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January 21, 1981
MEMORANDUM FOR: RICHARD ALLEN
FROM: HENRY OWEN W
SUBJECT: US-Japan Economic Relations Group

Attached is a copy of the report of the US-Japan Economic
Relations Group (The "Wise Men") which was presented to Vice
President Mondale on January 7, plus a summary report of that
meeting. As you will see, the Group offered specific suggestions,
not generalizations, about how the two governments can improve
the management of their economic relations.

The Wise Men have served useful purposes in putting specific
recommendations to the Japanese government (e.g., for ding
Japanese agricultural protectionism) that it would have been
difficult for the US to put forward on a government-to-government
basis. It is increasingly difficult politically for the Japanese
government to take actions that are believed to have been urged
on it, even privately, by the US Government. The Wise Men by
contrast, are seen by the Japanese public as part of their own
establishment, since they include Japanese members of great
prestige. Hence it is difficult for a Japanese government to

be seen not to be taking their recommendations seriously.

I gather from Henry Nau that there may be some concern as to
whether the Wise Men will offer Japan advice which differs
from that of the US Government. 1In my experience, the US
members of the Wise Men are responsive to US Government views.
They are an effective conduit through which we can convey
needed suggestions to Japan, rather than a loose cannon

ball on the deck of a ship.

If the Group goes out of existence, we will lose the servi
of a prestigious lobbying group within Japan that can put
pressure on the establishment there to make policy choices
that Japanese politicans would other wise avoid. One meas
of this pressure is the extensive Japanese media coverage
was given to issuance of the report and the fact that Primsr
Minister Suzuki publicly instructed h: .gn Minister t«
hold a meeting with appropriate Minis: stud ‘t.



Henry Nau also asked me what I would think of putting the group on
a wholly private basis. This depends on what is meant by private:

-- The members are already private citizens who serve without
compensation.

-- There would be advantage in having the two-man st&““ made
up of private citizens, instead of State Department officers on
detail, as at present. This hinges, however, on getting more money;
the State Department officers are free.

-- Private financing has been sought for the Group, principally
from the Ford Foundation. The Foundation's view was that since the
Wise Men were set up to advise governments, they should be financed
by governments. The attempt to secure private financing should be
renewed, but this will take time.

-- An essential public ingredient of the operation, which should
be maintained, is the charge that was laid on the Wise Men to report
directly to heads of government. This is what gives them their
prestige and makes it possible to recruit first-class members for
the Group.

But the first thing is to get OMB to provide interim financing for the
Group now, since its present funding expires January 30. Interim OMB
financing would provide time either to get new money from the Congress
or to seek private financing.

cc: Henry Nau












Foreword

The Japan-United States Economic Relations Group, consisting of
eight private citizens of the two countries, was established pursuant to
a joint communique of May 2, 1979 from the late Prime Minister Ohira
and President Carter. The purpose of the Group is to examine factors
affecting the bilateral economic relationship over the longer-run and
make recommendations to the President and the Prime Minister
designed to strengthen it.

The Group’s chairmen are Ambassador Nobuhiko Ushiba, former
State Minister for External Economic Affairs, and Ambassador Robert
S. Ingersoll, former Deputy Secretary of State. Other members are
Akio Morita, Chairman, Sony Corporation, Shuzo Muramoto, President,
Dai-Ichi Kangyo Bank, Ltd., Kiichi Saeki, Chairman, Nomura Research
Institute, A. . Clausen, President, Bank of America, Hugh T. Patrick,
Professor of Economics, Yale University, and Edson W. Spencer, Chair-
man, Honeywell, Inc. Joint consultations among all members took place
in Washington in December, 1979, Tokyo and Oiso in May, 1980,
Honolulu in August, and San Francisco in November. The Group was
substantially aided by small and effective staffs and a series of com-
missioned background studies in both countries.

During the past year, the Group examined a broad range of
bilateral and multilateral issues relating to Japan-United States eco-
nomic relations. The members have consulted with a wide segment of
organizations, private and official, and with many individuals in both
Japan and the United States so that their views could be considered
in the discussion and recommendations. The Group came away from
its work with a strengthened conviction that the bilateral economic






The relationship between Japan and the United States involves
shared responsibilities for the management of the international
economic and political order.

Japan needs to develop and articulate a new, more active
international role.

The United States needs to recognize more fully the implica-
tions of the postwar diffusion of power and the demands of
a more interdependent world.

In implementing these basic principles, it is important to adhere to
key guidelines such as those provided by GATT and similar existing
international agreements.

Close intergovernmental relations are the key to developing a
stronger sense of global responsibilities and addressing interrelated
aspects of bilateral and global issues.

A review of existing consultative mechanisms shows the
need for closer and more regularized consultations at all
levels.

Beginning in 1981, there should be periodic joint meetings of
cabinet officials of the core departments and ministries
dealing with foreign relations, trade and industry, energy,
agriculture, and financial and monetary issues.

To improve the effectiveness of their bilateral cooperation and
strengthen their ability to work together on global problems, both
Japan and the United States need to develop new international roles
and to “internationalize’ their societies.

In order to make more reliable and effective the cooperation
and coordination between Japan and the United States with
regard to security as defined by the terms of the Japan-United
States Security Treaty, Japan should clarify its defense role,
strengthen its self-defense capabilities, and shoulder a more
equitable burden with the United States in attaining compre-
hensive security. Japan must contribute to both regional
and world security, specifically by augmenting economic
cooperation with Third World countries, and undertaking
diplomatic and political initiative and leadership.

The United States must improve the quality of its consulta-

v

es, including Japan. Because domestic political
ften put a premium on prompt, decisive, and
ential action, it will require strong leadership
ical sacrifice to forego unilateral policy de-
f increased consultation with allies.
its should improve training in international
ervants (especially those in more domestically
es and departments).
should be given to increased and even more
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in Japan and the United States through
risms and economic organizations as well
‘hannels as appropriate.
ie increased joint policy research activities
exchange programs for legislators, business
s, and others in the public and private sectors.
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apan economic relationship is of substantial
ies by stimulating competition, expanding
to available capital and technology in each
wverall economic efficiency. At the same time,
ans over such matters as changing patterns of
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United States corporate management should make long-
term productivity improvement a principal objective, building
productivity considerations into corporate objectives,
management attitudes, and management compensation
programs.

Management and labor should consult closely on productivity
trends and problems and on opportunities for improving
productivity performance.

Corporate and labor leaders in both countries should establish
joint programs to enhance productivity and increase bilateral
understanding of shared problems.

V. JAPAN'S MARKET: OPEN OR CLOSED?

The American perception of the Japanese market as closed to
foreign business has contributed to tensions in the bilateral relationship.

