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Pain of the Memory, Power of the Story:
On Hisashi Inoue’s Chichi to Kuraseba

b T

Yoko Murakami

Abstract

In this paper, I study about the power of the story in Hisashi Inoue’s drama
Chichi to Kuraseba. It is difficult to comprehensively perceive the event of
atomic bombing of Hiroshima. Countless materials and testimonies have been
accumulated to have clear understanding of the event. Inoue wrote Chicht to
Kuraseba with the will to collect and read as many testimonies and memories as
possible, and to make them into a bigger one. I have been interested in his making
a single story by collecting pieces of memories. A created story has more strength,
power, and influence on people than pieces of materials and testimonies. Stories
often try to compete for the strength and to overpower other stories. Through this
paper, I examine the power of the story which arouse pain as well as delight by
reading Chichi to Kuraseba.

A young female called Mitsue is a main character who feels a debt to the dead
of the atomic bombing. She especially feels regret for leaving her father behind.
But her father tells that it was his request that she ran away by herself. Since two
people articulate the same event from two different viewpoints, there are clash
between the stories. Mitsue’s father reverses her story from his perspective.

Although Mitsue’s marriage is suggested at the end of the story, this is not a
happy ending. Mitsue’s father entrusted her with the sense of obligation toward
the dead. That is the severe request that the power of the story brings. Through
text analysis of Chichi to Kuraseba, I would like to clarify how the living is
constrained by the power of the story as a request of the dead.

*REBKEFET VT RKFERgE v & —HERIIFSE 2. Assistant Researcher, Center for Asian and Pacific
Studies, Seikei University
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Place and Memory of Palestine:
Around Tawfiq Canaan’s Traces and His Achievements

FHR Hi T

Aoe Tanami

Abstract

This article concerns the difficulty of preserving collective memory of
Palestinian society before the Nakba, the Catastrophe wrought on the population
by the creation of the State of Israel, as read through the works of famous
Palestinian folklorist Tawfiq Canaan.

A former leprosy hospital in Jerusalem has eliminated all traces of its Arab
history including its Arab patients and staff. This was the place where Canaan
served as director and physician. It is ironic that his legacy here has been
completely erased since he was a figure who made great efforts to collect
Palestinian traditions, foreseeing that they would be lost or forgotten in the near
future.

Still, beyond the hospital, there are more elaborate ways of controlling
Palestinian collective memory in Israeli public space. While a Palestinian motif
may be presented on the outside, something related to the Nakba or the distinct
identities of a Palestinian village are prevented from being expressed, as seen in
an exhibition on Palestinian embroidery.

This article highlights Canaan’s works, arguing that they have the potential
to resist such maneuvers. Additionally, his articles present specific problems of
preserving collective memory, such as “Palestinian Arab House.” In detailing the
ways of building houses, customs related to the home, and living habits, Canaan
provides rich information on Palestinian habitations.

We find the paradox of memory in these efforts “not to forget” — that they
sometimes bring about selective memory. However, Canaan’s works are left open
in front of us.

. IAHLLED [NV VyDR] LadlEo Ex
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* OWRIERET VT RKFENSE Y v ¥ — FAERFJEE. Chief Researcher, Center for Asian and Pacific Studies,
Seikei University.
E-mail: tanami@ejs.seikei.ac.jp
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A Personal Retrospection of the Serial Lecture
on Kohet HANAZAKI’s Thought:
From the Perspective of the Third Person “I”

JUIA g 52

Takashi Kawamoto

Abstract

The People’s Plan Study Group (PPSG http://www.peoples-plan.org/jp/), set
up in 1998 as a network of social movement activists and action-committed
intellectuals, aims to search for alternative social, economic, and cultural systems
controlled by the people that will eventually take over global capitalism with all
its destructive consequences. PPSG initiated an alternative school, OPEN (an
abbreviation for “An Opening for People’s Education Network”) in 2008. And this
school offered a serial lecture on the thought of a Japanese philosopher, Kohei
HANAZAKI (born in 1931) from 2014 to 2015.

In this paper, I will try to make a retrospective review of this lecture in series
from the perspective of the Third Person “I”, which unites the first person’s
subjectivity and the third person’s objectivity.
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For the Politics of “Demand”, Not for the Ethics of “Conversion”

EH W+
Yoshiko Kanai

Abstract

The ethos and the emotion found in the heart of Hanazaki’s (1932 ~) thought
and philosophy seem not only to be supported by Buddhistic perspective of the
world and life, handed down within the spiritual tradition of Japanese culture, but
also have something to do with animistic view of nature.

This article was aroused by my “dissent and suspicion” about Hanazaki’s basic
stance of his thinking which came out clearly in his Identity and the philosophy
of Coexistence (Hanazaki, 1993). It was the stance he took in his intellectual strife
with the discrimination and coexistence since 1970s.

Hanazaki has been tackling from a critical point of view with the issues of
anything modern, anything Japonistic and also the sectionalism and dogmatism
of Marxism, He thus tried to open up a new sphere of thought, ideal and value.
Whether the ethics of coexistence of people and the people-ness could be the end
of his lifelong critical thinking about the concept of the modern? I am going to
discuss as follows.

The first issue is about his idea of the world of coexistence within which the
“people” are idealized, universalized and even naturalized, However, whether the
idea of “people” which means the collective subject of the oppressed could imply
the reality of the people who suffer from the discrimination in the actual world?
Although he advocates “to become people” and “the ethics of conversion” would
not he weaken the very foundation for anti-discrimination rather than he could
change this complex reality, entangled with competitive various values?

Secondly, I am trying to consider Hanazaki’s ethics from a different perspective
rather than the modern concept of human rights. What underlies his ethics seems
to be the idea of equality from the Buddhistic view of the world which forms the
origin of Japanese spirit. It is the world where everyone stands equal before the
divine “Bosatsu”: that is the idea of “the thought of conviction (Hongaku-shiso).”

In the third place comes the discussion on “the world of Person” and “I as the
third Person.” I wonder if the idea of the first Person of “I as the third Person,”
which Hanazaki proposes as the foundation of the identity of the coexistence
and the sympathy among human beings, could allow the existence of “others”.
Consequently this idea might simply mean the world of self-identity of the subject.
Therefore my question here turn out to be: whether his world could open its way
to the second person relationship between I and others, or may it lead us to the
relationship between I and God as in Christianity in Hanazaki’s sense?
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FH] 2B ALT D HHVIMS L0 [H] MRS EYEET SO TIER vy — i,
ANEDZIAR & L TORFIMEEZ L B2 0, [HIISANHERTT 5 ELHEZILY k72 TH LY
AJETHEHENCELTHCEOWEEEICHEIT L) L LarbTidhvreEZ LA (TH
TR S Tardi], TREREER o B ] 0. 2 LT, 2 2 TOXRICIHE > THE VIR Z UL, TH
Bl L) HEIIHTAZEEE. 2o [AR] o THCTE] ~OBEKLE FETDWTHTL
TWeDTERWwWhr e BEnE 4,

IV. [ZEAREINE] ORI (1) — 81L& T3] (raison)

ZHLT THE] ~olENZEEICEZ SNz [SRAHZE] #5725 Edio T,
TIDH, ZADVHLEVIDIGE) T LD, TRENAFH LRI E b > TREBASNT
Who 05 [EWAEHEE] & W27, RN 2REOX L TlE v, MR LS
NZmEORETE LTHRIZL TS DI TT, 22056 [EZFAEHHE] omps vy b
DOPTTLEDIFTTIINRED, [HEE) ] L) FEELHTELTOENT, EEMLIEATD
RFMOME, FREOMPL V) ZLEZEIR o THVOTW A T, ETHEL WM
TTINEL S0 ZMBALT T Mo [ER] O»TOY 7 77 AOFRELE L LM T,
FEFM LA G ORI E V) bDOEFES> TV E F T,
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ZOWICHREIEILL T2k, WAALZODRD ) FFIFNE, AL, WhBIZAKERD
DT A4 LD [HFRER] 2o/ BnEd, TNEIVAALRBHLBSHLATTIINRE D,
ML O IEILGR 72, 19RO E V) DEFA T, TNED &ICL Tz A
NTRHAZEC)HEEN, T XTCTIErwenrd LnEHATE, —HWIZH) T3, LaL,
TA LD [HERHEE] OR2TIE, (progres) & A (évolution) &\ DIIHMAFY o ¥4
PHIELELATTR, ZLC. 22T [HE5E Ll LV O TETEET, 2D
Lt )+ Loy ok, HRS [EFAYTFRZFEHAIV], )0t vy boxs
HLTET, [HY] OFBELEVIDIE, ZIVIHEREA) T LICLoTHRILLTELAL L,
FEDBBAH A, P TEHITE,D LG0T E b, [H ) Bk 2 8 (progres) 7 &t
wF#A\M%A$/£$<m%mﬁ7%W3F7%ﬂih%h@&5w5$5ﬁﬁﬁ%hé
Mo FOiEMA I ES TV ERETTHAL, bIFHICVWLET &, HRLE, Eaton
KEwv)Z e [HE] O—DoDF—<Tholze [[55H: FE Etat perfait) | [ K&/ BUff
(le cité céleste) | ~DFAKEFTHE] L) 5H1Z, 3=V HOLZADWVWEIZA LTHNWTE
EF L7oe 2, [HREY | ofgaetts, 23 228ekoltie nw) boz &0
IR LTV D, FIVHAHDLLT, WAHEAL [HESFEHE 1] A ATE72RER,
Z [Hr] oFREL,

ZFO%EHMHTTTI, (raison). B, KRG NE [HFE] ERLTWETTIRED, [H
Fl ONBIIT T, TOMEY Lo L ABUEOMFUCH L THRAMICH L 0L LT, 7
ATWEEVYTAF2—%2HIFTCVET, EVTAF2—IZ200WTIRETHEVRBEERL &
Fo TLEVTAF2—-CZ%, ZOREWOMPERELEOMAL V) bDEENT 2 [F
WAL B L) b DE LoD (raison) DI S LM LAEANLE, TV FAF 2 —
¥ (la grande idée d'évolution ou de développment progressif) & \»9 [H22] ED 7% GEBHIC
L7ZAZE V) 59T RTWET, [EOANFHOFE (oiy ] &9 Did, (raison) [ZF V. 1
TTHWER EEIVIR S VEED T Z =G T 3 VA B YRV AR VT BUE 2 QX NG
Z PR (raison) FHEA AN/ LEMH 7 Z#\EFIV ) 3 |0 HAENEFTEE V) DIE (raison)
WD oMb, 2 LT, A ET AT [BERER] 3TV T A% 2 — OBRGH %
LTWwW&E T, ZLCEFICTENNEY T AF 2 —0 [0 oBff: L2 F 4725
TVEE) eV BREIZINIC LT, MRS o2 ToOSBEZHALET L. 21U
[BFEH (despotisme) | 51U F » T, rEEE);Z/(iJ (république) 2\ 2722 TH > T,
ZOHREIIC [BFEBEI ) EI FTRIEBGAZ ANV JHBR] & LT T—BEEE/Hl) v adbo
WIS Do FND [FEEA ], 21 (mixed monarchy). & 5\ T X - THIFRE 7z
{monarchie) 72X\ L) IZBERTVWE T, ZOFIRE V) DI, (TE AL [ZE ]
2B 5 Lo Z B . ZEURELE & V) O FIEF ISR 5, liH O SCE
0EHbTE, PBVELRY FI,

L, BV T AF2—DF 72 (république) WA Did, Uxd [SiE] v b
ANV ZBPEV) &, )T AEWVE, 2F D, FEOHNIIOWTOBBEIITEBNTR
Vo ZI05, [ZENEGHE] 3nER DI Y MIRAT, & v b2 ED [EFEHRE0K
FlCHEZER LA EfToc A, [HENER] 0b L OFETH 21, (lidee de
perfection) £\9) b DX EIADOMA CEMAGRZBEL TRLZ. VY —ET5RIELTVWEAT
T, (raison) DUHHPSEWL EZIFERELZ L) OHILROIZ K ERIZEVE T, [k
AFRGR] 2OV TOFRIEHE T EED F9,
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V. [ZFARGNE] ORX Q) —BE L [115BDE®] (motif des actions)

SR OFZ o [HY | COBETEZ TATT L BT [H%ME] onh T [FEUH]
DS 5 k5l L] oBBoOfTTE ) 2 EBALELZTNRE D Fid4—
O 4] ou—<HFEOUDE A, bIVoRAFRMLEUZEZHELTVWET, TOWVLIZARE
BOLIAH, FONLPLRD L, DENITHOEFEL V) T LFSLVRSH T, ZFiLid e
TH ENEEZ LI EPEELZL, OF ) EHRNISERT 2 [HE] L. 201740 (motif) .
BHEORTEIFES TWB AL, LT, ANHOITAEDEKE W) ZLIZOoWTHEITELL L,
FEBIRY 70 LB (T | (intérat) R [ FL8 | (plaisir) o © & Z b ABIIATE % W22 T 5 2 (désir)
[HHAK] &) S ICRRIZRL T EFiFn e b, (désit) OEEN R IFIULZEE 2%\,
(intérety. (plaisiry, (désir)y T Vo 2BEWETAMOITEIE V) LDEA TN, TADLE
72l ZaUg [FEH] 2F 0 (matérialisme) 721 ORI L < 7\, (spiritualisme) 37550
5o T, (sentiment) EWIHREE W) DI, WHAICKELRMEE LT EZ SN
TELEPEVI L% [HEHE] O2T, JlOLIATHNTVET, 22T

[dskgift ) L7 T RETET LI NE VDT ZTE s 45 MEE, PIEiFHBERE /15
2 I TRV ]
TUIEJIMFEN S & [H] 2 BIEE L7210 Tld v, BLEITE S, 72005, (spiritualisme)
DGRBS 72T, (T4 Bkl & W) T EPREELRAE, FHUIGMEIELA7Z, En
ITEEVVET, [ZEARHME] OR» CHREZRBEOHERVHF L D> TWLDIE, 20
B O EIETE 2 0 LTV E W) L ZHIZVWAHALTETHSLNTVETH, b IE—
I NFEHA

e, FIVHEENL AL L, (raison) O [588:] [ OELE V) DX, #7720
TIATENCH DD, [FRZADV. v MRS IdiEfE s e ). g5k [ FaE
iy 7 HENEEERAC, —&/ B s v=pF I va g, 22z, #EE
Mt 2 BBEEOIHEN, 7mA%D [H] &I JEHEZ T TlER T, THE] 0L IciR
WO SN E LTl UOBHEARENTVE L Vo TWVRWnESL ) LEVWES, [RAD
PAE L) DA LD T EIZDOWT, REFBIIWAALRERE LT T, ZOMDOITIE,
[JELIRDZEE ], BEOZBER ETIE R, FEORBRLZLDhWwE ) gL v ) D&
I EDTEL, IND [IELROZE L g [ZFA] ofIicEREHTCETEATED,
SRR %002, TIH 2 NE) 7. BRVE=IFE  HH) . IFE/FH) 7. RVir=9F
WA Jo ThERe o) FIEE L] o [FEMHNE] o2t ictd 25%ET, &
I ACHICEFRZ L VI D L2 R WATT, [RUVBRMIERLY., == ZHEE Y 7.
L= = Lfi=ffem=Fe, YH=9FPV b7 /IS T Y] 2F ). HY &/
DOTEIZT2A %< T, FEORIZEEOT 2 HIEL CHEOHELITH . 22 ITIAD
Ptz KL 5, BIgT. TNDS, RN O AL EOEDOTM, 205, 2B,
VIR, ISR LT A, TEEERISRASHH B LT B B BB 20 7 2 T oo 2 5
LTWwl, ZIUHRADPERE L L LV T EHHTL 2DIFTT, E4LENLDITTT,

T, ZOFHER L, ZND5 S o FALEFMTOMIZHE L) & ) PRSI TW» DR,
7Y b OKEFHFE O CH@EMTT o [BEGHER] O TH oy Mo [HHERFR] &)
DEAPHLIE S, 74 i, AR & 825 2. (chimérique) TH D&
WHEMAETT, 7Y MEFEITHREVEVSTWEEWV) DT, ZNEHALTWBEDITT
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FThEL, Loy y boiEmIEER, AN LoV w T [HER] omE Y FTiTo
T\, [BlEE] OME D, [H] o [HFR] L) DIEEI VI BTZENENEWV) L,
7o ACIEREEEIRH & VWD D% L BT TIE RV, BROIELFEEL VD OEWFET L &
WA EZAFT T TUL THFE] OFUIR LR, E W) 5H)IZnIbIFTT, L T2
N, Va—n - Nv=o [REBOERE] O iclEbbiEmTTo NV2BHHIE, BRD
EMEHIIARRENLIREZ LW THTTIIRE S, SNIRHEA, B Tws X512,
HRIZENAZZZTHEVISI I, MAREAREL TV LI L) ICvwbiTEd, Fid.
FOVINNNZEDENTETHERELZLIEHIATTINREDL, NV=DiwmE b ) LTw
RWIZHTzoTAHAET L, WHALZEMD., BEHEOEBPH L ITNEDL, TIEER OB
ML WIDEBRDTVELEWV) HTIEZWWEELTWE, ZOVBITAARLTWHIE LT
INVEZRBBEETVRLDER, EVTFAF2—0 [EORM] £1085E28ETT, LYy 2403
HORIZEIHALTBEE Lz, 39 MATULEMAR VO TTFROET 72T A E T,
[HEEMICBV T, HRWBROEMNIZE &2 L CHBOVERES D, HDHARD, 2
NS E B 5 2 SISO ARSI S 2 BITT A TEDLLHICARDERTED,
ZLT, HEPZOWCEHIETIME—DFETHLERTLDLEEXTHD ]
DF 0 RS, EHRE W) OLEROHBHEOLPICEINDL, TN EY T AF 2 —
DFERTTo THUIH LT, ¥ - EZ— L ZIEPIZLET IV T — L) oL [4556 ]
TEALIEZVSTVED, L ATBITEVIREDESHH Y 3, EBE, [TFirim]
EMOATHLZATTIINEDL, ZITIHINI T E2ENTVEATT A,
[BEXGEYTAF2—IZ B E A ENTWD, BERAH LI Bhsd 5 & &1,
WoEDEANIEKELEZLOIFIENRTHLE, EBRTWDL, b LENDEORMTH S %
BIE, ZIUIRNVD T EXF AR OEOEMTH L, L LENDPEETH D & T,
ZTOEHZ L 27U 5%
EWVISEIIIHERTVET, REIETH VT — V2L EATATHEDT, BELLEHAL
2B EEVET, T, EHICTANMT—IIEITIVI LIV -oTHATT,
[ LdRbOB A TFHORICIEFIZHRIIC RS LTH, A bHEDHE
CHWERIIZ R 2 L EFEPIFTLTL &9 26 b LEEAFREA/EUL. 255 THE
v, § LEBEDSESH TR ZINL 00, EELELTEELIOR L, FOEY
IR & BT L v BEEAVRET E T bIUL H %7202 DR EZ R IT V0,
INHIE, IRTIERICALR>TVD, LEL, HalizbOARE Do L bR NEHE
BIZBETO, RVICLELDOEE, R b0HORFRBEEOTEN, Hkhllzbd
BIL5NEIELL) ELTWEEW) ZHEEDT]
(lidée chimérique) Z D75, E\V19 5 ITHRTWE T, I hid. BilEEr - AOR i
HEXIZ, [#E] BndyZLZiwnw sz trvnIEFdignsd, KRIZEZFTENLE Y+
WTF—=VDOFHELLTEILLT ATV E) D RIZGP Y A 72D FEATRED,
L LZFIE, B EOEGRTH LD LaniTh e, FEElto#HmTIER v, HE
XS L - ERABEORERATT, T, TR EITRILEZ B L Twizh, [ZEA
RG] OB TEOEIEL V) Ok, [HE] WEB» 5 VI,
[ENESRT 4TSRS RERZ AT EHAPNES RN LEOR®RAZ Y . M2Hn
b7z 5 <
EVI)IRIICHERTVET, BRI LTEREZ > THTEWIZEZ, [E]. welLwnk
VI SEIIIZHATL2OTTIINRE DL, Tomite LTRIE, RIIV VI ITITADFEL NI D
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DIZEFTRRIZEDDIZO TEZIAZ LV L) IZRVET,
TFolzVRAEVIZARDEFTINRED, LY 2 XAD3IR=IUDPE4AR=JIIMTTOFIHE AT
L&V, ZNE, VI ITTADET, VI ITTART T HORBOEHI 2T 5 I TIEH %
HHENL X1, ERZIREZEADOEBOTTOEV) 02T 258, chz 74T
BRI DEERXEBR LT, [V 720 & [ Fr] 253 wTwEd,
[ VL Z3i7 — A EB D AV =BV ET DT 2L N F, k=T v 714
T AT AT FEENR |
Ih, HEIEDVHFEBETIOEZVNITE, BDBLoTiT>TW5S [EH] v bo% L sRE
W) S DOPRENGITIUEFITE DRV EALBELIZH L TOEIDN RV, THREDOES
(4 HIE7 7MY Al B (raison) /5 =Bty v a b —H=FX, SHE
Boz B abIRY]
[(RIEZHWANVRIET T ANVT bNEHTET VBT AT FENVET Y |
[MoE o V=% I YT Ay, BRIV =BT YT AT X
COFELMMN LRI,
[V Ty MEHEEVE/ERZNM) S H RT3 5T A ZI k= EmATAF
FNFERY ]
Lo TN, SoEZDFEFMEDTEL YL VELRDLATT R, L LZORKRIZ, £HUIR
LC[#EA] LLTHIZEETETD, [Fii] oRTZzoFIFHEEZ20LH L, 29T
B nE W) 72 LFEESDTONE T, Lol #EEMLEEERESC., E56I2HKINMTCS
R ORH ., Wb [JE] L) S5EA Mot TcTned, ZNIRETTHA
CEthAe ZORMIZ, [HAHL /B /=] HEEITAE )T LIZhb, LI, T
DD LoD, REGBZIL) 12k b, V2 I T ACBWTE [ & T17] &k
—LTwainEd, 8] & [47] PREL TV 207 AMPZ, TOoMRTEEE V) DIkE
DEIBRBEREDLZ LR DD TNHREOMERATT,

VI [=BEARERIINE] OREX (3) — itk & [=ak] (volonté)

[ZWe NG 23 BC, Ml EDOLHIZEZ DO, E V) O, [H%]
DETEDL ) BIGIITS>THDLEEZLONE V) T EREZDLEXIZ, RIE) [HEG
R AIIEEIRB LR E L TwET, EoZWVWnE LAX)IIZ, 7410 [BEERET]
& (évolution) % {progres) % iH-o T &7z (raison) DFEHE V) T LIZONWTL Y H 2 Lk
TWETUINED, L2LEb oL bHMAICHTL 20187 I VA, ZLTT7 T
VARG o TV [HE] ofRT, TIRESDRL S ZHELE VD) ORET L
Tk, LY 2 ADAR=IUNEER=TVDEZAIZ, [HEREHR] O—HiZHEMLTHB &
F L7 [ LIMIERE I a2 AHERTT.

