of aUK-Japan

per imports from the

esented above, the impact

s stage, itis not possible to

ic countries that will be impacted.
presents developing countries’
on UK-Japan goods trade.'® The

Source: DIT Modelling (2020)

4.4 Macroeconomic impacts on
Japan

Results from modelling aUK- Japan FTA show a ess of the Asia-Pacific region to Japan and

long-term increase to Japan’s GDP. bng-standing relationship between countries in

As a result of a renegotiated UK-Japan trade ded, the Asia-Pacific region and the UK.

Japan’'s annual ?DP is estimated to incre Table 9: Developing countries’ share of goods
Iopg run by 0.04A) compe}red to not havin | trade with the UK and Japan™*

with the UK. Using Japan’s GDP values for 20 , : :

. . B High dependency The Bahamas, Belize, Cambodia, Cook Islands,
would equate to an increase in Japa DP o™1.5 (Top 20) Grenada, Indonesia, Kiribati, Liberia, Marshall Islands,
HIH i ’ Federated States of Micronesia, Niue, Palau, Papua
billion. Summary reSL.ths fortheim 0 apan's New Guinea, Philippines, Seychelles, South Africa,

economy are set out in the tabl

Tuvalu, Vanuatu, Vietnam

. - Low dependency Afghanistan, Armenia, Benin, Cape Verde, Comoros,
ottom emocratic Republic of Congo, East Timor, Eritrea,
Table 8: Summary of estima e b ikl el
on Japan Guinea, Guinea-Bissau, Kyrgyz Republic, Lesotho,
Mali, Niger, Somalia, South Sudan, Swaziland, Syrian
Impact Arab Republic, Tajikistan, Togo

0.04% Source: UN Comtrade database
79.67%
n&ngein Japan’s 21.32%

ymports from UK

Change in total JPN 0.49%

exports

Change in total JPN 0.49%

imports

Sot L External CGE modelling results
’\\

101 Other positive spill over effects may include increased foreign direct
investment, higher remittances payments, reduction in compliance costs from
harmonising to Japan and UK regulation standards.

102 Other negative spill over effects may include the diversion of economic
activity of firms from other countries to the UK and/or Japan (preference erosion),
increased compliance costs to adjust to changes in regulations and customs
arrangements in the UK and Japan.

103 The direction of the impact depends on a variety of factors, including the
extent to which FTA partners compete in each other’s markets with third countries.
104 114 countries are included in the analysis. Countries are listed in alphabetical
order, High refers to the countries with the greatest share of goods trade with the
UK and Japan, with the highest value recorded for Palau, where 30% of goods
trade in 2015-2017 was with the UK (~0%) and Japan (30%). Low refers to the 20
countries with the smallest share of goods trade with the UK and Japan, with the
lowest value recorded for Tajikistan, where less than 1% of goods trade was with
Japan or the UK. Analysis based on UN Comtrade (2015-2017).



5. Detailed
impacts by
main grours

This section provides an initial assessment of impacts on UK business~ -, ¢ ‘ns' .ners, and workers.

UK businesses may benefit from the opportunity to expand into the Jz ane ;e market by exporting more and
increasing business investment in Japan in response to increase 1rf . ns from investment.

As output in most sectors of the UK is estimated to expe’ .d, the ~o....ve gains from the FTA will be
distributed across the economy. Analysis of the distribuv. “n of Si 1Es across sectors does not provide any
evidence that SMEs would be disproportionately impactea “’.ie FTA.

Compared to not having a trade agreement with . aj. n:

- Total annual tariff reductions on UK impor s fri m Japan were estimated to be between £183 million and
£275 million per year.

- Businesses could face annual tariff s>*‘ings frc.n liberalisation of intermediate goods of between £65 million
and £98 million.

- Cost savings due to tariff libers usa. “n >n final goods are expected to be between £118 million and £177
million., which could be passe. 'to ¢ nsumers.

Workers of all skill types ... <xpected to benefit from a marginal increase in real wages. The modelling
suggests some small e lloca. ‘on of jobs across sectors. This does not account for labour adjustment

as the model assumes *ha. in the long run the overall employment level is unaffected by changes in trade
costs. A preliminary =~ xssment of the labour impacts finds that the representation of protected groups (in
relation to age qe:. ™ v, ethnicity and disability) within sectors where employment is expected to fall relative
to the basel 1e .« 'argely in line with the general population of the workforce. In the modelled scenario,
however ner ‘is 2xpected to be a higher proportion of men than women in these sectors compared to their
repre. ~m. *ion in the working age population.



UK-Japan Free Trade Agreement: The UK’s Strategic Approach

5.1 Impacts on UK businesses

A UK-Japan FTA could positively impact on
business in the UK and Japan, through export
and investment growth, potential tariff savings,
and gains for SMEs.

FTAs can generate a range of opportunities and
challenges for businesses. Existing exporters

and importers can benefit from the new trade
opportunities offered by tariff liberalisation and
reductions in non-tariff measures and regulatory
restrictions, while firms that do not currently export
may be more incentivised to do so.'%

FTAs can also benefit businesses by expanding
access to cheaper and increased varieties of
imported inputs. Greater access to global supply
chains are an important source of competitive
advantage for businesses.

Some businesses may experience greater
competition from imports from Japanese exporters.
The evidence shows that competition from trade
promotes business innovation and growth. Some
businesses may expand, creating more jobs, but
some businesses may be adversely affected due
the increased competition.

Business growth

FTAs can help businesses expand their presen

in a market into which they export. A S
increasing turnover, this can allow bigpes®es to
benefit from economies of scalg er their
operating costs and raise profits his can help
them attract investment

The modelling results,
investment in the
effects donoti
of Japanese §

investing dic

at these investment
changes in the incentives
void tariffs to the UK by

ults also estimate a21.3%
exports to Japan. This demonstrates
ded market access to Japan could create
#Pities for UK exporters.

The®go&llin

t savings due to tariff liberalisation on UK
ports of intermediates and capital goods

By reducing tariffs on imports, FTAs can reduce
costs and expand the choice of imported inputs
for UK businesses. This can help to raise their
competitiveness.

105 Annex D provides more detail on the methodology used to provide a
preliminary assessment of the scale of the potential impacts of a UK-Japan FTA
on UK businesses.

The extent to which UK firms (and consumers)
benefit from reduced tariffs depends on whether
importers or exporters bear the burden of the tariff

generally accepted that importers in a cou
the cost associated with tariffs.'"

when goods are traded across borders. Althou
the academic evidence is inconclusive,°¢ it is

Table 10 presents estimated annual dujgssavin
for UK imports between the MFN regiigand
the EU-Japan EPA tariff scheduleg cific

timeframes: 2021 and 2033./°¢ Th periods
have been selected to refi§ essive duty
saving increase over tim staged tariff

The magnitude al tariff savings for UK
businesses thagfldgin goods with Japan can be
calculated ering the impact on tariffs levied
oninter tegloods entering the UK, shown

IS Is based on the EU’s Common
ff (CET) schedule and the Japan-EU
iff schedule. The Government is currently

inta

—4

WPhoses of this analysis, the MFN rates assumed
are those that are currently applied by the UK.

Table 10: Potential scale of annual tariff
reductions owing to tariff liberalisation on UK
imports of goods from Japan, £ million per year

Lower

Bound
Intermediate | 60.2 86.2 64.9 97.9
goods
Final goods 56.9 78.3 118.5 1775
Total 117.2 164.5 183.3 275.4
savings

DIT internal analysis (2020), annual average 2017-18

Note: the upper bound only accounts for the percentage of trade that entered the
UK from Japan as “MFN Non-Zero” (thereby paying some tariff) between 2017
and 2018). The lower bound only accounts for the percentage of trade which did
not claim some duty relief for inward or outward processing between 2017 and
2018. Due to lack of data, we assume a 100% duty relief for this lower bound
estimate. Tariff reductions are also subject to Rules of Origin. UK consumers and
UK businesses which use components imported from the FTA partner will only
benefit from cheaperimports if the goods being imported meet Rules of Origin
requirements. See Annex D for more details.

In the long run, total annual tariff reductions on UK
imports from Japan are estimated to be around £183
million to £275 million per year.

106 A discussion of the literature can be found in Annex D.

107 In some instances, the exporting business may absorb the cost of the tariff, for
example when there is a considerable domestic supply of a product, foreign firms
may be forced to absorb tariff costs in order to remain competitive in the market or
may not trade at all.

108 We assume the EU-Japan EPA to be the baseline preferential tariff schedule
for this analysis.
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Cost savings due to tariff liberalisation on UK
exports

UK exporters could benefit from the removal

or reduction in tariffs on UK goods exported to
Japan, resulting in increased competitiveness for
UK products in the Japanese market. Increased
competitiveness in the Japanese market is expected
to result in UK firms expanding production and
trade.

Although it is generally accepted that tariffs are paid
by importers, tariff liberalisation in Japan may result
in decreased costs for Japanese consumers and

UK exporters. For example where UK exporters
operate under “Delivered Duty-Paid agreements”,'%®
decreases in tariffs may not change the prices that
are paid by Japanese importers but may directly
reduce costs for UK exporters. Even if goods are not
under Delivered Duty-Paid, lower tariffs will make UK
goods more attractive to Japanese importers.

Table 11 presents estimated duty savings for UK
exports between the MFN regime and the EU-Japan
EPA tariff schedule in two specific timeframes: 2021
and 2033.'°

Based upon the pattern of annual average UK-Japal
trade flows between 2017-18 and tariffs in
UK exports of final goods to Japan could réno
tariff costs of around £18 million annually when
eliminating the majority of MFN tariffsgmge lon
run (2033)."" UK exports to Japan of@gter iate
goods could remove tariff costs Mg £14
millionin 2021 and around £15 nnuaIIy
when eliminating the majority of ™a#in the long run
(2033).12

109 Delivered Duty-Paid agreements are those in which exporters are contracted
to pay for all potential costs, including tariffs and insurance risks, rather than these
being paid by the buyer of a product. For an explanation, please see: https:/
www.incotermsexplained.com/the-incoterms-rules/the-eleven-rules-in-brief/
delivered-duty-paid/

110 We assume the EU-Japan EPA to be the baseline preferential tariff schedule
for this analysis.

111 The magnitude of potential tariff savings for consumers importing final goods
from Japan can be estimated by grouping goods into intermediate or final goods
(converting Harmonised System trade data into Broad Economic Categories).
1121n 2021 annual savings on final goods could be around £14 million.

Small and medium enterprises (SMEs)

Small and Medium Enterprises (SMEs) may be Q
defined as:

¢ Firms employing fewer than 50, and fewer

employees respectively; and

¢ Firms not exceeding either (a) £44 millionin a
turnover or (b) an annual balance-sheg total W38
million.

international traders in their oWWg The data suggest
that 97% of businesses iTgggoods in 2018 were
SMEs, accounting for of {&al UK goods exports.™™
Moreover, SMEs fori rt of the supply chain for
larger UKand gl by producing intermediate
goods used fgfture other goods.

Non-tariff Rgrrie}p to trade addressed in FTAs may
have pact on SMEs than on larger
i egJ This is because SMEs may have more

ncial and human resource capacities

SMEs play an integral role in engagi@the
international economy. Th waly

% rger businesses. They may be less well
foped to overcome the challenges posed by

different regulatory frameworks, have less access

to information to help them navigate through trade
regulations and absorb the financial risks associated
with international trade. This means that FTA
provisions which reduce the fixed costs of exporting
can provide particular benefits for small and medium
enterprises. This can raise the number of smaller
firms which find it profitable to export, helping to
spur innovation and increase productivity.

Using Business Population Estimates turnover data,
annex D shows that the distribution of SMEs varies
across the 23 sectors included in the CGE model.

Overall, sectoral impacts from the CGE model
suggest that most sectors are estimated to expand
(as measured by GVA). This suggests that the

positive gains from the FTA will be distributed across
the economy, so there is no evidence to suggest a
disproportionate impact on SMEs (note that turnover
data is not available for financial services or insurance
sectors). Under the scenario small (including micro)
and medium businesses represent 53% of businesses
across all expanding sectors, in line with the general
business population (see Annex D below).!**

Some businesses may experience greater
competition from imports from Japanese exporters
than others. At this stage we are not able to compare
the impacts on SMEs compared to other businesses
in the UK economy.

113 HMRC, UK Trade in Goods by Business Characteristics 2018; estimates based
on HMTC OTS and ONS IDBR data.
114 This includes “micro”-sized firms which are included in “small” firms in the data.
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5.2 Impacts on UK consumers

Lowering tariff and non-tariff trade measures
through a UK-Japan FTA could benefit
consumers directly through increased
consumer choice, better product quality and
lower prices for imported goods.