In terms of tariffs and quotas, the Japanesc market is as open
as the American market for comparable manufactured goods.
In terms of government procurement practices, foreign
investment rules, entry of services, and procedures for
standards, inspections, and testing, Japan’s market is not as
open as the American market and more needs to be done to
liberalize market access in Japan’s own national interest.
There are special difficulties for foreign business in Japan from
more intangible factors such as administrative procedures,
traditional business customs and mores, and cultural and social
barriers to foreign influence.

To improve market openness in Japan and the foreign perception
' the Japanese market as open, the following measures should be

ken:

The recently enacted, more liberal Foreign Exchange and
Foreign Trade Control Law should be implemented by the
Japanese government in ways fully consonant with the
principle of freeing foreign transactions from restraint.
Exceptions to this principle allowable in the new law should be

invoked only in genuine emergency situations.

Both governments should implement the GATT government
procurement code and cooperate in seeking to increase its
coverage in later renegotiations of the code.

The Prime Minister should establish a powerful central office
for the consideration and resolution of trade and investment
issues. This office should deal with broader policy issues as
well as company-specific complaints.

The two governments should provide support and financial
assistance to the Trade Study Group, a voluntary group of
American and Japanese governmental officials and business-
men in Tokyo who have played a major role in identifying
trade barriers and bringing together foreign and Japanese
business and Japanese governmental authorities to resolve
trade problems.

Japan should make its economic decision-making processes
more publicly visible, like those of the United States. There
should be additional opportunities for private sector access to
these processes.

American businessmen need to improve their efforts to gain
access to the Japanese bureaucracy.

VI. INDUSTRIAL TRADE ISSUES

Competition in industries such as textiles, automobiles, steel,
and electronics products has been a major source of controversy in
United States-Japan trade relations. Trade protection is not an
appropriate remedy for industrial trade problems. In general, it delays
economic adjustment and hurts the ability of the protected industry to
meet the demands of international competition. It also can seriously
injure the overall competitiveness of an economy by increasing rates of
inflation. Protectionist measures are also contrary to consumers’
interests in lower prices, wide choice of designs, quality, and services.

The following basic principles should govern industrial trade
relations:

The two governments should foster a stable, non-inflationary
investment climate which encourages economic growth and
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facilitates adjustments.

— Both governments should maintain policies promoting a world
free trade and investment environment.

— Both governments should adhere to the principle of equal
national treatment in programs relating to industries.

— There should be a clear understanding in both countries of
foreign industrial policies and specific industri: problems.
There should be periodic bilateral discussions between
Japanese and American governments on trade and investment
restrictions, liberalization programs, implementation proce-
dures, and industrial programs.

— There should be bilateral business, labor, and government
dialogues, consonant with law, to identify and discuss
potential industrial trade issues before they become major
disputes.

— Both governments need to be more conscious of the inter-
national implications of domestic economic policies.

— Corporations, especially in the United States, need to have
a longer-term, more internationally oriented perspective.

Free trade and investment policies should be maintained for all
industries, including the steel, automotive, and semiconductor
industries.

VII. AGRICULTURAL TRADE ISSUES

Mutually beneficial economic interdependence is nowhere more
evident than in the case of agricultural trade, but steps need to be taken
to further open the Japanese market to foreign agricultural products,
restructure Japanese agriculture to make it more efficient and compet-
itive, and to improve food security for Japan.

~ Japan should continue to shift away from the use of quanti-

tative restrictions on agricultural imports and to ultimately
eliminate them by redirecting support policies so that inter-
national prices are more adequately reflected in determining
the level of domestic price supports.

— Japan should continue to encourage the expansion of the

land rental market to help increase the average size of farms

and strengthen the position of full-time farmers.

— The fear of food shortages in Japan is very real, but food
security cannot be guaranteed through high protection of
inefficient agriculture except at extremely and unacceptably
high social and financial costs.

— To increase food security, Japan should establish a more
adequate wheat and feedgrains reserve,

— The United States and Japan should enter into negotiations
leading to medium-term supply and purchase arrangements.

VIIL. PROBLEMS IN U.S. TRADE LAW AND
THE UNITED STATES-JAPAN ECONOMIC
RELATIONSHIP

There is concern in Japan that recent changes in American trade
laws have moved in some areas in a protectionist direction and may act
as a non-tariff barrier to trade. At the same time, many Americans
believe that these laws are fully consistent with international codes,
provide legitimate defense for domestic industries against unfair trade
practices, and are needed to support an overall liberal trade policy.

— Because of the differences of opinions in this area, both
governments shouid undertake an examination of American
and Japanese trade laws and practices.

—  Similar efforts should be carried out on a private basis among
specialists in both countries.

~ As a long-term measure, the two governments should provide
leadership in further strengthening international codes dealing
with injurious trade practices.

IX. ECONOMIC DISPUTES AND POLITICAL FRICTION

United States-Japan economic and trade issues have often become
serious political issues in both countries, jeopardizing valuable cooper-
ation in non-economic as well as economic arenas. Both governments






CHAPTER 1

The United States-Japan Economic
Relationship in a Global Context

The United ‘States and Japan are the largest and second largest
industrial democracies. Both nations have a vital stake in the pres-
ervation and promotion of a stable world order favoring the survival
and prosperity of societies based on principles of law, non-aggression,
popular sovereignty, and private entrepreneurship. As great trading
nations, both are fundamentally dependent on open world trade
and monetary systems. Both are vitally concerned with securing
adequate supplies of energy and raw materials at reasonable prices and
in the economic development and political stability of developing
countries.

Aside from their shared interests in the international economic
and political order, Japan and the United States have an important
and mutually beneficial bilateral relationship. One measure of this is
the value of the two way trade between the two countries, which will
reach $50 billion in 1980, The United States is Japan’s largest trading
partner, buying 25 percent of Japan’s merchandise exports and Japan
is the second largest foreign market for the United States, purchasing
10 percent of U.S. exports. Another measure is the very close security
relationship, underscored by the existence of the United States-Japan
Security Treaty of 1960. A third measure is the two way steady stream
of private citizens and government officials moving between the two
countries for consultations on almost every facet of public policy.

A bilateral relationship involving so much and so many forms of
interaction cannot be free of friction. Paradoxically, shared interests,
presumptions of close cooperation, and intense interaction can create
differences and tensions which countries less closely linked would be
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kely to experience. Because the United States and Japan share
similar, but not identical, perspectives on and interests in developments
in the world at large and because they try to cooperate on many inter-
national issues, differences can arise on how such issues should be
approached, the respective roles and responsibilities of each country,
and the actual and appropriate degrees of burden sharing. Because

. nation has its own language, history, culture, and values, there

some differences in objectives and perceptions as wcll as some

ilems in communications.