[T /=T o FILIITE ST BUl = ARV BN HEE R =/ B 7). MY 7=
Tl BN s SR BN RIS AV T Jov ]
BE— DI
[AF Bl el =) Y HENTE @I L RE M 7 Hi=Drfc 2 BT £ b
2
Z g (utilitaire) @ %\ i (sensualiste)y D ¥, [P (plaisir) 7B b AI)VE 7 Bl
) ]o ZFEJHKR =) BN EE ) K ANV BT DT A N AVE |, (rationaliste) .
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(intellectualiste)
[= 7., ThFSEWEK B (rapports nécessaires des choses) =17 7 LT BT Bkt
YN A, Fth=TyF B WEEE S VEA ) TES S HE Javolonté) I LLTAREF b
BT, My THERIWANVYUANT 7, BVHH BT HAVRESR k=
%Z?%A»%%Ubon%vﬁvmé/ﬁﬁfuo
=N BOR/ KETBEAV=, (OHZ BENRE EEI ) BX, Q-7
N 7 ER (araison) VY, BIE 27 HE Z8k (aliberté) = Y]
CHE—, =, Z0 09BN A ERVET, INVT YT AHLNIET AT E W
AILDEZFTIIMZ, ZFEHOVBE L CEYF AT 2—% A, ZHFEHONBE LTV —%
FBIHLTWET, WY —DE vy Dlid (raison) DI L% vy, BUEIZHRT S (volonté)
DI Th D, LT, (volonté) DL\ DIk, —AD (volonté) TldZH\ o [HAESE ]
%L DONBO TGy 72 T EL VI TS5 b D72, Zho FLRoB R s v
2bOLITE) . —ED [BHl], IV EoARGOEELLES [HE] &) bOREYHT
L2 A2, (volonté libre) OTEY H§ [H:] OEMDEDH L AL, [BIEEREL] ORPT, £
VTAF - IOVEALPPEINLATT,
ZLCZO=ZFHDIS L) 02 bo LiRGH LD 0, [MEFym] 2L AL, T,
TATIZZZE V) STV TWEFATNEDL, BB IZ, VY — &3] B
5 (] oEkE )0, E2MEOEO LM TE T, JLRIFE TLmAW, IEMEZR.
HHVEIFEFICH o TREDTTCETIREDL, HELVOT, T2 TEIIEREBALET.
ZOMLET 5,
[BXZHETHH, BFIZ0ERH) bDIE, FPOUENLSZ) DT, NHOGELR EIZH
BB VOTH b, IEFIITXTHALHRL, MOADBZORFETHL, LirL, bivbh
HIEFEZDPL DB EZAEDOZTMAZENTEL L SIE, BUFD AR LEL LW T
H59o
S PICHED 55T HIBNIEFRD D 505, TOEFRIDILONOH VI TEES
NAH70I121E. HAEWNTRITNE RS2\, ..
FARDE LI, 1ICE 272 2AT, RIEVEROEL M, & L CHEFL X RS
59
JEIZZ S % [EBRFRR] O TIRFICEMICRLTWES, LT, ZhIZo2WTEN
[ff] %2 CwES, 5R=VO—FRFZIZZFD [F] ZMALTBET Lz, ) EHA W
DT, ZOHGRDBFHLLABREL V) BDETVWRWIZHALTWE T,
ZLT, ZoOmBELVI)DIE, HLAEDLRPICHTEET,
[FPE 7 2 F IR ERDES ]

(AL, MO LIS 21033, WSO TICERT 2ICEST LT A4
MUBE I IETE S A E 2 ) o A EHE. A BHEOME LT, —HEERTERD ]
[t & LCTRICEBTA20TIE R, 720 BAO [ FPoRKEL LT [HEOMTIZ
BT 2] bOTIE RV, AAOHHAZEELVI VDL TEDOOLNL DL, ZOED
Jiv END [RGFTIE] OB OMRN T —~o @BHEROIEEIZOWTIHVZHDZL ) D5,
RO T 2 [RGFIR] ORAKRYZT—~, TV, HRRETEEVD ¥ 4 b TEN

72bDTHHAATTIINE D, ZI TR LADDITHIG L TWEEBNE T,
MR, BEICBALELA2E912, IR o C TAEIFHR] 5. Zhosk$E2,
FNZEDE WL [ 2 volzbiTTirEd, ZEkL TEDOR 4 ORI H A
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LAE VS TWEDLIT TRV, FOBICBWTHANEY b -72 [Hsk] % [REK] TRUL
W) DR, ] ORRLTLOL TS 5 ATZE V) DA, BEilEdEDIEREY
Biige 728358 HAIZEFRRL TV WVATTIINE S, RITEBLEDOTRED 2002V
V=0 #4805 O, JRRAEET 5 (a2 o [ ol w ) o2sIERIC
AML—=bMZHLEDLNTWD, JKRIZ. ENPCRIIHEEZR 2 Eh, Micdh S D AP %
A DBPETHREV)ZEDHLEENH)ZLIZOoNT, A2 LEHLTVWETIThEDL, Ly
L. A DFERIZE - T [HE] 2NEIREN L, HEMO LI TENINERENE L) LD
EEML VW) CLEARBTITHIEL V. 202 & R REIZIKRR S,

ML oML, [HE EXF ] Q0L LTHEESOLNLIDOTIEZR T, BRORID 722
THOETZITANSEN TV, JKED [#] 13, [BHORM@) or xo [E] Li3EwE T,
L2l AADPHHBRERICE > TRYE 52XE [ L) ol R -> TOIE#ER A
72l LA L, MBI NE) ELTwrolR, [BBoRME]. E2roo, RICEGE., viEs
LD [H] THHIELTWD, HE204E, FEHBERIITETVWEFATNED,
FNWEIVIHIETEHREL LTHIESN L) ELTWD, &) TIUT W VY — DALY -
TEZIUL, TIREORME] 2w bonLELRAZIRLEDL, LrLEahd TRIBORKE] &
WADBODLENT, DT TV RITIUEE SR VAT, ZRAFEIEEAED T,

LA L. BEileAdi vy —omil 2 19 OBGED/NETH N ZE ) L5 DbITTTIFE D,
FLTCHFORY) TOWRITHEBOXLESL Vo TWAIOTTITNE S, &I [HimksEdmtE
D] V) BESHETCETYT, TNEEIZEZLPELVHEBETTIRLE S, REICEIL Ton
F5L, 20Kk BEEADIEL] L) A2EFEXTT, TNUE, ) DLV 2 AD%LNITIE,
LM R VOTANERATL, EH)WV) T L EFERLTVDLED, VY =D, FMEILED
BT LIETERVEEFCERIIRESIN R, BEOHEH L EEOHH S Hifle Lk L
20 [BBORM] 2 o) [IMEORME] ISHEDIT5 L) 2L 2/t LTiEo
b, CRIEF->TwuHn v, FE—E S TVWEL)INERAH ) L LET, MilEkAED
H2LAWE, F—@a0kRIE [HE #£X] bobhzordb LhEFHATNEL, LAL
FREPF I [RE] 28T CTHITELEEICE, ZHIREDLZZHLVED ) ORIIHES
NTWARZEBEWEY, Bl AERIRRAHICH LT [EE] oSETHH L2 ELh Vv, £
NERREIITEHZBLTRLTE WD 59 IR FORBOMNIT 20 ZERL £ 3, [JF5E]
O Aty [ ICLT [JE] %52 LD EAT. B W) TeFbbAZLE V) Z LR
RHYIRLZEVIDOD, o [ZFA] OFATE V) ZEI2R) T,

IRV ANAL NN WZERHLATTIINE, ) THrRVEEME/f->TBFELLELL
DT, TOBPTYY FIFAZ LI LwERVET, (1F)

H& BEREAE, RUICHV L) TEVFE L, BELLLRb o wAWAL, BiFL STk
W EPERFLLLEABHYEEVTE T, bro bRl as3IZEE->T, HELWHIET
T30, ETHUEVBIADOT, MLEaN o7 2hr%Edbo LT AT
FTERNET,

(k%)

Al XA LWTLE I He FNTIE, —HEHASETCWAZEWEBVES, LD
FHLIEFIT, RYIEN, KXZMHEEZWANANLENTVREDT, WANASZEMLH A
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ERDATTINRES, AIFHEAITRIED [ZWA) LT [THREDO VY — ] BLRR
DFEA| L) ZETRXeBHESIZIR-oTEY TTOT, HHELENSMHQZTERM &2, M7
HYFELEOEBEVLIZVER)ATTIIREDL, WADTL &9 D

JFEHGEWR W dH o, 2RO TIHRA T, WRINET IR hdH E 8o T, 7RG L T
IWMWoTHWTMELHL TN VATTIIREDS, AEHIZ. S5 ENE LT,
[ZWN] O TRENSTTA, Y 2—)b - 2NV =? “La Morale dans la démocratie” [EFE
DHEIE] D% hh HEEMLOKRAFEFGmETIIHL TWwD L) L2AEADITELTTT A,
FNTHOEERZ L 57L)%Ob NIl o THDOmLEE DL LRATTN, SOEHIAD
Bilix )0 h o T, L FZZF T, i%%~ﬁﬂ%($%ﬂ%ﬂ#%%%éhfﬁiﬁ@ﬁﬁj
EEAIRLTCCTTR, S2FClmmrBREIN e ZEICo&F LT, 22EIRT 51

) THLHELZVWATTIINREL, =272 74 20 [HZEGER] 122WT, 2T —
DEFEZIZZEZTTTOT, EHbALLAEMARD, Miwvung L x ) 2@lHn s
BRVWATTH, [BERER] OBPTIAZDNY 7T TADFZRIIOWT, 2F Y FI2, Bisk
L7268 ETTOICELRNIF LT BT TLAP SR LT HSIER L 2w vo iz,
FAVIPRREDZ EETT A, YVa— - =) [REBROHEME] O, T, HcEzFRLY
777 ADHBE, FoK ALY ITAOBIEGTIEELT, Z2D, DEN T a—)b N =
O [REEOERE] SHEEAERE LD MMEADET IV, %FEDS (publique) AKIEDET IV,
TEORLDET N, BIFOBLEDPZ IV IDEwmTAHEIAHIIHTLAATTY, 22TV
777 AOHIEMLELT, TRIIEZZSOERE V) DOV H S &, (courage militaire) I
72 B4 L (courage civile) TR E L TOHEL.

=R N =iE, {courage civique) & L TWhrEBHIDTEAT... ?

M HEFEZ 5725 (civic) T, 75 ¥ A2 L (courage civile) T, TREMZBER. 14
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 TREHR] LI SIICRT LA MBEN LI R L TWAHALZE HEITE) ATT A,
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EWY) OLPTLEHTTR ZHTTITEL, o EARALTROLLTHS L Z12iE, 20
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HR V=L TET
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THF &, KR [H5 ] OfEFR T, MRS IZBE L CRFICTOARAWVIZEIFUIIR D A 72013,
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2By MO0 53T WL TL 50y —Olfi—o ST i, HEHR TR, HRE D
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N T —=DFAT LR EFICTORWVITBV RS, Kk, TNOEEMEOERES LV T
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Lizks Ty FIUIHE=HMKIL > T NVZHELZ) R ATTIT &, R0l ) TS D
REEA CChE Y MIALNL L) BB LEVIDIE, TOFEFDORTIEFETE R L
TL B 205, BMENNVZOEEI S WARTETIFE, EFEM 0N = & =400
B o TRODONVZDMIb N ) ) R LS TwE T L, 22134
R, 77y AOFEZIHBIMOMITK, 2 Vo b OPEg s Tn T o S [=
e R IIE] Tw IR, BEBEORENT A HzoTL 201k, RERIZE D 2o THED
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Vo 72 X9 RIEBOEEEL VO ODHIIIZHTL b0 F9 WKL E . 210 JRRIZER
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Al kALWTLEI 2o TNTRE, BHMOMHBOTICALE T zZE& v BT,
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CIHFEH L] &) D TT,

b &) EZDOMDOFITEF S ADPBILRFOEFIIROENT, ZNTHELZ-OPB2EH
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7% 2 LT —2oHTEFHATL 2,

I, T3V TaAT AW HEFAROEEOK
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PENFE LT E, Ty I, §ECEbo7te Ty r—8 ) Dk o) SHERFIIRZ: AT
FTNEDL, CRIIDEDLET TV A0 6H M “République Francaise” &\ 9 D&Y L8T
WZATTINEDL, TP THy r—OF)ZIFFEFICLICBERITHIATT R TSR
T w) b, RIET7T—F P RALDRNEEZ L TWATTR, 2T, =4
B o TAERNEREILZE L T ZF0 70t 2%, ;v r—%2@LTHATWT, 1T
o [BFAEH] v oxFENTHINEDL, HEREEEZMABOLPTT-F Dot h
DL eI D, Ty SoZOFICHED FT L B [BYOZH] L v T, KHD
FELE) TVl w0 E)BICELOOFEBESE L W) 0F JKEPIHE21ED [H
EZHH] OB TEVTLATT R, WHE2ETTY, o, Zhid, [HEHM] T8z 8
MENEEROBMEROET - 7285H T EVEBESE— 213 U &4 5 [HESFH] LRI,
HHTT =7 v VoA B o ATT,, [RIEFHR] L wHIDTT—F V228 T 5, €9



127

VIR E T o EFENTWE, Ty FIUSKH L TRRIE, [T v Vo RE] Lw)miisH
EF9. ZLC, 7= VR EHT L%, I FFRD &L T 2 fERe AW7E&wv
ITEE, FD[T=F IV FE] OLMPTECNTNDL, T, ZNDEBENE I N6 R Wv
ATTITES, 20H2S [HEHH] OFmH, o, REFML2L 272 EN TV, T,
B H > THENR DT DHATTIFEL, ZHI0IFELVHIDE, ZOFvr—Lwn)
OO [FHFEH] Lok, ZN5ZOHBO RIS LIEFICEEZ2EE, ZLTT7—F
YUALIKT BIFEICIE o E ) LM, £ V) bDOERREHAL DL ENTES L) IZH
I ATT R Ty TOBREERZAZHEOKEF Lilidyz 728>, SROIFFITERERZ
ERAL RV, WERBZIZOWTIEWAAZEYRSH ) FTUREDL . LA L BEEHIET v
=T =5V ALDTIATo 720 KR EZZFZTE), ROV DIEL o5 L2k
MFERZS72E VI SR EIATTITE, ZORML, BTOHL» %< T, HAXSAD
HEITER WL 2D oA L nhe TARI LR, Bifix ) PPV LRDL B o72blT
TT, EI9bHY L) TSFE LT

JH BZIZOVTnI EZWNnoTLZENVnT L, EoXZNEA Yy LI EBRESTH Y
FLE®o72ATTITE, BELEWVIDIIEELS LNAVATTN, ALE > X0
ISP CELZDOFEHBIEL L ORFIITTAETF L V) DIETEF 2L LA .,
Rk LV L CRRFRATH) PIEREREDND ) T35 REHEEKIAT-T. Z22WI0ET S
720lE=, ZOAT, HiLE b ) —ANEHE W) TADBZD L TIRBGE T, M4 554 O
L TCAALBS B R 072 WIS BRIENBL Lo EMTLBATTY, RN, 2F D EGF
SEAEIHESEE L W) RABRVERE L TE LT, bl v oIE T, JKROEROBEONT 7%
AD, FEHRALTERL TEEAD., 2L oMEET 2 v O2H - T, #ilhEgE L) O %k
BELTETOT, BZOLLIEEORTTIE, TR AGORTEETF LD —/HICE o T
ZDLTCHDOLRFICHTEFZ LT, FIZZOREKE, dN-oLBoznid, b)) D,
HIGS I DEHIZIRA D EH o T/, RIL Y RIER TV HIEILE W) 2 SH 5 S AL
GHIDBH R NTTH, THV R,

HH g

W E—7E FH. HELFEXHECZY) LTEThR, HbOBHBIZEOLZMI, b)) &
RO, BliR8, 9EDHDIRD, MFRBORKEMToTEIDIHIDE, TNFEI
RE S L7220, SRkt R L W) DEIEIRTL 2 ) TID, &7z a7Z-72) LT
FTAT, REIVLHIVH, MTL &) »h, EFEEOEPNGITL, HLERRHATC &o
RMEFEATVCODPET > T4HA LT, BREDE-ADDATI LeXobeoT, 1IHh
DERPRo L 2 o728V ) K )%, ZHIVI)RITEPNLTo TV D, b, AFRIIEHZ
HICHWnDZ LidnHTY, TRHHRITETIHATEDL, brok, Eo&H, A3
FL72bDEo72DT,

A& wahwnas b, RO LHEAVEE VA NS ) PP RIZATTITRE S, Kb H
FNDRVATED, —HEDOPDbLY T, TLEEFLE, RELIZEVIZLEZVSZHALDHY
FLC BEEDHTHIVLEDTBELWV, HDHVIEZHIVI)HEBEELvnEn) 2k
W) ELH, FORRIADRPPS D P Toees °



128

BHB#ED IALWTThe EHSANHINZIREDEZIZOWTOHMG & W) DFRZ A
THUFED, SoZ2D0BFOLNT, [H—0%] LWIHIFEPETE T, TIWw) ETH A
CEFTT&f, [H—] vy LExo [H] 1F KB 2bIFT. £V ZOFHIZ—DOD
M7= DFEIEN D H L VI EZHETT R, ENEE ZITHE D EIHZE T AFICHIZZ) TL &
IFES L L) ZNER3TFHELRVONE, IOV EETLE 5OBEZE [R7H ],
TEROBEENMIEDZI V) HDE, WDIEH > TIHTT, KA L ENEARWIIHD KL T
Clo ZOEEIC, TR [RE] 72wy s)ic, [RE] 2 [RE] L LTl o8kl
VI DIEFVo oDk KRIZE ST ZE., WOEFROHEFED. HDVITEFELD
EETHOVVATTA, ZNEEEI VI LS ICHRL TV T o FRE T —1a v 3o [HE],
(Philosophie) DN ANWE L2 DL IE, E) VI SL)IZERLTL 200, FRE4H
72w, 22906, Blowvni 9 1E, (conscience) EWIH) D% [BHE] &2 ZTHITEHTF
TT LR HLVIBHOHBLZLZH) V) 0% [EROKR] THhbH L, HTD, TIHIVH) 5
RS DL, ZH9vH e, —HOZ LA TTR. BN IAOBEROLRPTIZE I V) 5
OB TVLDNPEN) T EZMY 72w, £ ) OPEMTY,

BN 00k I80Ed, kRO [HE] 2225 XICFOMBEIEELRZ ERATTT
S, [HY] L) B84 IJkRIEH 2 T (Philosophie) DFFEE L THWDO DT 5 bIFTY 1,
L L2, FEOER LZHBERIZL > TTITICHL 2RI EN TV A DI TR v, FHiZ
-0y 3T TR EHSHEGD [H] 12OV TOFEEV) DIRIEF I8, S %0 [H
FHE] BEDPEZOH LN TTIFE, ZIUIEBYICIIEFLETE 200 LNV, LALTT
12 [H2 ] oM, [H] P LABRELTESNSL LW B, RTETHNHEISE
Thit, ZNED I DV ZRVAZE, FBHOESEE L TEIRZIONLZEIEHLITNE, Ly
LZNE, ZFNTEELTWAEDIT TR RV, =09/ STWozoT, I—H v/ SICIFHDE
HLTWREHD0EMb v, 7410 [HEHE] BEATTR. AN—F IV OFERITH$ 50f
PLE#k TN 7V OMEIRRICHT L 00iE#k. 2 F Ve LR rd o T, Fiudfk
FDLEIE o TR L WA MGOTFFRFT 225 HE L T b T, #izd,
S oI E . FIZ[A) A EOBEIMEPIIMES o M2 TEIEEHT SN TN, Led
FOLEIERERICHO 2 WTMAL IR D he THEBZELL, S &0 THIHTE
7oo ol [ M=) L LT, oL dMgildhs [0 Lo [38] Lo BHE, Ih
13 (charité) & (devoir) &2& WV TTUVAFEICEENZ TbRETITNEDL, Fluz s
CTHME L, 2HIVIHEBE VI DIEHLITE, LPLZONFEIZEHLTED LI IZEZ D0
INEMALUZMERE L TEZ TR RS2V PN TS, ZhHHENLER AT, (dialogue)
WRLERATZZE W) O, JRE [HE] OFETHY ., 20 [ oFK2ZE 0w 591281
FZTWBHATT, FRULEOZ LI, L EIToNBWTT,

HEHED Ao Tld, BHEO, 2L ZIERTETOHRAE T, HLVIFHTLVWVWAT
FTHEDL, FIUTHIREN TV HLHOEFMEL I IDE, ZihbI—aysThERIAES
NFREEVI O LIE, WMEAMIE) DD L2 W) HENH HATT Lo UL
Mo 7ol ZEH ETTRIEDS THARRTFIRZEF] O T mIH 7~ MROT 7 LR T
ZOHEUPELE V) LI BRI EEV) TNEHILEBEDSFINTHETLE V) LA FTEDD
Z2bFTTIInEd, RAMIZWZIZZ) W) LD L bR, T, KREWI A, 9
VIHMEE VI DELEI VI S IIEZTHONEND TP, I o TIFFERI—ELT



129

BN e o XL ENE, BN IAREIVISEIIIEZATHDINEV) LMY 2ol
EVHZETY, IhTh, Zh6. W TT,

R AR EERSETES W) 2T, SRR

HMED dhl-opFxidmgnrh L.

A& LIOBMICZ>TLEIVELZDOT, BRI HsEEIATTIINREDL, LH AT
COTERSE, LA, RYICEEL, WAWABHAH LI TEWE L, AF)
HLEFBHEVHY TTOT, FDHEMEDL, BIPVLBEHLLIZVwEW) Z &, FVZFDOHT
T2, HLWVIIHMLEL FLBE LAY VI IR, WAWAEMZHEL T EESsTWS
ZEEEHAT, BHEOYTELALBRE LTI E R WE S, o aiEmoMmy s
Mol l ERHLRGCBEVETA, EHdH2e) TEE L7

[fF&E]

1. COREIE. AW, BHOT—THEL L LICLTHEILLZODTH L, mE il
DIz OIEHFIINABIE LA % fE L 72,

2. BIEIZHE -5 Tk, LD DLITERNFESICEL T, BH, FHEBK» SO ZHE#Hr £ L7
EA D 5. KOBY 7 SHRBISEH Love T, HHBEOEH IOV, BHMEH
ENFBFEROBINZE GO CTHHE,A S ZROL NER OFE Tt L 72,

3. BHOWEENS O-EMIZOWTIE, BENORMET, G2 EHLCURL, BEEORAIR
WL L 2dro /2o EEHEOEMRIIE, KALZBRHOTTH L LI, AREESEZ LT

W2 Z BN B L 72,



130

Loz AR LXUEE
I. Vo= R
XU ®HIZ
[(&EH1]
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Wizl Bz, Toied a2 eaizdbbETniz) B, [&Hh, &9EH5bh
DUBRRORITIZE Z TV b DI, HEREET S & XN, 228, Zhid
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(FEMEAR > THL . BHR, <%/ T, MEE2 L CHGRL2RS L
DX, FHEOFESOTHL, M, | (p.125)
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DK EGm] 1% [HRZ2 /7 Fh<chimerique>] 7> ?
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An Insight into Asian Trade Regionalism:
Japan’s Double Membership in the Exclusive Games of TPP,
and RCEP.

Sebastian Bobowski*

Abstract

The paper is studying a phenomenon of trade regionalism in East Asia, basing
on currently emerging mega-regional trade projects of TPP and RCEP. An author
attempts to shed some light on Japan’s approach towards membership in regional
trade frameworks, pointing out the context of both intra— and extra-regional
rivalry with China and the United States. The substance of the analysis has been
drawn as an exclusive game, underlying evolution of Tokyo’s trade diplomacy
in recent years to challenge rapidly changing political and economic landscape
of the Asia-Pacific region. An issue of membership is utilized to analyze the
exclusive dimension of trade diplomacy. Author delivers an assumption of Japan’s
prioritization of dominating position within regional frameworks, therefore,
tendency towards exclusion of the other influential states, perceived as potential
rivals over leadership in a given framework. When studying TPP, author raise
the question of China’s exclusion — emerging regional rival of both Japan and the
United States, while, in the context of RCEP, backed by Association of Southeast
Asian Nations (ASEAN), however, intensively pushed by China — the question of
exclusion of the United States. Therefore, author regards the way Japan is playing
China card in TPP talks, so as the US card in RCEP talks to build its regional
position.

Keywords: Free Trade Agreements (FTAs), Trans-Pacific Partnership (TPP),
Regional Comprehensive Economic Partnership (RCEP), membership, exclusion
JEL Classification: F13, F15, F53

I. Introduction

Japan has been found as regional leader in terms of economic policy and development
for decades, however, acceleration of the globalization in the 90s transformed political
and economic landscape. Traditionally, Japan used to provide regional frameworks or
engage in such, proposed by third countries, that excluded the United States, in order
to secure its dominant position, however, rapidly growing China posed new kind of
challenge, both in terms of intra- and extra-regional influences, to Tokyo. Then, Japan
started to perceive trade coalition with the United States as an effective instrument
of balancing China’s rising hegemony due to consistency of Washington’s and Tokyo’s

* Wroclaw University of Economics
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perception in this matter.

An idea behind balancing by Japan was to counter the United States’ and China’s
political and economic expansion through provision of regional frameworks, built in
favorable manner, both in terms of membership, so as agenda. It should be noted,
however, that Japan hasn’t been extremely active in regional trade diplomacy through
the years, especially because of the aversion to full liberalization of agriculture sector,
while insisting on harmonization of standards and trade promotion. Then, Japan tend to
provide Economic Partnership Agreements (EPAs) recently — the most advanced form
of trade regionalism, to compete with less comprehensive Regional Trade Arrangements
(RTAs), especially Free Trade Agreements (FTAs), that induced domino effect in the
Asian region, while securing exclusion of the most sensitive sectors from liberalization.

The Trans-Pacific Partnership (TPP) — mega-regional project led by the United
States, however, originated in the early 90s, encouraged by trilateral free trade talks
engaging New Zealand, Singapore and Chile, attracted a lot of attention recently,
among others, due to exclusion of China, while involving Japan, ASEAN-4! Australia,
New Zealand, Canada, Mexico, Chile and Peru. Japan, joining TPP talks in 2013 as the
latecomer, potentially limited its influence within agenda setting process, while being
evaluated by the other participants as a candidate. Abovementioned raised the concerns
of Japan’s lobbies representing sensitive sectors, with special regard to agriculture, being
afraid of too-far reaching compromise at the expense of national economic interests,
while questioning the strenght of Tokyo’s voice in the pact led by the United States.

Meanwhile, Japan engaged deeply in intra-regional dialogue centered around ASEAN
Plus Three (APT)?, that inspired mega-regional project of Regional Compehensive
Economic Partnership (RCEP) led by China, however, originally backed by ASEAN-
10 trade diplomacy. RCEP has been found by many observers as counter-pact to US-led
TPP, then, exclusion of the United States seemed to be a logic consequence of providing
competitive agreement excluding China. Japan is the most powerful and influential
state that represent subgrouping of partially overlapping mega-regional pacts - namely,
Japan, ASEAN-4, Australia and New Zealand. In this context, Japan as a latecomer, not
an initiator of any of those trade frameworks, is expected to play dual-track game to use
China card in TPP talks, while using US card in RCEP talks. Potentially, the status of
common denominator of two competitive trade pacts may strengthen Tokyo’s influences
and its bargaining power in both trade talks.

I1. Theoretical frameworks of Asian regionalism

Regionalism as a phenomenon tend to gain massive interest of policy makers, and
academic representing political sciences, economics or spatial economy. It seems that

! Association of Southeast Asian Nations (ASEAN): Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar,
Philippines, Singapore, Thailand, Viet Nam; ASEAN-4: Brunei, Malaysia, Singapore, Viet Nam.
2 ASEAN Plus Three (APT): ASEAN Plus China, Japan, and the Republic of Korea.
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geographical dimension of regionalism, so as the regions, has become one of core issues
discussed by theorists. Nye assumed that “regionalism in the descriptive sense is the
formation of interstate associations or groupings on the basis of regions; and in doctrinal
sense, the advocacy of such formations” [Nye, 1968, vii, xii]. However, contemporary
regionalism seems to lack spatial limitations, therefore, may expand beyond regions in
geographical terms towards regions in socio-political terms. Katzenstein questioned
spatial context of the region, perceiving it as a social construction [Katzenstein, 2000,
354]. Following Mack, and Ravenhill, regional institution building comes down to political
process. Regions, as social constructions, are determined by involvement of states in the
regional institutions, while the states located in the region activate through such regional
forums [Mack, and Ravenhill, 1995, 7].

