
Grübler, Julia; Reiter, Oliver; Stehrer, Robert

Article

The EU-Japan EPA: A Case for Non-tariff Measures

CESifo Forum

Provided in Cooperation with:
Ifo Institute – Leibniz Institute for Economic Research at the University of Munich

Suggested Citation: Grübler, Julia; Reiter, Oliver; Stehrer, Robert (2019) : The EU-Japan EPA: A
Case for Non-tariff Measures, CESifo Forum, ISSN 2190-717X, ifo Institut – Leibniz-Institut für
Wirtschaftsforschung an der Universität München, München, Vol. 20, Iss. 02, pp. 17-25

This Version is available at:
http://hdl.handle.net/10419/216234

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor dürfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dürfen die Dokumente nicht für öffentliche oder kommerzielle
Zwecke vervielfältigen, öffentlich ausstellen, öffentlich zugänglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfügung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewährten Nutzungsrechte.

Terms of use:

Documents in EconStor may be saved and copied for your
personal and scholarly purposes.

You are not to copy documents for public or commercial
purposes, to exhibit the documents publicly, to make them
publicly available on the internet, or to distribute or otherwise
use the documents in public.

If the documents have been made available under an Open
Content Licence (especially Creative Commons Licences), you
may exercise further usage rights as specified in the indicated
licence.



17

FOCUS

CESifo Forum 2 / 2019 June Volume 20

Julia Grübler, Oliver Reiter and  
Robert Stehrer
The EU-Japan EPA: A Case for 
Non-tariff Measures1

INTRODUCTION: THE GLOBAL TRADE ORDER IN 
TRANSITION

Global trade has seen major backlashes, both in eco-
nomic as well as in political terms. The process of 
recovery of trade volumes after the global economic 
and financial crisis varied considerably by world 
regions. Trade flows of the European Union had 
recovered by 2011, but weakened again after 2014. 
Japan’s trade volumes even dropped to almost crisis 
levels in 2015. Policy discussions have consequently 
focused on deep and comprehensive free trade agree-
ments. However, the context for international trade 
policy changed in early 2017, when the US adminis-
tration withdrew from the Trans-Pacific Partnership 
(TPP) agreement and put the Transatlantic Trade 
and Investment Partnership (TTIP) negotiations on 
ice. The EU (as part of TTIP) and Japan (as part of 
TPP) are negotiating parties affronted by the United 
States, whose trade negotiations for a bilateral trade 
deal seem to have revived with the increased unpre-
dictability of the US external policy (Frenkel and Wal-
ter 2017).

One and a half years after reaching an agree-
ment in principle on the main elements of the Eco-
nomic Partnership Agreement (EPA), the agreement 
entered into force. The text was finalized in December 
2017, signed at the EU-Japan summit in Tokyo in July 
2018, and entered into force on the 1 February 2019. 
The benchmark for the analysis of the EU-Japan EPA 
is the Free Trade Agreement (FTA) established with 
South Korea in 2011 (EU 2011) due to its geographical 
proximity to Japan and a comparable economic level 
of development.2 Some comparisons are also drawn 
with the Comprehensive Economic and Trade Agree-
ment (CETA) between the EU and Canada, which pro-
visionally entered into force in September 2017.

In this study, we review EU-Japan trade struc-
tures and components of the EPA, and subsequently 
employ a structural gravity model including a proxy 
for non-tariff measures (NTMs) to estimate potential 

1 The paper is based on the report The EU-Japan Economic Partner-
ship Agreement and Its Relevance for the Austrian Economy, commis-
sioned by the Austrian Ministry of Digital and Economic Affairs. The 
authors thank Alexandra Bykova, Mahdi Ghodsi, and David Zenz for 
valuable statistical support. 
2 GDP per capita at purchasing power parities in 2016 was 
USD 37,740 for South Korea and USD 41,275 for Japan. Both coun-
tries feature among the top 20 countries of the world according to 
the Human Development Index of the United Nations, which consid-
ers the level of education and health in an economy in addition to 
GDP, with an index of 0.901 for South Korea and 0.903 for Japan.
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gains from the EU-Japan EPA. The overall effects for 
a scenario including tariff cuts and improvements 
in non-tariff measures are positive albeit small. For 
Japan, the effect on real value added is estimated 
at 0.009 percent, while within the EU it ranges from 
0.003 percent to 0.028 percent.

The paper is structured as follows. The follow-
ing section is dedicated to the components of the 
EPA. The third section presents descriptive statistics 
of trade relations and policies between the EU and 
Japan. In the fourth section we present estimates 
of medium-term effects on the real gross domestic 
product for EU member states and Japan based on a 
structural gravity model. The final section concludes.

