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Final Report of the 8th Meeting of the Wise Group (WG) for the Strategic
Economic Partnership between Brazil and Japan,

April 4", 2018 in Rio de Janeiro

The WG aims at promoting the Strategic Economic Partnership (SEP) and mutually
strengthening the bilateral economic relationship between Brazil and Japan. The WG
brings together outstanding individuals to focus on special issues of common concern
and relevance and makes recommendations to the highest levels of both governments.
The WG held its 8" Meeting on April 4", 2018, in Rio de Janeiro, and discussed the
following:

1. Strengthening of the Mercosur-Japan Economic Partnership

Acknowledging that Mercosur and Japan have been maintaining talks since 2012 -
when the "Dialogue to Strengthen Economic Relations between Mercosur and Japan”
was established -, the WG recognizes mutual interest in business circles in both
Mercosur and Japan to launch formal negotiations for an Economic Partnership
Agreement (EPA). The WG considers that a Mercosur-Japan EPA will provide
outstanding opportunities for the two sides, while serving as a strong political signal of
their support for free trade and international cooperation, in pursuit of global prosperity
and sustainable development. The WG takes note of the results of the survey of
Japanese firms with businesses in the Mercosur region, which clearly shows potential
benefits from signing a Mercosur-Japan EPA.

The WG noted that a Mercosur-Japan EPA negotiation necessarily involves
challenges, among which increased access to each other’'s markets and the
improvement of competitiveness. The WG considers that these issues must be
addressed to ensure the success of the agreement. The WG supports acceleration of
the dialogue, and looks forward to the Joint Roadmap report 2.0, which will be
presented at the 21st Annual Plenary of the Japan-Brazil Business Council in Tokyo in
July, 2018. The WG calls for Japan and Mercosur countries to reach a diplomatic
understanding in order to initiate negotiations for the EPA by the G-20 summit, to be
held in Buenos Aires at the end of November, 2018.

2. Strengthening of Industrial Competitiveness

Brazilian labour reform was approved in November 2017. The WG welcomed the
progress made in Brazil to align its labour market with the needs of the modern work
environment. Bearing in mind the excellent qualifications of the Brazilian work force, as
seen in the World Skills competition, IHI in particular recognized that the approval of
the new labour reforms, fostering flexible workforce practices, including multi-task
workmanship, will not only improve manufacturing competitiveness, but will also have
a positive effect on Brazilian society.

The WG supports early issuance of new automobile policy Rota 2030 (Inovar Auto has
led to promotion of local production, R&D activities and introduction of new
technologies). For the automotive industry, it is vital to have the next automobile policy
in place for mid- to long-term planning. The WG requests that the new auto policy
stimulate new technology such as the use of environmentally friendly cars, and also
encourage development of supporting industry.

The WG feels that the Australian experience with EPAs is relevant. In an open market
with increased labour costs and appreciating exchange rates, locally produced vehicles
and parts gradually become less cost competitive. Brazil could learn from this
experience and use import tariff mechanisms as well as foster the development of



supporting industry - parts, production equipment and mold suppliers - to be prepared
for the inevitable fierce competition ahead.

3. Infrastructure

The WG recalled the Memorandum of Understanding (MoU) between Brazil and Japan
for the Promotion of Investments and Economic Cooperation in the Infrastructure
Sector, signed on the occasion of President Michel Temer’s visit to Japan, in October
2016. The WG is committed to support the objectives of the MoU. This time, particular
emphasis was given to the logistics infrastructure area.

In urban transport, Japan’s extensive knowledge and experience can contribute to the
development of public transportation systems in Brazil’s metropolitan areas, such as
the two projects in Rio de Janeiro (SuperVia and VLT). Although the SP-6 project has
been part of the focus of past meetings, Japanese participation did not materialize. In
order to maintain the continuous flow of private investment from Japan to this sector,
the WG reiterated the importance of consistent support from the government - with
Federal and/or BNDES financial support -, proper execution of contractual agreements
and design of urban transportation planning.

In freight transport, the WG lauded the Brazilian government's prioritization of the
expansion and modernization of commodities transport capacity. Reference was made
to the new broader concept of macro-logistic basins for Brazilian exports. This includes
8 railway projects through concessions under PPl initiatives. The WG stressed that the
successful implementation of these projects, as well as new prioritized corridor
projects, including port terminals, is key to increasing the international competitiveness
of Brazil’s exports.

For infrastructure projects, an adequate risk sharing mechanism is essential. As for the
basic conditions, the Brazilian public sector should provide a secure legal framework as
well as clear operational conditions, reducing uncertainty for investors. The WG
welcomes financial, technological and capacity-building support from Japan, especially
through the Japan International Cooperation Agency and Japan Bank for International
Cooperation, which can enhance risk management capability and leverage private
investments in Brazil.

The WG also emphasized the importance of increasing the risk management support
available for the agriculture industry, with risk hedge mechanisms, using agricultural
security facilities.

4. Energy

The WG recognized the challenges faced by Japan to fight climate change, in
particular in energy diversification. Taking advantage of Brazil's rich sugar-cane
resources, the WG encourages the increase of exports of ethanol from sugar-cane, so
as to favour eco-friendly and balanced energy solutions. In this context, the WG also
welcomes the joint venture between Sumitomo Corporation and Cosan for the
production of biomass pellets from sugar-cane.

The WG further supports cooperation between Brazil and Japan in the energy field, in
hydrogen, bio-fuels from third generation algae, new uses of sugar-cane bagasse in
gasification, and efficient use of fossil and marine energy.



Comments
The WG was very pleased to receive supportive comments from the Secretary General
of Foreign Affairs Mr. Marcos Galvao, from the Secretary of Foreign Trade in the

Ministry of Industry, Foreign Trade and Services Mr. Abrao Neto, and from the
Japanese Ambassador to Brazil Mr. Akira Yamada.

The next (9th) WG meeting is scheduled to take place in April, 2019 in Japan.
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AKIO MIMURA CARLOS MARIANI BITTENCOURT

CHAIRMAN CHAIRMAN
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