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Tokyo rethinks renminbi co-operation
US unilateralism, Asia connections stimulate change

Adam Cotter!, David Marsh?

Japan's two-year period of relative economic buoyancy combined with yen
weakness and worries about US unilateralism are both factors behind the apparent
rethinking in Sino-Japanese attitudes on currency co-operation.

Following the renminbi's inclusion in October 2016 in the special drawing right,
the International Monetary Fund's composite currency unit, Japan has been
conspicuously absent from the general fanfare relating to the renminbi's
internationalisation. Prominent Japanese financial figures stated, in private at least, that
the currency's SDR inclusion was premature.

However, in the light of the renminbi's stability against the dollar over the last 12
months, coupled with Japan's weaker yen policy as part of Prime Minister Shinzo Abe's
bid to break out of deflation, the mood seems to be changing.

With Chinese financial markets gaining depth and liquidity, a shift appears
underway towards enhanced co-operation, including on maintaining a stable bilateral
monetary and financial relationship.

The changing attitude is reflected in four key areas. In the first, the two sides are
showing greater interest in joint work on currency internationalisation. As a result of
Japan's prolonged economic stagnation, the yen's internationalisation slowed abruptly
in recent years, while China has been making greater efforts to increase the use of
renminbi.

Moves now appear under way to harmonise the two sides' approaches, driven by

mutual awareness of the negative repercussions for each other's economies of problems

1 Adam Cotter, OMFIF's Head of Asia
2 David Marsh, Chairman of OMFIF
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in their business and financial environments. One such example was an appreciation of

the yen and falling Japanese stock prices when Chinese capital outflows increased in
mid-2015, leading to tighter Chinese exchange controls.

Worries about possible dollar liquidity shortages as the US pursues monetary
policy normalisation are another factor encouraging both countries to take steps to
lower over-dependence on the dollar. This ties in with a general desire for both yen and
renminbi internationalisation to match the increase in regional trade and in Asian
financial co-operation.

Bilateral portfolio investment represents a second area of enhanced interaction.
Japanese portfolio investors are stepping up trading on Chinese stock markets, and are
looking to increase access to China's bond market, the third largest behind the US and
Japan. Financial authorities in Tokyo and Beijing have agreed on a framework for
Japanese companies to issue renminbi-denominated bonds in China.

Third, both countries are enhancing co-operation over swap lines with other
central banks. China and Japan are logical commercial and financial partners. In view
of a shared sense of economic and financial vulnerability, they have responded with
regional initiatives like the Asia Bond Markets Initiative, Asian Bond Fund and Chiang
Mai initiative multilateralisation, all of which work to deepen economic and financial
integration in the region.

China and Japan are the largest contributors to the CMIM, through which members
of the Association of Southeast Asian Nations and 'Plus Three' grouping, which
includes Japan, China and South Korea, have agreed to extend swap lines and credits
to one another. Most of these arrangements are specified as swaps of local currencies
for dollars, but four (China-Japan, China-Philippines, China-South Korea, and Japan-
South Korea) involve the partners' local currencies. The bilateral swap line between
Japan and the Philippines enables the Philippines to swap its local currency against yen,
in addition to dollars.

Fourth, Japan, initially reluctant to take part in the Beijing-led Asian Infrastructure

Investment Bank and in the cross-border Belt and Road initiative, has in recent months
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indicated it is ready to co-operate with these projects. Abe stated that Japan may

consider joining the AlIB under certain conditions.

A visit to Xiamen in December by the secretaries general of Japan's ruling
coalition parties illustrates the progress being made in Sino-Japanese relations.
Following meetings with Chinese officials, the representatives issued a joint proposal
that their countries should seek ways to co-operate on substantive projects, including
environmental and infrastructure initiatives. If Asia's two largest economies are able to

collaborate in this way, the entire region will feel the benefits.
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Trade in Services of China, Japan and Korea: The

Way Forward
CHOI Bo-Young*

For a long time, manufacturing and international trade have been the main
contributors to economic growth for the three countries of North-east Asia. However,
contrary to their trade surplus in goods, they are all countries who face trade deficit in
services. Also, despite its importance in the economy, the services trade of the three
Northeast Asia countries seems to contribute less to their economy compared to other
developed countries; while services exports account for 29.1% of total exports on
average for OECD members in 2016, they only account for 7.8%, 21.5%, 15.3% of
total exports for China, Japan and Korea, respectively.

Given the prevalence of global value chains, the services sector plays an
increasingly important role in international trade. For instance, transport, logistics, and
information and communication technology ser-vices allow countries to be efficiently
linked to each other. Thus, the governments of the three countries are pursuing policies
to promote trade in services, enhancing the efficiency and productivity of the service
sector itself.

There are several ways to facilitate trade in services between the three countries.
Korea and China agreed on further FTA negotiations to liberalize service and
investment this year. In addition to such bilateral FTAs, China, Japan and Korea could
also cooperate to lead early conclusion of the RCEP, not to mention make progress on
the trilateral FTA negotiations between China, Japan and Korea that includes provisions
of services trade liberalization.

Some unnecessary impediments of services trade must be considered very

1 CHOI Bo-Young, Ph.D., Associate Research Fellow, Cooperation Policy Team, Korea Institute for International
Economic Policy
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carefully to be removed. For instance, current Korean law requires applicants to earn

s
4

24 credits in accounting courses to take the Korean CPA examination, while credits
earned from a foreign university are not recognized. Although anyone regardless of
nationality, age or educational back-ground is qualified to take the Korean CPA exam,
the credits requirement can be a major restriction to movement of people in the
accounting service sector. For China, restrictions on cross-border mergers and
acquisitions (M&A), conditions on subsequent transfer of capital and investment are
regulations pointed out to have negative impacts on trade in multiple ser-vices sectors.
In the case of Japan, foreign entry restrictions are relatively liberalized while its
measures seem to be more subtle in exploiting barriers to competition. For instance, in
the courier service sector, it appears that the designated postal operator, Japan Post Co.,
Ltd., receives preferential treatment during customs clearance. There is no such
preferential treatment for the designated postal operators of Korea or China.

While it is clear that some regulations must be removed, many regulations have
their own legitimate objectives. Only limited foreign entry is allowed in broadcasting
services even in many developed countries to ensure cultural variety, while air and
maritime transport are not opened to foreign investment for national security reasons.
Thus, it is clear that there are cost and benefits of lifting barriers in services trade. Like
non-tariff measures, this is why establishing a cooperation mechanism to streamline the
regulations across countries is important. Despite the fact that China, Japan and Korea
are countries that are geographically close to each other with a high level of economic
inter-dependence, there is no mechanism to discuss ways to harmonize regulations
across the region. The three countries may utilize the existing Pan-Yellow Sea Rim
Economy and Technology Exchange Meeting as a government-industry-academia
cooperation dialogue channel. Although it is a sub-regional mechanism, this setting has
its own merit as it facilitates attempts to experiment with policies as is done in special

gconomic zones.
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