THE DESIGN OF THE EU-JAPAN EPA

What makes the EU-Japan EPA stand out is the par-
ticular focus on agriculture, which is often exempted 
from negotiations and an area where tariffs still play 
a crucial role in international trade. The European 
Commission states that by implementing the EPA over 
time3 85 percent of EU agri-food products will be able 
to enter Japan entirely duty-free (see also below). 
The EPA with Japan is also the first trade agreement 
of the European Union that explicitly includes the 
commitment to the Paris climate agreement and a 
chapter on ‘Corporate governance’, highlighting the 
importance of well-functioning markets and sound 
financial systems. Table1 compares the 23 chapters 
of the EU-Japan EPA with the EU-South Korea FTA, 
which was provisionally applied starting from 2011 
and fully entered into force in 2015, and with the CETA 
agreement between the EU and Canada, which provi-
sionally entered into force in September 2017.

Most of the world’s deepest agreements have 
been established by the EU on one part. Out of 
296 agreements covered by the Trade Agreement 
Heterogeneity Database (TAHD) set up by Kohl et al. 
(2017), only 188 agreements cover the agricultural 
sector, 163 include sanitary and phytosanitary mea-
sures (SPS), and 138 discuss technical barriers to 
trade (TBTs). Much less frequently, trade agreements 
deal with services trade (86), investment (85), envi-
ronmental (66) and labor issues (43). The EU agree-
ment with Japan covers these sensitive policy areas:

i. Environment and labor: Chapter 16 of the EU-Ja-
pan EPA is dedicated to trade and sustainable 
development, emphasizing that environmental 
and labor standards should not be implemented 
in a discriminatory manner and never be low-
ered to increase competitiveness. It reaffirms the 
importance of standards put forth by the Interna-
tional Labor Organization (ILO) and the commit-
ment to multilateral environmental agreements 
such as the UN Framework Convention on Climate 

3 Schedules for tariff line reductions published by the European 
Commission are outlined for a period of 21 years.
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Change (1992) and – for the first time in an EU 
trade agreement – the Paris Agreement (2015).4 

ii. Services trade: specific sub-sections of the EU-Ja-
pan EPA deal with the regulatory framework of 
postal and courier services, telecommunication, 
financial and maritime transport services as well 
as ecommerce. 

iii. Investment: the agreements with Japan and South 
Korea both incorporate services and investment 
liberalization in one chapter, aiming at increas-
ing investment without including investment 
protection mechanisms. Negotiations with Japan 

4 The latter is in contrast to the United States, with President 
Trump announcing the US withdrawal from the agreement in June 
2017.

on these matters take place in parallel. In this 
respect, CETA is deeper, though more resource-in-
tensive to implement as the inclusion of invest-
ment protection changes the type of agreement 
to a mixed agreement requiring the ratification 
by all national parliaments in the EU before it can 
fully enter into force. However, reviewing the evo-
lution of EU foreign direct investment (FDI) sug-
gests that the FTA with South Korea was having a 
great impact on investment stocks and incomes 
generated (EC 2017), even without having an 
investment protection regulation in place.5 

5 An illustrative example of Austria’s FDI outward stocks and FDI 
income generated in Japan and South Korea for the period 2000-
2017 is available in Grübler et al. (2018).

 
Table 1 

Topics Covered by EU Trade Agreements with Japan, Canada and South Korea 

 Chapters in the EPA with Japan CETA with 
Canada 

FTA with 
South Korea 

Chapter 1: General provisions Ch. 1 Ch. 1 
Chapter 2: Trade in goods Ch. 2 Ch. 2 
Chapter 3: Rules of origin and origin procedures + + 
Chapter 4: Customs matters and trade facilitation Ch. 6 Ch. 6 
Chapter 5: Trade remedies Ch. 3 Ch. 3 
Chapter 6: Sanitary and phytosanitary measures Ch. 5 Ch. 5 
Chapter 7: Technical barriers to trade Ch. 4 Ch. 4 
Chapter 8: Trade in services, investment liberalization and e-commerce Ch. 9, 16 Ch. 7 
Chapter 9: Capital movements, payments and transfers and temporary safeguard 

measures + Ch. 8 

Chapter 10: Government procurement Ch. 19 Ch. 9 
Chapter 11: Competition policy + Ch. 11 
Chapter 12: Subsidies Ch. 7 Ch. 11 
Chapter 13: State-owned enterprises, enterprises granted special rights or privileges 

and designated monopolies Ch. 18 Ch. 11 

Chapter 14: Intellectual property Ch. 20 Ch. 10 
Chapter 15: Corporate governance + + 
Chapter 16: Trade and sustainable development Ch. 22, 24 Ch. 13 
Chapter 17: Transparency Ch. 27 Ch. 12 
Chapter 18: Good regulatory practices and regulatory cooperation Ch. 21 + 
Chapter 19: Cooperation in the field of agriculture + + 
Chapter 20: Small and medium-sized enterprises + + 
Chapter 21: Dispute settlement Ch. 29 Ch. 14 
Chapter 22: Institutional provisions Ch. 26 Ch. 15 
Chapter 23: Final provisions Ch. 30 Ch. 15 
Note: Information collected based on texts of the agreements. A ‘+’ indicates that this chapter is new in the EPA with Japan compared to the respective trade agreements 
with Canada and South Korea. 