Lower consumer prices for a given quality of product
(known as quality-adjusted prices), can result from
reductions in tariffs and regulatory barriers which
reduce the costs associated with the cross-border
trade. Consumers can also benefit indirectly from
the lower costs and greater variety of imported
intermediate goods that are used by firms to
produce final consumption goods and services.

The modelling estimates show that real consumer
expenditure in the UK (a component of GDP)
increases by 0.05%.

Consumer savings owing to tariff liberalisation
on UK imports

Table 12 presents estimated duty savings for UK
imports between the MFN regime and the EU-Japan
EPA tariff schedule in two specific timeframes: 2

and 2033 where the majority of remaining tariffs #&fe
eliminated.

The scenario represents the broad magnitude
potential savings for UK consumers regulting fr

extent
fOWapanese
iff reductions

exporters, could benefit from th¥
is inconclusive.

Based upon the patt anal average UK-

Japan trade flows 017-18 and tariffs in
2018, inthelon ports of final goods from
Japan could riff costs of around £118-
£177 milli y based on substantial tariff
redugti a t the MFN tariffs.""® In addition, in
thel roUK imports from Japan of intermediate

remove tariff costs of around £65-£98
ually, some of which could be passed

go
U
on consumers.
0\\

115 The magnitude of potential tariff savings for consumers importing final goods
from Japan can be estimated by grouping goods into intermediate or final goods
(converting Harmonised System trade data into Broad Economic Categories).

Table 12: Potential scale of annual tariff
reductions owing to tariff liberalisation on UK
imports of goods from Japan, £ million per
year116 117

2021

Upper
Bound

Intermediate | 60.2

goods

Final goods 56.9 78.3 1775
Total 117.2 164.5

savings

Source: DIT internal analysis (2020)

Note: the upper bound only accounts
UK from Japan as “MFN Non-Zero” (i
2018). The lower bound only accg,
cessing between 2017 and 2018.

p!
Due to lack of data, we assum relief for this lower bound estimate.

Tariff reductions are also s

enefit from reductions in the
te goods imported by business
er prices. However, not all of the

ucgons will pass through into consumer
as some businesses may absorb the benefit
e reduced tariff cost on intermediate goods.
ulated in this way, consumer savings when
importing final goods are equivalent to the reduction
in tariff revenues accruing to the UK Exchequer.

116 The figures presented in this analysis assumes full utilisation of the agreement,
considers EPA tariff rates where no Ad Valorem Equivalent (AVE) rates are
available to be zero, does not account for the potential long-term trade growth and
the recentimplementation of the EPA.

117 The duty change shown here is likely to be an overestimate; as businesses
take time to utilise preferences, a significant proportion of trade will continue
paying MFN tariffs. It does not consider suspensions and/or inward processing. A
small number of products in prepared foodstuffs were excluded due to AVEs not
being available. As there are low trade flows in these products, we do not expect it
to significantly affect the resullts.
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5.3 Impacts on UK workers Impacts on wages

Workers of all skill types are expected to benefit The modelling estimates an increase in the long run
from an FTA through a marginal increase in real level of the average real wage in the UK (nominal
wages. The modelling suggests some small wages adjustgq for impact of inflation) of aroun
reallocation of jobs across sectors. 0.09% (£0.8 billion).

Workers can benefit from FTAs through a variety of The real wage changes can be broken dowMi in
channels. type of occupations which vary in their gkill lev

(Table 13). The results show that all skiggypes benefit

¢ Higher incomes and wages. Where FTAs boost from increasing liberalisation.

productivity within firms and sectors, and across
the economy, this is likely to increase employment
opportunities and worker incomes. Where FTAs
lower consumer prices, this is likely to benefit
workers in the form of higher real wages, meaning
that they can purchase more even if wages were

Managers

Technicians

Clerks
constant.
Service workers 0.08%
¢ Changes to the composition of employment. Labourers 0.09%
Trade liberalisation can affect the structure of the 0 .
. Source: External mogilling
economy over time. Workers may move between

jobs and sectors, as changes in the pattern of
trade cause some sectors to expand and others to
decline. The UK has one of the most dynamic and
flexible labour markets in the world, which helps to
facilitate adjustment and reduce transitional co

for workers."® There is estimated to be some variation in the
sectoral employment impacts. The sectors in

which the greatest proportionate decrease in
employment could occur are chemicals, rubber and
plastic products, motor vehicles and other services
(transport, water and dwellings). In the long run
employment could increase the most in the textiles
and leather sector compared to the baseline.

ectoral employment

pction presents indicative estimates of long
goacts on the composition of employment in
ectors."?

The CGE model estimates long-run impacf§ (w
the long-run interpreted as the period of time

taken for the economy to fully adjust toghe FTA
Therefore, the model does not provi \

such as the impact on unemplo
with workers moving jobs withi

within and across geogrgggical nations and regions The modelling assumes no overall changes in
of the economy. the total UK employment, so this represents a
Asiscommonin oc®lling exercises, the CGE movement of labour between sectors.

model assume the supply of labour and

overall rates, ment and unemployment

inthe ecq ixed in the long-run (i.e. they

are

ed unaffected by the FTA). This is
iaMas over the long term the labour market
¥<pected to adjust over this timeframe
would not be expected to influence the
na%ylying drivers of the long-run employment rate.

e results below show estimates of the impacts on
\ wages (5.3.1) and the composition of employment
across sectors over the long-run (5.3.2), but do not
provide estimates of any potential impacts on the
short or long-run employment and unemployment
rates.

119 Employment is according to the ILO definition as specified by the relevant LFS

indicator (ILODEFR). That is, a person is considered employed if they are 16 or

over/16-64 and have been engaged for at least one hour within a 7-day reference

period in any activity to produce goods or services. This also includes employed
118 For example, the UK is rated in the top 10 most efficient labour market in the persons “not at work” i.e. those who did no work in the reference period due to
world in the World Economic Forum’s Global Competitiveness Report 2019. temporary absence or working patterns
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Table 14: Long run changes in employment (long run % change)

Agri-food

Sector

Agriculture

Change in

employment

4L

Processed foods

Other processed foods

Beverages and tobacco products

Industry

Energy

Textiles and leather

Manufactures

Paper and printing products

Chemical, rubber, plastic products

Manufacture of motor vehicles

Manufacture of other transport equipment

Manufacture of electronic equipment

Manufacture of machinery and equipm;

Manufacturing n.e.c.

Services

Other services (transport, wiier, dwellings)

Construction service;

I !
Q&rvices

Personal services

Public services

0.05 to <0.5% (+) -0.05 to <0.05%

SRR  Below -0.5% (—)

.
\ e magnitudes are small in comparison with regular changes in the labour market.

Q
Qb

wever, it is important to note that this does not necessarily represent the movement of individuals and that

These results show the change in the composition of employment across sectors over the long run, but do not
provide estimates of any potential impacts on total employment or unemployment rates. The model assumes
that both the supply of labour and overall rates of employment and unemployment in the economy are fixed in
the long run (i.e. they are assumed to be unaffected by the FTA). This is appropriate, as over the long term, the
labour market would be expected to adjust, and FTAs would not be expected to influence the underlying drivers
of the long-run employment rate.

The transition of employment across sectors has the potential to generate long run gains for workers, for

example leading to higher wages. However, some workers may also incur short-term adjustment costs and
periods of transitional unemployment. The UK has a dynamic and flexible labour market, helping to facilitate
adjustment and reduce the transition costs for workers. It is, however, important to ensure that the potential for

adjustment costs are not concentrated disproportionately among certain groups of the labour market.



58 UK-Japan Free Trade Agreement: The UK’s Strategic Approach

5.4 Preliminary assessment of
implications for protected groups in
the labour market

The representation of protected groups, in
relation to age, gender, ethnicity and disability,
within sectors affected by a UK-Japan FTA are
estimated to be largely in line with the general
population of the workforce.

The pattern of potential long run changes to the
sectors where workers are employed may affect
different groups in the labour market differently.
This is because the characteristics, such as gender,
age, ethnicity and disability status, of workers differ
across sectors (see Table 22).

Annex E provides statistics describing the
characteristics of workers located in sectors where
employment is expected to fall relative to the
baseline as a result of the agreement.

Workers currently located in sectors where

employment is estimated to be lower than would
otherwise have been the case (in the absence of
the agreement) cannot be assumed to be advers
affected by the FTA. For example, in some cases
workers who remain in the sector could be
increases in wages, owing to higher produ
the sector. In addition, some of the adjustment
take place as workers leaving the labogmarke
are not replaced, with new entrants gforeRgely to

periods of transitional u
also benefit from the ¢

economy i
the work

Ins 2Ny the descriptive statistics show no
evi a disproportionate impact of an FTA
n on protected groups in the UK. The only
xc@ption to this are men who are disproportionally
* \3 centrated in sectors where employment is
\ timated to fall relative to the baseline in both
scenarios 1 and 2.

Gender

® 47% of those in employment in the UK are female
and 53% are male.'?°

* 25% of the workforce in sectors where

employment is estimated to fall relative t%Q

baseline are female and 75% are male.

Ethnicity
* 12% of those in employment in @ from an
r

ethnic minority group and 88% hat they are
white.

* 13% of the workforce | here
employment is esti relative to the

baseline are from

and 87% are
Age

*12% g employment in the UK are aged
16- are 25-64 and 4% are over 65.

¥ minority background

ortion of workers in sectors where
oyment is estimated to fall relative to the

E Ecline who are aged 16-24 is around 8%.

he proportion of workers in sectors where
employment is estimated to fall relative to the
baseline who are aged 65+ make up around 4%.

Disability
e Around 12% of those in employment in the UK

report that they have a disability (as defined by the
Equalities Act 2010)."!

® The proportion of workers in sectors where
employment is estimated to fall relative to the
baseline who have a disability is estimated to be
around 12% and those without a disability are
estimated to be around 88%.

120 According to DIT Analysis of the ONS three-year pooled Annual Population
Dataset (2015-2017).

121 Itis possible that non-response to this question in the Annual Population
Survey affects the estimated proportion.



6. The environment

This section presents current environmental policy in the UK and Japan and the potential
implications of a UK-Japan FTA on the environment, including a preliminary assessment of .~
potential implications on UK CO, emissions, trade-related transport emissions, biodiversit ,
natural resources and air pollution.

Changes in the UK’s production and global trading patterns as a result of a UK-Japan © A coulu
favour more or less emissions-intensive sectors and could change levels of transp~-* ar, ‘ssions.
However, the extent of the environmental impacts — positive or negative —is depel dr.it )nthe
negotiated outcome of the agreement, which will determine changes in th= p~__~7, ~¥* ade and
economic activity. The Government is committed to meeting its environme:. il co "mitments, as
the first major economy to set a legally binding commitment to reach ne* .. vo " ¢nhouse gas
emissions, and as set out in the 25 Year Plan to Improve the Environrr .. * Th.. agreement may
provide opportunities to further environmental and climate policy pr. ritiex
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6.1 Background — Japan and UK
environmental policy and performance

Both the UK and Japan are party to a range of
Multinational Environmental Agreements and
have domestic legislation in place to protect the
environment.

FTAs have the potential to impact on the
environment, by changing patterns of production,
the types of goods and services that are traded and
the commitments made by countries in respect of
environmental policies and outcomes.

Sustainable development is a key objective of

the UK government, highlighted across the UK’s
Industrial Strategy,'?? Clean Growth Strategy,'?®
Bioeconomy Strategy,’ and 25 Year Environment
Plan.’?® The Climate Change Act commits the UK
government by law to reducing greenhouse gas
emissions by at least 100% of 1990 levels (net zero)
by 2050, and to set legally-binding ‘carbon-budgets’
to act as stepping stones towards the 2050 target.'?®
The UK has met its first (2008-12) and second (2013-
17) carbon budgets and is on track to outperform

its third (2018-2022).”?” In Japan there are a range

of laws that enshrine efforts to promote protectio

of the environment in Japanese law, includi

Basic Act on Biodiversity.

The UK and Japan are party to a range of Multilaggfal

Environmental Agreements that aim ¢ ove global
environmental conditions across a b raNge of
issues, such as air pollution, cheglIiCX waste,
fisheries, terrestrial ecosystems & hdiversity and

species.'””® The UK and Jagan are arso members of
international agreemenjgirel®qgd to the prevention of
Climate Change, inclu§lirMythe Paris Agreement.'2°

artment for International
ighlighted a number of

rns related to FTAs and the
reliminary assessment of the
ytal Impacts of a future UK-Japan trade
Yas been undertaken.