According to Gamble, and Payne, regionalism is a state-governed process of
reorganization of a given regional space under agreed economic, and political
assumptions, and rules [Gamble, and Payne, 1996, 2]. Noteworthy, both theorists pointed
out the importance of non-state actors in contemporary regionalism, confirming Mack’s
and Ravenhill’s statement as to the political character of regionalism, enabling, among
others, reorganization of regions, therefore, establishment of many regions that differ
both in economic, and political terms. Then, it is justified to claim, that regionalism
embraces inter-governmental and non-governmental processes, conducting at state
level. The latter, however, locate regionalism around the institution of state, as the major
actor able to influence on agenda setting. In case of non-governmental, as it was stated
by Woods, diplomatic dimension, including membership, is a subject of “radiation” by
different kind of state and inter-state political structures [Woods, 1993, 6]. When studying
regional institutions, however, only non-governmental initiatives that gained political
legitimacy at the state level.

The concept of regionalism seems to manifest some analogies with international
organizations building, both forum organizations and service organizations. Many regional
forums that tend to lack organization frameworks, however, shouldn’t be neglected
or undervalued. As Acharya argued, regular expert and minister-level consultations,
as observed in the Asian region, reflect gradualism of inter-governmental cooperation
[Acharya, 1997, 319-346]. Such forums, as low-profile organizations, are expected to
evolve through the years towards more advanced frameworks, that cannot be established
in the short-term.

Many theorists of regionalism equalize terms of international or regional institutions
with frameworks. For instance, Bhagwati defined free trade areas as regional frameworks
[Bhagwati, 1993, 31]. It should be noted that regional framework as a term may be
assigned to both institutionalized and non-institutionalized regional forums, and
agreements.

Then, when finding regionalism as a process, regional framework may be defined
as its product. Intensification of inter-state connections may, in the mid- or long-term,
induce institutionalization of such forums to improve efficiency, or broaden agenda.
Involvement of regional states do not determine institutional character of a given
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forum, however, assign those actors a status of potential members of a future more
institutionalized regional structure.

Regionalist policy, associated with regionalism as a process, may be understood as a
policy focused on provision of regional frameworks, designed in the most favored manner
in the context of interests of potential member states, including benefits, and costs of
future membership [Hamanaka, 2010, 5]. Unquestioned challenge faced by regionalist
policy is the response to potentially unfavorable regional frameworks proposed by other
states, so as the exclusion from such a structure. Exclusion of a given state doesn’t have
to be, however, synonymous with isolation or marginalization, at most reconfiguration of
bilateral relations. Such an ambigous approach has been manifested by Japan for decades
in the context of the United States’ regional presence — while attempting to exclude
Washington from many regional frameworks, Tokyo tend to maintain strong bilateral
relations.

Moreover, it should be noted, that the names of regional frameworks do not
necessarily reflect the agenda of cooperation or geographical scope of a given structure.
For instance, regional trade frameworks may address labor market or security issues,
while “Asia-Pacific” term does not exclude the possibility of membership of New Zealand
or the United States.

Asian regionalism, however, has emerged under different circumstances than the
European, therefore, many theoretical concepts on the boundaries of disciplines of
international relations and economics seem to be inconsistent to Asian experiences
because of generalizations originated in the past empirical evidences of western
hemisphere. Among crucial challenges in studying the role of Japan in the East Asian
trade regionalism is to explain, among others, Tokyo’s stance towards the United States’
inclusion in regional frameworks, following the leading concepts of the discipline, namely
realism, neoliberal institionalism, and constructivism. Following Hamanaka, author
decided to broaden theoretical basis by addressing hegemonic stability theory, that deals
with supply side of the process of institution building.

Balancing theory as the dominant realist theory, assumes creation of state coalitions
to face external threat of both economic, and political character. Such a grouping,
according to Hurrell, attract mainly weaker states, willing to pool potentials, strengthen
bargaining power, so as benefit from economies of scale [Hurrell, 1995, 47]. However,
when identifying incentives to build institutions, then, demand side of a process,
balancing theory does not consider various attributes of such frameworks, such as
membership. Forming regional coalitions enable to challenge current, and potential
threats, such as expansion of communist China, and Viet Nam in the context of
establishing Association of Southeast Asian Nations (ASEAN), expansion of Iran in the
context of establishing Gulf Cooperation Council (GCC), expansion of the Soviet Union
in the context of establishing European Communities, relatively strong bargaining power
of the European Union at the General Agreement on Tariffs and Trade (GATT) forum
during Uruguay Round in the context of establishing Asia-Pacific Economic Cooperation
(APEC).
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However, as mentioned above, balancing theory does not address the membership
in regional frameworks. It should be assumed, that a source of a threat to other states
in the region should be excluded from such a coalition, moreover, it is crucial to engage
appropriately strong actors able to face the enemy, then, to protect weaker and smaller
neighbours. In this context, it is hard to conceptualize Japan’s attempts to exclude
the United States from regional frameworks, when facing, among others, security and
economic pressure of rapidly integrating Western Europe. Indeed, when analyzing
Japan’s regionalist policy through decades, it appears that the United States has become
a subject of a policy of exclusion by Tokyo due to economic threat, notwithstanding,
establishing regional coalition with Southeast Asian states couldn’t have been found as
effective counterbalance to American economic expansion.

Following Schweller, another important regionalist context of regionalism is
engagement, related to “socializing the dissatisfied power”, for instance, through
placement of Germany — former aggressor — in the core of the Europen integration
project [Schweller, 1999, 14]. Engagement theory represent demand approach to regional
institution building, namely, a threat needs to be engaged, and “cornered”, however,
an issue of membership remains unsolved. According to engagement theory, powers
engaged in a given structure should be strong enough to engage the “dissatisfied one”.
The problem in this context is that the inclusion of the United States appears to be logic
due to perspective of successive engagement of China.

Then, following realist theories, in a face of a common threat, both external
(balancing) or internal (engagement), a kind of coalition or a framework should be
established, involving states able to challenge the situation. Therefore, realism does not
provide rationalist explanations to Japan’s regionalist policy of exclusion of the United
States.

Neoliberal institutionalists address the process of institution building pointing out
selfish interest of individual states, with special regard to absolute gains resulted of
establishing regional framework, namely, economies of scale, reduction of transaction
costs, and uncertainty, coordination of political activities, division of “rents”. Although
economic, and social regionalization may proceed, so as inter-state linkages, however,
regionalism as a process is found crucial in regards of managing various externalities
induced by lack of international coordination of national policies ex ante.

However, as pointed out by Hamanaka, institutionalists, including Keohane, tend
to neglect supply side of regionalism, assuming that even significant changes in the
balance of power, resulting of the collapse of hegemon, do not threaten the existence of
institutions [Hamanaka, 2010, 13-14]. Then, demand approach to regionalism has been
exposed by neoliberal institutionalism. Furthermore, institutionalists address the issue of
membership, stating, that it is the matter of economic interconnections among the states.
Facing common challenges, and problems, as Varynen argued, encouraged by material
interests, may cross the spatial borders, and limitations [Varynen, 2003, 34]. However,
when dealing with membership, institutionalists do not analyze the premises of exclusion
from membership of concrete countries in details, so as the sources of institutional
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erosion, mainly due to strong emphasis put on the demand aspect of institutions.

Following Keohane, institutionalism failed in the fields of determining evolutionary
paths of already established institutions, so as projecting benefits from institutional
projects that haven’t come into effect so far [Keohane, 1984, 79]. Consequently, demand
approach is focused on expected economic gains, while marginalizing the context of
institution-supplier, able to influence on agenda, and the membership. Abovementioned
justifies questioning of neoliberal institutionalist theories’ utility in terms of explaining
Japan’s motives of exclusion of the United States from regional frameworks, when
considering considerably strong bilateral economic ties.

Constructivism, stating that tje major aspects of international relations are historically
and socially constructed, perceived regionalism through the prism of identity. According
to Anderson, forming community cannot be done without existence of “the others”,
while nation, and nationalism should be treated as manifestation of consciousness
[Anderson, 1991, 7]. Acharya equated the concepts of nationalism, and regionalism,
recognizing — in the context of the latter — the importance of identification of “ours” and
“theirs” in the process of regional community building [Acharya, 1999, 74]. In contrast to
previously studied concepts of realism and institutionalism, constructivism pointed out
intangible aspects such as consciousness and identity, while treating material premises
of institutionalization as secondary. Therefore, demand, so as supply components of
regionalism are neglected, meanwhile, regional identity is perceived in terms of a trigger
of regionalism. It should be noted, however, that constructivism consider regions,
and regional identity post hoc, as pointed out by Hamanaka, therefore, possibility of
establishing community engaging the United States, and Japan cannot be studied due
to lack of such a framework in practice [Hamanaka, 2010, 16]. As mentioned above,
constructivism hasn’t addressed supply aspects of regionalism, whilst regional identity,
consciousness may become an instrument in hands of policymakers, willing to manipulate
it in order to reach dominating position within a given regional framework, or exclude the
other state from the structure to maintain the status of hegemon.

Hegemonic stability theory, deeply rooted in studies by Kindleberger, provides an
assumption as to necessity of existence of stabilizer, a hegemon state that is powerful
enough to deliver international shared goods such as international organizations (World
Bank, GATT etc.) or economic order [Kindleberger, 1973, 305]. As it was argued by
Russett, the essence of hegemony comes down to control over effects than concentration
of material potential by the leading state, thus, tangible wealth of a country cannot be
found as an explicit premise for international institution building [Russett, 1985, 207-
231]. Furthermore, hegemonic stability theory provides valuable point of reference for
studying supply aspects of regionalism, explaining motives of institution-suppliers such
as desire to gain a dominant position within the framework. While Kindleberger assumed
that hegemonic state is expected to act in the name of noble reasons when establishing
international institution, Snidal stated, that hegemon may act on its own behalf, treating
regional frameworks as a private property subordinated to its interests, not international
shared good [Snidal, 1985, 582]. However, as already mentioned Russett claimed, both
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benefits, and costs for hegemon, resulting of establishment of a new international
institution, should be considered.

According to critics of hegemonic stability theory, hegemon may utilize institution to
boost its own material potential, while dictating the rules to the other states, imposing
quasi-taxes such as national contribution of individual members. For instance, World
Trade Organization (WTO) used to perceive through the prism of domination of
economic interests of “Big Three”, namely The United States, the European Union, and
Japan, while International Monetary Fund (IMF) used to be criticized for subordination
to the United States’ political, economic, and financial interests, manifested, among
others, through quota shares, and effective veto rights assigned to Washington.
Hegemon’s abilities to induce a pressure or execute a given way of acting of the other
state is the matter of discussion, however, as Snidal claimed, cannot be questioned even
under anarchic international system.

On the other hand, however, advocates of the theory take into consideration
vaiours costs of hegemon resulted of establishing international institution, starting with
economics. Hegemon, as the leading state within the framework, is expected to open its
borders to imports of member states’ surpluses, so as providing short-, mid-, and long-
term capital in the form of loans, swap lines, and foreign investments. Therefore, any
kind of trade or financial regionalism is expected to impose concrete, tangible economic
and financial liabilities on hegemonic state, that cannot be ignored by critics.

Following Hamanaka, one of the crucial intangible aspects of hegemonic position
is prestige gained by dominating state [Hamanaka, 2010, 18]. As Kindleberger stated,
accumulted material potential used to be a source of prestige, however, the latter may
be strengthen through political instruments when economic attributes seem to be
unadequate [Kindleberger, 1986, 845]. Prestige has been found as important trigger of
institution building process, while inducing sense of power, and international influences.
In this context, -Kratochwil, and Ruggie opted for shaping prestige in accordance to
country’s material potential to build balanced trans-border interactions [Kratochwil,
and Ruggie, 1986, 756]. Following Morgenthau, establishing international institutions,
organizing and hosting summits, and official meetings, strengthen hegemon’s prestige,
so as economic contribution, thus, prestige gains are not necessarily accompanied by
material gains of a hegemon [Morgenthau, 1978, Chapter 6].

Hamanaka’s translation of hegemonic stability theory at the regional level enables
to identify hegemon within regional framework, however, in contrast to original studies
by Kindleberger and others, regional system possesses surrounding, therefore, both
benefits, and costs, may be affected by various externalities. As pointed out by Ravenhill,
in case of regional frameworks there is a problem of free riders, then, third countries
that may benefit from trade liberalization or financial arrangements within regional
framework without any formal contribution [Ravenhill, 2001, 11]. For instance, rescue
packages, repo lines or any kind of balance of payment facilities may benefit indirectly
external partners of beneficiaries operating within a given regional framework. It is said,
that hegemon’s impact on the smaller member states is expected to supersede influences
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of external parties. For instance, Trans-Pacific Partnership (TPP) may potentially
affect World Trade Organization’s (WTO) performance within Asia-Pacific region, so as
project of Asian Monetary Fund (AMF) may potentially displace International Monetary
Fund (IMF) within Asian region — in both cases reducing influences of international
organization’s hegemonic states.

It should be noted, however, that regional hegemons, acting on the behalf of the other
member states at the international level, gain additional prestige. When considering
political interests, leaders of trade regionalism benefit to a lesser extent than hegemons
within regional diplomatic frameworks, mainy due to economic costs. In case of financial
regionalism, costs of acting as stabilizer might be partially shared with the other members
through national contributions to regional support facilities, reserve funds etc.

Summing up, hegemonic position in the regional trade framework seems to deliver
relatively modest prestige, when compared to two other types of regionalism. As
Hamanaka argued, hegemon’s benefits results of individual account of both expanding
influences on the smaller regional states, and costs associated with opening hegemon’s
borders to surplus production imported from the other member states [Hamanaka, 2010,
20].

Trade regionalism

In the literature there are usually four types of trade regionalism distinguished,
namely regional trade forum, regional trade cooperation not sanctioned by treaty,
regional trade arrangements (RTAs) sanctioned by treaty, and economic partnership
arrangements (EPAs).

The first type, then, regional trade forums, or regular meetings, used to be less
formal, therefore, less costly for potential leader, however, tend to evolve towards more
advanced forms of trade regionalism due to interests of participants.

Regional trade cooperation, lacking treaty formula, may embrace various fields of
international economic relations, such as industrial, and skills development, promotion of
trade. Thus, depending on the content of agenda of economic cooperation, spectrum of
decisions, and challenges to be faced, potential costs of hegemon may vary significantly.

Another type of trade regionalism mentioned above is regional trade arrangement
sanctioned by treaty, usually taking form of free trade arrangement (FTAs), that assumes
reduction or elimination of tariff barriers. According to Article XXIV of GATT, such an
agreement should cover “substantially all trade” among signatory parties. Moreover,
there shouldn’t be any negative externalities for the third countries [Bobowski, 2011, 30].
Noteworthy, developing countries, including least developed countries (LDCs), as stated
by Enabling Clause agreed during Tokyo Negotiation Round in 1979, are not required to
follow even a little discipline of Article XXIV when designing FTAs, however, shouldn't
“raise barriers to or create undue difficulties for the trade of any other contracting
parties” and shall not constitute an impediment to the reduction or elimination of tariffs
and other barriers on a most-favoured-nation basis [Ravenhill, 2003, 299-317; Hamanaka,
2008, 75-77]. Therefore, political attractiveness of such agreements is relatively high.
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What might be a source of concern, as pointed out by Hamanaka, is a lack of definition
of “developing country” in WTO regulation, thus, nearly all Asian countries, including
China, with the exception of Japan, Republic of Korea and maybe Singapore, used to
design FTAs excluding sensitive sectors such as agriculture, textiles or automotive
industry, basing on Enabling Clause [Hamanaka, 2010, 125]. Furthermore, most FTAs
based on Enabling Clause, although reciprocal, provide a space for manipulating costs
of the leading signatory party, related mainly to opening domestic market for imports of
FTA partners. Then, dominating country may offer assymetrical preferences to the other
signatories, while maintaining protection of sensitive industries, that cannot take place
under Article XXIV.

Next to FTAs, developed GATT member states used to sign RTAs in the form of
preferential trade arrangements (PTAs) with developing partners, assuming lack of
reciprocity. An example of such agreement is Lome Convention, under which European
countries provide preferences to their former colonies without mutuality.

Finally, trade regionalism may manifest itself in the advanced form of economic
partnership arrangements (EPAs). Such an agreement does not only encompass tariff
reduction or elimination, but also, among others, harmonization of standards. From the
persepective of hegemon, EPA may be beneficial due to internationalization of its own
norms and standards within trade framework.

ITIT. Competing mega-regional trade blocks

The Trans-Pacific Partnership (TPP) project has been found by some observers as
an instrument of balancing Chinese influences within Asia-Pacific region by the United
States. Consequently, the Regional Comprehensive Economic Partnership (RCEP) used
to be perceived as Beijing’s response to American-led TPP. When studying exclusive
aspects of both mega-regional projects, major feature of TPP is the exclusion of China,
RCEP - exclusion of the United States [Aziz, 2013, 29-36; Petri, 2013, 333-359]. However,
both multilateral partnerships embrace the third largest economy in the world in nominal
terms, namely, Japan. Partially ovelapping memberships of TPP and RCEP cover seven
states to date, namely ASEAN-4 (Brunei Darussalam, Malaysia, Singapore, Viet Nam,)
Oceania (Australia, New Zealand), and Japan (see Figure 1 for details).
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ASEAN

Canada Brunei
Mexico Malaysia Japan Australia RCEP
TPP Chile Singapore New Zealand
Peru Vietnam
United States

Cambodia CJK
Indonesia India
Laos Republic
Thailand of Korea
Philippines
Myanmar China

Figure 1. Overlapping memberships of TPP and RCEP.

Notes: Association of Southeast Asian Nations (ASEAN): Brunei, Cambodia,
Indonesia, Laos, Malaysia, Myanmar, Philippines, Singapore, Thailand, Viet Nam;
CJK: China — Japan — Republic of Korea; Regional Comprehensive Economic
Partnership (RCEP): ASEAN + China, Japan, Republic of Korea, India, Australia, New
Zealand; Trans-Pacific Partnership (TPP): Singapore, Viet Nam, Brunei Darussalam,
Malaysia, Japan, Australia, New Zealand, United States, Canada, Mexico, Peru, Chile.

Source: own elaboration based on: [Bobowski, 2014, 267].

As for now, Japan is the most powerful country attending both trade talks, however,
“standing astride” may be pretty risky, mainly due contradictory interests of potential
hegemons within competitive mega-regional frameworks, namely the United States
(TPP), and China (RCEP). On the other hand, acting as a “common denominator” of
TPP, and RCEP, may help to bridge two trade blocks, and, probably “socialize” China. As
mentioned above, Tokyo’s double membership can be found as strategic game with US
card (by the RCEP negotiation table) and China card (by the TPP negotiation table),
then, not a sign of disorientation or confusion, but conscious response to US-Sino rivalry
over leadership in Asian regionalism.

Author assumes, that Japan cannot dominate any mega-regional trade block in Asia-
Pacific, due to latecomer status in TPP and RCEP, however, both the United States, and
China — anticipated hegemons, were, actually, latecomers too. Therefore, paradoxically,
Japan acting as a “bridge state” may benefit from both projects, the question is how
potential, to date pretty uncertain, inclusion of China by TPP will affect Japan’s
bargaining power, and geostrategic position. Abstract vision of merging TPP, and RCEP
under US-Sino co-leadership may significantly undermine Tokyo’s aspirations.
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The Trans-Pacific Partnership (TPP)

As it was argued by Hamanaka, Trans-Pacific Partnership (TPP) is a product of
evolutionary Asian trade regionalism since the 1990s [Hamanaka, 2014, 169]. Following
Salazar, process started with bilateral free trade talks between Chile and New Zealand
in the early 90s, however, without success [Salazar, 2005]. On the threshold of the
new millennium, a FTA between Singapore, and New Zealand was signed, inspiring
announcement of the “P3” project involving Singapore, New Zealand, and Chile during
Asia-Pacific Economic Cooperation (APEC) Leaders Meeting in Brunei Darussalam
in 2000 [Pakpahan, 2012]. Very soon, Australia, and the United States declared the
willingness to enter “P5” talks within expanded formula of P3, howeverm it appeared
to be too ambitious at that time. Consequently, Brunei Darussalam decided to join, in
order to form “P4” under the name of Trans-Pacific Strategic Economic Partnership
(TPSEP), that was formally signed in 2005, and entered into force a year later. In 2008,
when investment and financial services’s chapters of TPSEP agenda were negotiated,
the United States applied for inclusion in trade talks. In this context, current TPP talks
may be found as an extension of P5 (TPSEP) grouping, however, this translates into
latecomer status of the United States, thus, Washington rather opted for a new trade
agreement covering twelve states instead of “TPSEP Plus”. Accordingly, accession clause
of the latter appeared to be ambiguous:

“This Agreement is open to accession on terms to be agreed among the Parties,
by any APEC Economy or other State. The terms of such accession shall take
into account the circumstances of that APEC Economy or other State, in
particular with respect to timetables for liberalisation” [Hamanaka, 2014, 169].

As confirmed by Lewis, United States Trade Representative (USTR) official made it
clear in remarks at the American Society of International Laws Annual Meeting that the
United States were reluctant to enter TPSEP due to necessity of assumimg leadership
through enforcement of completely new trade agreement (TPP) [Lewis, 2011, 27-52].

As a consequence of the United States’ engagement in trade talks, Australia, and
Peru, followed by Viet Nam, declared their participation in the negotiations. On 14
November 2009, during visit in Japan, new US president — Barack Obama announced
engagement in TPP trade talks. In March 2010 negotiations were launched in Melbourne,
involving P4 countries, the United States, Australia, Peru, and Viet Nam. In the followig
months, other countries, among others, Canada, Mexico, and Malaysia, expressed interest
in TPP membership. However, newcomers were expected to gain acceptance of existing
member states. It should be noted, that Viet Nam decided to enter TPP talks following
the United States that avoided latecomer status, whereas Malaysia expressed interest
in membership in July 2010 due to dissapointing results of bilateral FTA talks with
Washington. Consequently, Malaysia joined the second round of TPP talks in October
2010.

During APEC Leaders Meeting in November 2011, Canada, Japan, and Mexico
declared their willingness to join TPP. Noteworthy, newcomers were provided with
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pretty limited margin of flexibility in terms of negotiating agenda. Nine TPP members
assumed that potential new members are not allowed to open already agreed chapters,
so as to use veto right. Therefore, it was obvious that TPP members during trade talks
in parallel with abovementioned APEC Leaders Meeting in 2011 tried to close as many
chapters as possible before extension of membership. Interestingly, it appeared to be
significantly important in the face of Japan’s accession, due to concerns of, among others,
New Zealand regarding Tokyo’s bargaining power. As Stephens stated, both Canada, and
Japan’s membership were problematic, and deliberately prolonged, with special regard to
the latter [Stephens, 2013].

Controversial issue in the context of TPP enlargement was a wide spectrum of
preconditions imposed bilaterally by the United States on the newcomers, that
effectively replaced accession criteria of “in-progess” mega-regional trade block. For
instance, Mexico was obliged to sign Anti-Counterfeiting Trade Agreement (ACTA)
[maquilaportal, 2014], Canada agreed on the phase-out of supply management control of
dairy and agricultural products. According to Kelsey, extremely long list of prerequisities
has been designed by Washington to affect the position of Japan, including, among
others, sensitive sectors such as agriculture, and automobiles, so as medical devices,
drugs, and insurances [japandailypress, 2014; Kelsey, 2011, Drysdale, and Ishigaki, 2001,
6]. Whereas Canada, and Mexico membership has been accepted by TPP members in
June 2012, Japan had to wait till March 2013, and finally attended 18th meeting in Kota
Kinabalu in July 2013.

Considering the United States’ strategy in TPP talks it appeared that the only way
to challenge American hegemon by any country is to propose/enter competitive trade
framework, excluding Washington’s influences. It should be noted, that TPP is not
designed as regional-wide agreement, but, in fact, a set of bilateral FTAs. However,
the United States tend to avoid re-opening of already established bilateral FTAs,
attempting to negotiate separately tariff schedules with each TPP partner [Lewis, 2011].
As a consequence, future members of TPP are required not only to negotiate its own
concessions, but also existing concession of all the member states at bilateral basis,
that potentially inflate entry barrier. Thus, further enlargement of TPP appears to be
uncertain, reducing possibility of balancing hegemonic position of the United States.

Summing up, TPP has been found as strategically important for the United States
because of a few matters [Bobowski, 2014, 267]:

First, TPP may enhance the building of competitive regional trading architecture,
moreover, superseding sluggish WTO Doha round negotiations.

Second, TPP may induce export promotion and competition between TPP and non-—
TPP members for US market. It is so because of the hybrid approach of US negotiators —
on the one hand, concessions already guaranteed by bilateral FTAs are secured through
avoidance of reopening of those documents, on the other hand — consultations on new
tariff reduction and barrier removal with the countries without the “FTA link” with the
United States proceed [Fergusson, Vaughn, 2010]. Then, the United States attempted to
follow high standards imposed previously by P4 states as a latecomer only if convenient,
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while imposing own rules within some fields as the most powerful party.

Third, through TPP potential political US alliance may be broadened, including more
Asia — Pacific partners without previous closer trade relations materializing as bilateral
FTA, ie Viet Nam, Malaysia, and New Zealand.