Source: FTA with South Korea: Official Journal of the European Union, L 127, 14 May 2011; EPA with Japan: http://trade.ec.europa.eu/doclib/press/index.cfm?id=1684; CETA 
with Canada: http://ec.europa.eu/trade/policy/in-focus/ceta/ceta-chapter-by-chapter/.  

Table 1

Network of Trade Agreements of the EU and Japan

Note: Parties of trade agreements in red, WTO members in blue, neither members of a regional trade agreement nor WTO 
members in grey. Each dot represents a partner country or region (such as the EU), accentuating agreements  with small (island) economies.
Source: WTO Regional Trade Agreements Database. © ifo Institute 

EU
JP EU RTA with WTO member RTA with non-WTO member WTO

Japan

Figure 1
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The size of the effects of trade agreements depends 
on the content and scope of the agreements, but also 
on how many trade agreements with other partners 
have been previously established (Figure 1). The num-
ber of newly established trade agreements strongly 
increased after the establishment of the WTO in 1995, 
mainly being bilateral, intercontinental agreements 
(Dür et al. 2014). 

South Korea and the EU established a vast net-
work of trade agreements globally. The number of 
agreements of South Korea is even exceeding the 
amount of EU trade agreements. However, none of 
them comes close in depth to the common market 
of the European Union. Hence trade diversion effects 
resulting from the bilateral agreement with South 
Korea were less likely to negatively affect EU markets, 
while other countries, including Japan, might have 
experienced losses after the deal. 

Canada and Japan, in comparison, formalized 
their trade ties only very locally. Canada focuses 
on the American continent and has only recently 
es  tablished stronger transatlantic relations, while 
Japan mainly established trade agreements with 
countries in South Asia and Oceania. In the case of 
the EUJapan EPA, trade diversion effects with gains 
for the EU and Japan, and potential trade losses for 
the United States and South Korea are a realistic 
scenario.

EU-JAPAN TRADE RELATIONS AND POLICY

Japan ranks second after China among the EU’s trad-
ing partners in Asia. The EU’s balance of trade in goods 
with Japan is negative, but the positive balance of 
trade in services exceeds the deficit in goods trade. 
There are indications of a trade diversion effect of the 
EU FTA with South Korea, as trade flows with South 
Korea recovered strongly after 2010, while trade with 
Japan, in particular imports from Japan, decreased 
(Figure 2). However, trade flows between the EU and 
South Korea – the EU’s ninth largest export destina-
tion for goods – amount to only about two thirds of 
flows between the EU and Japan. 

EU exports to Japan are more diversified than 
imports (Figure 3). The three biggest sectors are 
transportation (18 percent), machinery and elec-
tronic equipment (18 percent) and chemicals (23 per-
cent). Compared to other trading partners, export 
shares of machinery are lower (Canada 24 percent, 
South Korea 26 percent, total 23 percent) but higher 
for chemicals (Canada 17 percent, South Korea 
13 percent, total 13 percent). The sectors transport 
(26 percent) and machinery and electronics (39 per-
cent) also dominate EU imports from Japan. 

Vehicles received much attention in FTA nego-
tiations. When the FTA with South Korea entered 
into force, tariffs were eliminated by both parties 
for vehicle parts; after three years for medium-sized 
and large cars; and finally, after five years for small 
cars. Negotiations on vehicles with Japan focused on 
non-tariff measures. The parties agreed to apply the 
same international standards on product safety and 
environmental sustainability, rendering extra test-
ing procedures unnecessary and pushing EU-Japan 
cooperation in international standard-setting fora. In 
case one of the parties does not adhere to the agreed 
standards, the EPA includes a separate dispute settle-
ment mechanism for vehicles and a safeguard clause 
allowing for the reintroduction of tariffs.

The greatest potential for tariff cuts on both sides 
is in the agricultural sector (Figure 4). South Korean 
tariffs on agricultural products originating from the 
EU dropped from around 30 percent before the FTA 
to roughly 5 percent in 2014. The initial South Korean 
tariff rates were about five times higher than those 
imposed by Japan on EU products, which stand at 
about 6 percent today. 