The findings frogn t
Trade’s call f
priorities a

1 he Industrial Strategy highlights the importance of harnessing cleaner

owth and becoming a world leader in the development, manufacture and use of
low carbon technologies, systems and services.
123 The Clean Growth Strategy sets out the UK’s reaffirmed ambition to promote
the ambitious economic and environmental policies to mitigate climate change
and deliver clean, green growth.
124 https://www.gov.uk/government/publications/bioeconomy-strategy-2018-
t0-2030
125 The 25 Year Environment Strategy sets out government action to help the
natural world regain and retain good health, calling for a new approach to industry
which highlights the importance of sustainable land use and resource efficiency.
126 https://www.theccc.org.uk/tackling-climate-change/the-legal-landscape/
the-climate-change-act/
127 The Committee on Climate Change: https://www.theccc.org.uk/tackling-
climate-change/reducing-carbon-emissions/how-the-uk-is-progressing/
128 Annex 3 of HMG'’s 25 Year Environment Plan sets out a non-exhaustive
selection of international agreements that the UK is party to which seek to improve
the international environment. Available here: https://www.gov.uk/government/
uploads/system/uploads/attachment_data/file/678681/25-env-plan-annex3.pdf
129 Including the Kyoto Protocol (1997) and the Paris Agreement (2016).
130 Call forinput on a bilateral free trade agreement between the UK and Japan
(DIT, [X] 2020). https://www.gov.uk/government/consultations/trade-with-japan

The Environmental Performance Index (EPI), an
internationally comparable index of environmental
variables, is used to outline each country’s

outcomes for a given measure — a score of

environmental performance. The EPI score refle, %
how close countries are to the best environmen

indicating a world-leading performer. As sf®wi
in Chart 15, the UK is better performing than th

OECD average in all measures apart f fores®y
and fishing. Japan performs betterg e OECD
average in 6 of 11 selected meas @

Chart 15: Environment ce Index

Scores for UK and Jap

T P S
& & & &
&S & S

e

&
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mUnited Kingdom  wJapan + OECD average

Source: DIT analysis 2020

6.2 Potential implications of
Free Trade Agreements on the
environment

The Government is committed to meeting its
environmental commitments, as the first major
economy to set a legally binding commitment
to reach net zero greenhouse gas emissions,
and as set out in the 25 Year Plan to Improve the
Environment. The overall environmental impact
of FTAs is difficult to assess, but environmental
impacts could arise due to the resulting
changes in production and trade volumes,
shifting of economic activity across different
sectors and efficiency gains. Free trade fits into
the Government’s wider environmental agenda
and this agreement may provide opportunities
to further the UK’s environmental and climate
policy priorities.

Further economic integration of the UK and Japan
economies through an FTA could be used to

foster greater cooperation on addressing these
environmental issues, both bilaterally and globally.'®2

131 Source: EPI1 2018 https://epi.envirocenter.yale.edu/ EPl is used to illustrate
relative performance, there are other international indices which may measure
additional environmental performance metrics and give different scores.

132 HM Government (2018), A Green Future: Our 25 Year Plan to Improve the
Environment
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Assessing the impact of any future

environmental provisions in FTAs is challenging for
two reasons: (a) the content of the environmental
provisions is not yet agreed, and (b) the currently
available empirical studies have not robustly
concluded whether provisions in FTAs intended

to protect the environment have had a significant
effect.®® This is particularly true when an agreement
is between two high income economies, such as the
UK and Japan, where high existing environmental
standards are expected to already be enforced.

However, the economic changes resulting from
FTAs have the potential to affect some aspects of
the environment including, for example, greenhouse
gas emissions, air pollution, water quality and land
use. Impacts on the environment may occur:

e as a direct result of greater volumes of bilateral and
world trade (e.g. from increased production and
transport emissions).

¢ as economic activity shifts between sectors
with different levels of emissions (a ‘composition
effect’).

e as economic activity shifts between countries
differing levels of environmental protection.’®*

e as increased trade leads to the transfer
and adoption of new, and potentially mor
environmentally friendly, technologies as well
production methods (a ‘technique

Further, an ambitious and compygia
agreement may bring income g
countries, which could be used
to mitigate negative envi
leaving an economic
policies to reallocg

measures are oyts

scope of the FTA.

133 OECD (2018), “Assessing the Effectiveness of Environmental Provisions in
Regional Trade Agreements”. The OECD found a positive relationship between
membership of regional trade agreements and improved environmental quality for
two out of three pollutants treated as a proxy for environmental quality. However,
the extent to which environmental provisions specifically contributed to the
improvement could not be concluded with statistical certainty.

134 The pollution haven hypothesis (PHH) predicts that trade liberalisation will
lead to the relocation of pollution-intensive production to countries with lower
environmental protections, where firms will face lower costs of compliance with
environmental regulations. This could in theory encourage a ‘race to the bottom’
where governments lower environmental protections to give domestic firms a
competitive advantage over foreign competitors. However, with harmonised
environmental regulations FTAs can reward the most efficient and therefore
low-cost producers, with the smallest environmental impacts. The evidence on
the PHH is mixed, although newer more credible studies tend to find some support
for it (see Broner, Bustos and Carbalho, 2012; Millimet and Roy, 2016; Martinez-
Zarzoso, Vidovic and Voicu, 2016).

€O, emissions from UK production

The impact of a UK-Japan FTA on CO, emissions
is uncertain but potential changes can resul
from a shift in economic output between

more and less CO,-intensive sectors. Thy
also be determined by other factors su
efficiency gains, the potential adoption of n
technologies, the design of the finalggree
or future carbon pricing policies.

A simple preliminary and partial a ent

of the potential implicatio pfated

shifts in economic activity ctors for UK
CO, emissions and lan in Annex F.
The results of the pr assessment suggest
that the resultin sectoral output will
marginally mov position of UK output

from secto, elatively less CO,-intensive
towards sagtorsgvhich are, on the whole, more
CO,-i ivem the UK, power and heat generators
gagl R0 VPntensive industrial sectors, must pay

i) on they emit under the EU Emissions
§ System and will continue to do so under any
Eplacement. For these sectors, expansion may
translate into greater costs to business which are not
captured in the modelling.'®®

The assessment does not account for potential
efficiency gains or the potential adoption of new
technologies and production techniques resulting
from the agreement (which would change the

CO, intensity of output within sectors) or due to
policy external technological improvements. It also
does not account for the impacts of any specific
environmental provisions in the agreement. Nor
instances where increases in domestic output
displaces output in third countries (where emissions
could be higher or lower) due to trade diversionary
effects.

135 These sectors do not map exactly on to the modelled sectors but are likely to
account for the majority of emissions from the ‘Energy’, ‘Chemicals, rubber and
plastics’ and ‘Manufactures’ sectors

61
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Transport emissions Therefore, despite knowing that an FTA will result in
. goods being transported across greater distances,

The UK government has committed to net zero we cannot state the extent to which total carbon

emission by 2050 and the International Maritime emissions will be affected. A simple preliminary

Organisation (IMO) has also adopted mandatory assessment of the impact of transport emission

measures to reduce emissions of greenhouse from bilateral goods trade as well as simpl

gases from international shipping, under IMO’s descriptive statistics are outlined in Annex %

pollution prevention treaty (MARPOL). The impact

of a UK-Japan FTA on transport emissions is Air pollution

uncertain but potential changes may result from
the change to the volume of trade, the distance
goods are transported, and the composition

of goods traded. This agreement may provide
opportunities to further the UK’s environmental
and climate policy priorities.

The Government has published it
Strategy which includes new and

of nitrogen oxides
ce 2010 and are at their
began. In addition, more

I rules regulating shipping

International transport is estimated to be responsible have fallen by 33 pe
for 33% of world-wide trade-related emissions,'®® with lowest level sin
shipping freight alone accounting for at least 3% of stringent eny

global greenhouse gas emissions.” The extent to which emissions ffam effect at the start of 2020
trade affects emissions is dependent on three variables, under J4Q) tion prevention treaty (MARPOL).
namely: the type of good being traded, the mode of Theg @ ir quality impact of FTAs is difficult to
transport and the distance travelled by those goods. For

example, different modes of transport vary greatly in their
carbon intensity; one kilogram of cargo flown on a plane

< gPeased trade can result in air pollution
@ dditional production and trade-related
generates approximately 100 times the emissions of

gPort, however, there is also evidence that
bership of Regional Trade Agreements (RTAs)

kilogram of cargo transported by ship (over the same is linked to better air quality. This agreement may

distance).”®® provide opportunities to further the UK’s air quality

A UK-Japan FTA is expected to increase the vajie priorities.

of total UK goods trade (exports plus imports). Air pollution negatively affects human health

As such, we can expect several pote anges to and productivity as well as ecosystem integrity

the level of transport emissions, res and function. Unlike carbon emissions, many of
the impacts of air pollution can be localised and

¢ scaling impacts to transport s from

depend on both the source of the emissions, the

increased trade; scale of the population in the affected areas and
e increased UK-Japan gifateNg] trade displacing the ecosystems affected. However, legislation
trade with partners {gaqye geographically closer such as the Air Pollution Control Act works to
to the UK, which inMrease the distance control and regulate air pollution in Japan. The UK
travelled by tr goods; has experienced declining national air pollutant
. concentrations, supported by the UK Department
*achange gt es of goods traded between the for Environment, Food and Rural Affairs (DEFRA),
Ulgangap d the modes of transport used.

Clean Air Strategy.™® In most places where industrial
and domestic pollutant sources impact on air
quality, effects tend to be steady or improving over
time. Traffic pollution problems buck this trend

and are generally worsening world-wide.'*® Air
pollution from traffic has been reducing in the UK,
but at a slower rate than air pollution from other
sources."" Air pollution is not captured in the CO,
emissions modelling, but increased trade could

Tr s, o missions are aligned with the weight,
value of trade. Shifts between sectors
e £ per kg ratio is low, such as agriculture
energy, to sectors where it is high, such as
0 Iectronlc equipment, could reduce transport
em|SS|ons Shifts between sectors may also
impact transport emissions by changing the overall
proportion of goods that are travelling by sea and

air freight. increase pollution from production and trade-related
transport. As explained above for CO, emissions,
136 For example, see A. Cristea, et al., “Trade and the greenhouse gas emissions the impaCtS would depend the volume of gOOdS and
from international freight transport”, Journal of Environmental Economics and transport modes USed

Management (2012), http://dx.doi.org/10.1016/j.jeem.2012.06.002.

137 T. Smith, et al., “CO2 emissions from international shipping: Possible
reduction targets and their associated pathways,” UMAS (2016), http:/www.
lowcarbonshipping.co.uk/files/ucl_admin/DSA_2016_Co2_emissions_in_

shipping.pdf 139 DEFRA (2019) “Clean Air Strategy”. https://assets.publishing.service.gov.uk/
138 For more information on transport carbon emissions, see BEIS greenhouse government/uploads/system/uploads/attachment_data/file/770715/clean-air-
gas reporting conversion factors (2018). The mode of transport used will strategy-2019.pdf

be influenced by the type of good being exported, in particular whether it is 140 UK AIR: Air Information Resource. https://uk-air.defra.gov.uk/air-pollution/
perishable or part of a supply process that requires rapid delivery of intermediate causes

products, and the proximity of the export destination to an airport, seaport or rail 141 Table 301: https://www.gov.uk/government/statistical-data-sets/energy-and-

network. environment-data-tables-env
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There is evidence that membership of Regional Agricultural land in the UK accounts for 72%'¢ of
Trade Agreements (RTAs) both with and without total land use while making up less than 1% UK
environmental provisions is linked with improvement output.” There is limited evidence of an elastic
in two measures of air quality: concentrations of response of land use to increased agricultural o
sulphur dioxide and nitrogen oxides.'*2 The study in the UK, therefore land use could remain stabl
does not find a definite causal link, but academics and be used more efficiently instead.

have suggested that rising incomes as a result

of free trade increase demand for environmental
protections."? If this is the case, rising incomes from
a UK-Japan FTA could help improve air quality.