As it was mentioned before, TPP does not engage Beijing, at least for several reasons,
ie difficulty in reaching agreements, escalating competition in rule — making and
interference in regional production chains.

Namely, TPP encourages rule — making competition with the United States in terms
of the degree of liberalization and integration. It must emphasized, that TPP is a high
standard trade agreement of 26 chapters covering, next to the characteristic for ASEAN
Plus FTAs customs border issues, WTO-plus elements such as environment, labor,
intellectual property rights, and government procurement. Such kind of “competitive
liberalization”, as it was termed by Bergsten, may discourage China from sitting by the
multilateral negotiation table, also because of the restrictive clause addressing state
— owned and state - supported enterprises [Bergsten, 1996]. Furthermore, it can be
assumed, that TPP may enhance dynamic competition for the US market between China
and TPP members and affect Chinese outward FDI performance, especially in Mexico —
top host location in the Latin America, and Viet Nam, deeply engaged in vertical division
of labor with China [Tso, 2012].

Therefore, the entry barrier is relatively high for China, however, there is still some
room for change. When studying Chinese strategy towards TPP it appears that as for
now they stand aside but not behind. Several important steps were already taken.
First, sectoral — level dialogue between China and ASEAN was launched in July 2011
to cover a broad range of industries [Nan, 2010]. Second, China concluded the Foreign
Investment Protection Agreement with Canada in February 2012 [Kosich, 2012]. Third,
China proceeds with FTA talks with Australia [Dobell, 2011]. Last but not least, China —
Republic of Korea and CJK FTA talks were initiated.

Admittedly, none of those initiatives were undertaken as a direct response to the
TPP, notwithstanding, contemporary multilateral context has assigned them an extra
importance and new meaning.

The Regional Comprehensive Economic Partnership (RCEP)

RCEP project has originated in intra-regional rivalry between China, and Japan over
dominance, hence, influences within core regional institution, namely, ASEAN. According
to Rapkin, Japan’s proposal of establishing an Asian Monetary Fund (1997) in the face
of regional financial crisis, has been found as manifestation of hegemonic aspirations
of Tokyo. However, the United States effectively blocked this initiative, preventing
institutional competition with International Monetary Fund, dominated by Washington
[Rapkin, 2001, 373-410]. Noteworthy, China maintained passive stance, in fact supporting
American resistance.

Next to financial regionalism, trade regionalism has become a stage of Sino-Japanese
rivalry, however, that time, Beijing’s regional diplomacy provoked Tokyo’s response. In
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November 2000 China proposed free trade agreement to ASEAN, a year later, during
ASEAN-China Summit, as a consequence of joint studies, parties agreed to establish FTA
till 2010. According to Terada, China has made a policy turnaround then, manifesting
serious commitment to regional trade diplomacy. The United States, followed by Japan,
Singapore, and Indonesia, were truly concerned about rising position of Beijing within
ASEAN Plus Three grouping [Terada, 2009, Okamoto, 2003, 246]. As a result, Tokyo
proposed Comprehensive Economic Partnership (CEP) to ASEAN in January 2002. Two
aspects seem to be obvious in this regard. First, Japan’s proposal was a direct reaction
to China’s initiative. Second, CEP appeared to be much more ambitious, advanced, and
comprehensive agreement than ASEAN-China FTA covering trade in goods. From the
perspective of ASEAN, it was crucial to maintain a balance between two Northeast Asian
neighbours, therefore, both initiatives were welcomed in favorable manner.

In the following years, direct competition between China, and Japan concentrated
on trade regionalism, both in terms of membership, and agenda. In April 2005, at
the initiative of China, joint studies on East Asia Free Trade Agreement (EAFTA)
were launched. First results of joint studies were discussed at the ASEAN Plus Three
Economic Ministers Metting (APT EMM) in August 2006, further analysis were
recommended. Meanwhile, at the ASEAN Plus Six Economic Ministers Meeting (APS
EMM), Japan proposed joint studies on Comprehensive Economic Partnership in
East Asia (CEPEA). Noteworthy, both multilateral projects were analyzed in parallel
— second phase of EAFTA studies was concluded only a month before two phases of
CEPEA studies (Phase I. June 2007-June 2008; Phase II: November 2008-July 2009,
respectively). Consequently, both reports were presented in August 2009, albeit EAFTA
was discussed among ASEAN Plus Three states, while CEPEA — among ASEAN Plus Six
states.

When considering attributes of both projects, membership issues seem to be as
crucial as agendas. Firstly, EAFTA, promoted by China, assumed narrower membership,
excluding Australia — an important ally of Washington, so as India, able to challenge
Beijing’s dominance, while Tokyo’s idea of CEPEA engaged both abovementioned states
with obvious intention to offset China’s influences, that consequently secured Japan’s
hegemonic position. Secondly, CEPEA’s agenda appeared to be much more ambitious,
going beyond trade in goods, basically covering intellectual property, and investment,
that would transform China’s policy into more defensive directions, in contrast to EAFTA,
favoring China with rapidly growing domestic market. Strictly speaking, both China,
and Japan submitted competitive proposals of regional trade frameworks ensuring own
hegemonic position while attenuating rival’s advantages.

As already mentioned, ASEAN supported both projects to reduce tensions between
Tokyo, and Beijing. Compromise solution to that moment was to establish four ASEAN
Plus Working Groups responsible, respectively, for: rules of origin, tariff nomenclature,
customs procedures, and economic cooperation. As it turned out very soon, both Beijing,
and Tokyo were dissatisfied with ASEAN’s strategy, the first due to usage of “ASEAN
Plus” formula that potentially favors Japan’s vision of extended membership, while the



155

second because of omission of intellectual property, and investment from agenda that
potentially favors China’s domestic market potential.

Important breakthrough has taken place in August 2011, when China, and Japan
submitted joint proposal on East Asian economic cooperation to ASEAN, suggesting
creation of three working groups working on EAFTA, and CEPEA, covering, as follows:
trade in goods, trade in services, and investment. Moreover, it was agreed that future
trade framework should be centred around ASEAN, thus, involving only ASEAN Plus
FTA Partners. In November 2011, at the 19th ASEAN Summit in Bali, RCEP has been
announced, resulting in only a short comment by East Asia Summit (EAS) taking place
two days later. Noteworthy, EAS engaged the United States, that might attempt to block
this exclusive regional trade framework. Following August the first ASEAN Economic
Ministers Plus FTA Partners consultations were organized, engaging representatives of
sixteen states, while excluding the United States. In November 2012, at the 20th ASEAN
Summit parties agreed to launch formal negotiations on RCEP with six FTA Partners.
Thus, establishing FTA with ASEAN has become a prerequisite to enter RCEP talks.
According to Guiding Principles and Objectives for Negotiating RCEP:

“Any ASEAN FTA Partner that did not participate in the RCEP negotiations
at the outset would be allowed to join the negotiations, subject to terms
and conditions that would be agreed with all other participaling countries
(Principle 6)” [Hamanaka, 2014, 176].

Noteworthy, as Pakpahan pointed out, RCEP assumed deeper economic cooperation
than the existing ASEAN Plus FTA agreements, namely, it will open up more trade
in goods and services, eliminate trade barriers, and gradually liberalise services and
provide for greater foreign direct investment in ASEAN and its external trading partners
[Pakpahan, 2012]. On the other hand, as Sally argued, RCEP:

“(...) will have weak disciplines on non-tariff requlatory barriers that are
the biggest obstacles to trade 1m the region. It might end up agglomerating
the noodle-bowl of FTAs among members rather than ironing out distortions
among them. In such a scenario, RCEP will create little new trade and
mvestment, and cause extra complications for global supply chains” [Sally,
2014].

It should be noted, however, that tripartite FTA talks between China, Japan, and
Republic of Korea were formally launched in parallel as a consequence of decisions of
trilateral summit held in November 2012.

Moreover, parallel to the consultation on the RCEP (third round of negotiations took
place in January 2014 in Malaysia) and the tripartite FTA, China and Republic of Korea
conduct negotiations regarding a bilateral free trade agreement (since May 2012, there
were eight rounds of negotiations), and may potentially direct further tripartite talks
involving Japan. During the eighth round of bilateral talks in November 2013 the list
of sensitive agricultural assortments was agreed, while the statements concerning the
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flow of services, investments, intellectual property rights, competition, environment
and employment were exchanged. It is worth mentioning that the bilateral free trade
agreement Japan-Republic of Korea was negotiated in years 2003 - 2004, however, the
following years brought deadlock- finally, in 2008, a consultation process was relaunched
to provide more favorable climate for further talks. As it was announced by the South
Korean Ministry of Foreign Affairs, the second and the last negotiation round so far at the
general level took place in May 2011 [Bobowski, 2014, 268-269].

On the other hand, it should be emphasized, that trade negotiations are accompanied
by mutual distrust and political tensions, concerning, among others, territorial disputes
around the Senkaku/Diaoyu islands of the South China Sea between Beijing and Tokyo
and Dokdo/Takeshima islets in the Sea of Japan between Tokyo and Seoul, as well as the
“tolerant” stance of Beijing towards North Korean nuclear program [Buckley, and Jones,
2012]. Particularly strong animosities are observed between Beijing and Tokyo, being
- as the second and third world largest economy in terms of nominal GDP, the natural
competitors for leadership in the region [Haggard, 2011, p. 17].

Whereas, Japan has decided to enter TPP membership negotiations, perceiving such
kind of trade pact as an opportunity to challenge deflation and stagnation of economic
growth through export expansion [BusinessKorea, 2013]. Following official statement
of prime minister Abe’s administration, joining the TPP negotiations has become an
integral part of the growth strategy. In fact, the first Abe administration of 2006-07 also
emphasised the importance of making progress on Economic Partnership Agreements
with other countries in East Asia in order to bolster economic growth in Japan by
inducing overseas demand for goods, and services [Mulgan, 2013a).

In this context, the interest of Beijing— standing aside the US-led project - in tripartite
agreement has increased, in order to counterbalance the potential impact of multilateral
block, involving, around the negotiating table, next to Japan, Australia, Brunei, Chile,
Canada, Malaysia, Mexico, New Zealand, Peru, Singapore, and Viet Nam [Global Post,
2013].

In this respect, joint statement of China, and Japan on East Asian economic
cooperation addressing ASEAN in 2011 deserved extra attention. Beijing trade
diplomacy’s perspective was heavily focused on membership, therefore, RCEP excluding
American rival gained interest even though negotiation agenda covered, among others,
investment. As Hamanaka suggested, China was more confident as to its economic
potential, when compared to EAFTA proposal in 2004, therefore, agreed on partially
disadvantageous agenda, finally ready to challenge Japan. On the other hand, Japan
could have used RCEP talks as an argument in TPP negotiations, namely, to use China
card in order to soften the United States’ restrictive stance towards its membership.
Assuming, that initiation of RCEP talks at a critical moment of TPP negotiations was not
a coincidence, it is obvious, that China was willing to create a counterbalance to TPP,
while Japan seek for strong argument to gain US’” approval for joining TPP talks. However,
the latter condition has been already met.

Regarding RCEP membership, it should be noted, that future mega-regional trade
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framework is expected to possess accession clause, while limiting potential spectrum
of member states to FTA Partners of ASEAN. Futhermore, RCEP’s Guiding Principles
stated, that:
“Taking into consideration the different levels of development of the
participating countries, the RCEP will include appropriate forms of flexibility
mceluding provision for special and differential treatment, plus additional
Sflexibility to the least-developed ASEAN Member States” [Hamanaka, 2014, 177].

Thus, developing countries — latecomers, may benefit from favorable treatment.

IV. Japan’s strategy towards TPP and RCEP — what’s the
name of the game

While studying Tokyo’s strategy towards two mega-regional trade projects, it is
important, however, to start from the context of US-Sino rivalry. As written above, TPP
is found as US-led project, while RCEP appears to be China-led, albeit centred around
ASEAN. Furthermore, latecomer status of Japan by TPP table cannot be treated as a
point of reference to RCEP process, mainly due currently blurred leadership shared by
Beijing, and Tokyo, and even, to some extent, ASEAN®.

The United States skilfully entered TPSEP trade talks avoiding latecomer status to
determine restrictive accession clause, discouraging potential new entrants. As many
observers claimed, an idea behind TPP was to attract anyone, except China, frustrated
with rule-competition, on the one hand, potentially threatening American hegemony,
on the other. Thus, Washington was willing to secure its dominating position, excluding
major rival within Asia-Pacific region.

Whereas, China attempted to establish regional framework excluding the United
States, in order to secure its hegemonic position. Then, Japan hasn’t been perceived
as an important rival anymore, mainly due rising economic power of Beijing, however,
when accompanied by India, still challenging. Therefore, China’s hegemonic position in
RCEP has been secured through accession guidelines, limiting the scope of membership
to ASEAN Plus FTA Partners, that naturally excluded American competitor. Initially,

3 However, ASEAN-centric concept seems to be ambigous, when considering its bargaining power in RCEP
when confronted with China, and Japan, potentially also India [Kassim, 2012; Cheong and Tongzon, 2013,
144-168]. Following Pakpahan, TPP membership of ASEAN-4 will profoundly influence the centrality of
ASEAN. ASEAN aims to preserve its centrality to economic cooperation within Southeast and East Asia
through initiatives such as the East Asia Summit and ASEAN Plus Three. If ASEAN does not respond
effectively to any potential competition between the TPP and RCEP, ASEAN’s role as a driving force in
the various regional arrangements is more likely to decline. The rivalry between the US and China could
also undermine the crucial role that ASEAN plays [Pakpahan, 2012]. When considering ASEAN’s strategy
towards TPP, and RCEP, Sally opted for “ambitious agreements” with maximum sectoral coverage, and
restrictive discipline assigned, iwhereas indicating the importance of simplifying the rules of origin, and
open accession clauses for non-members. Furthermore, author opted for accelerating progress of the
ASEAN Economic Community (AEC) and strengthening provisions in existing FTAs to benefit from both
trade, and investment flows within ASEAN [Sally, 2014].
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Beijing insisted on ASEAN Plus Three formula to weaken Tokyo-led coalition, potentially
supported by India, and close US allies, namely Australia, and New Zealand, all sharing
democratic values [Terada, 2009]. Providing flexible treatment to developing countries,
less ambitious, goods-centric agenda, open doors for Japan, distinguished this project
from American project while minimizing the risk of failure. Moreover, rapid progress
of TPP talks encouraged Beijing to accept extension of negotiation agenda under the
pressure of Tokyo, with special regard to investment, and intellectual property. While
Japan seemed to play US card to redesign RCEP agenda in favorable manner, China
could have realized that advancing agenda with WTO-Plus elements will not strengthen
Tokyo’s position at unexpected scale to challenge China’s hegemony. Alike TPP project,
RCEP officially do not exclude the possibility of future coexistence of China, and the
United States within a given trade framework, however, this would possibly lead to
merger of both mega-regional projects. As Huang stated, emergence of two competitive
mega-regional projects reflects the scale of mutual misunderstanding and mistrust
bewteen Washington, and Beijing [Drysdale, 2014], therefore, consolidation into the
single trade regime is pretty unlikely in the following years. Unquestionably, the TPP
created the impetus for China, and Japan to compromise on the exact membership of
regional cooperation. Following Huang, China should activate the strategic bilateral
relationship with the United States to seek membership of the TPP. The TPP is only
one area, as he stated, “(...) where China and the US can work together closely to
develop a new major-power relationship. The two countries are already negotiating a
bilateral investment treaty, successful conclusion of which could pave way for China’s
TPP accession. The two governments may also want to consider the possibility of
establishing a bilateral free trade agreement (...)” [Drysdale, 2014]. However, as Drysdale
argued, such a vision is still very far ahead, thus, the main goal as for now for China is to
complete RCEP. According to Sally:
“Prestdent Obama’s leadership is needed to conclude a ‘high-quality, twenty-
Sirst century’ TPP — and open the door to eventual Chinese membership. But
Obama has conspicuously failed to lead on international trade. Simailarly, the
Chinese leadership has been defensive on trade policy for almost a decade. But
there are signs that China is becoming interested again in regional and global
trade liberalisation. It will take Chinese leadership to inject more ambition
into RCEP” [Sally, 2014].

Author is raising the question whether Japan might be a good loser, or, consciously,
play a card game to consume future double membership in mutually competing mega-
regional trade blocks. As mentioned above, Japan decided to join China’s trade diplomats
to announce new concept of East Asian economic cooperation — consequently leading
to RCEP project - in August 2011, when TPP’s table seemed to be still unreachable for
Tokyo. Three months later, at the APEC Leaders Meeting in Honolulu on 13 November,
Japan formally expressed its will to join TPP talks, afterwards, on 17 November, during
ASEAN Summit, supported proposal of RCEP. Last but not least, on 19 November, East
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Asia Summit, including the United States, delivered a short, neutral comment, and three
Northeast Asian countries, namely, China, Japan, and Republic of Korea, agreed to
start tripartite FTA talks. Such unprecedented scale of diplomatic dynamism, including
Japan’s vital engagement, undoubtedly challenged US’ optics. Interestingly, on 20
November 2012, when RCEP talks were formally launched, prime minister Noda lobbied
for US president Obama’s support for Japan’s TPP membership. Prime minister Abe’s
announcement of late February 2013 as to participation in TPP talks on 15 March, that
completely surprised Japan Agriculture Organization, representing domestic farm lobby,
confirmed unprecedented rush of the Japanese government induced by rapid progress of
US-led trade talks [Mulgan, 2013; Mulgan, 2013b]. According to joint statement by Abe,
and Obama:
“The two Governments confirm that should Japan participate in the TPP
negotiations, all goods would be subject to negotiation’ and that ‘as the final
outcome will be determined during the negotiations, it 1s not requived to make
a prior commitment to unilaterally eliminate all taviffs upon joining the TPP
negotiations” [Mulgan, 2013a].

Following events confirmed effective usage of China card by Japan to secure its
inclusion in TPP, however, as February 2014 proved, Tokyo has been using argument
of Sino-Japanese coalition as a threat to reduce pressure on tariff reductions within
sensitive product lines from the side of major agricultural exporters, namely the United
States, Canada, New Zealand, and Australia. Thus, while acting as latecomer by TPP
table, Japan is playing China card to win as much as possible in “concession war”.
Following joint statement of bilateral summit organized on 23-25 April 2014 in Tokyo,
Abe, and Obama declared, that they “have identified a path forward on important
bilateral TPP issues (...) and this marks a key milestone in the TPP negotiations”
[Togo, 2014]. However, the role of hegemon in this game has been already cast by the
“US director”. Noteworthy, due to Washington’s pressure imposed on Tokyo to rebuild
confidence in relations with Seoul, in March 2014 trilateral summit the United States —
Japan — Republic of Korea was organized, so as bilateral talks between two Northeast
Asian states.

It should be noted, however, that Japan’s membership in TPP embraces both political,
and economic costs. As Mulgan stated, Japan hasn’t signed any FTAs with major
trading partners, and developed countries, except for Switzerland in 2009, mainly due
aversion to agricultural trade liberalization, thus, entering TPP, involving agricultural
exporting powers such as the United States, and Australia, has raised justified concerns
domestically. In fact, TPP is an extreme FTA, under which all tariffs are expected to be
abolished within 10 years, with a very broad template that has implications for a host
of Japanese regulatory systems including investment, competition policy, intellectual
property, financial services and government procurement. Consequently, excluding
“Your Party”, all national political forces in Japan tend to perceive TPP mainly through
the prism of costs, and losses for a country [Mulgan, 2012]. Critics have indicated the
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problem of external pressure of the United States, defining TPP as “radical bilateral
FTA”, while questioning prime minister Noda’s statement that TPP is opening Japan to
the world — as a matter of fact, scope of membership does not reflect the world coverage,
so as Asian, due to exclusion of major regional trading partners of Japan, namely,
China, Republic of Korea, Indonesia, Thailand, and the Philippines. Noteworthy, in 2014
Japan has signed Economic Partnership Agreement (EPA) with Australia, providing
— for the first time in the history at such a scale - important concessions on some key
agricultural products, such as beef. Importantly, this has been assessed as a source of
pressure imposed on the United States to find a compromise in the field of agricultural
concessions by TPP table.

Meanwhile, Japan is playing RCEP game, challenging China’s hegemonic ambitions
with US card. Redefining agenda of RCEP to extend it much beyond trade in goods
issues obviously disadvantaged China, however, intensified significantly after US
acceptance for Japan’s membership in TPP. For instance, in January 2014, during
the third RCEP meeting, Japan pushed through the proposal of establishing new
Working Groups, namely: on competition, intellectual property, economic and technical
cooperation, and dispute settlement. Consequently, strict discipline in the fields of
investment, and intellectual property — Tokyo’s objective advantages over Beijing in trade
policies — will be a subject of dispute settlement mechanisms instead of case-by-case
political bargaining, as Hamanaka stated. Again, Japan tend to use its double membership
deliberately to challenge “self-appointed” hegemons in both trade frameworks. However,
according to author, hegemonic position of Beijing in RCEP is not a matter of political
power, and legitimacy, like in case of Washington’s domination in TPP, but economic
power, that can be challenged by Tokyo-led coalition including India, and Oceania,
potentially also some ASEAN states engaged in TPP, with special regard to Singapore.
Importantly, abovementioned Japan — Australia EPA has been accompanied by bilateral
Australia — Republic of Korea FTA signed in April 2014, while China is still out of the
game in Oceania [Terada, 2014].

V. Conclusion

Japan hasn’t retreat from regional rivalry over leadership, however, recent years have
dramatically changed its position, mainly due rising China’s hegemony, and accelerating
integration within ASEAN towards economic community, so as internal problems,
regarding demography, unefficient domestic demand, and reindustralisation.

When studying Asian trade regionalism through the prism of two mega-regional
projects, namely TPP, and RCEP, Tokyo’s stance appears to be reactive, however, dual in
its nature. It seems that China, Japan, and the United States faced the problem of rapidly
integrating, and expanding ASEAN, that, in fact, inspired “Plus Three”, and “Plus Six”
cooperation formulas, so as TPSEP. Consequently, Beijing submitted EAFTA proposal,
Tokyo — CEPEA project, both expanding former bilateral ties through, respectively, FTA,
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and EPA, with ASEAN, whereas Washington utilized its bargaining power to redefine and
develop P4 grouping. Thus, three states manifesting hegemonic ambitions within Asia-
Pacific region reacted to East Asian trade regionalism centred around ASEAN, in order
to secure its dominating position. From its perspective, ASEAN tend to bridge Northeast
Asian neighbours to seek for midpoint between EAFTA, and CEPEA, while being aware of
intensifying Sino-Japanese race.

As mentioned before, both Beijing, and Tokyo were reluctant to intrusive US-led trade
frameworks, however, an example of competition between TPP, and RCEP situated Tokyo
in a very complicated position. On the one side, the United States attracted ASEAN-4,
and Oceania into TPP trade talks, interfering East Asian trade regime, on the other, China
responded through progressing RCEP talks to counterbalance American trade framework.
Importantly, Japan wasn’t able to react ofensively through submission of its own trade
framework that exclude both China, and the United States to secure hegemonic position.
It was obvious, that intra-regional situation doesn’t favor Tokyo’s leadership ambitions,
therefore, it was critical to locate itself as best as possible in an exclusive game
already played by Beijing, and Washington. The golden mean has been found in double
membership, that might disdvantage, at least to some extent, both China, and the United
States, locked within separate, competitive frameworks. In other words, TPP membership
of the most powerful regional rival cannot be neglected by China informally leading RCEP,
so as Japan’s activism within single framework with China cannot be ignored by the
United States under TPP.

However, hegemonic position of the United States within TPP cannot be referred to
China’s position in RCEP talks. When comparing two mega-regional projects, TPP has
been found as more restrictive, and advanced in terms of agenda, while providing no
preferential treatment to developing countries. Meanwhile, RCEP appeared to be less
ambitious in terms of agenda, moreover, flexible in respect of interests of developing
signatory parties. Commonalities are numerous, though. Firstly, both TPP, and RCEP
will perspectively, according to author, take the shape of a set of bilateral agreements, as
it was already observed in TPP talks, and “ASEAN Plus” agreements indicated, instead
of single, multilateral pact - “one size fits all” in the manner of the WTO’s Agreement
on Trade-Related Aspects of Intellectual Property Rights (TRIPS) wouldn’t attract
developing states. Secondly, both frameworks are expected to be exclusive in terms of
membership, although this seems to address, most of all, potential China’s inclusion in
TPP, and the United States’ inclusion in RCEP. Thirdly, both China by RCEP table, and the
United States by TPP table, are said to provide Japan’s negotiators with new concessions,
and exclusions, facing informal pressure resulted of Tokyo’s parallel engagement in both
mega-regional projects. The Japan — Australia EPA disadvantaged China in Oceania, while
strengthening position of Tokyo in trilateral Northeast Asian trade talks engaging the
Republic of Korea, already linked through FTA with Australia. Agricultural concessions
provided by Japan under bilateral EPA would potentially soften Washington’s stance
regarding sensitive products under TPP, so as the progress of trilateral China — Japan
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— Republic of Korea FTA, and RCEP talks under Sino-Japanese co-leadership* [Yunling,
2010, 225-226]. As it was manifested in case of Chiang Mai Initiative Multilateralization
(CMIM) in 2009, Beijing, and Tokyo are able to overcome mutual resentments through
equal contribution to regional financial facilities. In case of RCEP, China agreed on
extension of agenda with WTO Plus elements that favors Tokyo’s trade standards, and
practices. Noteworthy, Sino-Japanese co-leadership is desirable from the perspective of
ASEAN, willing to extend formula of regional trade framework in favor of Japan’s optics,
namely “ASEAN Plus Six”, rejecting narrower China’s concept of EAFTA. Japan-led
coalition, potentially involving, among others, India, and Australia, so as a part of ASEAN,
provide a counterbalance to China’s rising hegemony, that is perceived as a threat by
regional emerging markets. Meanwhile, Japan forced to operate within wider spectrum
of regional actors is, to some extent, balanced, in terms of leadership ambitions, that are
unwelcomed regionally though. However, according to author, in case of Japan it is hard
to think in terms of socializing under equal terms to China, due to current political, and
socioeconomic determinants of both regional powers. Then, RCEP, according to ASEAN,
is expected to tame, and manage Japan’s, but especially China’s hegemonic aspirations.
Summing up, double membership makes Japan critical for success of both mega-
regional projects due to rivalry among two hegemons — China, and the United States,
willing to rule the membership and agenda of, respectively, RCEP, and TPP. As stated by
Mulgan:
“C...) without Japan the TPP would be much less significant. Japan’s
participation amplifies both the economic and strategic importance of the
TPP for the US. Japan’s involvement enables the TPP to effectively compete
with the China-led Regional Comprehensive Economic Partnership (RCEP),
which tmvolves Japan but not the US. Absent Japan, the TPP becomes a bit of
a sideshow in the US strategic game against China and hardly the vehicle to
Sacilitate the US rebalancing to Asia that America would like it to be. Hence
threats to expel Japan from the TPP megotiations carvy little weight” [Mulgan,
2014].