South Korea seems to be particularly protective 
of vegetable products, with various different treat-
ments in the FTA: 

‒ Zero tariffs + NTMs: for many vegetable products 
high tariff rates, e.g., egg-plant (HS 0709300000) 
at 27 percent were set to zero on the day of the 
entry into force of the FTA. In order to achieve 
tariff reductions, the parties also agreed on NTMs, 
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e.g. for specific ginseng root extract powder (HS 
1211202210) the tariff of 754.3 percent should be 
eliminated within 15 years, with Annex 3 specify-
ing levels of import volumes, which – if exceeded 
– trigger higher tariffs. Starting with a tariff of 
176 percent for milk powder, tariff measures 
have been replaced by NTMs through tariff-rate 
quotas.6 

‒ Tariff reduction schedules:7 some of the highest 
tariffs can be found for vegetable roots (887.4 per-
cent; HS 0714101000), which should be eliminated 
within 15 years. Tariffs on particular species of 

6 Paragraph 6 of Annex 2-A-1 of the FTA outlines the time schedule 
over 16 years for increases in the quantity of milk products (in metric 
tonnes) originating from the EU that shall enter South Korea du-
ty-free.
7 For the full schedule of tariff reductions - see EU (2011).

beans were eliminated within five years starting 
at a level of 607.5 percent. 

‒ Some tariffs remain high, e.g., for peeled garlic (HS 
0703201000) with a rate of 360 percent or WON 
1,800/kg (whichever is greater). 

Tariffs imposed by Japan on EU products are already 
in the range of South Korean tariffs after the imple-
mentation of the FTA. Exceptions are footwear and 
headgear, with an average tariff of around 50 per-
cent, and animals and animal products with roughly 
35 percent. Some examples with currently high tar-
iffs include margarine (excluding liquid margarine; 
HS 1517100000) with a tariff of 29.8 percent, which 
should be eliminated stepwise over five years from 

the 6th year onwards. Some 
of the highest tariffs concern 
products containing sugar: 
Caramel (HS 170290300) 
is currently taxed with a 
50 percent-tariff or 25 yen/
kg, but shall enter the Japa-
nese market duty-free start-
ing from the 11th year of the 
EPA’s application. For glucose 
syrup (HS 1702302100), cur-
rently targeted with a tariff of 
85.7 percent or 60.90 yen/kg 
(whichever is greater), a tariff 
rate quota was agreed upon, 
increasing the aggregate 
quota quantity from 1,780 
metric tons in the first year to 
5,340 metric tons for the 12th 
year and thereafter. 

EU tariffs on imports from 
South Korea are at a very low 
level. For imports from Japan, 
however, the potential for 
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Notes: Average tariffs on vegetable products applied by South Korea are driven by single product  outliers, but 
dropped from 267% (2010-2012) to 174% (2013-2015). Japanese average tariffs on footwear and headgear reduced 
from 58% (2010-2012) to 42% (2013-2015).

Figure 4
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tariff reductions is still given for animals and animal 
products, foodstuffs, timber and wood products and 
products of the transportation sector. For all other 
product categories, tariffs are lower than 5 percent 
(Figure 4). Very few products imported from Japan 
face tariffs higher than 20 percent. These include 
some types of vehicles for the transport of goods,8 
starting with a tariff of 22 percent, which should be 
eliminated within seven years. Together with the 
agreement on international car safety standards, 
facilitating vehicle approval, these tariff cuts might 
have a strong impact on trade between the EU and 
Japan in vehicles and car parts. Likewise, some fish 
are facing a 22 percent-tariff,9 which should be abol-
ished after 15 years. For many edible vegetables, 
roots, fruits and nuts, the EU agreed to eliminate all 
ad valorem components of the customs duties on the 
day of entry into force of the EPA, while keeping spe-
cific duty components in place. For other products, 
mixed duties stay in place but are reduced over time. 
For instance, the base rate for cocoa powder con-
taining 5–65 percent by weight of sucrose or glucose 
currently is 8.0 percent plus EUR 25.20/100 kg. Over a 
period of 15 years, it shall be reduced to 6.0 percent, 
plus EUR 18.90/100 kg.

The discussion on tariff reductions is in line with 
the general trend that non-tar-
iff measures (NTMs) tend to 
replace tariffs at the heart of 
trade negotiations. These are 
more difficult to grasp due 
to their diverse nature and 
complex impacts on quanti-
ties, prices and the quality of 
traded goods. In particular, 
NTMs should not be consid-
ered as pure ‘trade costs’ 
like tariffs. Some NTMs actu-
ally boost trade, e.g., due to 
harmonization of standards, 
increased product quality or 
consumer trust (Bratt 2014; 
Ghodsi et al. 2016; Grübler and 
Stehrer 2018). 

The two most important 
categories of NTMs10 in the 
context of the EU-Japan EPA 
are technical barriers to trade 
(TBTs) and sanitary and phy-
tosanitary measures (SPS), for 

8 HS codes 87043291, 87043299, 
87043131, 87043139, 87042391, 
87042399, 87042291, 87042299, 
87042131, 87042139.
9 For example, albacore or long-
finned tuna (HS 03023190), skipjack or 
stripe-bellied bonito (HS 03023390), 
southern bluefin tuna (HS 03023690) 
and Pacific bluefin tuna (HS 03034599).
10 There are many different types of 
NTMs; for a detailed discussion - see 
Ghodsi et al. (2017).

which we draw information from the Integrated Trade 
Intelligence Portal (I-TIP).11 SPS and TBTs account 
for about 45 percent and 35 percent, respectively, of 
Japanese notifications and for 24 percent and 64 per-
cent, respectively, of notifications by the EU. Both 
primarily concern goods of the agricultural and food 
industries, as well as chemical products (Figure 5).