While frictions between the United States and Japan are inevi-
wure, particularly in their economic interrelationship, it is essential
that these frictions be managed so they do not obscure the overriding
importance of common interests, or prevent constructive cooperation
in fostering the kind of international order in which both societies
thrive,

TOWARD A COMPREHENSIVE PARTNERSHIP

The Japan-United States Economic Relations Group has been
igned by the President and the Prime Minister to find ways to
prove the management of the United States-Japan economic relation-
p. This relationship does not exist in a vacuum. Many of the
illenges of the United States-Japan economic relationship are multi-
eral as well as bilateral in nature, such as the need to deal with oil sup-
r and price problems, global inflationary pressures, and new stresses

the international trade and monetary system. Because of their
»ad international ramifications, many of the problems affecting the
ited States-Japan economic relationship are not amenable to bilateral
utions, But progress in solving the broader problems of international
nomy rests heavily on a close and effective bilateral partnership.

The bilateral economic relationship is linked also to shared political

and security concerns. Perceptions of burden sharing in the political
and security areas affect the way the two countries approach bilateral
economic problems. Similarly, perceptions of the economic balance
between the two countries affect mutual expectations with respect to
political and security matters. These linkages should not be overdrawn,

ere is no simple relationship between economic capabilities on the
one hand and political or security capabilities on the .other. The
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multiple issues facing the two countries should be considered first and
foremost on their own merits. But the existence of some degree of
linkage among these various dimensions is a political reality.

During the past decade, the United States, Japan, and the rest of
the world have been adjusting to new patterns of multipolarity in the
international arena during this period. The growth of Western Europe
and Japan have led to greater equality among the advanced countries
in wealth and economic power and, as corollary, to a relative decline
in the position of the United States. As a resuit, old patterns of
unilateral American leadership of the non-communist world have had
to yield to new and often less orderly patterns of consultation and
negotiation among allies of more equal stature.

Energy problems, slower world economic growth, global inflation,
and challenges to the political order have clearly demonstrated the need
for the industrial democracies to establish new modes of enhanced co-
operation based on a more equitable sharing of the burdens of sustain-
ing an international order in which democratic governments, market-
based economies and a liberal international economic system can
prosper.

The Group believes that the long-term well-being of the United
States and Japan requires a flexible, comprehensive, and outward-
looking partnership, attuned to the realities of the altered power
relationship between the two countries, and encompassing global as
well as bilateral economic, political, and security concerns. The
American-Japanese partnership should not be a closed one, but open
to maximum cooperation with other countries sharing the same ideals
and interests.

This new partnership should be built around three basic principles:

—  The relationship between Japan and the United States involves
not only bilateral and reciprocal obligations, but also shared
respongibilities for the management of the international
economic and political order.

— Japan needs to develop and articulate a new and more active
international role, based on a broader vision of its self-interests.

— The United States must recognize that its national interests
require it to come to grips with the global diffusion of power
and the realities of interdependence.















CHAPTER I

Basic Elements of
the Economic Relationship

The United States-Japan economic relationship is the source of
substantial benefit for both countries. The similarity and comple-
mentarity of the two largest economies in the free world provide
enormous market opportunities and an important competitive stimulus
through trade, capital, and technology flows.

The increasing interaction of the two economies is also the source
of recurrent economic and, not infrequently, political tension.
Changing product trade patterns, merchandise trade and current
account imbalances, foreign exchange rate fluctuations, and attempts
at coordinated macroeconomic policy intervention have brought about
domestic economic disruptions and political problems in both
countries.

The successful management of the bilateral economic relationship
requires an understanding of the underlying causes and implications
of our increasing global as well as bilateral economic interdependence.
Nations which are structured and managed to operate in this compet-
itive, interdependent world economic environment have prospered
more than nations which have been unable or unwilling to make the
necessary domestic economic and political adjustments.

The purpose of this chapter is to discuss the bilateral economic
lationship in broader and longer-term perspective, and to develop
commendations to enhance the benefits and reduce the conflicts
herent in our global and bilateral economic interdependence.

12
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GLOBAL AND BILATERAL ECONOMIC
INTERDEPENDENCE

The interaction of the United States and Japanese economies takes
place within the context of an increasingly interdependent global
economic system. In the last decade world trade has grown by 424
percent from $572.5 billion in 1970 to a projected $2,998 billion
by 1980.

For the United States, international trade has become much
more important to its overall economy. The ratio of United States
exports of goods and services o GNP has increased substantially
from 6.7 percent in 1970 to 12.1 percent in 1979 while the share
of imports of goods and services in GNP has increased from 6.1 percent
to 11.9 percent in the same period. Most of this increase was in non-
oil imports. United States oil imports increased from 0.3 percent of
GNP in 1970 to 2.5 percent in 1979. However, since the United States
economy grew less rapidly than the world economy, its share of world
exports declined from 15.1 percent in 1970 to 12.2 percent in 1979.

Japan’s trade shares have moved less dramatically. Japan’s exports
were 11.3 percent of GNP in 1970, 12.6 percent in 1979. Imports,
10.2 percent of GNP in 1970, were 13.3 percent in 1979. Japan’s
share in world exports was 6.8 percent in 1970; it increased only
slightly to 6.9 percent in 1979.

The United States-Japan economic relationship parallels the
global trend toward increasing interdependence. In the 1970s bilateral
trade grew 376 percent from $10.5 billion in 1970 to an estimated
$50 billion in 1980. Each country is the other’s largest overseas trading
partner. United States trade with Japan is roughly equal to United
States trade with West Germany, France, and England combined.
Japanese trade with the United States is larger than Japanese non-
oil trade with Asia and almost double Japanese trade with Europe.

The increase in the value of bilateral trade does not fully reflect
our growing bilateral economic interdependence. Japanese dependence
on imported agricultural commodities and raw materials and United
States comparative advantage in these products are important factors
in bilateral relations. Japan is the largest market for United States
exports of many of these products, and the United States is Japan’s
largest supplier of agricultural commodities.

Both countries are also increasingly dependent on bilateral trade
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cwonomic policy officials in a non-political forum for the exchange
of views.

The Group recommends that in addition to these meetings:

(1) there should be annual meetings of the ranking authorities

in both governments who formulate and implement macroeconomic
plicy. Sub cabinet meetings should be held on a regular basis. While
their focus will undoubtedly continue to be on current issues,
opportunities should be sought for frank exchanges on longer-range
issues.
(2) there should be more frequent working level consultations
between the professional staffs of the governmental organizations
responsible for economic policy. Where appropriate, these consultations
should be expanded to include experts from the private sector and
academic community.

CHAPTER 1II

The Impact of Energy on the Relationship

The importance of energy issues in the United States-Japan relation-
ship can hardly be overstated. Since the two countries are the largest
consumers and importers of petroleum in the free world, the actions of
each have a direct impact on the other and on the rest of the world.
Because energy plays such a crucial role in the economies and societies
of both countries, in instances of rapid price increases of threats of
supply interruption, there are strong economic, political, and psy-
chological incentives for each country to act hastily and independently.
The resentments which can arise in such cases constitute a serious
threat to the overall strength of the bilateral relationship. Indeed, the
most important test of the viability of the United States-Japanese
partnership may well be the two countries’ ability to sustain strong,
effective, and cooperative measures in dealing with current and future
energy problems.