When studying Tokyo’s trade diplomatic strategy, it seemed to be oriented on, as
Rix argued, “leading from behind” [Green, 2003, 225-227], instead of forceful assertive
actions. Following former prime minister Takeshita:

“1t 1s the role of the leader today mot to pull people along, it is to get consensus
of the people” [Maswood, 2011, 22].

However, when following recent developments of both TPP, and RCEP, Japan seems to
behave more as reactive state, however, assigned to the concept of consensual leadership

* Following Dent, Sino-Japanese relations may provide various outcomes, namely: contested leadership,
division of labour, general co-leadership, alternative co-leadership, coalitional leadership, group consensus
leadership, matrix or combination of the above simultaneously, null leadership [for further studies see:
Dent, 2008, 23-24]
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in favor of socializing, and balancing China within East Asian regionalism, while playing
TPP game at the expense of China’s influences within Asia-Pacific regionalism. According
to author, notable risk faced by Tokyo’s trade diplomats contemporarily is the potential
US-Sino consensus that may result in consolidation of TPP, and RCEP - then, Japan’s
advantages resulting of double membership fade away, and the new rules of the game
will be set by “G2™. However, as long as two hegemonic states compete, the third one,
namely Japan, has still much to win in mega-regional exclusive game.
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Direct Investment of Chinese Enterprises
on the European Market by Industries

Lopacinska Karolina*

Abstract

The progressing expansion of the Chinese economy is strengthening China’s
position on the international market. China dominates the world in terms of
export volume, and the number of direct investments by Chinese companies,
addressed to developed European countries, has also increased significantly.
The object of this paper is the development of direct investments in European
countries, including in particular developed European countries, with a focus
on countries such as France, the United Kingdom and Germany. These are the
countries where Chinese investors expect to generate the highest revenue.

This paper presents the structure of Chinese direct investments in Europe
by industries, with a focus on selected examples of agreements of this type
concluded between investors from China and European countries. Based on the
analysis of such agreements, an attempt is made to determine the impact of the
finalised mergers on the position of given enterprises on the European market.
Keywords: foreign direct investment, mergers, acquisitions, Chinese expansion

I. Introduction

For most countries, foreign direct investment is a chance for importing new
technologies as well as organisational and managerial skills required for increasing
the productivity level, acquiring the proper know-how, and obtaining better access to
global markets. The progressing expansion of the Chinese economy is strengthening
China’s position on the international market. China dominates the world in terms of
export volume!, and the number of direct investments by Chinese companies located in
developed European countries has also increased significantly. The object of this paper
is the development of Chinese direct investments in European countries, including in
particular developed European countries, with a focus on countries such as France, the
United Kingdom and Germany. These are the countries where Chinese investors expect
to generate the highest revenue.

The aim of this paper is to presents the distribution of Chinese direct investments
in Europe by industries, with a focus on selected examples of agreements of this type
concluded between investors from China and enterprises from European countries.

* PhD student of Wroctaw University of Economics
' K.A. Nawrot, Kierunki inwestycji Chin. Jakich inwestycji chiviskich moge oczekiwaé Polska, Poznan
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On this basis, an attempt will be made to determine the impact of the finalised mergers
on the position of enterprises on the European market. The basis for the analyses and
discussions carried out in this paper is reports by Rhodium Group, Centre for European
Reform, and financial statements of the companies subject to the analysis, as well as
statistical data obtained i.a. from websites of the Institute of Mergers, Acquisitions
and Alliances, European Chamber of Commerce in China, Reuters, and The Heritage
Foundation.

II. The structure of Chinese investments on the European
market by industries

Foreign direct investment has constituted a pillar of the European economic and
political integration for ca. 50 years. It is to a large extent based on that and general trade
that relationships have been established and developed between the European Union
and China. Implementation of the reforms aimed at opening the Chinese economy to the
world, and introduction of the “Go Global” strategy in 1999, as well as China’s accession
to the World Trade Organisation (WTO) in 2001 also exerted a significant impact on
shaping mutual relationships. The relationships between the EU and China are developing
in various dimensions, i.e. in economic, political and cultural dimensions. The increasing
interdependence of those entities, which are striving for the highest possible economic
growth and development as well as other profits involved in using mutual potential, has
permitted them to establish the second largest economic partnership in the world?.

The annual proceeds to China’s budget from direct investments in the period 2006-
2009 tripled and the growth rate was maintained until 2011. As an effect, the level of
export of Chinese products and technologies was USD 10bn per annum. At the same time,
the number of the transactions the value of which was more than USD 1m doubled — from
ca. 50 to almost 100 transactions, both in 2010 and 2011.

The scale of direct investments by Chinese enterprises in the period 2005 — June
2014 is presented in Fig. 1°. What arises from the presented data is that, in the past
decade, China invested most, that is nearly USD 400bn, in the fuel and power industry,
followed by over USD 130bn allocated to transport, more than USD 120bn invested in
the metallurgical industry, USD 85.5bn in real estate, and almost USD 30bn-40bn in
sectors such as finance, agriculture and infrastructure. Hence, China’s aspirations for
quick implementation of the programme for the country’s modernisation and change of

* K.A. Nawrot, op. cit.; PWC Report, China deals. A fresh perspective, 2012, www.pwc.co.uk/china/./
(10/01/2015);
C. Grant, K. Barysch, Can Europe and China shape a new world order?, Centre for European Reform,
London 2008

* T. Hanemann, D.H. Rosen, China invests in Europe. Patterns, Impacts and Policy Implications,
Rhodium Group, 2012.
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the major investment directions after the crisis of 2008 from emerging markets of Africa
and South America to the strongest world economies is noticeable. The slowdown of
the Chinese economy, which was observed in 2012, enforced the necessary reforms and
pursuit of a skilful urbanisation policy aimed at developing and reinforcing the service
sector.?
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Fig. 1. Global reach of direct investments by Chinese enterprises by

industries
Source: The Heritage Foundation, http://www.heritage.org// (12/01/2015)

As follows from the data included in Tab.1, the majority of the investments made by
Chinese enterprises in the period 2000-2011 were directed to UE-15 countries, and in
particular to the three largest European economies, i.e. the French, British and German
ones. In that period in France, Chinese entrepreneurs concluded 70 agreements at the
total value of USD 5.7bn, including as much as USD 3.2bn invested in Gas de France in
2011. In the UK, 95 agreements at the value of USD 3.7bn were concluded, mainly in
sectors such as automotive, banking and real estate. Germany attracted more than one-
third of all agreements concluded in Europe, the total value of which was USD 2.5bn.
Hungary and Greece are also among the top countries in the ranking list of Chinese
investments.

* B. Goralezyk, Chiriczycy zwigkszajq zagraniczne inwestycje, 2013, http://www.obserwatorfinansowy.pl/
(02/01/2015)
> J. Winiewski, Sztuka zwalniania, Polityka, issue 31 (2918), 2013., pp. 41-43
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Table 1. Investments by Chinese enterprises in EU-27 countries in the period 2000-2011

Country Inves'tment value Number 0f" Nun}b'e1: of Total number of
(in USD) greenfield projects acquisitions agreements
France 5,722 46 24 70
The UK 3,683 69 26 95
Germany 2,543 113 33 146
Sweden 2,251 14 6 20
Hungary 2,065 14 4 18
The Netherlands 1,164 32 15 47
Belgium 847 12 3 15
Greece 714 5 0 5
Ttaly 554 31 16 47
Austria 391 6 5 11
Romania 299 13 1 14
Poland 190 15 1 16
Spain 187 22 1 23
The Czech Republic 76 10 1 11
Finland 48 1 4 5
Portugal 47 5 0 5
Bulgaria 47 6 1 7
Luxembourg 46 1 1 2
Ireland 44 6 1 7
Denmark 30 6 1 7
Latvia 3,8 1 0 1
Cyprus 3 0 1 1
Estonia 0 0 0 0
Lithuania 0 0 0 0
Malta 0 0 0 0
Slovakia 0 0 0 0
Slovenia 0 0 0 0
TOTAL 20,957 428 145 573

Source: T. Hanemann, D.H. Rosen, China Invests in Europe. Patterns, Impacts and Policy
Implications, Rhodium Group, 2012

In Hungary, a Chinese company invested in the chemical sector by purchasing shares
of BorsodChem, a Hungarian isocyanate producer, worth USD 1.9bn. Greece, in turn,
beneficially leased its largest port in Piraeus to the Chinese COSCO for a long term,
which contributed to quick development of the port as a result of numerous COSCO’s
investments worth millions of euro. Along with the development of its activity in Piraeus,
the Chinese COSCO decided to make additional investments in 2013, the total value of
which will be EUR 500m, and Piraeus will be capable of managing 6.2m TEU (container
volume) annually in the coming years, i.e. three times more than in 2012°.

¢ www.news.xinhuanet.com/ (26/12/2014)
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Furthermore, high positions in the ranking list in terms of the number and value of
the located Chinese investments were held also by countries such as Sweden, owing to
the acquisition of Volvo Cars by Geely Automobile, a Chinese automotive group, which
was worth USD 1.5bn, and further investments arising therefrom, and Romania — as
a result of several greenfield production projects, including construction of a tractor
production plant by Shantuo Agricultural Machinery Equipment, a Chinese company.

Countries with a considerably lower number of Chinese investments and, what
follows, lower positions in the ranking list, are i.a. Spain, Luxembourg, Denmark and
Ireland. Spain and Ireland used to be the main directions for foreign investment, yet
unfortunately, their economies withered exactly at the time of the Chinese investment
boom, which was why the countries came down in Chinese investors’ estimation,
like other smaller European countries facing fiscal and structural problems, with the
exception of Greece. However, when looking into the future, privatisation of the state
assets in countries which are fiscally insecure could ensure attractive opportunities to
Chinese investors. This is because assets with a stable long-term return on investment,
such as elements of infrastructure, are an object of interest to Chinese investors oriented
towards long-term activities, which can be exemplified by the fact of selling shares of
Portuguese public utility enterprises worth USD 2bn to Chinese companies in early 20127.

When analysing the data of the past decade presented in Fig. 2, it can be noticed that
the dominant country in terms of value of investments by Chinese enterprises located
there from 2005 to June 2014 is the UK, where as much as USD 23.6bn were invested
at that time, mainly in sectors such as: real estate, power industry and finance. France,
with more than twice lower investment value, is ranked second, and Italy (USD 6.9bn)
climbed to third position. They left Germany behind (USD 5.9bn), where the value of
Chinese undertakings is very close to the value invested in Greece (USD 5.5bn) and
Portugal (USD 5.4bn) in that period.

" PWC Report, China deals. A fresh perspective 2012 , www.pwc.co.uk/china, (15/12/2014)
T. Hanemann, D. H. Rosen, China Invests in Europe. Patterns, Impacts and Policy Implications,
Rhodium Group, June 2012.
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Fig. 2. Value of direct investments by Chinese enterprises by industries
in selected European countries in the period 2005 - June 2014
(billion USD)
Source: http://www.ft.com/cms/s/2/563b7a268-44a6-11e4-ab0c-00144feabdc0.html#axzz3S71dsSXc
based on data of The Heritage Foundation, http:/www.heritage.org// (12/02/2014)

ITII. Premises for making foreign investments by Chinese
enterprises on the European market

Enterprises have many motives for making investment on foreign markets. The major
premises for Chinese enterprises’ expansion in Europe include striving for facilitating
Chinese export by overcoming trade barriers encountered by companies importing goods
to the EU and most of all wishing to obtain strategic interest in companies from high and
medium technology sectors. Apart from that, China’s aspirations to become the largest
technologically advanced economy in the world by 2020 are of particular importance.
Distribution of investments made by Chinese companies in individual countries, with a
special focus on greenfield projects, is presented in Tab. 1.

Yet the primary motive for expansion of Chinese enterprises is striving for competitive
advantage since it is the key to increasing performance and generating higher profit.
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It is also a confirmation of having a consistent concept and an effective strategy in the
long term. Therefore, most enterprises endeavour to develop permanent competitive
advantage on the market®. This is because competitive advantage permits achievement of
higher value to both the consumer and the company.

Until recently, competitiveness of Chinese enterprises was based on producing labour-
intensive goods of a low added value. Now, however, the competitiveness is not restricted
to the traditionally used methods and areas. China successfully absorbs new foreign
technologies, becoming a fierce competitor to companies from developed countries.
Moreover, the Chinese government is aiming at using its innovation capacity, which is
reflected in pursuing the goals set forth in the 12" Five-Year Plan for 2011-2015. The
plan is oriented towards promoting domestic innovations and taking bolder actions for
reforming and modernising the economy.’

The companies being global leaders assume specific strategies, which are seemingly
different from each other in all respects, yet their nature and trajectory of actions are
similar. Enterprises achieve competitive advantage through implementing innovations in
the broadest meaning of this word. They include there both new technologies and new
methods of action, as an effect creating new bases for competition. Hence, innovation
might manifest itself in a new product design, in adoption of a new production process,
marketing approach, or training method. It often develops the existing ideas that have
not been implemented thus far. It always involves investment in skills and knowledge as
well as reputation of the company and the funds it has at its disposal. Some innovations
contribute to creating competitive advantage as they allow perception of new capabilities
of a given market or interest in the market segment that is ignored by others. Yet when
the company achieves competitive advantage through innovation, it can be maintained
only through continuous improvement.

More and more Chinese enterprises face increasing challenges arising from
internationalisation and globalisation. The dynamics of the continuously changing
global market can be understood only through skilful market research and pursuit of its
development trends. Adaptation of the common globally used models related to running
business activities and quality of the offered products facilitates increase in the share of
Chinese companies in international markets. This takes place due to growth in the sales
volume and, in consequence, the earned profit and general improvement of Chinese
companies’ reputation. The skills of forecasting market trends are also important.
Only such companies that are able to forecast behaviours of market actors and use
the occurring chances can be competitive. Concern about efficient use of information
is necessary for generating a higher value by Chinese companies, as a consequence
increasing their competitiveness level on the market. It needs to be emphasised here

8 C. Ehmke , Strategies for Competitive Advantage, M.S. Extension Educator, Department of Agricultural
and Applied Economics, University of Wyoming , Western Center for Risk Management Education,
http://cals.arizona.edu/arec/wemc/nichemarkets/0O5competitiveadvantage.pdf

¢ http:/csis.org/ (05/12/2014)
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that competing exclusively through low prices is impossible for a long time and therefore
it cannot be the basis for creating permanent competitive advantage on the market.
Both financial support and market share depend strongly on confidence earned among
customers and efficient implementation of the corporate strategy in compliance with
the globally adopted standards. Hence, when striving for a strong competitive position
on the global market, Chinese companies need to put more emphasis on intangible
assets, such as being concerned about reputation, building brand trust, and increasing
reliability. Ultimately, success depends on implementing an effective corporate strategy
based on creating innovations and efficient communication. This requires investing in
human capital as well as building and using knowledge resources. Actions based on
such values will permit Chinese companies to reinforce their competitive strength, thus
contributing to building their competitive advantage on the market in the long run. If
Chinese enterprises closed to changes, they would risk losing customer confidence in
their financial and operational reliability.

IV. Benefits and risks for enterprises arising from mergers
and acquisitions on the international market

The form of Chinese companies’ expansion that is gaining in significance is
international mergers and acquisitions. Based on an analysis of various mergers, major
benefits arising from merger or acquisition agreements concluded by enterprises can be
identified:

e Increased economic growth of the company and expanding its scale of activities.

e Access to the capital, in particular to new funds enabling development to
companies. Purchasing high-quality production or distribution equipment is
frequently more cost-efficient than developing it. For instance, many companies
that make investments with inconsiderable profitability have high unused
potential, which can be bought for a small surplus with respect to the net asset
value.

e  (Cost reduction through the common budget and increase in the purchasing power
of the established corporation.

e Access to a broader customer base and increase in market share.

e Diversification of the product and service offer, which contributes to expanding
long-term prospects of the company. The ultimate company might offer new
products or services through its own distribution channels.

e Achievement of cost advantage over competitors since purchasing intellectual
property, products or services is often cheaper than their development by the
company on its own.

e Acquisition of qualified personnel and additional skills in and knowledge of the
industry and sector as well as other business data. Such benefits are provided
by a company which has good process management systems, which enables the



175

purchaser improvement of its company’s operating system. The best situation
would be merger of enterprises with complementary systems, enabling them
mutual complementation and, in effect, maximisation of efficiency of the actions
taken.

In effect, companies commencing a merger might achieve various market,
technological, relationship and image advantages. They are presented in Tab. 2.

However, evaluation of mergers and acquisitions requires also looking from the angle
of risks and costs involved in such forms of integration.

The main reason is that companies do not devote enough time to the required
assessment of the impact a given merger will exert on the employees of the merging
companies, and it is problems with personnel management that play an enormous role
in forming conditions for merger success or failure. In most cases, the employees of
the merging companies are not properly informed about the premises and course of
the merger process until the whole transaction has been completed. No or insufficient
information arouse anxieties about the changes and their effects for the employees.
In consequence, their work efficiency and performance drop. A source of special risks
can be merger of enterprises with completely different cultural backgrounds, which
translates in diversities in corporate culture. Cultural differences are rarely subjected to
a proper analysis; in fact, they are often completely ignored. This is because companies
wrongly assume that cultural differences are an element that can be easily overcome
without paying much attention to their significance for the success of the transaction and
directions of the company’s development in the long run.

Success of an agreement with such a high degree of complexity like merger or
acquisitions is possible only when the companies show each other respect in terms
of their respective cultures and professed values, at the same time focusing on using
differences between each other for their joint endeavours to achieve what they would
not be able to achieve separately. Unfortunately, it is frequently the case that the buyer
fails to appreciate the synergy effect of cultures and attempts to dominate the acquired
company on concluding the agreement by the parties thereto, which destroys its
creativity and visionary potential.

Yet even in the face of a conflict of cultures, success is still achievable on condition
that the company responds to the arisen problems quickly and efficiently enough and
prepares a relevant concept for solving them. An indispensable element is engagement
of specialists, who will identify the sources of the problems and point to appropriate
directions for actions. It is extremely important that the acquired companies have the
opportunity to present their expectations about organisational, developmental and
employment issues. These issues should be touched upon as early as at the stage of
drafting the agreement."

1" Work based on www.mbda.gov / (28/12/2014)
S Fister Gale., Why Mergers Fail?, 2003, www.workforce.com / (14/12/2014)
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Table 2. Benefits and risks for enterprises arising from mergers and acquisitions

BENEFITS

RISKS

Economies of scale — gained when the larger company,
which achieves higher performance indicators, can
reduce total unit costs, which enables more beneficial
prices offered to customers,

High costs for the company’s shareholders — related
to legal expenses, potential devaluation of equity,
intangible costs, alternative costs, and purchase of a new
company itself, which is not always profitable in the short
run,

International competition — merger may help
companies handle the risk of competition and prepare
them for competing on the international scale,

Inconveniences for consumers — higher prices
resulting from reduction of competition with
simultaneous decrease in the quality and quantity of
goods and services offered (reduction of the achieved
consumer surplus), inefficient allocation, decrease
in the scope of innovations offered, suppression of
competing businesses (a smaller range of products
offered=restricted choice), drop in the equity value and
investment,

Strength on the market — one of the main goals for
involving in mergers is to gain more market share, which
in turn increases the company’s dominance and enables
application of higher prices (therefore mergers are
frequently regulated by the government),

Probability of lower business efficiency and
discontinuation of production at the lowest point
on the total average cost curve,

Stimulation of investments in research and
development — due to generation of higher profit, which
permits production of higher quality goods for consumers,

Risk of collusion with another entity,

Achievement of higher performance,

Increased barriers to entry, which reduces
competition,

Protection of the industry against collapse —
mergers can be profitable in an industry being at risk
of collapse, where companies struggle to survive on the
market,

Payment of lower prices to suppliers by the new
strengthened company,

Diversification — through merger of two companies
from different industries, they can exchange knowledge
useful in their industry,

Risk of losing a job due to structural changes,

Higher prestige for companies merging with stronger
partners,

Risk reduction — through sharing it with the partner,

Capability to increase the company’s impact on
other market entities and organisations.

Effects of overexpansion — drop in efficiency,
management difficulties, lack of appropriate economies of
scale.

Source: Own work based on G. Kyriazopoulos,

D. Petropoulos, What are the advantages and

disadvantages that lead banks into mergers and acquisitions? Is Altman’s score model for

bankruptcy motivate banks for mergers and acquisitions? Evidence from the Greek banking

system, International Conference On Applied Economics — ICOAE 2010, Technological

Educational Institute of Western Macedonia

Therefore, success of the merger and hence maximisation of its potential benefits
depend on adopting a careful approach based on a precise analysis of the company and

market situation'®.

Apparently, concluding merger and acquisition agreements could bring companies

numerous benefits, at the same time involving a multitude of risks.

There are various merger variants related to the companies’ expectations from it. One

of the variants is dominating the acquired company, i.e. the weaker one, by the acquiring
company, i.e. the stronger one, which imposes its management style as well as its goals

2 www.money.cnn.com/magazines/fortune/global500 / (18/12/2014)

www.forbes.com/global2000/list / (18/12/2014)
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and assumptions. Another variant is cooperation in striving for mutual synergistic
benefits. To make it possible, a similarity between the companies in terms of their
potential and aspirations is required.

Effects of merger can be also extremely diversified and perceived differently by
each of the companies being parties to this type of agreement. They may be related to
emergence of new investments, greater operational efficiency, broader scale of activities,
greater innovativeness, or introduction of a new more effective business model.

Therefore, it needs to be emphasised that the lack of a proper market analysis
and underestimation of factors related to organisational culture of the companies
commencing merger, as well as mistakes in human resource management are the major
factors in a company’s failure.

V. Types of merger as one of the forms of direct investment by
enterprises on the European market by industries

The outbreak of the global crisis had an extremely adverse impact on many countries
in the world. However, in the case of China, it contributed to significant growth in
the number of foreign direct investments. Their value of USD 55.9bn doubled in 2008
compared to USD 26.5bn achieved in 2007, while USD 68.8bn in 2010 ensured China fifth
position in terms of the scale of foreign direct investments made across the globe.

The highest number of Chinese investments diversified in terms of industries have
been located on Asian and European markets. This is because investors are interested
in investing in many fields, and in particular in the ones comprised by the 12" Five-Year
Economic Plan as priorities. They include the following sectors: energy technologies,
biotechnology, next generation information technologies, highly processed goods industry,
as well as new materials, alternative energy sources, and biofuel-powered vehicles.

In 2008, Chinese investors became more interested in the European market in terms
of locating foreign direct investment there and participating in public procurements as
well as purchasing bonds. The value of foreign direct investments amounted to USD
876m and increased to USD 3,352bn in 2009, and then to USD 6,670bn in 2010. The
highest number of Chinese direct investments were located in European countries such
as Luxembourg (USD 5.8bn), Germany (USD 1.5bn), Sweden (USD 1.5bn), the UK (USD
1.4bn), the Netherlands (USD 487m) and Hungary (USD 466m). Poland was ranked
among the top Central European countries with the value of Chinese investment equal to
USD 140m.

The Eurozone crisis, which resulted in a significant reduction of the prices of
European companies and a change in the investment policy of Chinese companies,
caused another considerable growth in interest in the European market in 2011,

¥ www.gochina.gov.pl/ (20/12/2014); www.imaa-institute.org/ (20/12/2014); www.euccc.com.cn/
(20/12/2014)
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The list of the major direct investments made at that time by Chinese companies in
Europe in individual sectors is presented in Tab. 3.

As is demonstrated in Tab. 3, Chinese investments are located in many different
industry and service branches. In each of the four most important sectors in terms of
value, at least one acquisition on a large scale was made. In the public utility sector,
cooperation between CIC and Gas de France stands out, in the chemical industry —
acquisition of BorsodChem by Wanhua, in the transport sector — acquisition of Volvo by
Geely, while in the power sector — purchase of Emerald by Sinochem.

Data analysis proves a relatively high diversification of Chinese investments with
respect to industries: from machine building, to telecommunication, to consumer goods.
Yet given the number of the transactions concluded, it is the machine building industry
and renewable energy sector that triggered highest interest in Chinese investors.
However, due to high capital intensity of those sectors, the value of the investments
made by Chinese enterprises is not highest in those sectors.