The overall impacts on resource use and biodi
globally are difficult to fully assess, as e
additional production could be the res®&of trade

being diverted from less efficient cqp based
Biodiversity, land and water use in countries with lower environme' sgandards. For
example, in some countri gricultural

Modelling shows an increase in trade and
production which may result in increased use of

|land use

exports deforestation for,
i uences both

takes place, with neg

resources, in particular due to expansion of the for biodiversity and c®inge. Until the final
energy and agriculture sectors. negotiated outc nown, it is difficult to
Species population sizes have seen a 60% decline accurately qua diversionary effects.
between 1970 and 2014,"** highlighting the urgency .

of action needed to prevent further decline. Some .6-3 Su ayy of environmental

of the main dangers worldwide include those mp

arising from invasive alien species, climate change, L the Government is committed to

nutrient loading, pollution, and ecosystem changes.
Habitats which are important for ecosystem
services, including water-related ecosystem
services, continue to be lost and degraded.™ Th
UK is committed to tackling these threats a
member of the Convention on Biological Digersgy
and within the 25-Year Environment Plan. Both
parties are committed to Multilateral Environm
Agreements (MEAs) such as the Con "

g that a UK-Japan FTA will not threaten the
bility to meet its environmental commitments
orfts membership of international environmental
agreements. It may provide opportunities to further
environmental policy priorities. Changes in the
UK’s global trading patterns can have an impact on
| transport emissions and shifts in production can

favour more or less emissions-intensive sectors in
the UK. However, these impacts are dependent on

on Biological Diversity and the Unite s ) )

Framework Convention on Cli _ th.e negotla_ted outcomg of the agreement, which
6 will determine changes in the pattern of trade and

The modelled scenario predicts & reasein economic activity.

bilateral trade and incre in UK and Japanese

output and total trad
result in increased ys
raw materials —

ditial production will
f g ources — water, land and
ction of waste products.

imates an increase in the
; @ % sector, and to a lesser extent,
80 s. These are typically land and
e sive production activities, which
@ n biodiversity through climate change,
icToading and ecosystem changes. However,
ased production is already supported by
esults in good farming and industrial practices
ese negative impacts can be mitigated.
Improved standards of production could result
in improvements to biodiversity, habitats and
ecosystems.

142 OECD (2018), “Assessing the Effectiveness of Environmental Provisions in
Regional Trade Agreements”. The OECD found a positive relationship between
membership of regional trade agreements and improved environmental quality for
two out of three pollutants treated as a proxy for environmental quality. However,
the extent to which environmental provisions specifically contributed to the

improvement could not be concluded with statistical certainty. 146 Defra (2019) The Future Farming and Environment Evidence Compendium,
143 Cherniwchan et al. (2016) https://www.nber.org/papers/w22636 see https://assets.publishing.service.gov.uk/government/uploads/system/
144 WWEF, Living Planet Report 2018 uploads/attachment_data/file/802006/evidence_compendium_16may19.pdf
145 Secretariat of the Convention on Biological Diversity (2015) Water and 147 ONS Nominal and real regional gross value added (balanced) by industry

Biodiversity: Summary of the findings of (GBO4) and implications for action as they (2017) - agriculture and hunting industry.
relate to water.
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7. Labour
standards

This section provides an overview of the labour protections in place inthe UKand J . “ne <
outlines the potential impacts of an FTA on labour standards. Althoughiitis not p.. ible . > assess
the exact impact of an agreement on labour issues prior to the conclusion of F, neg. tiations,
Japan maintains high labour standards and, as such, additional imports frc.in« xpe " resulting
from an FTA should be produced in line with such standards. A UK-dapan . "Ais also not
expected to impact on the UK’s legislation elsewhere related to UK lat our issues.
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7.1 Labour issues and Free Trade
Agreements

Both the UK and Japan have strong legislation on
labour standards.

A UK-Japan FTA is expected to increase imports
from Japan, and as such the UK will consume more
goods and services from Japan produced under
Japanese labour standards. The potential impacts
of a UK-Japan FTA on labour standards are set out
below. Table 15 below provides an overview of the
labour protections in place in the UK and Japan.

Table 15: Summary of UK and Japanese labour
standards

Wage and statutory Both the UK and Japan have legislation guaranteeing
leave entitlement anational minimum wage, statutory leave and paid
parental leave. The UK also guarantees sick pay.

International Labour
Organisation (ILO)
conventions

The UK was a founding member of the ILO and has
signed and ratified all 8 fundamental conventions.
Japan has adopted all but 2 of the fundamental
conventions. '

Collective bargaining Both the UK and Japan have legislative acts in place
rights which guarantee the right to collective bargaining.™*

Preventing labour
discrimination

The UK has legislation in place which prevents
discrimination of employment on the basis of
gender, sexual orientation, ethnicity, religion, ra

Act 1995 contains prohibitions on disc
on the grounds of nationality and social
status.>'Furthermore, Japan has specific legi
that prohibits different types of iscrimi

Child labour

Prevention of modern
slavery

has been aleading country in the prevention
rn slavery, in particular with the introduction
the Modern Slavery Actin the UKin 2015. The

bal Slavery Index (GSI) found whilst the UK had
strong Government responses to Modern Slavery’,
Japan had a ‘limited response’.'** However, the GSI
notes that Japan has recently made some positive
developments in this area; for example, by making
reforms to the Technical Intern Training Act.

ential impacts of a UK-Japan FTA

apan maintains high labour standards and, as
such, additional imports from Japan resulting
from an FTA will be produced in line with such
standards. A UK-Japan FTA is also not expected
to impact on the UK’s legislation elsewhere
related to UK labour issues.

148 Excluding C129 - Abolition of Forced Labour Convention, 1969 and C111 —
Discrimination (Employment and Occupation) Convention, 1958.

149 The Trade Union and Labour Relations (Consolidation) Act 1992 for the UK
and for Japan, Article 28 of the constitution of Japan.

150 The Equality Act 2010 for the UK and the Equal Employment Opportunity
Commission.

151 The Labour Standards Law 1995 for Japan. Available at: https:/www.ilo.org/
dyn/natlex/docs/WEBTEXT/27776/64846/

152 Article 27 Paragraph 3 of the Constitution of Japan

153 The Global Slavery Index, 2018

The UK is a world leader in workers’ rights and will
continue to advocate for the highest standards and
conditions for its citizens now that we have left the

European Union. The UK-Japan FTA may inclu
specific labour provisions that promote higher |

of labour standards and ensure global stal
adhered to among signatories.
Labour provisions can be used to ensuge a that

partners do not lower their standards igrder to
gain a competitive advantage inr rade.
These provisions in trade agreem ve become
increasingly common oveRgf ecades’’>
however, there is limited | s to their effect
on outcomes (for exa ®iges).'* Where

impacts have been |
been positive'®

ey have generally

c®ss, narrow the gender wage

ecrease trade flows."™” Cross-

iricq analysis of the impact of labour
@iCult for several reasons:

greements contain different kinds of
ur provisions,

PUntries already improving their labour
tandards may be more likely to agree to sign-up
to ambitious labour provisions (a selection bias
effect),

3. Labour provisions are a recent addition to FTAs
(meaning limited available data), and depend on
effective implementation, which is a lengthy and
iterative process.

As set out above, Japan also maintains high labour
standards and additional imports from Japan
resulting from an FTA should be produced in line
with such standards. Whilst a UK-Japan FTA is
expected to increase average wages in the UK, as
set out in Table 13 above, it would have no direct
impact on statutory minimum wages or leave
entitlement offered within a country. More generally,
the UK-Japan FTA is not expected to impact on the
UK'’s legislation elsewhere related to labour issues.
Prior to the conclusion of negotiations, it is not
possible to assess the exact impact of an agreement
on labour issues.

1541n 1995, 7% of trade agreements in force included labour provisions, rising
t0 29% by 2016. “Handbook on Assessment of Labour Provisions in Trade and
Investment Arrangements”, ILO, 2017.

155 Analysis by the International Labour Organisation (ILO, 2016) noted that
“aggregate cross-country analysis does not indicate any impact of labour
provisions on other labour market outcomes” (e.g. wages or working hours), but
that there was a “possibility that labour provisions may still have an impact at
the country-level.” Available at: https://www.ilo.org/global/publications/books/
WCMS_498944/lang—en/index.htm

156 Doumbia-Henry, C, & Gravel, E. (2006). Free trade agreements and labour
rights: Recent developments. Int’l Lab. Rev., 145, 185. For example, Samaan &
Lopez (2017) examined labour provisions in the 1999 Bilateral Textile Agreement
between Cambodia and the US and found that combining obligations to comply
with core labour standards with the incentive of higher exports led to a statistically
significant reduction in the gender wage gap in the textiles sector.

157 Summary of ILO research (2016), found in “Handbook on Assessment of
Labour Provisions in Trade and Investment Arrangements”, ILO, 2017.
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8. Sensttivity

analysts,
analytical

limitatiovi
and risks

To account for the uncertainty e ssoc. \ted with the modelled scenario, the baseline and the
modelling assumptions, further . "alv sis has been conducted. This section presents modelling
results of an alternative b~~<line for the future trading relationship between the UK and the EU
The limitations of this ar ilysi. are also explained, both the data limitations and the areas not

covered by the model.
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8.1 Alternative baseline This sensitivity analysis suggests that under an Q
alternative WTO baseline, the impact of a UK-Japan

The baseline is based on stylised assumptions FTA could be 0.09% (equivalent to £2.0 billion based

to represent the potential long run future on 2018 GDP values) under the modelled scenag#

trading relationship between the UK and the This is higher than under the core baseline includ Q

EU. However, to reflect uncertainty around the in the assessment as higher barriers to tra

future relationship between the UK and EU, a between the UK and the EU provide higher®otdhti

WTO relationship baseline is also modelled. for gains from trade with Japan. Table 16 belo

The WTO baseline results show higher potential
gains from a trade agreement with Japan.

summarises the differences in results

The central estimates presented in this document
only account for the potential changes in trade costs

. Scenariouw. < Scenario under
resulting from an FTA between Japan and the UK. Core Baseline WTO Baseline
They do not represent an overall economic forecast, Change in GDP'® 0.09%
nor do they consider the uncertainty of modelling Change in UK exports 21.30%

exercises. This modelling has been conducted on toJPN

behalf of the Department for International Trade by
Professor Joseph Francois.'*® As a result, the CGE
model used for this assessment is different from
that used in HMG’s recent analysis of the Economic
Impact of leaving the European Union, and different
from that used in the United States Scoping
Assessment.'®

Change in UK import: 80.89%

from JPN

N everal other limitations not explicitly
accolinted for in the central estimates or
fitivity analysis described above. This

The inputs and assumptions used to construct th : ysis U Ve
inCludes data limitations, the statistical

core scenario are uncertain, as the content of the

final agreement is unknown. The impacts o uncertainty around model parameters,
negotiated agreement may differ from the €ore assumptions and other areas not modelled that
scenario if it is far deeper or more limited in scoffe could have a potentialimpact on the results.

when compared to the headline scenarjo. Data

All modelling outputs are estimated The data used to produce the CGE modelling results

baseline’. The baseline represe gMMgERgonomy is drawn from the GTAP 10 dataset, which draws

in the absence of a UK-Japan a PNt An on data from 2004, 2007, 2011, and 2014. As such,
important 'assump.tlon in this casOwencerns the changes in the pattern of World trade between 2014
future trgdlng relatlon_sh ween the UK and the and today will not be reflected in results produced
EU. Stylised assump arewsed to represent a by the model. Depending on changes in the pattern
future hypothetlce_l o\ ggreement between of trade over this period, this could lead to under-
the UK and EU ¢gin mptions taken from the

or over-estimation of the impact of a UK-Japan

previous pu ) vernment long-term economic FTA. For example, for a given sector an increase in
analysis o the proportion of UK exports being sent to Japan
The NgoNg of MSeline influences the impact of the between 2014 and 2018 could lead to the model
agr tWue to the significant trade diversionary underestimating the impact of an FTA with Japan.

ulting from the UK’s future economic This data is different to what has been used for the

S ip with the EU. other HMG scoping assessments which are based
e . on GTAP 9.
\” assess the sensitivity of the main results to the

\ oice of baseline inputs, the impacts of the core Similarly, any changes in tariff schedules between
scenario is assessed against an alternative baseline 2014 and 2018 will not be reflected in results
where the UK trades with the EU on WTO terms produced by the model. However, analysis using
and MFN rules. This is the “modelled no deal” in the 2017 tariff and trade data from World Integrated
previous published government long-term economic Trade Solution (WITS) showed that there have not
analysis of EU Exit. been significant, permanent, changes in tariffs and

trade shares between Japan and the UK between
2011 and 2017.

158 Joseph Francois: Professor of International Economics, University of Bern.
Managing Director, World Trade Institute, Director, European Trade and Study
Group. Director FP7 Pronto. Research Fellow, Centre for Economic Policy
Research.