It has been estimated that for every $1 per barrel increase in the
price of crude petroleum, United States real GNP growth will be
reduced by 0.1 percent and Japanese growth by 0.2 percent. A signif-
icant interruption of supply would, of course, have a far more devastat-
ing impact.

Both Japan and the United States, therefore, have a vital common
stake in securing adequate and stable supplies of reasonably priced
energy. Attaining this objective is a major challenge to the indus-
trialized democracies, particularly in the coming decade. While projec-
tions of future energy supplies and consumption are often highly
speculative, it is likely that future oil supplied will be tight. Oil supplies
could be further jeopardized by political change in one or more export-
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resolve environmental issues related to its expanded use of coal.

(2) Both govenments should also seek to develop new forms of.

coal gasification and liquefaction through innovative technological
development. The jointly sponsored SRC-II liquefaction project is a
useful model for further cooperation by government and private
industry in synthetic fuel development. It should be recognized that
rapid commercialization of such technologies will depend on market
forces and prevailing energy prices.

(3) The United States and Japanese governments should explore
possibilities for bilateral agreements combining secure access to
markets for coal in Japan with American assurances of supplies.

Given the critical nature of energy supply problems, no alternative
source of energy can be neglected. While we believe that nuclear energy
and the expanded use of coal represent the most feasible alternatives to
petroleum in the nearer-term, a wide range of other energy sources —
geothermal, hydroelectric, oil shale, tar sands, biomass, and solar —
deserves careful attention from both governments.

CHAPTER IV

American Productivity and the
Management of the Jnited States Economy

As long as the United States economy suffers from inflation,
low rates of savings and capital formation, inadequate attention to
research and development, and an overly burdensome regulatory envi-
ronment, low productivity growth will continue to cause serious
strains to the United States-Japan economic relationship. One of the
most important facturs in improving our bilateral relationship could
well be a fundamental strengthening of the “supply side” of the United
States economy.

Recently, there has been a growing interest in the United States
in improving United States productivity growth and reinvigorating
the industrial base of the American economy. As the national debate
in the United States develops, we will be supporting efforts in the
Executive Branch and Congress to achieve these goals. Our own recom-
mendations highlight those areas which have a special impact on United
States-Japan economic relations, and more broadly, United States
global economic performance.

UNITED STATES PRODUCTIVITY AND ECONOMIC
PERFORMANCE

The health of United States economy can be measured in a general
way by “productivity,” or the efficiency with which an econom*
produces goods and services. Productivity, often expressed in terms of
output per manhour or real GNP per worker, is a common statistical
indicator used to compare economic performance over time, or between
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will, in tumn, determine global market share and global trade patterns.
The longer-term implications of these differences in recent productivity
growth performance, however, must be put in broader perspective.

First, there is an important difference between the level of current
United States productivity and rate of growth of United States pro-
ductivity. The level of United States productivity is still the highest

1 the world while the average annual rate of productivity growth
in the United States is the lowest in the industrialized world, causing
the gap between the level of United States productivity and the levels
of productivity in Japan and Europe to shrink.

Second, decline in productivity growth performance is not limited
to the United States. All other advanced industrialized nations are
experiencing some relative decline in productivity growth rates as
their economies reach an advanced stage of development.

Third, the increases in the level and growth rates of productivity
in the rest of the industrialized world are a positive development.

has been in the interests of the United States to develop strong

onomic partners. In many ways the shrinking productivity gap

stween the United States and its trading partners reflects the long-
term success of United States international economic policy and
foreign policy in general.

Finally, it is not at all clear what the future long-term trends in
productivity in advanced industrial countries will be, or how United
States productivity growth rates will compare with other nations.

In the 1960s there was a great deal of optimism about the impact
of rapid advance in technology on long-term productivity trends.
The decline in United States productivity growth rates in the 1970s
was not anticipated.

In spite of recent productivity performance, there is room for
utious optimism about future growth trends. The major technological
novations of the 1960s and 1970s, such as those in the communi-
tions industry, have greatly increased productivity across a wide
nge of manufacturing and service industries. Many of these inno-

«ations, such as those in micro-electronics, have not yet been fully
exploited and are expected to provide a major stimulus for significant
shifts in the structure-and productivity of the economies of the
industrialized world.

Much of the diffusion of these new technologies will depend on
the current system of international free flows of goods, services, capital,
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and technology. Technological development will depend on current
research and development expenditures, future economic conditions,
and the management of the entire innovation process. A significant
factor will be the receptivity and utilization of these new technological
and organizational innovations in each country’s own socio-economic
environment.

PRODUCTIVITY AND INFLATION

The decline in United States productivity growth rates has been an
important factor in the acceleration of cost-push inflation in the United
States. Table 2 shows recent changes in labor costs and the consumer
price index. Price increases stimulate wage increases which lead to
unit labor cost increases, which in turn lead to further price increases
and fuel inflationary pressures.

Low productivity growth rates also make efforts to unwind the
wage price spiral particularly difficult. An increased productivity
growth would provide a margin which would allow wage increases
to catch up with price increases. Without this margin, wage eamers
remain pitted against employers in a struggle which passes on and
continues the inflationary burden.

The importance of this linkage between inflation and productivity
cannot be overstated. Unless the United States can control inflation,

TABLE 2
PrODUCTIVITY AND REAL HOURLY COMPENSATION GROWTH
IN THE U.S,
(Average annual growth rates)
194865 1965-73 197378

Nominal hourly compensation 4.6 55 920
Real hourly compensation 29 2.1 09
Productivity 2.6 2.0 0.8
Unit labor costs 19 4.6 8.1
Consumer price index 1.6 44 8.0

Sources: U.S. Bureau of Labor Statistics






' prices in the United States and partly as a result of govern-
policy and management decisions, the productivity capacity
United States is not as energy-efficient as that of its trading
rs. The differences in magnitude and direction of investment

n the United States and its trading partners suggest that this
1grow in the future,

-Labor Ratios and Inadequate Capital Formation

r1other element in labor productivity growth is the rate of
e in the amount of plant and equipment per worker (“capital-
atio™). The capital-labor ratio is determined by the size of the
orce, and the magnitude and kind of investment. The more
1 plant and equipment each worker has, the more productive
be.
roughout the postwar era until 1973, there was a growth in
ent in plant, equipment, and technology per worker. The
n of 197475 triggered an unprecedented decline in the
ital-labor ratio in 1976-77, reflecting both weak investment
t and equipment and a rapid increase in employment. Recent
abor ratios have not returned to the pre-1974 recession peak.
t direction of United States investment has also changed
ntly in the last decade, increasingly concentrated in short-
sets and investments which have higher short-term returns
ke little contribution to basic productive capacity. This shift
d States investment largely reflects uncertainties about inflation
ure return on longer-term investments. In addition, in the
States there is too heavy emphasis on short-term financial
nd quarterly earnings statements. This may result in manage-
cusing investment decisions on short-range retumns, rather
the long-term health of the business. Annual as opposed to
je incentive plans for managers also tends to shorten the
‘or investment decisions.
e recent trends in the magnitude and kind of United States
nts are in marked contrast to those of United States’ trading
Japanese investment in plant and equipment as a percentage
is currently twice the United States ratio. Relatively lower
nflation combined with generally longer corporate investment
res help direct capital toward investments which contribute
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to long-term productivity increases.
Declining Innovation and Research and Development Expenditures

The current decline in United States research and development
expenditures as a percentage of GNP has long-term implications for
United States productivity growth. Research and development,
particularly basic research, is the foundation of technological progress
and innovation. Low research and development expenditures slow
the entire innovation process from basic research through commercial
application.