Table 3. Examples of the major investments by Chinese companies in the form of mergers
by industries

INVESTMENTS

e acquisition of Addax Petroleum, with its seat in Switzerland by Sinopec (USD
7.2bn — the largest acquisition by a Chinese enterprise)

e acquisition of Emerald Energy (the UK) by Sinochem

e acquisition of Awilco Offshore (Norway) by CNOOC

POWER SECTOR e purchase of shares in INEOS (France) by CNPC

e purchase of 21.35% of shares in Energias de Portugal (Portugal) by Three
Gorges Corporation

e purchase of 1.6% of shares in Total (France) and 1% of shares in BP (the UK)
by SAFE

e acquisition of shares in Volvo Car (Sweden) from Ford by the Chinese Zhejiang
Geely Holding Group

e acquisition of the Bulgarian Litex Motors by Great Wall Motors

e acquisition of Burg Industries (the Netherlands) by China International
TRANSPORT SECTOR Marine Containers

e purchase of shares in Spyker Cars (the Netherlands) by Zhejiang Youngman
Lotus and Pang Da Auto

e agreement on beneficial lease of the port in Piraeus with COSCO Holdings
(investments in the port in Naples are intended)

e purchase of shares in BorsodChem (Hungary), chemical companies

INDUSTRIAL SECTOR — -
e acquisition of Rhodia (France)

e investments in the construction industry by Sany Heavy Industries in
REAL ESTATE SECTOR Germany, Sinoma in Ukraine, Zoomlion in Italy

e investments in the tourism industry by HNA in Spain, BCEGI in Greece

e purchase of shares in Cheuvreux and CLSA (France) by CITIC

e purchase of shares in Apax Finance (the UK) by CIC

FINANCIAL SECTOR - - - -
e purchase of shares in Fortis (Belgium) by Ping An

e purchase of shares in Barclays (the UK) by China Development Bank

MODERN TECHNOLOGY e purchase of shares in the Spanish Telefonica by China Unicom

SECTOR e acquisition of the German Medion by Lenovo

Source: www.gochina.gov.pl/ (20/12/2014).
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VI. Impact of merger on the position of enterprises on the
European market

In accordance with the report prepared by the ING Corporate Finance Asia team,
China maintains a strong trend of making mergers and acquisitions in Europe. It is
evidenced by the results achieved by Chinese investors in HY1 2014. At that time,
Chinese enterprises concluded as many as 43 agreements in the form of mergers and
acquisitions at the total value of USD 13.8bn, disclosing an impressive increase relative to
27 agreements at the total value of USD 5bn concluded in the same period in 2013.

It needs to be emphasised that the significance of the industrial sector, which
constituted as much as 29% of the total value of the mergers and acquisitions made in
HY1 2014, is growing. It is followed by agriculture, financial sector and service sector
in terms of investment by Chinese enterprises, which proves the increasing need for
modernisation of technology!.

Investments by Chinese enterprises in the form of mergers and acquisitions affect
the structure of the markets on which they are made, and influence the position of the
enterprises covered by such agreements. The change in the position can be inferred
based on the percentage market share, the company’s market value, the value of the
revenue it generates, brand and image popularity.

In March 2010, a merger was finalised resulting in Geely Automobile, a Chinese
company, purchasing Volvo, a Swedish brand, from Ford Group for USD 1.8bn. It was the
greatest foreign transaction performed by this Chinese company.

Under a technology transfer agreement, Geely has now full access to Volvo
technology, the use of which on the Chinese market will permit achievement of its
strategic goals. By means of Volvo technology, Geely intends to create a new Gelly
Automobile brand for the mass Chinese consumer. Relationships between these
two companies are described as partnership. There is no competition between them
as they are oriented towards different target markets. Geely sells cars dedicated to
the mass consumer, while Volvo aims at the luxury goods market. Therefore, the
technological cooperation between Gelly and Volvo has been developing relatively
well to date. A significant progress was achieved in 2013, which permitted the Group
to further optimise the used resources and accelerate implementation of the platform
strategy as well as standardisation and joint modernisation of product development.
Owing to that, the Group achieved a strong and unique advantage over competitors.
Furthermore, the changing attitudes of consumers, who have recently become more and
more demanding in terms of performance, environmental impact, energy consumption

" Sino-Europe Outbound M&A Review 1H 2014, September 2014 |
https://www.ingcb.com/media/972804/sino-europe-ma-newsletter 1h2014.pdf, (05/01/2015)
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efficiency and safety expected of vehicles, undoubtedly has a positive effect and gives
many opportunities for the future as regards development of the products offered by the
Group. When observing the cooperation between the companies to date, it can be boldly
said that, through the achieved synergy effects, Geely has solid grounds for fulfilling
its long-term goal, which is achieving the position of the leading international vehicle
manufacturer. So far, Geely has been improving the quality of its vehicles and thus
enhancing its competitiveness on the market. In 2011, Geely Automobile recorded better
growth than expected, i.e. 13% of net profit growth, followed by 19% in 2012 and 31%
in 2013, disclosing constant growth of the company. The number of vehicles sold, that
is 549,468, was higher by 14% in comparison to 2012, 22% (118,871 pcs) of which were
sold to foreign markets, disclosing growth by 17% compared to the previous year. As a
result of systematic improvement of the product range offered by the company, its 2013
financial results were far beyond its expectations, as they grew by 17%, reaching RMB
28.7bn (Fig. 3). What is worth emphasising is that the company managed to achieve so
spectacular results despite increase in research and development expenditure related to
the restructuring processes introduced to the company, which contributed to noticeable
improvement of the product range offered in 2013,

The transformation of Volvo progressing in 2013, in turn, resulted in launching the
largest renewable product line in the company’s history, i.e. Drive-E units, which was
reflected both in the net income growth by 4%, from SEK 272,6bn in 2013 to SEK
282,9bn in 2014, and the operating income level, which grew from SEK 7,9bn in 2013 to
SEK 8,4bn in 2014. That result was a significant step towards the company’s achievement
of a sustainable profitability level. Owing to appropriate sales development and cost
optimisation, Volvo managed to make up for the loss recorded in HY1 2013 and transform
it into full-year profit. The company’s retail sales, driven mainly by the growth achieved
in China, was similar that year to the quantity of vehicles sold in 2012. Moreover, Volvo
Car Group strengthened its long-term funding structure by concluding loan agreements
with partners and financial institutions.

To date, the industrial expansion of Volvo Car Group has been progressing on the
Chinese market in accordance with the adopted plan. The company concluded two joint
venture agreements in Zhangjiakou and Daqing and established a plant in Chengdu,
which commenced its operations in November 2013. It needs to be emphasised that the
real turning point in the development of Volvo was its acquisition of 45% of Dongfeng, a
Chinese company offering heavy or medium goods vehicles. This is because the strategic
alliance proves a principal change in perceiving the company’s potential on the Chinese
heavy goods vehicle market, which — what needs to be emphasised — is the largest market
in the world™.

In 2015, Geely and Volvo are going to commence sales of jointly developed, safe
and reliable vehicles. Geely hopes that this will let it enhance its reputation further by

5 Geely Automobile Holdings Annual Reports , www.geelyauto.com.hk, (16/12/2014).
1% Volvo Group Annual Report 2014, http:/www3.volvo.com/ (16/01/2015)
Geely Sweden ab Annual Report 2013, http://www.volvocars.com/ (16/01/2015)
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climbing to the top position of passenger car exporter in the country. Volvo, in turn,
wishing to double its sales volume to 800,000 vehicles in 2020, commenced test drives
in its first factory in China. CEVT (China — Euro Vehicle Technology), an independent
research and development centre opened in Gothenburg in Sweden in 2013, has become
the key platform for facilitating cooperation between both companies'”. At present, the
centre employs 200 specialised engineers, who are supposed to develop a new modular
architecture and a set of components for C segment cars, with both Volvo Car and Geely
Group’s needs taken into account. Such components will not only supply world class
technology but also permit considerable reduction of development, testing and supply
costs, ultimately leading to generation of significant economies of scale. This will not
only be beneficial to Volvo but it will also allow Geely to compete on the automotive
market. As a result, this will translate into profits of the established corporation.

GEELY AUTOMOBILE HOLDINGS LIMITED - 5 YEARS FINANCIAL SUMMARY
2013 2012 2011 2010 2009
Turnover
(PB000) 928,707,571 24,627,913 20,964,931 20,099,388 14,069,225
Profil before 3,304,182 2,529,077 2,183,208 1,900,323 1,550,460
axation

Profit for the year
o) 2,680,248 2,049,786 1,715,849 1,549,711 1,319,028
Annual Sales 549,468 483,483 421,611 415,843 326,710
Volume (Unit)

Fig. 3. Financial results following the merger of Geely Automobile and Volvo

for the Chinese company
Source: Own work based on Geely Automobile Holdings Annual Reports, www.geelyauto.com.hk

7 www.europe.autonews.com/ (01/02/2015).
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Another example of mergers and acquisitions by a Chinese company refers to the
power sector. In October 2009, Emerald Energy PLC, a power company, was acquired
by Sinochem Corp, the leading seller of chemical products. The company purchased the
crude oil and natural gas mining company listed on the London Stock Exchange for GBP
532m, i.e. 750p per share, which is by 11.1% more than the share price on closing. The
agreement concluded by the parties was to enable the Chinese company i.a. optimisation
of the crude oil and natural gas reserve structure, and facilitation of strategic distribution
of their resource mining in South America (Columbia) and Middle East (Syria), and in
effect establishment of a solid foundation for the future development of the company in
these regions'®. Despite insignificant dimensions of that acquisition, its major goal was to
stimulate Sinochem’s mining activity. Emerald’s assets have a large growth potential and
its introduction to Sinochem Group contributed to reinforcing its position both in Middle
East and South America. Moreover, it is an extremely important step in the strategy of
building a position with a global reach pursued by the Chinese power company*.

When analysing Sinochem Group’s progress over years, it can be easily noticed that
2013 was a year of crucial significance from the viewpoint of strategic transformation of
the company. This is when it obtained increased access to both crude oil and natural gas
resources and renewable reserves, and improved its mining capacities, which paved its
way to long-term sustainable development in the future. Moreover, the company not only
achieved but also maintained stability relative to its operating results and offered quality
with revenue from sales amounting to RMB 466.9bn and profit before taxation of RMB
10.87bn. It needs to be emphasised that the company’s profit had maintained above the
level of RMB 10bn for 3 years at that time (Fig. 4).

Furthermore, crude oil and natural gas production was 25.13m barrels (crude oil
equivalent) in 2013, disclosing growth by 8% with respect to the previous year. Acting
in accordance with the professed “Creating Value, Pursuing Excellence” philosophy,
Sinochem is accelerating the transformation rate of its key business segments, including
the power and mining segment, thus not only increasing their corporate value but also
intensifying its presence in related industries. The company focuses on two strategic
mining regions, i.e. Middle East and both Americas, where contracts were concluded on
34 crude oil and natural gas block in countries such as the USA, Columbia, Brazil, Syria,
United Arab Emirates, and the Chinese Bohai Bay.

The purchase of 40% of interest in natural gas and crude oil reserves obtained from
shale in Wolfcamp from Pioneer Natural, an American company, by Sinochem had a
critical significance for expanding the company’s activities in North America. Cooperation
with a Columbian crude oil group, in turn, permitted Sinochem Group to pursue mining
activities in three blocks along the Caguan river in Columbia. It needs to be emphasised
here that the Brazilian National Agency of Petroleum recognised the company as a top

15 www.english.sinochem.com / accessed on 01/03/2014); www.reuters.com/ (01/03/2014).
¥ www.bloomberg.con/ (01/03/2014).




183

j— ]
.
@S EMERALD ENERGY Pic

SINOCHEM CORP - 5 YEARS FINANCIAL SUMMARY

2013 2012 2011 2010 2009
Total operating
income 46,690,479.68 45,315,859.76 45,895,329.18 33,532,679.83 24,178,816.19
(RMB’0000)
Operating profit 937,197.04 987,773.80 1,281,584.29 897,035.33 564,324.62
Total profit 1,087,191.91 1,067,060.91 1,341,467.17 907,589.12 634,689.27

Fig.4. Financial results following acquisition of Emerald Energy by
Sinochem Corp for the Chinese company

Source: Own work based on Sinochem Corp Annual Reports, www.english.sinochem.com /

class operator, i.e. A class, owing to which Sinochem can perform works on land, in
shallow water and in the deep sea in Brazil. Moreover, at the same time, the company
obtained qualifications permitting it to mine natural gas in China, thus creating bases for
developing the domestic activity in the future.

It is worth stressing that the scope of Sinochem’s activities has expanded its prevailing
mining activity by a significant research profile in recent years. Currently, the company
plays an important role in both industry modernisation and mining and development
sector, slowly becoming an independent crude oil company.

When analysing Chinese enterprises’ aspirations for dominance on various markets,
it is worth pointing to another example of acquisition in the power sector. It regards the
agreement concluded in 2011 between China Investment Corp (CIC), a monetary fund
that is the largest in China and the fifth largest in the world, and Gas de France Suez
(GDF), the top producer and distributor of electricity, natural gas and renewable energy,
and at the same time the largest purchaser of gas and importer of liquefied natural gas in
Europe.
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At the end of October 2011, CIC and GDF Suez Gerard Mestallet signed an agreement
under which CIC acquired 30% of shares in GDF Suez’s mining and production for EUR
2,491m, and 10% of shares in liquidation of GDF Suez Atlantic’s assets located in Trinidad
and Tabago, at the value of EUR 672m. Gas de France Suez additionally undertook
to supply China National Offshore Oil Corporation (CNOOC), i.e. the largest Chinese
offshore crude oil producer, in ships enabling storage and regasification of liquefied
natural gas. The contract was finalised in late 2011.

The main goal of partnership between GDF and China Investment Corp was to use
the rapidly growing demand for liquefied natural gas in Asia and to establish close
contacts with the Asian power industry as a result of the planned expansion®*. The
agreement between the companies changed the competitive power relations on the
market, i.e. strengthened CIC’s position and gave GDF an opportunity to generate high
profits, enhancing the financial stability of the company and offering it new business
development prospects worldwide*. When analysing the financial results presented in
annual statements of China Investment Corp’s activities, a considerable improvement is
visible, followed by constant growth in investment income generated by the company,
which increased from USD 48,589m, earned in 2011, to as much as USD 83,052m in 2012,
and then to USD 92,500m in 2013. A similar upward trend in noticeable also in the case
of the company’s net revenue amounting to USD 86,901m in 2013 preceded by growth
from USD 77,690m in 2012 and USD 48,422m in 2011 (Fig. 5).

A good example of changes on the international market resulting from expansion of
Chinese enterprises is the acquisition of 100% of shares in BorsodChem Zrt, a Hungarian
isocyanate producer, by Wanhua Industrial Group (Wanhua), the largest isocyanate
producer in the Asia-Pacific region, which took place in 2011 in the chemical sector. The
Chinese potentate bought out all shares of its previous majority owners, i.e. Permira and
Vienna Capital Partners (VCP) Funds. That was an effect of the financial restructuring
of the Hungarian company in 2010. Wanhua supported BorsodChem with funds at
the amount of EUR 140m, which were used by the company to construct a new TDI-2
power station and nitric acid production plant. The total acquisition of BorsodChem by
the Chinese investor, supported by a federation headed by the Bank of China, enabled
further development of the Hungarian company in the long term, ultimately preventing
mass redundancies.

% www.chinadaily.com.cn / (18/02/2014); www.ft.com/ (18/02/2014).
2 http//www.gdfsuezep.no/en/GDF SUEZ group/GDF-SUEZ-EP/
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C. PEEFHREE LT

CHINA INVESTMENT CORPORATION

GUOF JS\VCZ

CHINA INVESTMENT CORPORATION - 4 YEARS FINANCIAL SUMMARY

2014 2012 2011
Total investment income 92,500 83,465 48,589
Operating Income 91,258 82,377 47,409
Net income 86,901 77,690 48,422

Fig. 5. Financial results following the agreement between CIC and GDF

Suez for the Chinese company
Source: Own work based on CIC Annual Reports, http:/www.china-inv.cn/

The undertaking not only prevented BorsodChem from collapse but also, and
foremost, caused transformation of two regional companies in a global corporation and
achievement of the position of the third largest isocyanate producer in the world.

As an effect of the acquisition, Wanhua has become a modern company with efficient
technology, serviceable production lines and a committed team of workers retained in the
company. The company’s success is reflected also in its financial results, and in particular
in the total income value, which increased gradually from RMB 13,662m in 2011 to as
much as RMB 22,088m in 2014 (Fig. 6)*. Operating within Wanhua Group’s structure,
BorsodChem is responsible for all transactions performed on the power market. Wanhua
has gained favour with the former majority owners, i.e. the funds run by Permira and
VCP, which supports the Chinese investor as a partner. President of Wanhua is planning
to enlarge and enhance the acquired company until it becomes not only the largest
employer in Hungary but also, and foremost, the largest isocyanate producer in Europe,
ensuring it continuous development®.

% http://www.bloomberg.com/research/stocks/financials/financials.asp?ticker=600309:CH
# www.borsodchem-group.com / (18/02/2014).
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WANHUA
BorsodChem

Chemistry for generations

WANHUA INDUSTRIAL GROUP - 4 YEARS FINANCIAL SUMMARY

2014 2013 2012 2011
Total Revenues
(RMB'000) 22,088,4 20,238,0 15,942,1 13,662,3
Operating Income 4,602,1 4519,1 3,896,3 2,879,6

Fig. 6. Financial results following the acquisition of BorsodChem Zrt by
Wanhua Industrial Group for the Chinese company
Source: Own work based on
http:/www.bloomberg.com/research/stocks/financials/financials.asp?ticker=600309:CH

When analysing the largest, in terms of value, agreements of Chinese companies on
the European market, it is worth noticing the investment made by the biggest power
company in China, which specialises in mining crude oil and natural gas, in 2013. China
National Petroleum Corp (CNPC), which is referred to here, allocated USD 5bn for
purchasing 8% of shares in Kashagan, a gigantic project pursued by KazMunaiGas, a
Kazakh company, which has been the greatest discovery of crude oil at the Caspian Sea
for 30 years. This is how it reinforced its position in this area and blocked attempts to
gain access to this region by its major competitor, i.e. India.

The most significant investment made in HY1 2014, in turn, was the acquisition of the
majority, i.e. 51%, of shares in Nidera Handelscompagnie BV, a Dutch company offering
freight services and a supplier of solutions for global agricultural markets, by COFCO
Group, the largest food processor and producer in China. This transaction is the biggest
investment of this type for both COFCO and the sector of cereals and vegetable oils in
China** and confirms the company’s efforts to become a global producer and distributor

% http://www.bloomberg.com/news/articles/2014-10-29/china-grain-giant-cofco-planning-ipo-after-trader-
acquisitions
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of agricultural products, thus supplementing its role of the state food supplier for the
largest rise, soya and wheat consumer in the world.

Conscious of the importance of ensuring development of strong relationships between
each other, China and Europe concentrate their efforts on forming and building closer
partnership. The sectors where the largest number of investments are to be located
in the nearest future are mainly industry, real estate, power industry, including new
energy sources, as well as creative sectors, focused on devising and developing new
technologies, design and culture. Therefore, China’s attention will be focused primarily
on developed European countries, such as Benelux and Mediterranean Europe countries,
but most of all still on Germany, France and the UK. Investments will increase along with
the increasing awareness among Chinese entrepreneurs about the benefits than can be
achieved®.

VII. Conclusion

We are currently facing investment boom in Chinese enterprises. The rapid growth
in China’s interest in foreign markets is stimulated by commercial premises. However, a
considerable role is played in this process by pressures from the continuously growing
competition on the domestic market and perception of enormous development prospects
on the European market. China’s engagement in greenfield projects and conclusion of
numerous merger and acquisition agreements with foreign partners contributed to growth
in the generated annual average revenue from USD 1m in 2000 to USD 3m in 2009 and
2010, to as much as USD 10m in 2011. Even without smaller transactions, the number of
Chinese investments was 573 at that time.

Activity of Chinese investors is intensified in OECD countries and in other developed
economies. On the one hand, the Chinese see their chance for development on the
European market, while on the other hand, Chinese investments constitute a great
source of prosperity to Europe. It is estimated that the value of Chinese foreign direct
investments will have reached USD 1tn-2tn by 2020, more than USD 250bn of which can
be achieved by UE-27, which is ca. EUR 20bn-30bn per annum.

It is worth emphasising that regional diversification of Chinese investments made in
Europe is gradually improving. Among the major European economies, Germany, the
UK and France have still been concentrating the largest number of Chinese investments,
yet their investment capacities have been decreasing due to excessively low rate of the
economic recovery and complex business environment, like in the case of France. The

# Sino-Europe Outbound M&A Review 1H 2014, September 2014,
https://www.ingeb.com/media/972804/sino-europe-ma-newsletter 1h2014.pdf, (05/01/2015)
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mature business environment of Benelux countries is favourable to Chinese investments,
while Central European countries attract investments in production and real estate
sectors, and Scandinavia has remained conservative with respect to Chinese investments,
demonstrating occasional engagement, mainly as regards new energy and industrial
technology®.

Chinese investors ensure not only fresh capital but also work, taxes and side effects of
innovations to Europe. Currently, Chinese companies are employing even more than 45k
Europeans, and given complementariness of needs of Chinese investors and volume of the
European labour force, it is assumed that this number will continuously grow.

The cases of acquisitions of European companies by Chinese companies presented in
this paper are good examples of expansion by China, which is striving for development
and enhancement of its position not only on the local but also on the global market.
These undertakings show the joint effort made by Chinese and European companies
towards developing successful cooperation with the best use of mutual potential. The
progressing slowdown of the Chinese economy arouses a particular anxiety in Europe,
which found Chinese investments helpful in recovering after the crisis. In 2014 alone,
China invested as much as USD 18bn in European Union countries, mainly in sectors such
as: production, agriculture, power industry, real estate, food, automotive and finance.
European countries’ weakening by the crisis and vulnerability to acquisitions created
favourable conditions for investments by Chinese enterprises, whose value of the invested
capital grew by as many as four times in the period 2010-2012, from more than EUR 6bn
in 2010 to more than EUR 27bn in 2012. At present, that rate of the Chinese economy has
slowed down to the early 1990s level, China has recorded the greatest weakening of the
Chinese currency relative to dollar for over two years and has not fulfilled the adopted
economic goal for the first time in 15 years. Taking advantage of the period of economic
upturn for the purpose of investments and export maximisation has led to overinvestment
with a too low internal demand, significant slowdown on the real estate market, and
surplus of production capacity persisting in certain sectors. In order to minimise the risks,
it is necessary to use the consumer potential, since the Chinese society can no longer be
perceived as cheap labour force. This requires, however, firm actions, and in particular
pay rise and substantial improvement in the quality of life.?” China is currently entering a
new stage of transformations, both in the political and economic sphere. This is facilitated
by actions taken by the Chinese government, such as i.a. pursuing an accommodative
monetary policy aimed at driving the economy through increasing consumption and
liberating interest rates. The years of economic upturn in China led to overinvestment
with a low level of internal demand and unused consumption potential. This gave rise to
the need for changing the model based mainly on investments and focusing on driving

% Sino-Europe Outbound M&A Review 1H 2014, September 2014 ,
https://www.ingcb.com/media/972804/sino-europe-ma-newsletter 1h2014.pdf, (05/01/2015)

 http://www.money.pl/gospodarka/wiadomosci/artykul/gospodarka-chin-zwalnia-nizsze-tempo-
wzrostu,124,0,1728380.html
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consumption. Despite apparent efforts of the government, the economic slowdown is
expected to maintain for the time being, which is reflected by the decreasing trend in
GDP growth rate from 7.7% in 2013 to 7.56% in 2014, and to 7% this year.
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Developing a Role-Playing Game
for Cultural Understanding and Conducting a Comparative
Experiment between Multiple Countries

R AR
Yukiko Nakano

Abstract

In many countries, especially in Europe, many cultural, ethnic and religious
groups must live and work together. However, cultural differences can lead to
social stresses and sometimes outright conflict. eCUTE is an EU FP7 project
aiming at developing innovative IT technologies to learn cultural awareness and
understanding. This paper reports a cross cultural study which was conducted as
our collaboration with European universities under the eCUTE project.

First, we describe the theoretical basis of the proposed serious game, and
implement an agent-based role-play game TRAVELLER in which the users
encounter animated agents with different cultural backgrounds. Then, we
conducted a preliminary experiment to evaluate the role-play game using
questionnaires. In our analysis, it was found that Japanese people felt more
comfortable to interact with collectivistic agents compared to people in European
countries. On the other hand European people felt that the individualistic agent
was friendly, while Japanese people didn’t. Further study is necessary by adding
more data and using statistical analyses.
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Who Issues Debt Securities in Emerging Economies?

Mamoru Nagano*

Abstract

This paper is the first to focus on firm capital market inaccessibility in emerging
economies and investigate it as one of the determinants of firm debt securities
issuance in emerging economies. The following results are derived from the
empirical analysis. First, country panel analyses show that the debt securities
market development and domestic equity market development are positively
related. Second, firm panel data analyses of ASEAN countries suggest that
debt securities issuers and frequent equity issuers overlap. Third, analyses of
daily stock price data of ASEAN firms reveal that debt securities are not issued
for infrequent equity issuers, regardless of the stock price, whereas frequent
equity issuers choose debt securities issuance as a funding tool when the stock
price is low. Fourth, as compared to accessible frequent equity issuers, market-
inaccessible firms are less sensitive to the financial cost of debt securities
issuance.