159 HM Government. ‘EU Exit: Long-term economic analysis’ November 2018
(viewed January 2019)

160 For example, Egger et al. (2015) ‘Non-tariff measures, integration and the 162 A UK-Japan FTA under the WTO baseline is estimated to increase the UK’s
transatlantic economy’. long run annual GDP by around 0.09% in the core scenario. In 2018, the GDP of
161 HMG (2018), “EU Exit: Long-term economic analysis: Technical Reference the UK was around £2.12 trillion. In 2018 this percentage change in UK GDP would

Paper”. have been equivalent to £2 billion.
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In order to assess economy-wide impacts, the
model provides a sectoral aggregation of 23 sectors
based on the underlying GTAP dataset. While this

is appropriate for looking at broad magnitudes of
impact, it may not fully capture the more granular
interactions that occur at a sub-sector level. This
limitation is common to CGE and macroeconomic
analysis.

Where available, key elasticities have been sourced
from academic literature and the GTAP 10 database.

8.3 Areas not modelled

As detailed in the previous published government
long-term analysis of EU Exit, there are a number of
areas not explicitly modelled:

¢ Any future trade policy initiatives that are
undertaken by Japan or the European Union.
Some of these policies, such as potential further
trade agreements between the US and Japan,
could change the potential impacts of a UK-Japan
FTA. However, there is too much uncertainty in the
potential and future scope of these agreements to
accurately reflect this in the baseline;

¢ Future domestic policy choices; \

e The future effects of global trends such affthelise
of global value chains, the increasing impOrta
of services trade, changing demographics,
technological advancement, and e ic
development;'®?

® The results set out the potentiru economic
impacts of a trade agreement Sggfrio between
the UK and Japan, assy§gg no other changes.
This analysis is not ca®yof the UK economy
over a specific tirge nd does not model any
transitional or gh impacts.

8.4 Risk@
The & e implications for the Government

ass ith negotiating a UK-Japan FTA.
Th de staff time as well as the specific
S@sociated with conducting international

. &ig jations.
\ e gains outlined in the analysis assume that a

negotiated outcome is reached, and an agreement
implemented. There is arisk that if the agreement
were not implemented, these gains would not
materialise, and the Government would still incur
the operational costs associated with pursuing the
negotiations.

163 EU Exit: Long-term economic analysis, HMG (2018).



9. Summary of
analysis anc
next steps

The Scoping Assessment provides a preliminary asse ,s1 21.. .1 the scale of the potential
macroeconomic and distributional impacts of 2! 'K-J. r an TA. These are summarised below

in Table 17.
Table 17: Summary of estimated impacts (a.’ me’ sured relative to the baseline)

Impact Me ‘< Change relative
to the baseline
) lacroeconomic indicators
Growth C > .gein GDP 0.07%
£1.5 billion
N\ Change in exports to Japan 21.32%
Trade Change in imports from Japan 79.67%
Change in total exports 0.52%
Change in total imports 0.58%
Wages \ Change in real wages 0.09%
B £0.8 billion

€ wrcr v ‘*ernal CGE modelling

The ~stimates are based upon a scenario which relates to the scale of trade costs reductions

. <hieved by the agreement. The provisions in the agreement are not yet known and the estimates
are subject to a high degree of uncertainty. If the eventual agreement results in different reductions
in trade costs across sectors to those modelled in this assessment, then the scale and distributional

impacts are likely to differ from those outlined here.
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9.1 Next steps

DIT is committed to a transparent and evidence-
based approach to trade policy. Therefore, following
the conclusion of negotiations and once the text of
the agreement is known, a full impact assessment
will be published prior to implementation. The
fullimpact assessment will update and refine the
preliminary estimates of the scale and distribution of
impacts outlined in this Scoping Assessment.

The fullimpact assessment will include:

¢ Updated modelling of the scale and distribution
of impacts based upon refinements to the
assumptions underpinning the scenario in line with
further detail of the negotiated outcome and in line
with new evidence as it emerges.

e Further analysis of the sectoral, distributional,
social and environmental impacts of the

agreement, and of the impacts on developing
countries.

DIT has established several stakeholder
engagement mechanisms to seek expert insight
on relevant trade policy matters and to help build
the evidence base to support future detailed
impact assessments. These groups will en

the Government to draw on external knowlIf§dg
and experience to enhance the evidence base
underpinning the UK’s trade policy.

Prior to implementation of this agreé
publish a monitoring and evalugj® swork
explaining how the department @ to monitor
and evaluate FTAs. Following impMentation of the
agreement, over the lo m DIT will monitor the

implementation of th @nt and publish an
evaluation of th@ at the appropriate time.



Technical Annexes

10. Annex A:
Description of
Computable General
Equilibriun inodel

The externally commissioned macroeconomic “nalv .is uses a CGE model. The model is based on
the standard GTAP model and GTAP 17 dataset (1...erenced to 2014 as the base year) and has been
extended further to incorporate insigh s. sm modern economic trade theory. The GTAP model and
dataset is one of the most widel u. 2d toow. for international trade analysis. The following section
highlights the key model feature *an assumptions on model structure underpinning the model.

10.1 Model features

There are two well-estabn. hed, . obust methods used in this assessment to estimate the impact of a
UK-Japan FTA:

e Econometric gravity ~~ Jelling — This type of modelling can test the relative importance of the
economic s’ .. “\nd geographic distance between two countries in determining bilateral trade
flows. In*h. "asst 3sment, gravity modelling has been used to estimate the changes in non-tariff
measiires any regulatory restrictions to services.

¢ Ge..~ra equilibrium modelling — This model links all sectors and agents of an economy together
ans “therfore captures any positive or negative spill over effects from a trade agreement. For
e .an yle, if tariffs are reduced for a particular good, its use as a final and intermediate good may
ir..case due to lower prices. This has expansionary effects for other sectors that rely on the good
for their own production and further effects for the incomes of workers, firms, and government.

The CGE model used in this assessment is based upon the most recent version of the Global Trade
Analysis Project (GTAP) database, version 10. It is the same model as that used in the recently
published Journal Article “Melting Ice Caps and the Economic Impact of Opening the Northern Sea
Route,” The Economic Journal, Volume 128.164

164 Bekkers, E., J. Francois, and H. Rojas-Romagosa (2018), “Melting Ice Caps and the Economic Impact of Opening the Northern Sea Route,” The
Economic Journal, Volume 128, Issue 610, 1 May, Appendix available at pages 1095-1127.
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The model is a general equilibrium model with
multiple countries, multiple sectors, intermediate
linkages and multiple factors of production, as
developed in Bekkers et al (2018a,b). Trade is
modelled as in Eaton and Kortum (2002) with the
remaining structure of the model largely following
the GTAP model (Hertel, 2013). The main difference
from GTAP is the incorporation of the Eaton and
Kortum demand structure, where he derives the
gravity equation for his structural estimation of the
trade elasticities and changes in trade costs, as
discussed above, from this same model. The model
set-up and calibration combine features of the older
computable general equilibrium (CGE) models

(cf. Dixon and Jorgenson, 2013), with the micro-
foundations of the more recent quantitative trade
models (see Costinot and Rodriguez-Clare, 2014, for
an overview). This means analytically it models trade
linkages with the improved micro-founded Eaton
and Kortum (2002) structure, while at the same time
he has structurally estimated the trade parameters
and relevant trade cost changes employing a

gravity model derived from the structural general
equilibrium model. In the computational model,
parameters are based on the underlying model dgia
—trade elasticities estimated econometrically fro

the underlying trade data, other (share termgsiged
from the actual model data, and some elasiciti
(specifically substitution in value added) taken f
the literature. Following Egger and Niggi(2015)
Bekkers et al (2018), total trade cost
parameters are fit from actual imgg
(calibration), imposing an exact
costs (the structural general eq
themselves) follow from ravity-based estimates
of trade costs arising fr: s.

It should be noted
Assessment is @{f
HMG Econo;

Assessm
Go nﬁ

ewodel used in this

om that used for other

es, including DIT’s Scoping
d to the United States and

shed analysis related to EU Exit.'s°

165 EU Exit: Long-term economic analysis, November 2018.

Some primary differences (not an exhaustive list)

that may affect the results include: Q
This CGE Model:
¢ is based on slightly newer data, 2014, ratheQ

than 2011;

e assumes perfect competition in all sector
of the economy, and that they are gubject
Constant Returns to Scale;

¢ assumes that capital is mob! SS regions;

es of trade

modelling. See
(2018) for mor

e employs
2035;

of the world economy to

e assurges tppt non-tariff measures and

sumes that 30% of non-tariff measures and

gulatory restrictions to services are instead
rent-generating.

I estrictions to services are
pRtely deadweight barriers known
s tceberg Costs”. Other HMG modelling
re
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10.2 Sectors

Table 18 shows how the sectors provided in the source data are grouped together for the purposes of this
Scoping Assessment analysis.

Table 18: Sector grouping

Sector name Sector description

wht Wheat

gro Maize

V_f Vegetables, fruits and nuts

osd Oil seeds and oleaginous fruit

c b Plants used for sugar manufacturi

Agriculture, forestry, pfb Raw vegetable materials use,
and fishing

aw ani materials used in textile

oFtry and logging

unting and fishing

Livestock meat

Meat of swine

Semi-processed foods, Vegetable oils

Dairy products
pcr Rice semi- or wholly milled
sgr Sugar
ofd Other processed foods
bt Beverages and tobacco products
coa Mining of coal
oil Extraction of crude petroleum and natural gas (part)
gas Extraction of crude petroleum and natural gas (part)
omn Mining and quarrying of metals and ores
p_c Manufacture and processing of fuels
e|y Production, collection and distribution of electricity
gdt Manufacture and distribution of gas, steam and hot water supply
tex Manufacture of textiles and man-made fibres
Textiles, apparel, and leather wap Manufacture of wearing apparel; dressing and dyeing of fur
lea Leather products
Paper and printing products ppp Paper and printing products
Chemical, rubber, plastic crp Manufacture of basic chemicals, rubbers, and plastics
products
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Sector name Sector description

Wood products

nmm Manufacture of other non-metallic mineral products
Manufactures iis Manufacture of basic iron and steel
nfm Manufacture of non-ferrous and basic precious metals
fmp Manufacture of fabricated metal products, except machinery an uipment
Manufacture of motor vehicles | mvh Manufacture of motor vehicles
Manufacture of other transport | otn Manufacture of other transport equipment
equipment
Manufacture of electronic ele Manufacture of electronic equipment
equipment
Manufacture of machinery and | ome Manufacture of machinery and equipmen .C
equipment n.e.c
Manufacturing n.e.c omf Manufacturing n.e.c

Construction cns Construction
Wholesale and retail trade trd Wholesale and retail tf{gs#
wir Collectiol astribution of water

otp Land transpo
Other services wtp WRtransport
(transport, water, dwellings)

atp ir transport

dwe llings
Communications C Post and telecommunications

Financial services Financial services

i

Insurance Insurance

Business services \ obs Business services
Personal services ros Personal, cultural, and recreational services

0sg Public services

Public services




11. Annex B:
Derivation of
modelling inputs

This annex outlines the methodology used to estimate the assumed redi’ _“or.." ir .10n-tariff
measures affecting trade in goods and regulatory restrictions affectin~. * -ade " services. These are
then applied to the modelling as set out in section 3.2 (see box 3).

11.1 Methodology

Tariff reductions are simulated both in the baseline of the r »delll 1g and in the modelled scenario.
In the baseline of the modelling tariff shocks are applie”. . ~tv. ~~.1Japan and the UK. These are
sourced from the tariff schedule of the EU-Japan FPA 16

For this assessment, stylised assumptions & 2+ made 9 represent a trading relationship between
the UK and EU based on a hypothetical free tra 'e agr :ement, with zero tariffs and average NTM
costs, such as standard customs arrar 9ements v. ".n1 the EU. These assumptions about the long
run relationship are required to estabilis A ~ baseline for modelling new trade agreements, but do not
represent government policy.

These assumptions about the loiig-r in rrlationship are required to establish a baseline for modelling
new trade agreements, but do not re » ssent government policy.

166 http://trade.ec.europa.eu/doclib/press/index.cfm?id=1684
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11.2 Non-tariff measures (NTMs) and
regulatory restrictions to services

NTMs and regulatory restrictions to services are
policy measures that can influence trade by changing
what can be traded, and at what price. These can
increase the cost of trade and therefore reduce

the amount that is traded, even though NTMs and
regulatory restrictions to services can serve legitimate
public policy objectives. Some NTMs and regulatory
restrictions to services may also increase trade — for
example, the enforcement of high product standards
may increase consumer demand for some goods.