Total research and development as a percent of GNP in the United
States has declined from 3 percent in the 1960s to 2.2 percent by
the mid-1970s. Reductions in United States government funded research
and development have been the principal cause. Private sect.or research
and development as a percent of GNP has remained relatively stable
at 1.3 percent of GNP,

The commercial benefits of government funded research and
development are difficult to assess in the abstract. And, for many
United States industries, the value has shifted over time. The United
States semi conductor industry benefitted greatly from the United
States space program funded research in the early 1960s. Yet, the
current United States government program to develop very high speed
integrated circuits for military applications has drawn pro{est from
parts of the United States industry who argue that it may b}d up ?he
price for scarce private sector engineering talent without stimulating
innovations of commercial interest.

Private sector research and development expenditures, which
have remained relatively stable as a percent of GNP, are more closely
tied to commercial innovation and, therefore, productivity growth.
Yet, in recent years there has been a marked shift in the United States
toward a smaller number of smaller projects with lower risks and
faster returns,

Much of United States corporate research and development has
also become defensive in focusing more on product differentiation
and regulatory compliance rather than on developing new products
and basic improvements in processes which would improve produc-
tivity.

The reasons for this quantitative and qualitative decline in United
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implications. So long as the United States economy suffers from
inflation and reduced productivity growth, American industries will not
be able to compete with their Japanese and other counterparts. We
are concerned that unless the American economy is strong, the political
will to support policies of broad partnership with Japan and other
allies will be undermined.

There are other groups and institutions which are conducting
comprehensive studies of the United States productivity problem and
can address productivity issues in more detail. However, because of
the importance of United States economic performance to United
States-Japanese economic relations, we stress the following general
points.

Improving the performance of the American economy and
iwcreasing productivity growth rates will require cooperative efforts
y the American government and by the private sector.

The Role of the United States Government

(1) The President should make productivity a major focus of
Jnited States economic policy. We urge that a White House National
roductivity Conference be convened to create greater public
wareness of -the need to stimulate productivity growth, identify
easons for poor United States productivity growth performance, and
levelop new policies and programs to reverse this trend.

(2) The Government should adopt policies which foster a non-
nflationary, stable economic climate, conducive to investment and,
hus, to improvements in productivity. High inflation and uncertainty
ibout the future direction of the economy have been the major
leterrents to the kinds of longer-term investments in new facilities,
:quipment, and technology that will improve productivity. Much of
:urrent United States inflation is not due to oil price increases, but is
firectly attributable to government policies such as many years of
arge budget deficits, excessive taxes, import restrictions for some
ndustries, and burdensome and costly regulations.

(3) The President and the Congress should develop specific longer-
term programs to increase supplyside determinants of economic
performance such as savings and investment rates. The tax system
should be restructured to provide greater incentives for savings and
investment relative to consumption. It is essential that the heavy
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burden of personal and corporate tax rates be reduced over time in a
non-inflationary manner. Investment incentives for industry should
be enhanced by shortening depreciation schedules and indexing them to
reflect replacement costs. Double taxation of dividends should be
eliminated. Investment tax credits should be increased and expanded.

Increasing the real rate of return on savings is essential to stimulate
higher household savings in the United States. The recent phased
deregulation of interest rates on passbook deposits, lower capital
gains tax rates, and increased opportunities for tax deferrals for
individuals will help. It is essential, however, to develop fiscal and
monetary policies to bring inflation under control.

(4) The President and the Congress must develop new programs
to encourage increased spending on research and development and
to stimulate innovation.

The Group believes that tax incentives and other generalized
programs to stimulate innovation and research and development are
preferable to selective government support, although such support may
be necessary in certain defense-related fields or where the scale is too
large, the risks too high, or the payback too distant for private industry
to undertake the necessary research and development entirely on its
own,
We recommend additional tax incentives for private sector research
and development (such as those already existing in Japan) and new
measures to enhance the attractiveness of cooperation in basic research
between private corporations and academic institutions. There should
also be improved tax treatment for venture capital used for commercial
innovation, especially in the case of smaller firms.

(5) The American government should reduce the regulatory
burden on American industry and improve the equity and predictability
of the administration of existing regulation. Cost analyses suggest that
the cost of implementation of some regulations is disproportionate
to their benefit. The impact on productivity should be an important
consideration in the formulation and implementation of government
regulations.

In some instances, regulations based on design rather than setting
performance standards have impaired their effectiveness and raised the
costs of compliance. Uncertainty in the way regulations may be
implemented also often adds to the costs for private industry and
discourages investment and innovation.
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(6) The United States government should sponsor a comprehensive
research program to determine what micro- and macroeconomic
measures Japan and other foreign countries have taken in the public
and private sectors to increase productivity and explore how these
experiences can be effectively used in the United States. The continued
high productivity growth rate in Japan indicates that management,
labor, and government policies and practices in that country may
provide lessons for the United States.

The Role of the Private Sector

The Group believes that given the proper economic environment,
it is the primary responsibility of the private sector in both countries to
improve productivity performance. In this regard, we applaud the
initiative of the private sector in the United States in establishing
the American Productivity Center as a focal point for research and the
exchange of information on productivity problems in the United
States. We also applaud other efforts in the private sectors and
academic institutions of both countries to promote research, education,
and innovation leading to productivity improvements.

(1) We believe that American corporate management should make
productivity a principal responsibility of corporate leaders and a major
test of their competence. Productivity considerations should be built
into corporate objectives and be reflected in management attitudes.
Management compensation plans should take into account the
productivity performance of companies and managers. Compensation
plans should reflect a long-term perspective rather than rewarding
performance based on short-range financial resnits.

(2) Management and labor must work cooperatively to identify
the reasons for poor United States productivity performance and
develop joint programs for improvements.

We encourage consultations among labor, management, and outside
experts on productivity trends, problems, and opportunities. These
consultations should help speed -the dissemination of proven ‘‘best
practices,” such as management-labor councils and quality circles.