JEL Classification Code: 016, G15, G30
Keywords: Debt Securities Issuance, Asian Bond Market, Corporate Finance

I. Introduction®**

A number of existing corporate finance texts have discussed determinants of debt
securities issuance in the past. These texts assume that a mature, developed debt
securities market exists in the country. Actually, the comprehensive debt securities
market statistics published by the Bank for International Settlements suggest that the
number of debt securities-issuing firms is extremely small in emerging economies,
while hundreds of firms have issued debt securities in the United States, the United
Kingdom, and other developed countries. It appears that the number of countries in
which a mature, developed debt securities market exists is rather small, and most
firms presumably cannot choose the desirable funding tools, including those financially
advantageous for them, depending on the degree of the funding market development.
Accordingly, it is common for firms in these countries to continuously face a limited
number of financing tools.

This paper assumes that potential debt securities issuers face various stages of

* Corresponding author, Professor, Seikei University, 3-3-1 Kichijoji-Kitamachi Musashino City, 180-
8633, Japan, Tel/Fax: +81-422-37-3924, Email: mnagano@econ.seikei.ac.jp

**The author thanks various seminar participants for their helpful comments and suggestions. This
research is financially supported by Center for Asia and Pacific Studies’ Pilot Project of Seikei University.



210

market development, although the existing literature presupposes the existence of a
mature, developed debt securities market in different countries. In other words, we
regard that immature stages of funding market development influence the managerial
funding decision of the firms especially in emerging economies. Few existing studies have
discussed who issues debt securities in emerging economies.

Corporate financing papers have pointed out that trade-off theory and pecking order
theory are two major determinants of firm capital structure. Trade-off theory asserts
that a firm’s securities issuance decisions move its capital structure toward an optimum
that is determined by a tradeoff between the marginal costs and benefits. Bankruptcy
and agency costs are typical examples of such costs, and typical benefits include
debt tax shields and reduction of free cash flow problems. The recent study of Van
Binsbergen et al. (2011) empirically verify these costs of debt and compares differences
across the various costs. Pecking order theory asserts that firm managers are better
informed than external investors. This theory stipulates that outside investors require
better information when the firm is funded by equity issuance. In such cases, investors
undertake some probability of future loss of the original principal of the investment, but
the future investment return is often higher than fixed-income securities. Myers and
Majlufs (1984) and a number of other studies support the idea since then. However,
recent studies have provided empirical evidence that neither of these theories explain
firm funding behaviors in the real world of business.

Trade-off theory suggests that a firm issues debt securities when the stock price is
high, since an increase in the market value of capital lowers the funding cost of debt.
However, Graham and Harvey (2001) assert that a firm employs equity issuance when
the stock price is high in the equity market. Baker and Wurgler (2002) also support the
idea that a firm issues equity when the stock price is high. Baker and Wurgler (2002)
contribute the idea that firms issue equity when the stock prices are high if a high stock
price coincides with low adverse selection. Other studies, such as that of Asquith and
Mullins (1986), also support this “timing theory.” While the empirical evidence presented
by Graham and Harvey (2001) and Baker and Wurgler (2002) cast doubt on the validity
of the trade-off theory, the very influential study of Fama and French (2005) conclude
that more than fifty percent of the U.S. firms violate the pecking order theory. The
“timing theory” and “time-varying theories” are accordingly regarded as new trends of
corporate financing theory concerning a firm’s securities issuance decision.

Dittmar and Thakor (2007) develop the above recent “timing theories,” suggesting
that a firm issues equities when the future perspectives of stock price and corporate
performance of managers and shareholders are consistent, not necessarily when a stock
price is high. Billiet et al. (2007) also point out that a firm does not always issue equities
when a stock price is high but is likely to issue equity when the growth opportunity is
high. The firm often chooses to prolong the maturity of debt securities depending on
the types of debt securities’ covenants, since it mitigates agency costs of debt. Datta
et al. (2005) suggest that the ownership structure of the firm also influences the debt
maturities regardless of the stock price. The existing literature mostly assumes that
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firms automatically issue debt securities when they do not issue equity. Although there
were a number of determinants of equity issuance studies, there has been relatively little
scholarship on debt securities. Most previous studies hypothesize that firms issue debt
securities when they do not choose equity issuance and their empirical analyses support
this. Hence, determinants of equity issuance studies virtually investigate determinants
of debt securities issuance to derive conclusions for when firms do not choose equity
issuance. Therefore, the literature on determinants of equity issuance studies can be
translated as the examination of determinants of debt securities issuance.

Many studies have predominantly employ U.S. firm data as empirical samples and
assume that equity issuance and debt securities issuance are two alternative financing
tools depending on stock price. In contrast, Brav (2009) focuses on firm capital market
accessibility and provides evidence that it influences firm financing decisions. His study
examines both publicly listed firms and private firms and points out the differences of
the funding decision behaviors. A chief conclusion of the study is that accessibility to
the market, rather than agency costs and stock price, is the major factor in determining
financing. The study also posits that even the developed U.K. capital market is of a
two-layer structure; that is, the corporate financing behaviors of market-accessible
firms and inaccessible firms are different, with the determinant of securities issuance
varying by layer. Goyal et al. (2011) also employ this approach in examining eighteen
European firms. They conclude that firm debt choice decision is also different between
market-accessible and inaccessible firms in other European countries. Although Billet
et al. (2011) do not directly focus on the determinants of firm debt securities issuance,
they examine the relationship between capital market accessibility and post-issuance
firm performance. This suggests a trend in recent studies focused on examining the
differences between market-accessible firms and inaccessible firms.

The purpose of the present study is to examine the determinants of firm debt
securities issuance in emerging economies, where the number of market users is smaller
than that in developed countries. In this study, we take the following approach. First,
we empirically verify the relationship between the equity market and debt securities
market development in emerging economies. This empirical analysis is designed to verify
that equity market development induces debt securities market development under
macroeconomic financial deepening process. Second, we verify the relationship between
the number of equity issuers and that of debt securities market users with the firm data
of four emerging economies in the ASEAN group (Indonesia, Malaysia, Thailand, and
the Philippines.) Third, we examine the relationship between firm stock price and debt
securities issuance in these four countries. Lastly, we focus on the differences of firm
market accessibility in emerging economies and analyze its influence on the firm debt
securities issuance. Based on the empirical evidence derived from the above analyses, we
conclude that stock market development induced debt securities market development
and stock price and financing costs influence the debt securities issuance for frequent
equity issuers. However, the number of these market-accessible firms is extremely small
in emerging economies, and the inaccessible firms tend not to issue debt securities no



212

matter what the stock price and financing costs are.

I1. Data

We prepare four datasets. The first comprises a 27-country panel data from 1990 to
2008. The purpose of this dataset is to examine the relationship between equity market
development and debt securities market development within emerging economies. The
second dataset is the firm panel data from 1997 to 2008 of the four ASEAN countries:
Indonesia, Malaysia, Thailand, and the Philippines. This data serves to examine the
relationship between firm capital market accessibility and the debt securities issuance.
The third dataset comprises ASEAN individual firm daily stock prices and data about firm
managerial performance. This dataset is prepared to verify the relationship between stock
price and debt securities issuance. The fourth dataset also comprises ASEAN firm panel
data that examines the different funding behaviors between capital market-accessible
firms and inaccessible firms. The difference between the fourth and second datasets is
that while the latter excludes firms from the sample once they have issued debt securities
during the sample period, the former includes firms even after the debt securities
issuance and some firms issue debt securities more than twice during the period.

The first dataset is obtained from the Thomson Reuters, the Bank for International
Settlements and the International Monetary Fund. We obtain the number of debt
securities issuers, the number of equity issuers, and other related financial market
data from the Thomson Reuters “Thomson Bank One.” We obtain the total amount of
outstanding sovereign bonds data from the Bank for International Settlements website.
The market interest rate, total amount of outstanding bank lending, and gross domestic
products are obtained from the IMF International Finance Statistics Yearbook CD-ROM
version. The countries in the country panel data include Indonesia, Malaysia, Thailand,
the Philippines, Hong Kong, Australia, New Zealand, Singapore, Korea, China, India,
Japan, Argentina, Brazil, Chile, Mexico, Czech, Hungary, Russia, Turkey, Poland, Italy,
Germany, France, United Kingdom, Canada, and the United States. Among these original
countries, we define the ten lowest per capita income countries (Indonesia, Malaysia,
Thailand, the Philippines, Argentina, Brazil, Chile, Mexico, Turkey, and Poland) as
emerging economies and compare the empirical results of the original sample with that of
emerging economies.

The second dataset is obtained from Thomson Reuters “Thomson Bank One.” The
data include equity issuance, debt securities issuance, and firm financial information. The
data are drawn from publicly listed non-financial firms of both debt securities issuers and
non-issuers in 1997-2008. We define that “frequent equity issuers” approximates “capital
market-accessible firms.” We regard that for a firm to be considered capital market
accessible, it has to issue public equity more than twice. The purpose of the second
analysis is to examine who issues debt securities in emerging economies. Therefore, we
exclude the firm data once the firm issued debt securities in 1997-2008. In other words,
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the maximum frequency of debt securities issuance is “one” for all sample firms and firms
do not exist in the sample after the issuance. In addition, reflecting a study of Billett et al.
(2007), which focus on types of debt securities covenants, we exclude firms that issued
secured debt securities, warrant bond, convertible bond, and maturity bonds of less than
one year.

The third dataset is prepared to examine the relationship between firm stock price
and debt securities issuance. The above second dataset defines market-to-book ratio, that
is, the market value of equity issued plus the book value of liability, divided by the book
value of total assets, as a proxy of financial year-end corporate value. In the third analysis,
to demonstrate the relationship between stock price and debt securities issuance, we
employ firm individual daily stock price and financial data. We verify the relationship
between firm stock price and debt securities issuance by using market-adjusted 3-month,
6-month and 12-month stock price returns preceding the issue. The daily stock price data
is obtained from Bloomberg. The dataset employs data for firms issued equities or debt
securities in 1997-2007.

The fourth empirical analysis employs the firm financial data of the four
aforementioned countries. The purpose of the analysis is to verify the differences of
fundraising behaviors between market-accessible firms and inaccessible firms. The
employed data are obtained from Thomson Reuters “Thomson Bank One” as well as
the second analysis data, but the fourth dataset includes financial data of frequent debt
securities issuers in the post-issuance period.

Table I Geographical and Annual Data Distribution
(A) Annual Distribution of Country Panel Data
(a) The Number of Sample Countries

Model A-B Model C Model D-E
1990 20 19
1991 20 19
1992 20 20
1993 21 20
1994 21 21
1995 22 21
1996 22 22
1997 22 22 22
1998 24 24 23
1999 24 24 24
2000 25 25 24
2001 27 27 27
2002 27 27 27
2003 27 27 27
2004 27 27 27
2005 27 27 27

2006 27 26 27
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2007 27 26 27
2008 27 26 27
457 308 451

Source: Thomson Reuters, Thomson Bank One, International Management Development (IMD),
World Competiliveness, various years, and the Bank for International Settlements, http://
www.bis.org/statistics/index.htm

Note: The number of sample countries varies because Eastern European countries, (Czech
Republic, Hungary, Poland, etc.) were added to the original source in 1995. Besides, IMD
survey data started the questionnaire surveys concerning “shareholders’ rights” in 1997 in
World Competitiveness. The number of countries targeted for the research varies year to
year.

Table I-Continued
(b) Annual Average of the Number of Securities Issuers in Sample Countries

1990-1995 1996-2000 2001-2005 2006-2008 1991-1995  1996-2000 2001-2005 2006-2008
Debt Securites Issuers Equity Issuers

Indonesia 13 18 24 29 22 34 47 21
Malaysia 14 37 80 119 26 35 71 91
Thailand 35 36 36 42 6 28 56 56
Philippines 9 16 24 38 14 19 26 45
Hong Kong 21 59 69 45 26 148 219 379
Australia 32 122 291 415 8 27 754 1,451
New Zealand 2 5 5 8 9 7 30 33
Singapore 10 31 65 62 14 35 66 129
Korea 162 329 619 225 8 20 249 558
China 4 7 6 58 9 25 25 141
India 2 6 110 238 46 27 42 198
Japan 423 629 368 365 61 220 331 292
Argentina 35 83 16 8 15 20 2 3
Brazil 100 119 63 65 43 38 10 37
Chile 11 18 34 44 36 43 13 5
Mexico 122 51 67 66 30 26 5
Czech 1 0 1 4 1 6 2 1
Hungary 0 0 2 4 3 10 2 0
Russia 0 3 14 44 2 9 25
Turkey 1 3 1 4 1 4 10
Poland 0 1 1 1 2 22 7 23
Italy 52 44 102 202 31 34 38 38
France 243 178 217 296 44 85 71 62
Germany 434 683 523 329 74 78 53 62
United Kingdom 106 301 241 359 115 285 448 489
Canada 95 174 235 240 18 20 165 688
United States 1,539 2,895 1,871 1,217 880 967 911 952

Source: Thomson Reuters, Thomson Bank One
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Note: Debt securities are defined as the total of fixed income securities excluding those with
less than one-year maturity, the secured debentures, convertible debentures and warrant
debentures. The definition of equity issuance is issued ordinary common shares, but it does
not include initial public offerings.

(B) Annual Distribution of ASEAN Firm Panel Data

Indonesia Thailand Malaysia Philippines

Total Debt . Total Debt . Total Debt . Total Debt .

Sample Securities quity Sample Securities Equity Sample Securities Equity Sample Securities Equity

Firms  Issuers Issuers Firms  Issuers Issuers Firms  Issuers Issuers Firms  Issuers Issuers
1997 116 31 26 192 19 3 288 50 22 100 14 10
1998 114 0 24 191 7 49 308 25 15 100 9 20
1999 127 2 19 193 38 26 316 10 39 113 7
2000 149 14 14 193 33 22 335 18 64 136 4 5
2001 185 6 9 263 11 28 506 109 30 173 2
2002 200 10 11 267 36 16 560 30 49 172 16 3
2003 212 26 9 283 36 43 596 35 88 178 17 2
2004 214 34 25 300 33 50 648 55 74 188 17 3
2005 216 18 15 337 42 48 713 92 41 195 16 7
2006 216 17 9 373 32 35 754 100 41 188 19 11
2007 216 16 12 386 49 32 740 83 95 183 22 33
2008 211 10 7 382 45 62 712 76 44 175 15 12

Total 2,176 184 180 3,360 380 414 6,476 683 602 1,901 166 115

Source: Thomson Reuters, Thomson Bank One

Note: The data includes firms that issued debt securities after the second issuance in 1997-2008.
The definition of equity issuance does not include initial public offerings but does include
preferred stocks and subordinated debentures. Debt securities are defined as the total
of fixed income securities excluding those with less than one-year maturity, the secured
debentures, convertible debentures and warrant debentures.

II1. Empirical Models

1. Analysis of Country Panel Data

The first analysis of this paper examines the relationship between stock market
development and debt securities market development on the macroeconomic level. In
addition to corporate financing studies, Wurgler (2000), Demirguc-Kunt and Levine
(2001) and Bondt (2005) also assert the significant relationship of the above two markets.
These studies verify the hypothesis that the financial markets and economic development
are positively correlated under the financial deepening process led by economic
development. What they explain is that initial fixed costs are embedded in a firm when
the firm initially issues equities. Therefore, marginal costs do not increase when the firm
additionally issues any securities following the disbursement of the initial fixed costs. The
fixed costs include those related to the prospectus of securities issuance, reform costs
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for intra-firm accounting system, costs for investor relations such as quarterly financial
disclosure, and costs for enhancing the bilateral relationship with a lead managing
underwriter.

It is also important to add control variables to examine the positive relationship
between stock market and debt securities market development. Previous studies also
suggest that various factors other than equity market development influence the debt
securities market development. In particular, Davis (2001) and Bolton and Freixas
(2006) suggest that a limit of growth in the domestic bank lending market induces debt
securities market development. Their theoretical model asserts that many firms depend
on commercial bank borrowings at the initial stage of economic development. However,
commercial banks soon face a limit of growth in their bank capital and the fast-growing
bank borrowing demands of non-financial firms exceed the required bank capital in a
high-growth economy. Those non-financial firms are accordingly forced to fund the debt
securities market, thereby promoting market development. In addition, Bondt (2005)
concludes that the financing costs of debt securities issuance compared with the costs
of equity issuance and bank borrowings is also important in determining a firm’s choice
of funding tool. He calculates the relative financing cost of debt securities issuance by
comparing other alternative financing costs, that is, bank borrowing costs and equity
issuance costs, and concludes that the relative cost influences the funding decision
whether the firm chooses debt securities issuance or not.

Reflecting the existing literature, we employ the number of firms that have undergone
debt securities issuance divided by the number of publicly listed firms (DSIssue) as
a dependent variable and the number of firms issued equities divided by the number
of publicly listed firms (Equitylssuer) as an independent variable in Model A. We add
independent variables that represent the size of the domestic bank lending market
(BamkLoan), financial cost (FinanceCost), the degree of macroeconomic development
(PerCapitaGDP), and the size of sovereign bond market (Sovereign) as control
variables. We employ deposit money bank claims on private sector to nominal GDP as
a proxy of the size of the bank lending market. We calculate the relative cost of debt
securities issuance by using the national averages of debt securities interest, bank
borrowing interest rates and the inverse of stock price earnings ratio. The natural
logarithm of U.S. dollar-denominated per capita GDP is employed as a proxy for
macroeconomic development, and outstanding sovereign bond issued to nominal GDP, as
a proxy for the sovereign bond market development.

In Models B-E, we additionally employ the following four variables: the intersection
of BankLoan and PerCapitaGDP, the degree of legal system development in finance
(Legal), the ratio of publicly offered debt securities to total debt securities issued
(PublicOffer) and the ratio of local currency-denominated debt securities (Currency) to
the total debt securities issued. As for the degree of legal system development in finance,
we employ as a proxy variable the international comparative scores of “Shareholders’
Rights” based on survey research by the International Institute for Management
Development (IMD). An additional two variables—the ratio of publicly offered debt
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securities to total debt securities issued and the ratio of local currency-denominated debt
securities to total debt securities issued—are calculated by using data from Thomson
Reuters. We employ these data because investors more aggressively participate in the
debt securities market when their rights are legally protected. Investors also bolster
market confidence when the market has a high publicly offered ratio. Especially, foreign
investors are willing to participate in the market when the local currency of the country
circulates internationally and when a high ratio of debt securities denominated in that

currency are issued there. We employ the methodology of panel data estimates.

DSlIssue, = a, + a,Equitylssuer;, + a,BankLoan,, + a,FinanceCost,,

: . k
+ a,PerCapitaGDP,, + a,Sovereign,, + a;Dev;,

2
+ E BYearDummy + E BiaIndustryDummy + €, 3. D
Table II Definition of Variables and Descriptive Statistics: Country Panel Data
(A) Definition of Variables
Expected
Definition Sign of Source
Parameter
DSlssue,, Number of debt securities issuers divided by number of Dependent Thomson Reuters
publicly listed firms in country ¢ at year ¢ Variable
Equitylssuer,, Number of equity issuers divided by number of publicly + Thomson Reuters
listed firms in country ¢ at year ¢
BankLoanu Outstanding commercial bank loan divided by nominal + IMF International
gross domestic product in country 7 at year ¢ Financial
Statistics CD-ROM
FmanceCostu Relative financing cost of debt securities in country ¢ at - Thomson Reuters
year t;
Averaged corporate bond yield-{0.5*averaged interest
payment/outstanding liability +0.5%1/(price earning
ratio+annual change in consumer price index)}
PerC'apiZaGDPlvl Natural logarithm of dollar-denominated per capita gross + International
domestic product in country ¢ at year ¢; Financial
Statistics CD-ROM
Sovereign,, Outstanding government bonds issued to nominal GDP in +/- Bank for
country ¢ at year ¢ International
Settlements
Legal, (Deb, ') IMD survey score of the degree of investor + IMD Business
protection legal system development, titled survey School, World
score of “Shareholders’ Right” published in “World Competiliveness
Competitiveness” in country ¢ at year ¢ 1997-2008
PublicOﬁ‘erw(Debhf) Ratio of public offering debt securities to total debt + Thomson Reuters
securities issued in country ¢ at year ¢
Currency, (Deb,?) Ratio of local currency denominated debt securities to + Thomson Reuters
total debt securities issued in country ¢ at year ¢
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Table II-Continued
(B) Descriptive Statistics

All Countries (N=27)

Per

DS Issue ?sq;:fetg Eggz Figggce Cg;g%a Sovereign  Legal Pgﬁ?éic Currency

1990  Mean 0.349 0.267 63.716 0.044 8.573 0.707 N.A. 0.328 0.423
s.d. 0.615 0.482 46.575 0.090 1.274 0.374 N.A. 0.422 0.426

1995  Mean 0.678 0.645 68.020 0.051 8.829 0.761 N.A. 0.406 0.450
s.d. 0.715 0.513 47.047 0.063 1.275 0.300 N.A. 0.339 0.336

2000  Mean 0.275 0.191 69.386 0.143 8.759 0.826 6.376 0.527 0.591
s.d. 0.450 0.285 45.178 0.100 1.257 0.240 1.329 0.366 0.340

2005  Mean 0.201 0.166 73.446 -0.011 9.164 0.796 5.932 0.444 0.573
s.d. 0.208 0.212 40.516 0.252 1.214 0.197 1.135 0.331 0.324

2008  Mean 0.236 0.326 81.177 0.054 9.526 0.790 6.110 0.503 0.706
s.d. 0.288 0.494 45.098 0.131 1.100 0.209 1.078 0.368 0.308

Total ~ Mean 0.388 0.300 72.034 0.057 8.882 0.739 6.180 0.429 0.537
s.d. 0.868 0.556 46.063 0.096 1.258 0.281 1.223 0.361 0.372

Emerging Economies (N=10)

1990  Mean 0.691 0.392 36.441 0.088 7.587 0.715 N.A. 0.254 0.286
s.d. 0.866 0.624 28.186 0.051 0.829 0.423 N.A. 0.428 0.488

1995  Mean 0.356 0.381 43.416 0.074 7.857 0.799 N.A. 0.372 0.421
s.d. 0.363 0.309 47.296 0.040 0.912 0.256 N.A. 0.361 0.363

2000  Mean 0.205 0.071 45.890 0.136 7.829 0.771 6.166 0.580 0.559
s.d. 0.287 0.044 39.117 0.095 0.965 0.344 0.725 0.390 0.387

2005  Mean 0.134 0.046 45.938 -0.074 8.091 0.762 5.681 0.393 0.525
s.d. 0.124 0.040 38.648 0.159 0.866 0.264 0.806 0.323 0.353

2008  Mean 0.273 0.290 41.144 0.040 8.526 0.720 6.004 0.489 0.711
s.d. 0.429 0.581 31.857 0.006 0.834 0.266 0.768 0.373 0.327

Total ~ Mean 0.382 0.218 46.247 0.065 7.885 0.709 6.041 0.370 0.484
s.d. 0.007 0.320 44.695 0.106 0.900 0.294 0.855 0.344 0.405

Note: “Emerging Economies” are the lowest 10 per capita GDP countries/regions of Indonesia,
Malaysia, Thailand, the Philippines, Argentina, Brazil, Chile, Mexico, Turkey, and Poland of
the sample countries.

2. Analysis with ASEAN Firm Data

(a) Capital Market Accessibility and Debt Securities Issuance

The second empirical analysis of this paper employs ASEAN firm data to analyze
the relationship between the firm equity issuance and the debt securities issuance.
We verify the hypothesis that the more a firm issues equities in the stock market, the
more it also issues debt securities. We estimate empirical equation (3.2) and examine
the relationship between the equity issuance and debt securities issuance to verify our
hypothesis. We employ the dependent variable Bond’ that equals the value of firm j’s
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debt securities issued at year t divided by the book value of outstanding liability at year
t-1. The independent variables include the cumulative frequency of equity issued since
1996 (EquaitylssueFreq) by year t-1, proxy of firm j's growth opportunity (MBR) at year
¢, relative financial cost of debt securities issuance (FinanceCost) at year ¢, firm j’s future
earnings per capita at year t+1, proxy of firm j’s internal funding ability (ROA) at year
t-1, firm size (ASSET) at year t, and debt to equity ratio (DER) at year ¢-1. The positive
significant parameter of the independent variable of EquitylssueFreq is expected to
fulfill the above hypothesis. The parameters of MBR, FinanceCost, EPS, Post, ROA, and
DER are all expected to be negative. We estimate (3.2) by the Tobit estimator.

Bond,, = §,+ 8, EquitylssueFreq,, + 8,MBR,, + 6,FinanceCost,,
+0,EPSPost;,,, + 0;ROA;, | + 6;ASSET, + 6,DER,

", t+1 61

+ E 1 YearDummy + E Mg IndustryDummy + k (3.2)
ﬁ(lnvest) =®(Z,,)

Z;, = A+ AMBR,, + A,ROA,, | + A, ASSET,, + A,DER,; |
+ E EYearDummy + E &’ IndustryDummy + 7, (3.3)

We also estimate equations (3.2) and (3.3) according to Heckman’s two-step
estimation, which serves to confirm the robustness of the above empirical results by
considering possible existing sample biases. Some firms may have a strong funding
demand for fixed asset investment and others might not, a difference that may influence
the firm’s debt issuing decision. The first-step estimation takes the fixed asset investment
dummy (ZM) as the dependent variable and performs a probit estimation of the likelihood
that the sample firm has a strong funding demand and increases fixed asset investment
at year ¢. The second step is the linear regression of the determinants of debt securities
issuance as expressed in (3.2). In model (3.3), dependent variable of firm j equals one
when the firm’s net increase in the fixed investment is a positive value at year t. We
employ MBR, ROA, ASSET, and DER as independent variables in model (3.3).