SPS aim at protecting human, animal and plant 
life. Two bilateral SPS measures of the EU against 
Japan were notified to the WTO, requiring test-
ing of food and feed imports originating from cer-
tain regions of Japan following the accident at the 
Fukushima nuclear power station.12 No bilateral 
measures were imposed by Japan against the EU. 
Technical barriers to trade relate to product stan-
dards, such as requirements for product safety, 
packaging, or labelling. They primarily concern 
manufactured goods. While SPS may be emergency 
measures targeting specific trading partners, TBTs 
are regulations applying to all trading partners. The 
effects may, however, differ depending on the simi-
larity of regulations between trading partners. 
11 I-TIP Goods Database of the WTO: http://i-tip.wto.org/goods/de-
fault.aspx?language=en.
12 WTO documents G/SPS/N/EEC/397 (1 April 2011) and G/SPS/N/
EU/15 (11 April 2012). Official Journal of the European Union OJ L80, 
26 March 2011.
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ASSESSING THE IMPACT OF THE EPA

In an earlier study on the EU-South Korea FTA, 
Decreux et al. (2010) estimated a GDP effect for 
the EU of 0.08 percent and for South Korea of up 
to 0.84 percent, using estimated ad valorem equiv-
alents of NTMs. They find that trade protection by 
NTMs exceeded tariff protection and that NTM pro-
tection by South Korea was higher than in the EU, 
particularly for textiles, machinery and foremost 
cars. In fact, exports of motor vehicles to South Korea 
increased by more than 200 percent and imports by 
about 50 percent within the first four years of the 
FTA’s implementation, with the preference utiliza-
tion rate within the EU ranging between 6 percent 
and 91 percent (EC 2016a). However, some negative 
effects of NTMs persist, e.g., SPS measures related 
to authorization procedures impeding EU beef and 
pork exports.

An assessment of barriers to trade between the 
EU and Japan carried out by Sunesen et al. (2009) 
found by means of surveys that NTMs increased the 
cost of exporting to Japan by 10 percent to 30 per-
cent. A follow-up study by Francois et al. (2011) 
formed the basis for NTM-reducing scenarios in the 
European Commission’s impact assessment report 
on EU-Japan trade relations (2012). It strongly  
argues for a reduction of NTMs. In an ambitious 
scenario of a 50 percent-NTM reduction the Com-
mission expected GDP gains by the year 2020 of 
0.8– 1.9 percent for the EU and of 0.7 percent for 
Japan. The trade sustainability impact assessment 
of the EU-Japan EPA (EC 2016b) concludes that the 
economic effects of the agreement with Japan might 
be of similar magnitude as the TTIP agreement with 
the United States, given Japan’s higher complemen-
tarity to the EU economy and higher levels of tariff 
and NTM protection. 

The Structural Gravity Model

With the introduction of multilateral resistance 
terms, accounting for the fact that trade flows 
between two countries do also depend on their trade 
networks with other economies (Anderson and van 
Wincoop 2003), the gravity model has advanced 
to the workhorse for international trade analysis. 
Recent methodological advances have been sum-
marized by Yotov et al. (2016). Following their recom-
mendations, we employ a Poisson pseudo-maximum 
likelihood (PPML) estimation procedure, include 
intranational trade flows and use heteroskedastici-
ty-robust standard errors. 

Our approach adds to the existing literature 
in two respects: first, it uses a unique input-output 
database, incorporating Western Balkan economies 
(Reiter and Stehrer 2018). Second, non-tariff mea-
sures (NTMs) are modelled based on rich NTM noti-
fications data (Ghodsi et al. 2017). The specification 

of the gravity equation we apply takes the following 
form:

(1)  𝑋𝑋𝑋𝑋𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 = exp[𝜋𝜋𝜋𝜋𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝜒𝜒𝜒𝜒𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝜇𝜇𝜇𝜇𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝛽𝛽𝛽𝛽1FTA𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝛽𝛽𝛽𝛽2NTM𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝛽𝛽𝛽𝛽𝜏𝜏𝜏𝜏 𝜏𝜏𝜏𝜏𝜏𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖]×𝜖𝜖𝜖𝜖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 

