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Agency is transformed to a public corporation in
2003. The United States made several
recommendations on how this transition should
occur in its October 2001 recommendations to
Japan under the Regulatory Reform Initiative,
These included: increasing transparency in the
Japanese Government’s plans for the public
cotporation; prohibiting the postal financial
institutions (kampe and yucho) from
underwriting any new insurance products or
originating any new non-principal-guaranteed
investment products; and subjecting the postal
financial institutions to the same standards of
regulation as their private sector counterparts.
As any modification to this system could have
stgnificant impact on competition in the Japanese
insurance market, the U.S. Govemment also
strongly urged that any decisions related to the
future of the postal financial institutions,
including possible privatization, be made and
implemented in an open and transparent manner,

Discussions between the United States and
Japan under the Regulatory Reform Initiative
continue. The next annual consultations under
the bilateral insurance agreements will be held in
2002, at which time the United States anticipates
a full discussion of a wide range of issues.

Professional Services

The ability of foreign firms and individuals to
provide professional services in Japan is
hampered by a complex network of legal,
regulatory and commercial practice barriers.
U.S. professional services providers are highly
competitive and their services are important, not
only as U.S. exports, but as vehicles to facilitate
access for U.S. exporters of other services and
goods to the Japanese market. Moreover, U.S.
services professionals often can contribute
valuable expertise gained from broad experience
in international markets and stimuilate innovations
for the economies they serve. Availability of
such services can be a key factor in U.S. firms
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making decisions to invest in Japan, and thus is
central to improving the environment for FDI in
Japan.

Accounting and Auditing Services: U.S.
providers of accounting and auditing services
face a series of regulatory and market access
barriers in Japan which impede their ability to
serve this important market. Regulated
accounting services may be provided only by
individuals qualified as Certified Public
Accountants {CPAs) under Japanese law or by
an Audit Corporation (composed of five or more
partners who are Japanese CPAs). To qualify
as a CPA, a foreign accountant must pass a
special examination for foreigners in order to
dbtain a professional certification. This
examination was last offered in 1975. CPAs
must also be registered as members of the
Japanese Institute of Certified Public
Accountants and pay membership fees.

Only individuals who are Japanese CPAs can
establish, own or serve as directors of Audit
Corporations. An Audit Corporation may
employ foreign CPAs as staff, but foreign CPAs
are not allowed to conduct audit activities.
Furthermore, an Audit Corporation may engage
in a partnership/association relationship with
foreign CPAs only if the partnership/association
does not provide audit services. Aundit
Corporations are prohibited from providing
tax-related services, although the same individual
may perform both functions as long as totally
separate offices are maintained. Establishment
is required for Audit Corporations, but not for
firms supplying accountancy services other than
audits. Branches and subsidiaries of foreign
firms are not authorized to provide regulated
accounting services. Nor can a foreign firm
practice under its internationally recognized
name; its official firm name must be in Japanese
and is subject to approval by the Japanese
Institute of Certified Public Accountants. The
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United States will continue to urge Japan to
remove these restrictions.

Legal Services: U.S. lawyers have sought
greater access to Japan’s legal services market
and full freedom of association with Japanese
lawyers (bengoshi) since the 1970s. However,
strong opposition from the Japan Federation of
Bar Associations (Nickibenren) and a reluctant
Japanese bureaucracy have largely thwarted this
objective. Since 1987, Japan has allowed
foreign lawyers to establish offices and advise
on matters concerning the law of their home
jurisdictions in Japan as foreign legal consultants
(gaikokuho-jimu-bengoshi or gaiben), subject
to restrictions in the Special Measures Law
Concerning the Handling of Legal Business by
Foreign Lawyers (Law No. 66 of 1986, as
amended, i.e. the Foreign Lawyers Law).

While Japan has liberalized several restrictions

" on foreign lawyers, the most critical structural
deficiency in Japan’s mternational legal services
sector remains the severs limitations on the
relationships permitted among Japanese lawyers
and registered foreign legal consultants. In its
October 2001 submission to Japan under the
Regulatory Reform Initiative, the United States
made the elimination of all prohibitions against
freedom of association between Japanese and
foreign lawyers a top priority and has urged the
Japanese government to allow Japanese and
foreign lawyers, as equal legal professionals, to
determine their own forms of association that
will enable them to best serve their clients’
needs. The United States also emphasized that
the "specified joint enterprises” (zokutei kyodo
Jigyo) system, which Japan established in 1995
instead of allowing bengoshi and foreign
lawyers to form partnerships, does not provide
the framework needed for effective teamwork
between bengoshi and gaiben; nor will firther

_adjustments of that system meet the needs of
lawyers in Japan.
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The United States also recommended that Japan
allow foreign lawyers to hire Japanese lawyers,
to provide advice on so-called "third country”
law (that is, the law of a country other than the
one that is a foreign lawyer’s home jurisdiction)
on the same basis as Japanese lawyers, and to
establish professional corporations, limited
liability partnerships (LLPs) and limited liability
corporations. The United States also
reconamended improvements in Japan’s foreign
lawyers regulatory system, and specifically
asked the Japanese government to ensure that
the Nichibenren and the mandatory local bar
associations provide gaiben with effective
oppeortunities to participate in the development
and enforcement of all laws and rules that affect

tflem.

INVESTMENT BARRIERS

‘Despite being the world’s second largest

economy, Japan continues to have the lowest
inward FDI as a proportion of total output of any
major OECD nation. In 2000, Japan’s total
cumulative stock of FDI totaled only 1.1 percent
of GDP, compared with 12.5 percent for the

. United States and 29 percent for the United

Kingdom. FDI in Japan has been rising rapidly,
albeit from a small base, up 300 percent in JFY
2000 from the previous year’s level. In JFY
2000, high growth sectors were banking and
insurance, and telecommunications. However,
FDI sharply declined in the first half of JFY
2001, down 18.7 percent from the previous year.
U.S. direct investment for this period plunged
33.1 percent, but still accounted for 28.7 percent
of all FDI in Japan. By contrast, European FDI
in Japan increased significantly, and constituted
58.7 percentage of total investment for the
period.

Although most direct legal restrictions on FDI
have been eliminated, bureaucratic obstacles
remain, including the occasional discriminatory
use of bureaucratic discretion. While Japan’s
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