(3) Much of the success of Japanese industry in improving
productivity is due to the relationship between employers and
employees. This is reflected in job security and a joint sharing of
responsibility for the success of companies. While some American

53

companies pursue similar practices with success, there are things
American management can learn from Japanese management tech-
niques in personnel relationships. This is a place where American
industry may have an opportunity for innovation.

Corporate leaders in the United States and Japan should establish
joint programs to enhance productivity and increase bilateral under-
standing of such shared programs in productivity improvements and
business management. We believe the private sectors should develop
vigorous bilateral programs drawing upon each other’s experiences.
Both have much to gain since Japan has maintained the world’s highest
productivity growth rate while the United States has the highest level
of aggregate productivity.



CHAPTER V

Japan’s Market: Open or Closed?

There is a pervasive perception in the United States that Japan’s
market is more closed than those of other advanced countries, and
particularly the American market. This perception contributes to a
strongly negative image of Japan as a country which does not play the
international trade game fairly, and it provides ammunition for those in
the United States who advocate restrictive trade measures against Japan.

In Japan, the dominant perception is that Japan’s market for
manufactured products is as open as any in the world, and the American
businessmen have not fully utilized the market opportunities available.
Moreover, it is widely believed that while Japan has been liberalizing
market access very rapidly, there are growing signs of protectionism in
the United States and elsewhere, reflected in growing demands on
Japan to accept temporary export restraint and other restrictions. This
perception contributes to a negative image of the United States as a
country which has allowed its own economy to become weak and is
using Japan as a scapegoat.

These perceptions, and whatever realities lie behind them, represent
very serious problems in American-Japanese relations. They lead to
strong resentments, often bitterly expressed in the political arena and
widely reported in the media, affecting other aspects of the relationship.

The Group, therefore, believed it essential to examine the facts
about the Japanese market and the American economy. In the previous
chapter, we looked at the question of whether or not the American
economy was performing adequately; in this chapter we are concerned
with the question of whether or not the Japanese market is as open as it
should be.
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IS JAPAN’S MARKET CLOSED?

All national markets are to some degree “closed.” The real ques-
tion, therefore, is whether or not the Japanese market is more closed
than the markets of the United States and other advanced countries. In
this chapter, we will be discussing only the market for manufactured
products. Japan’s agricultural sector is certainly more protected than
that of the United States, a subject which is more fully addressed in
Chapter VII.

It is impossible to measure precisely how ‘“‘open’ any nation’s
market is. One needs to look at such diverse factors as the formal struc-
ture of tariffs and quotas, less formal official measures such as the
practical administration of standards, customs, procedures, and invest-
ment approvals as well as intangible national cultural attitudes toward
foreign trade. We have concluded that in terms of average tariff levels
and quotas on manufactured products, Japan’s market at the end of the
phasing in of current tariff reductions will be no more closed than that
of the United States. Indeed, given informal U.S. “quotas” in the form
of orderly marketing arrangements, Japan’s market may well be less
closed. In terms of government procurement, standards, inspections
and testing requirements, and foreign investment and service sector
restrictions, Japan has made substantial progress in removing barriers,
but more needs to be done to make its market as open to imports of
products, services and capital as that of the United States. Other
factors, such as administrative procedures, regulatory requirements,
business practices, and cultural and social barriers, are very difficult to
compare. It is our judgment, however, that these informal barriers
make it especially difficult for foreigners to fully penetrate Japanese
business and society,

In sum, the Group believes that Japan is not yet as “open” as the
United States to foreign imports, capital, and influences. On the other
hand, Japan appears to be generally meeting its international obliga-
tions to provide equal national treatment in those areas where there are
treaties or international trade codes, and in this sense, Japan is playing
according to the rules. The Group strongly believes, however, that in
its own national interests and in the interests of a more harmonious
American-Japanese economic relationship, Japan should strive to sub-
stantially improve access to its market and society and publicize this.
The United States and Japan should provide international leadership in
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setting an example and in strengthening the institutions and practices
supporting freer flows of trade, capital, technology, human resources,
and cultural and social influences. Both societies have a great deal to

gain.

THE LEGACY OF PAST PROTECTIONISM

In the early postwar period, the Japanese market was highly pro-
tected. All international trade in goods and all foreign exchange trans-
actions were carefully monitored and regulated. Import licenses were
required, even for raw materials. All foreign investment and foreign
exchange transactions required prior approval.

Beginning in the early 1960s, however, and continuing to this day,
there has been an extensive liberalization of tariffs, quota restrictions,
and capital restrictions both as a result of unilateral Japanese measures
and Japan’s assumption of broader international obligations upon join-
ing such institutions as the GATT, IMF, and OECD. This liberalization
process is described in a paper in the appendix.

Trade liberalization was often politically painful for the Japanese,
while seeming painfully slow to non-Japanese. Viewed in terms of
other economies, Japan’s liberalization has occurred in a relatively short
period, but viewed in terms of Japan's economic expansion, it was
tardy. Moreover, the protectionism of the earlier period has left im-
portant legacies, both in foreign perceptions of the Japanese market by
those whose experiences with Japan were formed in the earlier period
and in Japanese bureaucratic orientations and regulatory and adminis-
trative survivals of the earlier era which still inhibit market access. We
will examine a number of controversial elements and recommend steps
needed to root out the remaining elements of Japan’s protectionist
past.

TARIFFS AND QUOTAS

Japan’s remaining tariff and quota barriers to trade in manufac-
tures are comparable to those of other developed countries. Significant
tariff reductions were agreed to during the Tokyo Round of Multi-
lateral Trade Negotiations, amounting to cuts of almost 60 percent on a
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trade-weighted basis on industrial products of interest to the United
States. As a result of Japan’s tariff reduction commitments, its average
tariff level on GATT-bound industrial products (on a trade-weighted
basis) *vill be on , 3.2 percent by the end of the eight-year period for
phasing in MTN-agreed-to tariff cuts. Whether GATT-bound or applied
duty rates are used as the basis of calculation, Japan’s average tariff
levels on industrial products will be lower than U.S. tariff levels on
comparable products by the end of the implementation of the GATT
Tokyo Round reductions in 1987.

As for quotas, Japan now has quotas for only five manufactured
products, the most significant being leather goods. As in the case of the
American market, formal industrial quotas are not an important barrier
to access to the Japanese market for manufactures. Indeed, because
Japan has agreed to orderly marketing agreements on voluntary re-
straints on some of its exports to Western Europe and the United States,
it now is far more the victim of other countries’ formal and informal
quotas than a perpetrator of quota restrictions in international trade in
manufactured goods.

We believe that both Japan and the United States should continue
their long-term efforts to reduce tariffs and quantitative restrictions on
the basis of reciprocity and most favored nation treatment.

FOREIGN EXCHANGE CONTROLS AND FOREIGN
INVESTMENT

The level of American and other foreign investment in Japan is
relatively low compared to foreign investment in other advanced coun-
tries. In fact, companies with 25 percent or more foreign-owned
equity account for only 4 percent of total Japanese manufacturing
sales and only 2 percent of total business sales.