𝑋𝑋𝑋𝑋𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 = exp[𝜋𝜋𝜋𝜋𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝜒𝜒𝜒𝜒𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝜇𝜇𝜇𝜇𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝛽𝛽𝛽𝛽1FTA𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝛽𝛽𝛽𝛽2NTM𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 + 𝛽𝛽𝛽𝛽𝜏𝜏𝜏𝜏 𝜏𝜏𝜏𝜏𝜏𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖]×𝜖𝜖𝜖𝜖𝑖𝑖𝑖𝑖𝑖𝑖𝑖𝑖 

Xijt are bilateral gross exports from exporter i to 
importer j at time t. pit, Xjt are exporter- and import-
er-time fixed effects accounting for multilateral 
resistances. mij constitute country-pair fixed effects 
controlling for possible endogeneity in trade policy 
(Baier and Bergstrand 2007). FTA ijt captures four dif-
ferent types of free trade agreements, while NTMijt 

covers different NTM types. 
The ‘wiiw Integrated Europe Input-Output Data-

base’ is an input-output database that comprises 
trade flows (including value added exports) of 
50 countries13 and 32 industries for the years 2005 
to 2014 (Reiter and Stehrer 2018) and is constructed 
following the methodology of the World Input-Out-
put Database WIOD (Timmer et al. 2016). It provides 
consistent information on intra-country flows, allows 
for estimation by industry, as well as for final demand 
and intermediate input trade flows, distinguishing 
effects on gross aggregate trade flows as well as trade 
in value added. 

The ‘wiiw NTM Database’ draws on NTM data col-
lected by the WTO, and provided via the Integrated 
Trade Intelligence Portal (I-TIP). It has been enhanced 
by using several computational techniques to fill in 
missing product codes of the Harmonised System (HS) 
to make the information usable for econometric anal-
ysis (Ghodsi et al. 2017). In addition to the two most 
frequently applied NTMs (SPS and TBTs) we include 
antidumping measures (ADP) and other NTMs (such 
as quantitative restrictions) as control variables. In 
this contribution, we use the trade coverage ratio of 
NTMs as defined in Bora et al. (2002) to aggregate the 
NTM data up to national (or industry) level:

(2)  Covijt =
∑ DijktVijktk

∑ Vijktk
 

where Dijkt is a dummy indicating that there is an NTM 
imposed by importing country j on exports of coun-
try i at time t, affecting product k. Similarly, Vijkt is the 
corresponding trade flow. 

Trade agreement data are provided by Egger and 
Larch (2008), which allow distinguishing between 
four types of regional trade agreements: Free trade 
agreements (FTA) follow GATT Article XXIV. Stabili-
zation and Association Agreements (SAA) capture 
the effect of trade integration of the Western Balkan 
countries with the EU. Similarly, the ‘EFTA’ dummy 
represents agreements that the Western Balkan 
economies adopted with the countries of the Euro-
pean Free Trade Association. Finally, customs unions 
are controlled for with the ‘CU’ dummy. 
13 All European countries except Kosovo, Belarus and Moldova, plus 
several major non-European economies.
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Tariff rates obtained from UNCTAD’s Trade Anal-
ysis Information System (TRAINS) are aggregated 
from the HS 6-digit level to the 32 industries level 
by weighting the tariff line with the corresponding 
trade flow, well aware of the issue that high tariffs 
may result in low trade-weighted tariff measures. 
However, as the trade economics literature still lacks 
a first-best method for aggregating tariffs and the 
resulting estimates for the three methods proposed 
in Bouët et al. (2004) are very close to each other, we 
stick to trade-weighted aggregates.

Estimation Results

First, the model is estimated at the national level 
(Table 2), returning positive effects of all trade inte-
gration variables.14 Furthermore, the tariff variable 
shows a strong significant and, as expected, nega-
tive impact. NTMs, however, exhibit a mixed picture. 
We find on average negative effects for SPS and the 
group of other NTMs, but positive effects for TBTs.15 

14 A coefficient of 0.085 for an FTA means that bilateral trade flows 
with an FTA are about (e^0,085-1)*100≈ 9 percent higher than with-
out one.
15 The coefficient on the control variable for antidumping measures 
is also positive, though counterintuitive given the nature of the 
policy tool. As Japan is using ADP exceptionally seldom for an indus-
trialised economy, and furthermore SPS and TBTs are at the core of 

Our country sample consists mainly of industrialized 
economies with a large share of trade in higher-tech 
products. Firms in these countries find it probably 
easier to comply with foreign standards and quality 
requirements than firms of developing economies. It 
is thus not unlikely that TBTs on average favor trade 
between industrialized countries, while penalizing 
firms from countries applying other standards, or fac-
ing higher adaptation costs. In the case of the EU-Ja-
pan EPA, positive TBT effects should, for example, be 
expected from establishing the same international 
standards on product safety for motor vehicles, 
applying the international textiles labelling system 
or the international standard on quality management 
systems for medical devices. 