NTMs and regulatory restrictions to services can
be hard to observe and are often wide-ranging,
resulting in difficulties in estimating the cost they
place on businesses.'®” There is a growing body of
literature estimating how non-tariff measures affect
trade (most commonly expressed in terms of tariff
ad-valorem equivalents).'® There are two main
approaches to estimating the scale of non-tariff
measures and regulatory restrictions to services
affecting trade between partners in the literature:
direct (observing how prices have changed becayse
of barriers or FTAs) and indirect (inferring the imp

of NTMs from distortions in the patterns of trggle).*°

of non-tariff measures that have bee
different types of free trade agree
Medium and Deep). Combined
level of non-tariff measures and re
to services that are faced trading with each

ecific reductions in

More specifical osts of NTMs are modelled

by extensio c ity modelling in ECORYS

(2009),C » and Egger et al (2015), meaning

de reductions. In the case of both
rvices, benchmark values for trade

or cost reductions are based on gravity-

nd®different types of FTAs, as classified by level
mbition. For this purpose, Professor Joseph
rancois’ gravity model data includes a version of the
DESTA database indicators of FTA depth.

167 For example, language barriers, local regulations, safety standards and
border checks are all non-tariff measures that would be expected to resultin
significantly different operational costs. These costs would also likely change
according to the type of firm and in the country where the trade is taking place.
168 This represents the equivalent tariff (as a % of the value of the good) that
would restrict trade by the same effect as the non-tariff measure. For example, if
alabelling requirement were to increase the cost of wine production by 3%, the
impact of the labelling requirement would be estimated as equivalent to a 3% tariff.
169 For further discussion of each approach see Chen & Novy (2012) or Bekkers,
Francois & Rojas-Romogosa (2018)

170 Gravity modelling is an econometric framework for estimating the
determinants of international trade patterns. Itis commonly referred to as the
“workhorse model of international trade”, due to its ability to consistently explain
patterns of international trade. For a discussion of the history and uses of gravity
modelling, see Head & Mayer (2013).



12. Annex C: Methodology
and results for preliminar;,
assessment of impacts on
production in the regi.ris
and nations of the UN

12.1 Methodology

The modelling apportions the UK-wide GVA shocks from t. e CC T modelling to the NUTS-1 regions
of the UK nations and regions.!”" Firstly, we take the se~... - . *".cks from the CGE modelling, set out
in Table 8, and apply these to the GVA of the relevant. e-..o1 in each region. The full impact in each
region is derived by summing the impact on ¢ .ch st ~tu. “. a nation or region to give the percentage
change from the baseline level of GVA for eac ~ natior or region, as set out below:

where r stands for NUTS 1 regic 1 an 1 s stands for sector.

There is a risk that this approach unc .restimates the overall impact in each region because it does
not account for second-rc unu =ffects from a shock resulting from the concentration of, and UK
regional specialisation in, . *ffere.it industries. To take this into account and to provide a sensitivity
check, the model we ghts *he shock using location quotients (see box 1 for an explanation of how
the location quotient. are ,alculated). For each sector, the shock for each region is derived by
multiplying the Incation quotient for that sector and region by the estimated impact for each sector in
eachregion ' he . ~ctoral changes are constrained to ensure the overall change in a sector matches
the sectorc ' ¢, ange from the CGE results. For this method:

whe: e r stands for NUTS 1 region and s stands for sector.

The location quotient-weighted approach amplifies positive and negative UK regional results, but
for most nations and regions the difference is small. In the modelled scenario the methods agree on
which nations and regions are estimated to increase or decrease their output relative to the baseline.
To acknowledge the uncertainty around the apportionment approach, the maps in Chart 14 use the
mid-point of the two methods.

Box 5: Location Quotients

Location Quotients (LQs) are used to reflect how concentrated or specialised a sector is within a
given nation or region. The LQ is calculated by dividing a sector’s employment share in a region by
the employment share in the UK. A value of 1 indicates that that an industry’s share of employee
jobs in the region is the same as its share of employee jobs nationally. A value greater than 1 means
that the industry makes up a larger share of employee jobs in the region than at the national level (i.e.
the nation or region is particularly specialised in a sector). For example, Northern Ireland has an LQ
of 4.63 for semi-processed foods, meaning the share of jobs in the semi-processed foods sector

in Northern Ireland is over four times the share of jobs in the sector in the UK as a whole. Table 19
presents employment-based Location Quotients for UK by nation and region.

171 NUTS-1 regions of the UK are used. These include Northern Ireland, Scotland, Wales and nine English regions. Further information on the NUTS-1
classification can be found at ‘The establishment of a common classification of territorial units for statistics (NUTS)’, Eurostat 2018.
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Table 19: Specialisation of sectors across the 12 NUTS 1 regions of the UK

Sectors (27) NE NW  Y&H EM WM East London SE SW Wales Scotland Ire:‘:n d
Agriculture 061 065 115 112 114 133 003 093 140 2.07 2.03 2.32
§ Semi-processed foods 056 1.06 209 198 147 1.14 0.16 017 1.57 1.59 0.90 4.63
w
E’ Processed foods 1.01 143 174 234 090 0.64 0.45 0.50 1.07
Be"era%fz di”c‘:S‘Obacco 032 078 123 060 115 154 037
Petroleum and coal 227 145 236 003 113 015 003
products
Mining and extraction 085 024 073 116 0.09 0.29 0.38
Texg’;:;};:g:;:r" 158 149 132 328 091 041 046
Other manufacturing | 0.81 127 135 192 157 095 023
Paper and printing 081 098 122 109 065 129 132
products
Chemical, rubber, plastic | 4 g3 457 137 166 1.22 083 129 0.81 155
5 products
g Metals 170 125 143 113 175 085 203 0.71 0.93
2
| Motorvehicles and parts | 261 133 062 070 9 075 129 0.29 0.93
Otgg[ﬂt;::r‘]’f” 050 149 0.18 071 Ng90 012 076 286 189 085 1.79
Electronic equipment | 0.76  0.65 034 1.15 127 026 190 142 146 117 157
Other machinery and | 4 g1 g4 1237 163 138 026 096 123 0.80 0.88 1.21
equipment
Manufacturing n.e.c 1.00 9 156 1.06 0.98 0.30 1.00 1.25 2.25 0.65 1.01
Electricity and gas 1.01 89 170 121 052 042 118 087 130 1.78 0.67
Other services (water, 108 108 100 124 109 097 113 079 063 0.83 0.61
dwellings)
Constructi 087 105 109 08 120 078 107 114 1.16 117 0.90
Wholesal 101 099 108 105 103 086 102 113 1.05 0.96 1.08
ces 104 112 097 104 098 099 126 099 067 063 0.87 0.96
8 munications 153 102 074 042 075 107 104 146 078 069 117 0.70
Inancial services 0.61 085 087 046 065 0.65 2.23 0.71 1.01 0.50 0.91 0.71
. Insurance 041 078 036 012 090 084 124 163 093 1.80 1.25 0.45
\ Business services 076 093 085 086 084 107 148 110 079 063 0.79 0.63
Personal services 089 081 086 084 090 098 139 099 085 085 1.13 077
Public services 122 105 108 095 102 092 082 09 107 123 1.14 1.22

Source: Business Register and Employment Survey, 2016 (ONS, NISRA) and DIT calculations.
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12.2 Results

Based on this approach, Chart 14 presents the Q
estimated changes in UK national and regional

Gross Value Added under the FTA scenario

modelled, compared to the baseline. It shows there

could be a small positive impact across all the

regions of the UK from an FTA with Japan. London,

the East Midlands and Scotland expand the most,
while the North East, North West and West Midlands

expand the least. Q\

12.3 Limitations Q
The analysis requires several simplifying

assumptions and is subject to limitations, for
example, it:

¢ is based on sector results at an aggregate level, @

so will not fully reflect differences in patterns of
production across nations and regions of the UK;

e does not explicitly consider the varying trade @
patterns of individual sectors across each part of

the UK;

¢ uses employment Location Quotients to weightghe

apportionment of the national, sectoral GVA sh
which may not accurately reflect the stru f
regional economies;

¢ assumes the long-term structures of regional
economies are consistent with em
location quotients calculated usin
Register Employment Survey

¢ assumes that the sector GVA s the same for
allregionsi.e., the CG del provides only a UK-
wide sectoral shock;

¢ does not give any ht®Mto how regions adjust to
anew long-te ium position;

e does not ¢kp, take account of any impacts
arigin m rotocol on Ireland/Northern

the Withdrawal Agreement).

Thé w 0 provide a high-level overview of
K regional impacts, using an intuitive
na

@ical approach rather than precise point
’\ imates or forecasts.



13. Annex D: Methodology
and results for preliminary
assessment of potential
impacts on businesses,
including small and
medium-sized enter;x11ses
(SMEs)

Free trade agreements can generate a range of opportun..‘2s ar | challenges for businesses.
Benefits arise from increased trade liberalisation r's firms ga.. - ygreater market access to cheaper,
and more varied, imported inputs. Small and micr » Medium enterprises (SMEs) may benefit from
increased trading opportunities but may als~ . ~<e inci. ased competition from products sold by
businesses from the partner country.

This annex sets out the methodology for provid ~ , an approximation of the potential scale of tariff
savings for UK businesses on the imp-.. . ~ of intermediate and final goods. The impacts on UK
SMEs and one-off costs associated ‘ith t. miliarisation of the agreement are also discussed.
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13.1 Calculating the scale of
improved market access for
businesses and cheaper production
inputs owing to tariff liberalisation

Methodology

UK imports from Japan

The order of magnitude of potential tariff savings
for businesses and consumers importing goods
from Japan are calculated using trade flow data in
2017 and 2018 at the 8-digit product classification
(HS2017) sourced from HMRC.

The HMRC data is aggregated into the UN’s ‘Broad
Economic Categories’ via the conversion table
developed by the UN. The BEC classification of
goods is then assigned to the two basic kinds of
domestic end-use categories as laid out in the
System of National Accounts (SNA), namely —
intermediate or final goods.'?

Before aggregation, the trade data is matched to
corresponding data for applied tariffs in 2018 in the

United Kingdom from the MacMaps database.
The initial scale of tariff liberalisation is calc A

multiplying the 2-year average import valu¢ ovRr
2017 and 2018 with the corresponding EU comigho
external tariffs. In line with the assumptions set
for the modelling above —that the UK apan
eliminates import tariffs in line with t U-Sepan
EPA-this presents a simplified gEBlINgIRpf the total
potential tariff liberalisation fro % preement.

Upper and lower estima e provided. To
calculate the uppere te, Qe multiply the
estimated level of tari tions by the percentage

of trade that entere K from Japan as “MFN
Non-Zero” (t ing some tariff). This includes

countries through the WTO; duty
anted for goods traded under inward

rcentage is estimated from 2017-2018 trade flow
a from the EU Comext Database."*'"

172 See accompanying manual of the 5" revision of BEC https://unstats.un.org/
unsd/trade/classifications/bec.asp. For the purposes of this analysis, goods that
are allocated as “Capital Goods” are treated as “Intermediate”, as they are likely to
be purchased by businesses.

173 EU-Extra Imports by Tariff Regime. Trade that enters the UK under an
“Unknown” import regime is excluded from the analysis.

174 Such as under a Tariff-rate Quota with an in-quota tariff rate that is not zero.

To calculate the lower estimate, we multiply the
figure calculated in the step above by the percentage
of MFN Non-Zero trade that claimed no duty relief

forinward or outward processing (2017 and 201
average from EU Comext)."” Due to lack of data)

assumes 100% duty relief for trade claimin
relief. The final estimated results are aggre®ate@to
single figure.

Itis important to note that reductions i rlff costs
facing importers also reflectan e ductlon
in government tariff revenues on € Jroducts,
which may be offset by in venues from

higher economic activity jg t

UK exports to Japan

The order of ma f potential tariff savings for
businesses ex@ ods to Japan are calculated
using trad a ITC TradeMap for the year’s
2017- 2018@—&9& product classification
(H82 radeMap data is aggregated

&l ‘Broad Economic Categories’ via the

table developed by the UN. The BEC

cation of goods is then assigned to the two

¥ kinds of domestic end-use categories as
laid out in the System of National Accounts (SNA),
namely — intermediate or final consumption goods."””
Before aggregation, the trade data is matched to
corresponding data for applied tariffs in 2018 in
Japan which are downloaded from the MacMaps
database.

The initial scale of tariff liberalisation is calculated
by multiplying the average import values over the
period with the corresponding tariffs.