(b) Stock Price and Debt Securities Issuance

The third part of this paper investigates the relationship between firm stock price
and the debt securities issuance. We extract equity-issuing and debt security-issuing
firms and matched their daily stock price and financial data. The stock prices are average
market-adjusted three-, six-, and twelve-month returns preceding the issue. The market-
adjusted returns are defined as raw return minus market index return. We also employ
FinanceCost, EPS_Post, ROA, ASSET, and DER as independent variables in this model.
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Bond; = o, + w,StockPrice; + w,FinanceCost; + w,EPSPost; + w,ROA;

+ w,ASSET + w,DER, + EV;YearDummy +Ev§Fi7’mDummy +&, (3.4)

We use publicly listed non-manufacturing firms that experience equity or debt
securities issuance in 1997-2008. Individual firm dummy variables are added to the
equation since several firms issued securities more than twice. The hypothesis of this
analysis is that a firm tends to issues debt securities in emerging economies when the
stock price is low. To support this hypothesis, the expected sign of the parameter of the
variable “StockPrice” is negative.

3. Capital Market Accessibility and Debt Securities Issuance

The forth analysis of this paper investigates the relationship between capital market
accessibility and debt securities issuance of the firm by using ASEAN data. The employed
dataset is partly consistent with the dataset used in empirical model (3.2), but this
dataset includes sample firm financial data after the debt securities issuance.

Bondi[ =6, + O, EqMBR;, + 6,NonEqMBR;, + 60,EqFinanceCost;,
+ 0,NonEqFinanceCost; +60;EqROA,, | + ;NonFEqROA,, |
+ O0,EqQASSET,, + 6,NonEqASSET,, + 0,EqDER,;, |
+ 6,,NonEqDER, | + E s YearDummy
+ E st IndustryDummy + €, (3.5)

The empirical equation (3.5) employs dependent variable Bond? which equals one
when firm j issues debt securities at year ¢. The independent variables that we employed
are the proxy of firm j’s growth opportunity (MBR) at year t, relative financial cost of
debt securities issuance (Finance Cost) at year ¢, proxy of firm j’s internal funding
ability (ROA) at year t-1, firm size (ASSET) at year ¢t and debt to equity ratio (DER)
at year t-1. The regression includes a constant, year dummies and two-digit SIC code
dummies. The major difference between equations (3.5) and (3.2) is that (3.5) employs
the intersected variables with equity issuance and non-issuance dummy variables that
equal one when the firm experienced equity issuance and did not experience the issuance
in 1997-2008. Equity Issued X (Equity non-Issued X) is the variable X interacted with a
dummy equal to one (zero) if the firm is a frequent equity issuer and zero (one) if it is
an infrequent equity issuer. I report for each variable X the p-value of the test of equality
of coefficients Equity Issued X = Equity non-Issued X. Since the model is not linear, I
additionally compare the partial effects of the explanatory variables on frequent equity
issuers and infrequent equity issuers’ odds ratio of a debt securities issuance relative to
the alternative of no debt securities issuance.

The expression in equation (3.5.1) depends on the value of the explanatory variables.
Therefore, I calculate the values of the expression in equation (3.5.1) for both frequent
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equity issuers and infrequent equity issuers at the mean of the sample characteristics. I
first compute for each infrequent equity (frequent equity) issuer the partial effect of the
given explanatory variable on the odds ratio and the partial effect if it were a frequent
equity issuer (infrequent equity issuer). I report the percentage of observations in which
the partial effect is larger in absolute value if the firm were a frequent equity issuer versus
if it were an infrequent equity issuer.

d0ddsRatio(Debtissue-Nolssuelx)
= exp (x”Debzlssue) ”Debt]ssue, J

o, (3.5.1)

where

P(Debtlssue)

d0ddsRatio (Debtlssue-Nolssuelx) = =
P(Nolssue)

CXPETT peyyissue) (35.2)

The hypothesis of this analysis is that the higher the capital market accessibility of the
firm, the more frequently the firm will issue debt securities. Therefore, the parameters
of EqMBR and EqFinanceCost are expected to be negative since our hypothesis is
that market-accessible firms issue debt securities when the growth opportunity is low
and that they are sensitive to financing costs. On the other hand, we also hypothesize
that capital market-inaccessible firms will not issue debt securities regardless of the
growth opportunity and financial costs. Therefore, the parameters of NonEqgMBR and

NonEqFinanceCost are expected to be insignificant.

Table III Definition of Variables and Descriptive Statistics: ASEAN Firm Data
(A) Definition of Variables

Variables Definition Expected Sign Source
of Parameter

Bondlm Firm j’s value of debt securities issued at year ¢ Dependent Thomson Reuters
divided by book value of outstanding liability at year Variable
-1

Bond®,, Equals “1” when firm j issue debt securities, Dependent Thomson Reuters
otherwise equals “0” at year ¢ Variable

EquitylssuanceFreq,, | Firm j’s cumulative frequency of equity issuance + Thomson Reuters
excluding initial public offering since 1996 at year ¢

MBRN Market value of capital plus book value of liability - Thomson Reuters
divided by book value of total assets of firm j at year ¢

FinanceCost, Relative financing cost of debt securities of firm j at - Thomson Reuters,
year t; Bloomberg
Corporate bond yield-{0.5% interest payment/
outstanding liability +0.5*%1/(price earning
ratio+annual change in consumer price index)}

EPS_Post,, | Firm 7’s earnings per stock at year ¢+1 - Thomson Reuters

ROAM Firm j’s return on assets at year (-1 - Thomson Reuters

S[ZEH Natural logarithm of book value of total assets of firm + Thomson Reuters
Jatyeart

DER Firm 7’s debt to equity ratio at year ¢-1 - Thomson Reuters
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Zj ’ Equals “1” when firm j’s net fixed asset investment at Dependent Thomson Reuters
year ¢ increases, otherwise “0” Variable

StockPrice3Month, Firm j’s market-adjusted stock price return (raw - Bloomberg
return-market index return) averaged for 3 months

StockPrice6Month, Firm j’s market-adjusted stock price return (raw - Bloomberg
return-market index return) averaged for 6 months

StockPricel2Month, | Firm j's market-adjusted stock price returns (raw - Bloomberg
return-market index return) averaged for 12 months

E'qMBRﬂ Firm j's MBR interacted with a dummy equal to one if - Thomson Reuters
the firm issues equities by ¢

NonEqMBR Firm j’s MBR interacted with a dummy equal to one if  Insignificant =~ Thomson Reuters
the firm has not issued equities by ¢

Esz'nanceCost” Firm j’s FinanceCost interacted with a dummy equal - Thomson Reuters,
to one if the firm issues equities by ¢ Bloomberg

NonE‘quanceCostj‘l Firm j’s FinanceCost interacted with a dummy equal  Insignificant ~ Thomson Reuters,
to one if the firm has not issued equities by ¢ Bloomberg

E'qROAW Firm j’s ROA interacted with a dummy equal to one if - Thomson Reuters
the firm issues equities by -1

NonEgROA Firm j’s ROA interacted with a dummy equal to one if  Insignificant =~ Thomson Reuters
the firm has not issued equities by (-1

E‘qSIZEM Firm j’s SIZE interacted with a dummy equal to one if + Thomson Reuters
the firm issues equities by ¢

NonE'qS[ZE’]/ Firm j’s SIZE interacted with a dummy equal to one if  Insignificant =~ Thomson Reuters
the firm has not issued equities by ¢

EqDER, Firm j’s DER interacted with a dummy equal to one if - Thomson Reuters
the firm issues equities by ¢-1

NonEqDERN,I Firm j’s ROA interacted with a dummy equal to one if  Insignificant ~ Thomson Reuters

the firm has not issued equities by ¢-1
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Table III-Continued
(c) ASEAN Firm Price Variables

Debt Securities Issures Equity Issures Difference

a) Indonesia

mean 0.098 0.369 -0.271
Market adjusted 3-month return

s.d. 0.040 0.141

mean 0.105 0.692 -0.587 ik
Market adjusted 6-month return

s.d. 0.045 0.172

mean -0.041 0.933 -0.974 R
Market adjusted 12-month return

s.d. 0.049 0.257
Observations 92 102
b) Thailand

mean 0.051 0.076 -0.025
Market adjusted 3-month return

s.d. 0.022 0.037

mean 0.054 0.271 -0.216 ok
Market adjusted 6-month return

s.d. 0.022 0.065

mean -0.031 1.001 -1.033
Market adjusted 12-month return

s.d. 0.048 0.132
Observations 145 193
c) Malaysia

mean 0.075 0.144 -0.068 ik
Market adjusted 3-month return

s.d. 0.025 0.046

mean -0.040 0.242 -0.282 sk
Market adjusted 6-month return

s.d. 0.038 0.067

mean -0.026 0.527 -0.554
Market adjusted 12-month return

s.d. 0.078 0.129
Observations 283 209
d) Philippines

mean 0.026 0.154 -0.128
Market adjusted 3-month return

s.d. 0.027 0.032

mean 0.087 0.244 -0.157 ek
Market adjusted 6-month return

s.d. 0.027 0.073

mean 0.095 0.435 -0.341
Market adjusted 12-month return

s.d. 0.039 0.254
Observations 75 94

Note 1: The above table provides means and standard deviations for prior period stock returns for
the debt securities and equity issuing groups. *** indicates the two groups are significantly
different.

Note 2: The employed market indices are Jakarta Composite Index, SET 100 Index, Kuala Lumpur
Composite Index, and Philippine Composite Index and for stock prices of firms in Indonesia,
Thailand, Malaysia, and the Philippines, respectively.
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IV. Empirical Results

1. Results of Country Panel Data Analysis

Table IV reports empirical results of the relationship between equity market
development and debt securities market based on country panel data. Empirical results
(i)—(v) are those obtained by the 27-country panel data estimation, and results (vi)-
(x) are derived from the data of ten emerging economies. These results suggest that the
parameters related to the number of equity issuers (Fquitylssuer) and per capita GDP
(PGDP) are all significantly positive. These results are consistent with our hypothesis
that equity market development promotes debt securities market development. The stage
of economic development is proxied by per capita GDP in the empirical analysis. This
result is also consistent with the discussion by Rajan and Zingales (1998) that point out
that the economic development induces external funding market development as the
financial deepening process progresses. Although we do not report the empirical results
in Table IV, we first employed the natural logarithm of U.S. dollar-denominated national
GDP instead of per capita GDP, but the parameters are insignificant in all ten equations.

Our results reflect those of Wurgler (2000) and Rajan and Zingales (1998), that firms
in a country where a highly developed equity market exists are likely to choose debt
securities issuance as a funding technique. According to Bondt (2005), frequent equity
issuers cover fixed costs of securities issuance in the past issuance, while additional costs
decline as the firm repeatedly issues other securities. The macroeconomic data our study
employed provides further evidence of this position. We employed several additional
variables as proxies of the degree of equity market development, such as the number of
publicly listed firms instead of the number of post-IPO equity issuers (Equitylssuer), but
those results did not reflect strong performance. Accordingly, we did not include equity
IPO as the frequency of the firm equity issuance in the second and fourth analyses to
follow, which investigate determinants of debt securities issuance by firm micro-data.

For (i) Model (A), the parameter of the outstanding bank loan divided by nominal
GDP (BankLoan) is significantly positive. The intersected variable between BankLoan
and PerGDP is also significantly positive in (ii) Model B and (vii) Model B’. Davis
(2001) and Bolton and Freixas (2006) state that the debt securities market develops
when the growth rate of bank lending market expansion is larger than the growth rate
of commercial bank capital. Our results are consistent with those of these studies. The
parameter of the degree of financing legal system development (Legal) is significantly
positive in (iii) Model C and (viii) Model C’. This suggests that financing a legal system
that protects investors’ rights is another key to developing debt securities market
development.

The parameters of the ratio of public offering debt securities (PublicOffer) and the
ratio of local currency-denominated debt securities (Currency) are also significantly
positive in (iv) Model D and (v) Model E, respectively. We employ the variable
PublicOffer as a proxy of the degree of market transparency and fairness for investors.
Our interpretation of this result is that national regulatory efforts to improve market
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fairness and transparency also invites investors and contributes to the debt securities
market development. A result of (v) Model E also suggests that when the local currency
of the country is internationally circulated, it promotes foreign investor participation.
This is because the local currency-denominated debt securities have high liquidity as
the denominated currency internationally circulates. The securities denominated in
internationally circulated currency are purchased and traded by foreign investors, which
promotes market development. However, the parameter of this variable is insignificant
in (x) Model E since most local currencies in the sample emerging economies do not
circulate in the international market.
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2. Results of ASEAN Firm Data Analysis

(a) Frequent Equity Issuers and Debt Securities Issuance

Results of the determinants of debt securities issuance of the ASEAN firms are
presented in Table V. The parameters of cumulative equity issuance frequency
(EquaitylssueFreq) at the time debt securities are issued are significantly positive in
Indonesia, Thailand, Malaysia, and the Philippines based on a Tobit estimation. The
parameters of Fquitylssuel'req are also significantly positive across the four countries
according to Heckman’s two-step estimation. These results are accordingly robust and
consistent with our hypothesis that high capital market accessibility of a firm induces
debt securities issuance. In other words, the result indicates that the more frequently a
firm issue equities in the stock market, the more the firm issues debt securities.

Another important variable for our hypothesis, parameters of a proxy of growth
opportunity, MBR, is significantly negative for Indonesia and Malaysia while insignificant
for the other two countries, contradicting our expectation that it would be negative.

Further investigation examines the influence of daily stock price data in the next
empirical analysis. The parameter of the relative finance cost of debt securities issuance
(FinanceCost) is significantly negative in Malaysia and insignificant in the other three
countries. Our interpretation of the results is that the interest expenses of debt securities
influences the debt securities issuance decision in Malaysia but does not determine
financing decisions in the other three countries.

The results also suggest that firm size (ASSET) also positively influences the debt
securities issuance. Studies by Harris and Raviv (1991) and Rajan and Zingales (1995)
support that a large size firm is allowed to have a high debt to equity ratio. However, the
debt in these texts assumes both outstanding bank borrowing and debt securities and
does not discuss the difference between bank borrowing and debt securities issuance.
Our result suggests that the larger the firm asset size, the greater degree the firm issues
debt securities. Our interpretation of the result is that much time has passed since the
establishment of many of these countries’ large firms. Therefore, we consider that most of
these firms have historically experienced equity issuance and, accordingly, debt securities
issuance.

The parameters of return on asset (ROA), debt equity ratio (DER) and earnings per
stock (EPS_Post) are mostly insignificant. We proxy ROA as a firm’s internal funding
ability, DER as dependency on bank lending (since most of the debt comes from bank
lending in ASEAN countries) and EPS_Post to analyze investors’ perspective on future
profitability of the firm. We attribute the insignificance of many of these parameters to
the inclusion of numerous non-issuers in the dataset.
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(b) Stock Price and Debt Securities Issuance

Table VI illustrates the determinants of debt securities issuance of ASEAN firms,
specifically, the relationship between stock price and debt securities issuance. In this
dataset, we focused on only securities market user firms. The results show that nine of
the twelve parameters of stock price (StockPrice 3months, 6months, 12months) have
a significant negative influence on the debt securities issuance in Indonesia, Thailand,
Malaysia, and the Philippines. The results indicate that most of the parameters are
significantly negative in each country; only three parameters—Stock Price 3months in
Indonesia and Stock Price 3months and 6months in Thailand—are not significant. The
negative parameter is consistent with our hypothesis that a capital market-accessible firm
would issue debt securities when the stock price in the emerging economies is also not
high.

Widely cited studies by Baker and Wurgler (2002) and Dittmar and Thakor (2007)
focus on the relationship between stock price and timing of equity issuance in U.S. firms.
Our study, in turn, focus on the relationship between stock price and debt securities
issuance in emerging economies. Dittmar and Thakor (2007) assume that a firm
automatically chooses debt securities issuance as a funding tool when equity issuance
lacks “good timing.” Our results also support that a firm in an emerging country chooses
debt securities issuance when equity issuance is not under “good timing.” Unfortunately,
owing to limitations of the data, it is not possible for us to investigate another determinant
of Dittmar and Thakor’s, namely, the consistency of future prospects between firm
insiders and shareholders for firm profitability. Therefore, we cannot mention which is
more appropriate in emerging economies, “timing theory” or the “disagreement theory”
of Dittmar and Thakor (2007). However, our results suggest that debt securities issuance
in emerging economies is not sufficiently explained by traditional theories of trade-off
theory or pecking order theory, but by the fact that the financing tool of debt securities
issuance is chosen when the stock price is low.

Another significant parameter that table VI reports is that that of relative financing
cost of debt securities issuance (FinanceCost). Although these parameters are
entirely insignificant in the previous analyses, they are negatively significant for
Indonesia, Malaysia, and the Philippines. The major difference between the previous
and this analysis is that only securities-issuing firms are employed by this dataset.
Bondt (2005) asserts that the financing cost influences the debt securities issuance
in Europe. His empirical results suggest that relative financing cost influences the
debt securities issuance decision. We can also support the view that relative financing
cost (FinanceCost) influences the debt securities issuance decision only for interest
payment-sensitive firms, while the number of those firms is extremely small compared
with non-sensitive firms in emerging economies.
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3. Capital Market Accessibility and Debt Securities Issuance

Table VII demonstrates the determinants of the firm debt securities issuance. We
repeat the examination of the differences between capital market-accessible firms and
inaccessible firms by another empirical approach in this analysis. Brav (2009) investigates
the difference of capital market accessibility between publicly listed firms and private
firms in the United Kingdom and concludes that corporate financing patterns vary
between these two groups. Our empirical model employs this approach and verifies the
difference in financing behaviors between capital market-accessible publicly listed firms
and inaccessible listed firms in ASEAN countries. Our hypothesis is that the accessible
firms choose debt securities issuance in their corporate financing activities while
inaccessible firms do not.

To examine the above hypothesis, we estimate empirical model (3.5) and then tested
the differences of the parameters and the predicted value means. The first test we made
is to examine the difference of a pair of point estimators of each variable interacted with
dummy variables. Equaity Issued X (Equity non-Issued X) is the variable X interacted
with a dummy equal to one (zero) if the firm is a frequent equity issuer and zero (one) if
an infrequent equity issuer. In other words, “Test 1” reports the p-value of the test Kquity
Issued X = Equilty non-Issued X. The second test we made is to examine the difference
between the debt securities issuance-predicted values of capital market-accessible firms
and inaccessible firms. We compute each observation of the predicted debt securities
issuance of equity issuers and non-issuers. “Test 2” reports the means of these predicted
values and statistically tested differences. *, ** and *** denote statistical significance at
the 10 percent, 5 percent and 1 percent level, respectively.

Table VII indicates that the parameters of EqMBR, EqFinaceCost, and EqASSET are
significant in all the sample countries. The parameter of EqMBR is negatively significant,
suggesting that capital market-accessible firm issued debt securities when the corporate
value is low. The parameter of EgFinanceCost is also negatively significant, which
suggests that the relative interest payment size influences the debt securities issuance
for capital market-accessible firms. The parameter of EqASSET is positively significant,
indicating that capital market-accessible firms are statistically large.

“Test 1” indicates that parameters differ significantly between that of EqMBR and that
of NonEqMBR. Those of EqFinanceCost and nonkqFinanceCost are also significantly
different. Judging from these results based on the above point estimator results, we
conclude that corporate value of the firm and finance cost influence the corporate
financing decision for capital market-accessible firms, but they do not for inaccessible
firms. In addition, as shown in “Test 2,” the predicted value of dependent variable (debt
securities issuance = 1 at year t) of market accessible firms is statistically higher than that
of market inaccessible firms.
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Table VII Probit Analysis of Determinants of Debt Securities Issuance

(A)Indonesia  (B)Thailand (C)Malaysia  (D)Philippines

Dependent Variable Debt Securities Debt Securities Debt Securities Debt Securities
Equity Tssued MBR 0115 * 0632 * -0.006 * ‘6~850Eé o
-1.750) (-1.900) (-1.670) (:0.330)
Equity non-Issued MBR 1753 76,7701317 ’4'815(; 2 40E-07
(-0.010) (:0.010) (-0.340) (0.340)
Equity Issued Finance Cost ’4'02834 s 9 73R-01 0,014 -3.0001514 x
(-2.910) (1.160) (-3.110) (-1.660)
Equity non-Issued Finance Cost 1.30E-05 ‘4'580% 20,008 ** -7.67(1;:(5
(0.474) (-0.001) (-2.110) (:0.230)
Equity Issued ROA(-1) 174 -1.98E+00 LA 63T
(-0.740) (-1.010) (-1.950) (:0.040)
Equity non-Issued ROA(-1) -0.805 * 1.19E+00 4.83E-05 2.98E-04
(-1.690) (3.250) (0.630) (0.200)
Equity Issued ASSET 0.372 1068 % 0001 ** 286E-04 *
(2.070) (5.780) (12.980) (2.870)
Equity non-Issued ASSET -0.724 ’7'020E1’ ’3'40& k5 88E-06
(-0.001) (:0.010) (-1.430) (0.550)
Equity Tssued DER(-1) -0.394 * ’2'890}31’ o 0,034 ** ’5'880]36: x
(-1.930) (-2.410) (-2.270) (-1.630)
Equity non-Tssued DER(-1) ‘4'60(% 2.26E-02 -0.014 ‘8'630Eé
(-0.020) (0.310) (-1.030) (-0.050)
Const 5859 -10529 ‘1‘33& st ‘4'84& s
(-2.580) (-5.570) (-0.190) (-0.380)
Number of Obserbations 1,716 2,960 5,476 1,881
Number of Firms 241 414 790 199
Test 1
MBR 0.000 *= 0000 ** 0687 0.070 *
Finance Cost 0.000 *= 0112 0.000 *= 0071 *
ROA 0.090 * 0.000 *= 0023 ** 0.867
ASSET 0.012 ** 0.989 0.000 *= 0000
DER 0.000 *= 0009 * 0023 = 0.141
Test 2
Predicted Prf®[DS Issuance] 14.46% 19.12% 29.65% 14.69%
Predicted Prev®us{DS Issuance] 5.48% 3.41% 5.25% 1.63%
P-Value(Pré [DS Issuance]=PrEquity [DS Issuance]) 0.000 *= 0000 * 0000 #0000 =

Préaiw [DS Issuance]>Pre~Equity [DS Issuance] 100.0% 100.0% 100.0% 100.0%
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Test 3
MBR PEBaitys PRgron-Eauity 99.12% 95.66% 54.28% 79.41%
Finance Cost =~ PEPwivs PEronFauty 91.26% 75.35% 94.62% 98.99%
ROA PEBauitys PRgron Eauty 98.00% 99.46% 97.11% 69.32%
ASSET PEPauys PRrovfauty 99.60% 90.10% 100.00% 100.00%
DER PEPauys PRrovauty 94.76% 99.61% 99.14% 84.74%

Note 1: *, ** and *** denote statistical significance at the 10%, 5%, and 1% level, respectively.

Note 2: Test 1 reports for each variable X the p-value of the test Equity Issued X = non-Equity
Issued X.

Note 3: In Test 2, for each observation of an infrequent and frequent equity issuer, this analysis
computes its predicted debt securities issuance probability (dependent variable) if it were a
frequent (infrequent) equity issuer.

Note 4: Test 3 compares between frequent and infrequent equity issuers’ partial effect of each of
the explanatory variables on the odds ratio, accounting for the nonlinearity of the model.

V. Conclusions

Using country panel data and ASEAN firm data, this paper examined the determinants
of debt securities issuance in emerging economies. The first conclusion we derived is
that the number of equity issuers that proxies the degree of stock market development
and the degree of debt securities market development are positively related in emerging
economies according to macroeconomic variables. Second, while a frequent equity
issuer often issues debt securities, a less frequent equity issuer does not choose the
debt securities issuance in emerging economies, based on microeconomic data from
non-financial ASEAN firms. The third conclusion we derived is that a firm issues debt
securities when its stock price is low, but infrequent equity issuers do not issue debt
securities regardless of the stock price. Fourth, a firm’s market-to-book ratio and financial
cost of debt securities issuance influence the debt securities issuance only for market-
accessible firms, under the assumption that frequent equity issuers approximates capital
market-accessible firms.

The results of this paper have important implications for the relevant literature. A
firm’s stock price and financial costs influence the firm’s financial policy in the capital
market-accessible firms of emerging economies. These results are consistent with other
studies, but a unique quality of firms in emerging economies is that the significant
number of capital market-inaccessible firms in these countries means they tend not to
choose debt securities issuance regardless of stock price and finance costs. We speculate
that they have not disbursed initial fixed costs for securities issuance in the past. These
firms are not influenced in their financial policy by stock price or financial costs. This
indicates a dichotomy in corporate financing patterns between market-accessible firms
and inaccessible firms.

Why is the debt securities market undeveloped in emerging economies and what
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policy is necessary to promote its development in emerging economies? This paper
concluded that too many developing countries are hindered by capital market-
inaccessible firms. This paper also suggests that promoting debt securities market
development by government intervention is not always appropriate, although equity
market development policy or the related promotional equity market development
policy might eventually serve as the driving force behind the debt securities market
development. Finally, we complete this paper by indicating a few tasks that we could
not perform. Emerging economies naturally face various stages of an undeveloped debt
securities market. Although we excluded emerging country firms for which the number of
debt securities issuers was extremely small, we expect that future research will examine
the above corporate financing pattern in these countries depending on the development
stage.
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Abstract

We developed geopolymer powders using network-structure of polyvinyl
alcohol for the use of water purification at developing region. Geopolymer
powders with different diameter were obtained by different condition such
as PVA concentration, the ratio of geopolymer precursor to PVA solution and
drying procedure. Prepared geopolymer powders were characterized with X-ray
diffraction and laser diffraction particle size analyzer. The lead removal ability of
geopolymer powder was investigated using inductively coupled plasma atomic
emission spectroscopy. Geopolymer powder with small median diameter tend
to easier to remove lead compared with geopolymer prepared using well known
method.
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