The regression has been performed for three 
industry aggregates: (i) agriculture and mining; (ii) 
total manufacturing; and (iii) services; further, man-
ufacturing trade has been split into low-technology, 
medium-low-technology, medium-high-technology 
and high-technology products.16

A ‘shallow’ agreement scenario between EU 
countries and Japan is modelled as an FTA, where 
tariffs are set to zero. In line with the results of Fel-
bermayr et al. (2017a) the estimates indicate that 
Japan and non-European countries would slightly 

lose from such an agreement, 
while small gains are obtained 
for European countries. 

A ‘deep’ agreement sce-
nario additionally considers 

the EPA with the EU, we do not bother 
too much about the economic interpre-
tation of the coefficient. Nevertheless, 
we want to point out the probable en-
dogeneity bias resulting in the positive 
coefficient, as high exports trigger ADP 
investigations, which cannot be easily 
overcome by using time-lags.
16 According to the OECD Structural 
Analysis Database (STAN): oe.cd/stan.

Table 2 
 
 
Regression Results (Total Economy Level) 

Variables affecting bilateral exports Coefficient Std. error Pr(> |z|) 
FTA 0.085*** 0.0010 0.000 
SAA 0.229*** 0.0050 0.000 
EFTA 0.214*** 0.0170 0.000 
CU 0.053*** 0.0030 0.000 
Weighted tariff – 0.003*** 0.0000 0.000 
log(SPS coverage) – 0.253*** 0.0040 0.000 
log(TBT coverage) 0.135*** 0.0020 0.000 
log(ADP coverage) 0.150*** 0.0090 0.000 
log(Other NTM coverage) – 0.016*** 0.0010 0.000 

Source: wiiw calculations. 

Table 2

Real GDP Impact of the EU-Japan EPA

Notes: Countries (ISO-2 codes) shaded in dark blue are EU 28 Member States, countries in light blue are European non-EU countries included in the database, red and grey 
countries are non-European countries in Asia, Oceania and America, respectively.
Source: wiiw calculation. © ifo Institute 
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NTMs in two ways: NTMs with negative impacts (from 
the regressions above) are being brought down to 
0. In addition, a positive effect of technical barriers 
to trade is boosted by doubling the NTM coverage 
rates of the bilateral trade flows. In this case Japan is 
expected to gain from the EU-Japan EPA, whereas the 
remaining non-European countries still face some, 
albeit small, losses. The positive effects for the Euro-
pean countries on average double compared to the 
tariffs-only scenario (Figure 6).17 

Note that these structural gravity models do 
not take into account quality changes in the traded 
products, which could further increase the gains 
from trade. Furthermore, these effects do not 
materialize immediately as (i) tariff reductions and 
changes in NTMs are scheduled over a long period 
of up to 20 years; and (ii) it takes time for the struc-
tural changes and adjustments to take place in the 
affected economies, which is estimated to stretch 
over a period of 10–12 years (Head and Mayer 2014).

17   Compared to Felbermayr et al. (2017a), effects implied by our 
estimation results are significantly lower, which can be attributed 
to methodological differences, in particular, how NTMs enter the 
estimation procedure. Whereas we use NTM proxies in the form of 
coverage ratios, Felbermayr et al. (2017a) assume a large reduction 
in trade costs (Felbermayr et al. 2017b). In Felbermayr et al. (2017a) 
the effect of the tariff only scenario is 0.01 percent and for tariffs 
plus NTMs 0.05 percent (Table 4). Assuming that trade costs fall as 
observed in average trade agreements (Head and Mayer 2014) the 
effects are substantially larger. 

Effects in the agricultural industries on real 
value added are generally small for the EU28 coun-
tries, though relatively large for Japan with 0.015 per-
cent (Table 3), mostly resulting from a strong export 
growth effect. Gains from the EPA in manufactur-
ing mostly occur in the medium-high and high-tech 
industries, which also account for the bulk of trade 
between the EU and Japan. Japan wins the most (0.62 
percent of real value added in medium-high-tech 
manufacturing and 0.10 percent in medium-low-tech 
manufacturing), compared to EU countries such as 
Germany, Britain, or the Netherlands with gains of 
around 0.10 percent in the medium-high-tech indus-
tries. However, a number of countries might face 
losses in the medium-high-tech industries; these are 
mostly Central and Eastern European economies of 
the EU due to relatively strong price pressure and low 
increases in exports. 

CONCLUSIONS

The EU-Japan Economic Partnership Agreement 
(EPA) is relevant for at least two reasons: first, it is 
strategically and politically important in times of 
rising protectionism (accelerated by the US admin-
istration) as a signal sent by the EU and Japan to 
support rule-based trading principles. In addition, it 
strengthens internationally approved standards and 

Table 3 

 

 

Industry-specific Effects on Real Value Added (FTA, Tariff and NTM Scenario) 

Source: wiiw calculations. 