175 For information about inward processing, see https:/www.gov.uk/guidance/
inward-processing, and for outward processing see https:/www.gov.uk/
guidance/outward-processing-relief-opr. Goods not claiming some form of duty
relief are recorded as “normal” trade in “Stat regime” in the EU database. This
adjustment may slightly understate potential tariff reductions, as it assumes that
processing trade receives 100% tariff relief, which is unlikely to be the case.

176 Specifically imports into Japan from the United Kingdom.

177 See accompanying manual of the 5" revision of BEC https://unstats.un.org/
unsd/trade/classifications/bec.asp

81
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Limitations

Following a similar approach widely applied in

the literature, the calculations aim to provide an
indication of the magnitude of direct savings owing
to tariff liberalisation.””® They are subject to a number
of limitations:

¢ They are based upon current trade patterns and
do not take into account the likely changes in
trade patterns resulting from the price changes.
Therefore, these estimates may understate the
gains to UK businesses and consumers from
reduced tariffs if trade were estimated to increase
after price effects;

¢ The analysis is based on the EU’s Common
External Tariff (CET) and does not take into
account any future changes to the UK’s MFN tariff
levels; and

¢ The proportion of the savings passed through to
consumers is not known, some businesses may
consume final goods or not fully adjust the prices
of their products/services to UK consumers.

13.2 Impact on small and medium
enterprises (SMEs)

Small and Medium Enterprises (SMEs) majgbe
defined as:

¢ Firms employing fewer than 50, an rthan 250

employees respectively; and
@ lion in annual
Qggifect total of £38

onent of the UK

e up over 99% of
sector businesses,
ivate sector employment
ector turnover.” UK SMEs play
engaging with the international
Es are increasingly international
eir own right. For example, in 2018,

e Firms not exceeding either (a)
turnover or (b) an annual balan
million.

SMEs represent a ke
economy: in 2018

cpr®senting 28% of the UK’s total exports.'®
reover, SMEs form a key part of the supply
ain for larger UK and global firms, by producing
intermediate goods used to manufacture other
goods.

178 For example, see, “Consumer benefits from EU trade liberalisation: How much
did we save since the Uruguay Round?” Lucian Cernat, Daphne Gerard, Oscar
Guinea and Lorenzo Isella - Chief Economist Note, DG Trade, Issue 1, February
2018.

179 BEIS Business Population Estimates (BPE, 2018)

180 HMRC Trade in Goods by Business Characteristics (2017)

SMEs typically face larger impacts from trade
barriers than larger firms, since larger firms

are better able to leverage influence or exploit
economies of scale to reduce the associated cost
and risks of internationalisation. This is particularl
the case where trade barriers represent fixed

to businesses, as regulatory and non-tariff me®suges
can be burdensome to comply with.

This section considers the variation of S
sectors of the economy in orderto ¢
estimated pattern of impacts across\gfCt
in Table 4.

across
ith the
set out

Methodology

The CGE model presel
each of the 23 sec
the main results s

indicative impact on
e model, as identified in

The BEIS Bu
show th
marked|

ulation Estimates (BPE)
ntration of SMEs varies

s sectors of the economy.’® The BPE
@#d according to the Standard Industrial

Table 20: SMEs in the Profile of UK Businesses

q/Q

Business No. of % of Total Employment % of Turnover % Turnover
size (# of Businesses Businesses  Contribution = Employee Contribution  Contribution
employees) (number of Contribution (£ million)

employees)
None 4,278,225 75.5% 4,643,000 171% 274,917 7.2%
1t049 1,346,940 23.8% 8,242,000 30.5% 1,123,586 291%
50to0 249 34,835 0.6% 3,399,000 12.6% 595,003 15.3%
>249 7,510 0.2% 10,743,000 39.7% 1,868,106 48.4%
Total 5,667,510 100.0% 27,027,000 100.0% 3,861,612 100.0%

Source: BEIS Business Population Estimates (2018)

181 BEIS Business Population Estimates (BPE) combines a number of data
sources on the business population (UK Business: Activity, Size and Location
(ONS), Business Demography (ONS) and Small and Medium Enterprise Statistics
(BEIS)) to generate holistic estimates for all active businesses, including sole-
traders and unregistered businesses See Economic & Labour Market Review
(Vol. 5, No. 4) (ONS). Please note in the turnover data, there is no data for Financial
Services and Insurance sectors.
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Table 21: SMEs across sectors by Number and Turnover

GTAP sector

Sectoral
distribution of
SMEs

SMEs Turnover

by Sector
(£ million)

Estimated Contribution to Turnover

Micro/Small

Medium

Large

Agriculture 2.78% 38,196.4 81.50% 9.00% 9.50%

Beverages and 0.27% 9,861.8 15.82% 18.12% 66.07%

tobacco products

Processed foods 0.40% 29,585.3 15.82% 18.12% 66.07%

Semi-processed 0.81% 14,792.7 15.82% 18.12% 66.07%

foods

Chemical, rubber, 0.40% 14,792.7 15.82% 18.12% 66.07%

plastic products

Electronic 0.50% 4,930.9 15.82% 18.12%

equipment

Energy 0.13% 28,3251 14.14% 9.13% 6.73%

Manufacture of 0.13% 19,723.6 15.82% 18.12% 66.07%

materials

Motor vehiclesand | 0.94% 4,930.9 15.82% 1 66.07%

parts

Other machinery 0.40% 34,516.2 15.82% 66.07%

and equipment

Other 0.54% 9,861.8 15.8 12% 66.07%

Manufacturing

Other transport 0.27% 14,792.7 15.82% 18.12% 66.07%

equipment

Paper and printing | 1.34% 29,480.9 % 16.61% 58.91%

products

Textiles, leather, 0.40% 14,792.7 5.82% 18.12% 66.07%

and wearing

apparel

Business services | 22.39% 44.65% 16.38% 38.97%

Communications 1.07% 30.37% 15.58% 54.05%

Construction 17.50% 62.10% 13.00% 24.90%

Financial services 1.02% - - -

Insurance 0.51% - - -

Other services 154,104.0 36.53% 13.93% 49.54%

(water, dwellings)

Personal services 79,056.7 2817% 10.66% 61.16%
128,310.3 44.66% 14.70% 40.64%
723,604.3 35.07% 16.31% 48.62%

S are present in all sectors of the economy, but four sectors - Construction, Business Services,
blic Services, and Retail and Wholesale Trades — are estimated to make up over two-thirds of the
al number of UK SMEs (Table 21).

The data on sectors where SMEs are located above are combined with the sectors where output is

expected to increase or decrease relative to the baseline, as set out in Table 7 of the main report.
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Results

Overall, sectoral impacts from the CGE model suggest that most sectors are estimated to expand (as measuredfy
GVA). This suggests that the positive gains from the FTA will be distributed across the economy, including acggss’all
types of UK firms (note that turnover data is not available for financial services or insurance sectors) and wol§
a disproportionate impact on SMEs. Under the modelled scenario, micro, small and medium business
around 53% of total UK business turnover across all expanding sectors relative to the baseline, in line
business population. Micro, small and medium businesses account for 34% of total turnover in sectors w utput is
expected to fall relative to the baseline, less than in the general business population (see Chart 16(W).

Chart 16: Distribution of impacts by firm-size'®2 @

Total turnover by firm size Q

Firm size across
expanding sectors

Firm size across sectors expected
to fall relative to the baseline

D BN

Z/4

18% 16% 15%
Q H Micro-Small B Medium N Large
Source: DIT Analysis. Car@on BEIS BPE 2018 turnover data. Note that data is unavailable for financial services or insurance sectors.
Li %

t&
{ife analysis is to provide an indication of whether the potential implications of long run changes to the

Th
omposition of output are likely to exert a disproportionate impact on SMEs.
. @eliminary analysis is in line with best practice in this area but requires several simplifying assumptions and is

ject to several limitations:

e This approach does not take into account whether SMEs may be more or less affected by changes in trade barriers
than other businesses, for example for reasons set out above.

e Mapping the Standard Industrial Classifications to the sector aggregations used in the GTAP modelling requires
several simplifying assumptions which could result in biases in the estimated distribution of SMEs across GTAP
sectors.

¢ BEIS BPE data captures data on unregistered and sole traders, however it does not allow for disaggregation between
small and micro businesses and there is no available turnover data for Finance or Insurance sectors.

182 Figures may not sum due to rounding.
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13.3 Business administration costs * One-off familiarisation costs

for gOOdS trade There are costs associated with business becoming

Th . . . familiar with the agreement. Whilst there is data
ereare admlnls’Frahon (.:OStS neurr ed by ) on the number of businesses that trade in goods

businesses associated with trading internationally. there is limited data on the number of busines

For e,x?mp'% for goods tra‘?'e therg may be. that trade in services. In addition, one would gpe

administration costs associated with meeting that access to preferences under an agreement

the requirements of border procedures. In the would encourage further businesses to b

UK, businesses exporting outside of the EU must
acquire appropriate licenses and certification and
make customs declarations to HMRC through the
National Export System (NES).

trading with Japan. It is therefore not pos
comprehensively estimate the one- |sat|on
cost to businesses trading in goods s@rvice.

. . ) The one-off familiarisation co! @ affect around
FTAs have the potential to affect the administration 9,511 VAT registered busin Naefxported

procedgres facing bUSIneS.S-eS trading goods to Japan in 2018 VAT registered
internationally. Some provisions, such as those businesses that impor s from Japan in

which streamline customs and border procedures, 2018.183 As mentl _datais not available
can reduce the administration costs. Other aspects

o : on the number of ses that trade in all service
of trade agreements may give rise to increases sectors. How erf htext, of all UK exports to
in bus!ness adm|n|strat|on costs whlgh should Japanin ilion (49%) were goods and
be weighed against the overall benefits of the £7 3 billi were services. In addition, of all UK

agreement.

panin 2018 £9.9 billion (65%) were

Businesses have the option to choose whether to - d 5.3 billion (35%) were services.

trade with a partner under a new FTA or the current
WTO MFN trading terms. Therefore, thereisnon

cost to businesses for those who do not wish to \
trade under a new FTA. Below are two bro as

where choosing to trade under an FTA hasW¥e
potential to increase business administration c

¢ Potential changes to rules of ori
requirements

FTAs provide an opportunity foers to
liberalise tariffs on a preferential ggé#. In order to
ensure that only membe, an FTA can benefit
from these preferenti de @yangements, the
parties to the FTA toRgree a set of rules of
origin to determjne YMNg@ goods imported from
ualify for preferential

er the agreement. However,
inistering and complying with
in can generate costs for businesses.

| businesses can submit rules of origin
RC to process free of charge.

her®are a wide range of product-specific rules
ed to determine whether goods have been

ubstantially produced or transformed within the
FTA countries and thereby qualify as originating
under an FTA. It is therefore not possible to provide a
preliminary assessment of the impact of the FTA on
the costs associated with rules of origin at this stage
as the implied changes to rules of origin are not yet
known.

183 HMRC Regional trade statistics interactive analysis: first quarter 2019-
proportional business count method https://www.gov.uk/government/statistical-
data-sets/regional-trade-statistics-interactive-analysis-first-quarter-2019



14. Annex E: Methodology
and results for preliminary
assessment of potential
impacts of various grours
in the labour market

This annex assesses the implications of the agreement for various groups 1°.1e abour market
including gender, ethnicity, disability and age.'8

The international evidence suggest that trade agreements and tr ... ‘ib. -~".sation have the
potential to affect various sectors of the economy and grouns di. ‘e’ 2n y."®® This is because
consumption patterns and employment patterns can dif r sys ~n..".cally across groups.

14.1 Methodology

The CGE modelling assumes that a renegotiated ) “-Japan trade agreement would not impact
on overall UK employment compared to no* ... ing au “de agreement | with Japan. However, the
model presents indicative impacts on the r. i/mk sr of jobs located within each of the 23 sectors of
the model. For the purposes of estimating pote ti~. impacts on groups in the labour market, we
only include sectors in which employment chan ses by more than +/- 0.05%. The analysis shows
the proportion of the workforce in e2« n se ~tor that come from particular groups. The analysis
does not infer changes in employ™an. ‘or each group nor other work-related impacts such as
whether these groups see a chz 1ge\. pdy or productivity.

Table 22 presents data from the Ai..ual Population Survey showing estimates of the proportions
of those employed in ear n ¢ “the 23 sectors with various characteristics.'

184 These characteristics are a subset of those protected under Equalities Act 2010. Other characteristics are not analysed due to a lack of data
covering their demographics across sectors of the economy.

