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New Financial Free Trade Zone in Shanghai 

In September 2013, China officially unveiled bold plans for a new financial 
free trade zone in Shanghai (see our attached concept paper “Four Areas for 
Near-Term Action to Make Shanghai a Global Financial Center” prepared for 
the 2013 China-U.S. Symposium) toward making Shanghai a “world class 
financial center.” 
 
Is Japan Falling Behind (Again)? 

In the past, Japan has implemented numerous special zone initiatives as 
part of broad economic growth strategies. As recently as mid-October 2013, 
Prime Minister Abe announced renewed efforts for special zones to spur 
growth and investment. 
 
However, despite past Japanese efforts with special zones and general 
financial reform, Hong Kong and Singapore have — through bold market 
liberalization, lower tax rates and aggressive business incentives — 
overtaken Tokyo as financial centers. Will Shanghai be the next Asian center 
to overtake Tokyo? 
 
As the Economist magazine notes regarding the tokku (special zones) “. . . if 
Mr. Abe’s tokku are to succeed, they will need to be bold. The country is 
already littered with special economic zones. The first group, almost a 
thousand, was chosen by the government of Junichiro Koizumi, Japan’s 
reforming prime minister between 2001-2006. Most failed — chiefly because 
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central-government bureaucrats rejected many ideas for deregulation for 
fear of offending vested interests.” (Aug. 10, 2013 “Abenomics Zoning Out”) 
 
Now is a Rare Opportunity for Japanese Success 

Despite great hopes in China, as our Shanghai concept paper shows, there 
are numerous Chinese obstacles for real reform. However, with the 
momentum of Abenomics reform, major corporate tax cuts, government 
pension fund asset reallocation and fundamental market liberalization, the 
Japanese special zones have a rare opportunity to help Japan realize its 
efforts to strengthen its position as a truly global financial center. 
 
The Need for Policy Focus 

Japan is at a very different developmental stage than China and any new 
“special zone” initiatives should be designed with this in mind. In the 
financial area this means that legislative, regulatory and tax policy reforms 
should be designed to meet the future needs of Japanese investors and 
financial intermediaries.  
 
Emphasis should be placed on policies that enhance the productivity of 
Japanese savings capital and investor education and knowledge. This is 
particularly true in view of Japan’s demographic challenges and the need to 
ensure that pension assets are invested in a manner than will ensure that 
pension obligations will be fully met. Japanese policymakers have yet to 
address pension underfunding in a realistic manner and with a view to 
ensuring the greatest productivity for these accumulated financial assets. 
 
With respect to financial markets, reforms should focus less on supporting 
outmoded financial instruments business models in the banking, insurance 
and securities trading sectors and more on ensuring that Japan’s financial 
markets remain globally competitive and “first in class.” Consolidation in 
Japan’s financial services markets is inevitable and needs to be recognized 
and accepted by the Diet and bureaucracy. Policies advocated by industry 
representatives that continue to support failing business models will only 
end up costing Japanese citizens, taxpayers and pensioners more.  
 
Focus on Investors, Not Vested Interest in Financial Services 

In the past, Japan’s “iron triangle” in the financial services area has 
consisted of financial intermediaries, the Japanese regulatory bureaucracy 
(FSA, SESC and MOF) and the Diet. Many commentators note the role and 
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input of investors (both retail and institutional) was largely ignored and 
investor advocacy groups were excluded or patronized in the policy dialogue. 
  
This “market input excluding” approach continues to a lesser degree today 
and it needs to change as Japanese financial markets attempt to address 
increasing growing financial challenges and compete globally. Going 
forward, it is critical that investor input is received and acted upon in 
designing “special zones” for financial services and, in that connection, 
policies should be adopted that support the development and growth of 
investor advocacy groups (even if they consume a disproportionate amount 
of bureaucratic resources).  
 
Japan Can Do This 

Whatever economists may say about the “realism” of Abenomics, for 
younger Japanese, Abenomics represents the first real hope for a brighter 
future offered by policymakers during their lifetime. That is the sense “on 
the street” in Tokyo and many other cities. Japan needs to capitalize on the 
optimism in the future and design financial policies to serve the interests of 
the next generation. Japan can do this, and our Symposium needs to lead 
the dialogue as to how that dream of younger Japanese can be achieved. 

 



 

 

 
 
 
 
 
 

 

 
 

 

Attachment

http://en.wikipedia.org/wiki/World%E2%80%99s_busiest_port


 

http://www.amcham-shanghai.org/ftpuploadfiles/Publications/Achieving2020/Achieving-2020_Report.pdf
http://www.slideshare.net/datasul/shanghai-waigaoqiao-free-trade-zone


 



 

http://en.wikipedia.org/wiki/Financial_centre


 



 

http://www.scmp.com/business/money/markets-investing/article/1193285/foreign-hedge-funds-set-get-yuan-
http://www.scmp.com/business/money/markets-investing/article/1193285/foreign-hedge-funds-set-get-yuan-
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