 

ISO 2 Country Agriculture 
Manufacturing 

Total 
manufacturing Low-tech 

Medium-
low-tech 

Medium-
high-tech High-tech 

JP Japan 0.015 0.296 – 0.016 0.102 0.623 – 0.024 
AT Austria 0.000 0.053 0.004 0.005 0.016 0.011 
BE Belgium – 0.003 0.082 0.003 0.035 0.105 – 0.014 
BG Bulgaria 0.000 0.000 0.005 –0.010 – 0.049 0.010 
CY Cyprus 0.000 0.010 0.004 0.000 – 0.053 0.005 
CZ Czech Rep. 0.008 0.050 0.004 0.036 – 0.028 0.027 
DE Germany 0.004 0.115 0.005 0.023 0.130 0.020 
DK Denmark 0.010 0.112 0.001 0.036 0.017 – 0.001 
ES Spain – 0.002 0.026 0.005 – 0.002 – 0.007 0.000 
EE Estonia – 0.001 0.112 0.005 0.007 0.129 0.016 
FI Finland – 0.002 0.079 0.001 0.001 0.074 0.008 
FR France 0.003 0.062 0.006 0.022 0.071 – 0.010 
GB|UK Britain 0.002 0.083 0.003 0.021 0.101 0.009 
GR|EL Greece 0.000 0.011 0.004 – 0.009 – 0.067 0.002 
HR Croatia 0.001 0.019 0.003 – 0.008 – 0.066 – 0.003 
HU Hungary 0.003 0.090 0.005 0.066 0.066 0.026 
IE Ireland 0.001 0.215 0.004 0.076 0.179 0.009 
IT Italy 0.001 0.040 0.006 0.001 0.020 – 0.009 
LT Lithuania 0.000 – 0.007 0.001 – 0.005 – 0.064 0.007 
LU Luxembourg 0.000 0.013 0.002 0.019 – 0.052 0.009 
LV Latvia –0.002 0.034 0.005 – 0.024 – 0.037 0.005 
MT Malta 0.190 0.329 – 0.025 0.082 0.153 0.042 
NL Netherlands 0.007 0.087 0.003 0.036 0.118 – 0.051 
PL Poland 0.000 0.013 0.003 – 0.005 – 0.033 0.012 
PT Portugal – 0.001 0.011 0.006 0.000 – 0.037 0.008 
RO Romania – 0.003 – 0.012 0.002 – 0.012 – 0.078 0.003 
SK Slovakia 0.000 0.014 0.003 – 0.002 – 0.030 0.014 
SI Slovenia 0.001 0.000 0.005 – 0.017 – 0.063 0.002 
SE Sweden – 0.002 0.100 0.004 0.022 0.073 0.017 

Table 3
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goals such as the Paris climate agreement. Second, it 
is important as a comprehensive trade deal with the 
EU’s second largest trading partner in Asia. 

Current Japanese tariffs are already comparable 
to tariff levels of South Korea after the implementa-
tion of the EU FTA with South Korea. However, gains 
from tariff cuts are still to be expected, particularly 
for agricultural products. Non-tariff measures might 
play an even greater role. The existing literature 
points towards both trade-hampering and trade-pro-
moting effects. 

We apply a structural gravity model incorpo-
rating general equilibrium effects, using a proxy for 
NTMs calculated from the WTO I-TIP database. Allow-
ing for positive NTM effects (e.g., resulting from lower 
compliance costs by applying the same international 
standard) positive effects for EU member states range 
between 0.003 percent for Denmark and 0.028 per-
cent for the Netherlands, and suggests a welfare gain 
for Japan of about 0.009 percent of GDP, materializing 
over time subject to the schedules of changes in tar-
iffs and non-tariff measures. 

Within the manufacturing sector, the largest 
gains are expected in the medium-high and high-
tech industries. However, these positive effects are 
not observable for all countries. The model results 
suggest small losses in terms of real value added in 
these industries for some EU member states of Cen-
tral and Eastern Europe. Somewhat surprisingly, the 
effects on the agricultural industries are rather mod-
est despite the larger tariff reductions in this area. 
Some tariffs, e.g., as high as 114.2 percent for sugar 
products, or milk products with tariffs of more than 
25 percent plus additional tariffs per kilogram, might 
be considered prohibitive. Empirical models do not 
allow to estimate or underestimate effects for prod-
ucts for which no or only very low levels of previous 
trade flows were observed.

The agricultural sector is illustrative of the inter-
play between tariffs and non-tariff measures, which is 
as of today only little understood and not yet imple-
mented in empirical models: in order to achieve tar-
iff cuts, negotiating parties often agree on non-tariff 
measures such as safeguard clauses, or tariff-rate 
quotas. These measures, though trade-restricting in 
nature, therefore allow for tariff reductions, or agree-
ments on common standards, and hence are ulti-
mately trade-promoting. Understanding, modelling 
and quantifying these in fact trade-promoting effects 
of apparently trade-restricting non-tariff measures 
will be an important task for future research.
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