Generally, the preferred vehicle for foreign direct investment in
most countries has been the wholly-owned subsidiary; this in fact is the
principal means by which American firms have entered foreign markets
and Japanese and European firms have entered the American market.

In Japan, however, government restrictions throughout most of
the postwar decades severely discouraged foreign businesses from estab-
lishing wholly-owned subsidiaries and limited their participation in the
Japanese market to minority joint ventures, sales through trading com-
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egulatory compliance. Since March 1980, foreign manufacturers have
veen permitted to apply for JIS marks.

Very substantial recent progress has been made in the area of
standards promulgation, testing, and approval procedures. Both Japan
and the United States signed the Standards Code negotiated at the
} N, providing for greater public visibility of governmental procedures
for establishing and modifying standards. In addition, the United
States and Japan reached in 1979 a bilateral standards agreement to
address specific bilateral problems. The agreement provides for arrange-
ments for acceptance of foreign test data in selected product such as
electric appliances and some agricultural chemicals. The regulations on
stability tests for new drugs were revised in April 1980 to allow accept-
ance of foreign test data, and foreign test data for animal vaccinations
have also been accepted.

Foreign representatian in Japanese government, industry, and joint

istitutions which develop, modify, and administer standards presents
problem in some industries. Japanese authorities appear ready to
~xtend foreign access to standard setting procedures, testing, and certifi-
ation processes. On some standards setting bodies like the Joint Indus-
ry-Government Electrical Standards Committee, foreign participation
--as recently been permitted.

Another recurring problem has been that Japanese standards have
been based on design rather than performance criteria. A foreign prod-
uct may not be approved for importation due to a difference in design
even though it may have performance characteristics similar or superior
to approved Japanese products.

Finally, the lack of effective appeals procedures under Japanese
law serves to discriminate against new or foreign competitors and prod-
ucts. The more decentralized discretionary nature of the Japanese
bureaucracy makes foreign firms fear that formal appeals will be in-
effective and potentially counterproductive. Both the Japanese govern-
ment and the American business community should make efforts to
improve the workirigs of these procedures.

We applaud the recent bilateral and multilateral standards agree-
ments and urge Japan and the United States to continue to reduce
barriers to trade in the administration of health, safety, environméntal,
and industrial standards.
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CUSTOMS VALUATION AND CLASSIFICATION

Foreign producers have long complained about Japanese customs
valuation and classification procedures. One recurrent problem as
been the use of “customs uplift” by Japan, raising the import valuation
for tariffs and making the customs cost higher and more unpredictable
for the foreign producer. Another problen as been the instances of
arbitrariness and inconsistency in customs classification. Interpreta-
tions may vary by port, and decisions made by local customs officials
are difficult to appeal. Although an appeals procedure does exist,
foreigners are afraid to use it for fear of reprisals by the local officials.

Many of the customs problems appear to have been or are being
addressed. The new GATT code on customs valuation establishes a
uniform procedure based on transaction value and should minimize the
application of uplifts. The Ministry of Finance in July 1980 established
Customs Counselors in chief ports to give advice on problems of tariff
classification, valuation, reduction, and exemption from customs duties.
We applaud this step and hope Japan will continue to monitor potential
customs problems.

ADMINISTRATIVE GUIDANCE

One of the most difficult aspects of the Japanese economic system
for non-Japanese to understand is the nature of the government-business
relationship. The more embracing set of consultations between the
private and public sectors and less of an adversary relationship than in
the United States lend substance in some American eyes to the concept
of a “Japan, Inc.” This image presents a very false and misleading im-
pression of the Japanese economy. It is also very harmful to United
States-Japan economic relations because it creates the false impression
that Japan can manipulate exports and imports at will. Business does
not meekly respond to government fiat nor is government the creature
of business.

Most Japanese, however, do acknowledge the existence of govern-
ment reliance on administrative guidance, usually describing the in-
formal means by which the government attempts to influence business
without resorting to legislative or regulatory measures as would be the
case in the United States. While administrative guidance is part of the
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°nd the small size of most retail outlets. In Japan, about 85 percent of
.2tail establishments have less than four employees; the comparable
figure in the United States is 65 percent.

A simpler pattern of distribution has now developed for handling
many categories of consumer goods. This pattern, whereby large
primary wholesalers purchase directly from producers and channel
goods directly to retail outlets without participation of secondary
wholesalers, is the predominant purchasing method used by large-scale
retail stores. It is also prevalent in the home electric appliances
industry where production is dominated by a few large-scale manufac-
turers.

There is a trend in some industries for producers to supply retailers
directly, such as in the automobile industry. This pattern, however, is
typical of only a very small part of the Japanese economy.

Japan’s economy will be dominated by small producers and small-
scale retailers for some time to come. Given this structure, the use of
intermediaries is inevitable. Wholesalers make available to the small-
scale retailers a broad selection of products the retailer could never
identify himself; they play a major role in transportation, storage,
dividing shipments, and packaging; and they often provide financing.

The distribution system is a fact of economic life in Japan, which
discriminates against new market entrants both foreign and domestic.
Yet, some non-Japanese companies have applied their expertise in
exploiting the inherent inefficiencies of this system and have done well
in marketing their products in Japan. We believe that although the
Japanese distribution system is complicated, the exporter willing to
patiently study the system, carefully select the best channel for his
products, and spend the money necessary to develop the market, can
effectively and profitably market his products through the Japanese
distribution system.

BUSINESS PRACTICES

In the private sector, there are significant differences in the nature
»f commercial relations in Japan and the United States. Japanese com
nercial relations depend on a number of long-term, non-quantifiable,
ind often personal variables. American commercial relations, on the
sther hand, stress more immediate and quantifiable price and cost
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considerations. In Japan, commercial disputes are typically resolved
by negotiation and compromise rather than through the use of legal
documents, lawyers, and courts.

Japanese corporate group or Kkeiretsu procurement practices are
often regarded as a considerable obstacle to foreign marketing strategies.
The stringent quality and after-sales service demands of Japanese con-
sumers also tend to favor domestic suppliers more accustomed to pro-
viding such services as a normal part of a transaction.

In this context, it is important that exporters to Japan understand
and try to use to their advantage Japanese business practices.

For instance, Japanese firms have a strong preference of developing
long-term, stable business relationships rather than engaging in spot
transactions using whomever happens to be the lowest cost supplier at
the time. After-sales service is an important part of this strategy.
Among Japanese companies the period and scope of after-sales service is
seldom precisely defined in contract provisions. Rather, it is under-
stood in an all-embracing sense. In contrast, in the United States, the
terms for after-sales service — the extent of the supplier’s responsibility
for stocking spare parts, holding periodic inspections, granting technical
services, and the like — must be clearly set down in the written contract.