185 The characteristic that has been studied in the greatest depth is gender. (UNCTAD, 2017) uses a method similar to the one used in this annex and
(OECD, 2018) extends this approach to look at how women are affected as a result of impacts to global value chains.

186 The sectoral data from the Labour Force Survey are based upon the SIC 2007 classification which are mapped to GTAP sectors.
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Table 22: Proportion of employment by sector and protected characteristics'’

GTAP Sector (23 Disaggregation) Women Disabled Ethnic Minorities Age (16-24) Age (65+)

Agriculture, forestry, and fishing 27.4%
Semi-processed foods 28.4%
Other processed foods 38.0%
Beverages and tobacco products 26.0%
Energy 21.2%
Textiles, apparel, and leather 52.0%
Manufactures 16.6%
Paper and printing products 35.8%
Chemical, rubber, plastic products 31.6%
Manufacture of motor vehicles 16.0%
Manufacture of other transport equipment 14.4%
Manufacture of electronic equipment 27.2%
Manufacture of machinery and equipment n.e.c 19.0%
Manufacturing n.e.c 31.9%
Other services (transport, water, dwellings) 26.3%
Construction 12.2%
Wholesale and retail trade 48.5%
Communications 26.6%
Financial services 43.3%
Insurance 46.5%
Business services

Personal services .29
Public services 68.79
Total 46.9%

Source: ONS 3-year Annual Population Survey (Mapped ust!

The estimated employment ch arious sectors are combined with the data from the Labour Force
Survey to consider the charactef € of the workforce within sectors where employment may decline or
expand relative to the b e over the long run. The results focus on whether the protected groups are
proportionally conce ed Mysectors where employment is estimated to fall relative to the baseline to see
whether such grougs ¥e Mre or less likely to work in sectors that reduce the size of their workforce. This does
not imply other wo ed impacts such as changes in wage.

14.2 Desfr

jve statistics

b fall relative to the baseline is 25%, less than the proportion of females in the total workforce. Therefore, female
workers are less concentrated in sectors that are expected to reduce the size of their workforce.
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Chart 17: Gender breakdown for the labour market as a whole and for the contracting sectors

Total Labour Force Labour force in sectors expected Q
to fall relative to the baseline :

53% 75% %
47% 25%

Bl Men
Il Women

Source: DIT internal analysis using Annual Population Survey

Ethnicity

¢ Based upon DIT’s analysis of the Annual Population Survey, around 12%, e IMemployment in the UK
are from an ethnic minority background and around 88% are white.

ere employment is
ackground is broadly 13%,

® The preliminary analysis suggests that the proportion of workers |@D
rit
total workforce.

estimated to fall relative to the baseline which are from an ethni
which is in line with the 12% of ethnic minority workers that m@

Chart 18: Ethnicity breakdown for the labour markg and for the contracting sectors

Total Labour Force Labour ¥ in sectors expected
fall relalive to the baseline

Hl White
Il Ethnic minority
Source: DIT internal analysis using Arfial ulatioh Survey

Age
¢ Based upo an®lysis of the Annual Population Survey, around 12% of those in employment in the UK are
aged be 4, 84% are aged between 25 and 64 and 4% are 65+.

ary analysis suggests that the proportion of 16-24 year old workers who are concentrated in sectors
yment is estimated to fall relative to the baseline is in line with the proportion who make up the total
, standing at 8% compared to 12% in the wider population.

* 'orkers aged 65 and over are estimated to make up 4% of the workforce in sectors where employment is estimated
\ all relative to the baseline, which is in line with the 4% of this age group who make up the total workforce.

Chart 19: Age breakdown for the labour market as a whole and for the contracting sectors

Total Labour Force Labour force in sectors expected
to fall relative to the baseline

4% 88%

8%

W 16-24 W 25-64 65+

Source: DIT internal analysis using Annual Population Survey
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Disability

¢ Based upon DIT’s analysis of the Annual Population Survey, around 12% of those in employment in the UK Q
report that they have a disability (as defined by the Equalities Act 2010). It is possible that non-response to s
question in the Annual Population Survey affects the estimated proportion.

¢ The preliminary analysis suggests that the proportion of workers in sectors where employment is e
to fall relative to the baseline which have a disability is roughly in line with the proportion of the workf®rce
estimated to be 12%.

estimated to fall relative to the baseline
Total Labour Force Labour force in sectors
to fall relative to the baselin

88%

Chart 20: Disability breakdown for the labour market as a whole and for sectors where :?&ment is

12%

Qquality Act Disabled

Il Not Equality Act Disabled

Source: DIT internal analysis using Annual Population Survey
14.3 Limitations

The aim of the analysis is to provide an indi ofghe potential implications of long run changes in
employment in various sectors for various grou his provides a preliminary assessment as to whether the

labour market impacts of the agreem reSult in a disproportionate impact on specific groups.
es

The analysis is in line with internai
and is subject to several limitati

ractice in this area but requires several simplifying assumptions

¢ The data from the Annual Popu Survey only allows descriptive analysis of where groups are employed
in the economy, not inf, ial analysis of how groups or employers will respond to sectoral shocks. The
analysis therefore ¢ t make inference about how groups will be impacted.

¢ The analysis use
increase or
welfare imgfa

vailable data sources to describe the characteristics of workers in sectors which may
eir employment relative to the baseline under an agreement. It does not assess the
fhe trade agreements on various groups.

R th ployment data which is recorded in the Annual Population Survey by Standard Industrial
KiCNoNs to the sector aggregations used in the GTAP modelling requires several simplifying
yons which could result in biases in the estimated distribution of employment across GTAP sectors.

roportions estimated here are based on a snapshot of the demographics. By only using the years

a
° p
* \ vallable in the APS, the analysis does not take into account trends that may be present in the proportions.

There is a potential problem of missing data in the APS. Employees in some groups, such as those with a
disability, may be less likely to respond to the survey meaning that the data collected is not representative of
the true employee demographics.

® The analysis is based on the structure of the UK workforce from 2015-17."% Whereas the CGE modelling
results reflect the global economy in the long run when the composition of the workforce may have changed.

188 The data on the UK total workforce is sourced from the Annual Population survey, using a 3-year average (2015-17).
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15.1 Methodology Q
Emissions intensity by sector
Table 23 uses data from the 2011 GTAP database to show the estimated changes in output for the five highQ

and lowest emission intensity sectors.
Table 23: Emissions intensity by sector
Emissions Qutput change

(GVAincrease)

Highest emission intensive Beverages and tobacco products

sectors

Chemical, Rubber and Plastic Products

Energy

Manufactures of materials

LOWGSt emission intensive Other services (transport, water, dwellings)
sectors

Communications

Financial Services

Insurance

+ |+ |+ |+

Personal Services

Public Services \
Changes in sectoral output

P 005t <0.5% ~0.05't0 <0.05%

Source: DIT analysis, GTAP 9 Database. O

Key:

-0.05t0 <-0.5% (-) Below -0.5% (—)
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Bilateral transport emissions

Table 24 presents £ per kg ratios and modal shares of goods trade between the UK and Japan, by weight of Q
trade, for the GTAP sectors used in the CGE modelling above. It shows that over 96% of UK goods exporte
to Japan travel by sea, while over 97% of imports from Japan also travel by sea freight. However, there are

considerable differences across sectors.
Table 24: Sectoral £ per kg ratios and modal shares, by trade weight

UK Exports to Japan (Mass kg) UK Imports to Japan (Mass kg’

Sector % of £ per Sea Air % of total £ per Sea
total kg: imports kg:
exports

Agriculture, forestry, and fishing 1.2% 5.8 85.0% 15.0%

Semi-processed foods 0.9% 1.6 98.7% 1.3%

Other processed foods 3.3% 3.9 96.3% 3.7%

Beverages and tobacco products 24.5% 1.6 99.7% 0.3%

Energy 5.3% 0.2 99.4% 100.0%

Textiles, apparel, and leather 0.9% 3741 68.6% 93.8% 6.2%

Manufactures 13.8% 8.4 971% 98.6% 1.4%

Paper and printing products 6.8% 21 951% 83.0% 17.0%
Chemical, rubber, plastic products 20.3% 13.7 96.4% 96.1% 3.9%
Manufacture of motor vehicles 13.1% 18.2 97.5% 97.5% 2.5%
Manufacture of other transport 0.9% 215.7 72.7% 90.3% 9.7%

equipment

Manufacture of electronic equipment 0.2% 154.0 o 65.6% 0.5% 85.9 37.6% 62.4%
Manufacture of machinery and 8.5% 3 88.8% 11.2% 14.3% 14.6 92.9% 71%

equipmentn.e.c

Manufacturing n.e.c 0.2% 114.7 0% 30.0% 0.3% 32.7 78.0% 22.0%

Weighted Average 12.7 96.1% 3.9% 8.6 97.7% 2.3%
Source data: HMRC Overseas Trade statistics 2017-18 DatNgwnloa®@prelease period February 2019. Note, UK-Japan trade that has been recorded as travelling by road or rail has
been omitted from the table and calculations. In 2017, A unted for 0.086% of UK-Japan trade by weight.

Agricultural land use

Changes to the output g K agriculture sector may have implications for agricultural land use in the UK.
Increases in agricult nd Me are expected to negatively impact other environmental variables, such as
biodiversity.

Table 25 sets g

Table 25: 14 YW Use

use as recorded in the GTAP database.

(Million Hecatres)

16.99

Cropland 7.05

. Pasture 9.94
\ 5.01

‘ Built-up land 0.81

Source: GTAP 9 Database.
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15.2 Results

Greenhouse gas emissions and energy use

DIT’s analysis suggests that changes in the UK’s production and global trading patterns could favour UK
sectors which are currently more emission intensive, driven by the modelled expansion of the emissio
intensive ‘Energy’, ‘Other services (transport, water and dwellings)’ and ‘Manufacturers’ sectors.

Total transport emissions

Different modes of transport vary greatly in their carbon intensity. For example, one kilogram g flown on
a plane generates approximately 100 times the emissions of a kilogram of cargo transporte iowver the
same distance).’®®

The type of good being exported, and particularly whether or not it is perishable, will d the mode of
transport used. The location of the export destination, and particularly the proximi ort, seaport or rail
network will also have an influence. Therefore, even if an FTA results in goods b orted across greater
distances, we cannot state the extent to which carbon emissions will be affecte®I' he®e effects will primarily
result from goods trade. Modern FTAs are increasingly focussed on remo tory restrictions to services
trade, a UK strength, where transport costs are less important.

transactions are recorded as they cross the border. For exampleffihg Ement of persons associated with
services trade is captured in business travel statistics, bu oW
difficult to attribute to increases or decreases in specifig® peClors. It is nonetheless recognised that
services that involve the movement of persons will have N§ gt environmental footprint than services that
do not. Many cross-border services would likely e those t a physical component, such as IT services.
These types of services would be less likely to haffgegative environmental impacts.

Bilateral transport emissions

The following analysis only considers the impa ransport emissions from bilateral trade and doesn’t
account for changed trading patterns yith othe®Countries resulting from the UK-Japan FTA (e.g. trade diversion
away from competitors). Table 26 s e estimated changes in total trade between Japan and the U.K.

per kg such as manufac
the estimated increas

% change in value % change in weight
n/a n/a 97.3% 2.7%
63.9% 52.2% 96.7% 3.3%

Proportion travelling by ship Proportion travelling by air

189 For more information on transport carbon emissions, see BEIS greenhouse gas reporting conversion factors (2018). The mode of transport used will be influenced by the
type of good being exported, in particular whether itis perishable or part of a supply process that requires rapid delivery of intermediate products, and the proximity of the
export destination to an airport, seaport or rail network.
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Approximation of impacts on agricultural land use in the UK

Agricultural sectors are estimated to increase in the UK under the modelled scenario. Increased agricultural
production could increase the intensive use of chemical inputs and increase threats to biodiversity.

The preliminary assessment requires a number of simplifying assumptions and does not assess the f
environmental impacts of the agreement. For example, the analysis:

15.3 Limitations {LQ

¢ uses data on emissions and land use from the GTAP 10 database.

¢ assumes that the emissions-intensity of sectors remains unchanged by any regulatory or t@;glcal
developments.

e assumes that the value to volume ratio of goods sectors remains unchanged.
e does not consider the impact of environmental provisions within an agreemen

e does not consider the impact of the agreement on a range of relevant enyj tal indicators.

e estimated environmental

The aimis to provide a high-level overview of potential environmental i .
well as the impacts of any

impacts will depend on the eventual sectoral distribution of GVA chanfges

environmental provisions included.
Due to the limitations above, the results should not be int @omprehensive assessment of the
environmental impacts of the agreement.
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