In Japan, socializing and maintaining close personal relationships
among business partners are important for succeeding in business in the
longrun. Even in making the initial approach, it is advisable that the
initial contact be made by a suitable third party. In starting negotia-
tions, a personal visit to the Japanese enterprise is preferred over send-
ing a business letter. As Japanese enterprises usually make decisions by
group consensus, it is necessary to proceed step by step, moving up
through the hierarchy of the company structure.

SOCIAL AND CULTURAL FACTORS

Despite all that has been done and can be done by law and policy
to open the Japanese market, Japanese culture presents many difficult
barriers to foreign penetration. As an island country closed to the
world for several centuries, Japan entered the modern era a highly
homogeneous society. It had a unique culture that the Japanese people
properly have been determined to preserve. Despite Japan’s assimila-
tion of Western technology and culture, the Japanese have succeeded



a remarkable degree in maintaining their own values and forms of
social intercourse. With these, they have also maintained a sense of
" |ueness and separateness.

This sense of separateness, which has been reinforced by Western

ndice and discrimination against Japanese, has made it difficult for
... Japanese to fully participate in the international community, in
spite of the high degree of interdependence linking Japan economically
and politically with other countries. While foreigners are treated as
honorable guests in Japan, they remain guests no matter how long th8y
stay. This is reflected in Japan’s overly complicated immigration and
visa laws and procedures.

The difficulty of the Japanese language for non-Japanese to learn
undoubtedly also contributes to foreign perceptions of Japan as a
closed society. With the Japanese language’s unique structural charac-
teristics, its complex writing system (which includes the use of Chinese
characters and two separate phonetic syllabaries), its rich vocabulary
and subtle forms of expression, not many Westemers have achieved
working fluency in Japanese and only a handful can be said to have
“mastered” it. Although the Japanese are hardly to be blamed for the
complexity of their language or the failure of the foreign businessmen
to devote enough time to its study, its difficulty contributes to a
general sense of Japanese society as closed and impenetrable.

We believe that while it is the primary responsibility of those who
want to work in Japan to accommodate to the Japanese culture and
society, the Japanese government should encourage greater communi-
cation and social interaction with the international community. We
»~ve made a number of recommendations along this line in Chapter I.

OPENING THE JAPANESE MARKET

Twenty years ago, the American market was already substantially
ien. Japan’s market was very closed, the consequence of wartime
licies and postwar economic weakness. Since that time, Japan has
1de some substantial progress in liberalizing market access, although

as our survey has shown, much more needs to be done if Japan is truly
to exercise leadership on behalf of an open world trading system.
Progress will take time, especially when it comes to those business
practices and cultural traits which are deeply imbedded in Japanese
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society. Just as the United States cannot legislate “‘export conscious-
ness,” Japan cannot legislate “import consciousness.”

The Group, however, believes that there are measures which Japan
can take to further open its market and to remove real and symbolic
trade irritants. We also believe that there are measures which the
American government and business community should take to improve
American access to the Japanese market.

The Creation of an Office of Trade Ombudsman

A major problem of Japanese trade policy has been those bureau-
cratic attitudes, practices, and regulations inherited from an earlier pro-
tectionist era. While some of Japan’s government ministries have become
sensitive to broader international trade policy issues, others are much
more domestically oriented and are reluctant to consider the inter-
national impact of their decisions or review the special problems of
foreign importers. The decentralized and discretionary nature of the
Japanese government compounds this problem. Often there are no
clear higher channels of appeal, or foreign businesses do not exercise
appeal rights, fearing retribution.

Bureaucratic rigidities should not be an obstacle to trade with
Japan. We believe it essential that some Japanese ministries traditional-
ly more oriented toward domestic considerations take greater cogni-
zance of the international consequences of their decisions. Japan could
address trade import problems more effectively if appropriate govern-
mental institutions were created to help resolve interagency conflict.
These institutions would als: e symbolic of Japan’s commitment to an
open market and open world trading system.

We, therefore, urge the Prime Minister of Japan to establish a
powerful central office for the consideration and resolution of trade
problems. This office should act as a government-wide ombudsman for
trade and investment issues. Governmental regulations having trade
significance administered by domestically oriented ministries could be
reviewed by the office. It is important that the office not be attached
to a single ministry, and that it has power to intervene in administrative
processes. It should be staffed with highly qualified individuals with
technical expertise and experience in other governmental ministries.

We believe that this office should deal with broader policy issues as
well as with company-specific complaints regarding market access to
Japan.
























32

trade dispute of 1977 — 78 over the liberalization of Japanese beef
citrus quotas could have escalated into a bilateral crisis. It is
ous that Japanese agriculture is now, and will be for some time to

e, the target for trade liberalization pressure as there are protec-
..-.ist agricultural quotas and other measures protecting its domestic

sector which deny full access to a market in which the United

's is highly competitive.

We believe there are significant opportunities to further enhance
muwally beneficial complementarity in the United StatesJapan
agricultural relationship. In this chapter, we will consider ways and
means of so doing through the further opening of the Japanese market
for American exports, the restructuring of the Japanese agriculture to
develop a more efficient and internationally competitive farm sector,

id the achieving of appropriate measures of food security.

1HE HIGH COST OF AGRICULTURAL PROTECTIONISM

Japanese agricultural and marine product imports substantially
increased during the period of high Japanese economic growth. From
1965 to 1979, imports of agricultural products alone increased three
and a half times. During the same period, the number of agricultural
and marine product items subject to import quotas decreased from 73
to 22. Also, the number of items under residual import restrictions has
decreased from 103 agricultural itemsin 1962 to 17 presently. Thus, it
can be said that Japan has substantially liberalized agricultural trade in
the process of economic growth.

Nevertheless, the fact that Japan still retains agricultural quotas
assure that agricultural trade will continue to be an issue in American-
Japanese economic relations. While farmers in both countries receive
protection against competitive foreign agricultural imports, Japan’s
level of protection is much higher and affects the bilateral economic
relationship much more seriously. The fact that the price of rice paid
to Japanese producers is about three times the world price is the most
obvious measure of the extent of the Japanese government’s agricultural
protectionism.

This protectionism is very costly. It has been estimated that the
resource cost of agricultural protectionism in Japan was $15 billion in
1977 — 78, more than half of Japan’s gross agricultusal output. This
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is not only expensive for Japanese consumers and taxpayers; it also
hurts Japanese farmers by discouraging higher-productivity growth in
the agricultural sector. There is ample evidence that Japan could be an
efficient and competitive producer of a number of agricultural
products, but a basic restructuring of its food policies are required. * e
fact is that Japan is now making a much greater effort to protect
existing inefficient patterns of agricultural production rather than
adjusting to a new, more competitive pattern. The immediate goal of
policy should be the narrowing of the gap between world market prices
and domestic agricultural prices.

Both governments, but especially Japan, should reduce protection
of their farm sectors. In this respect, the shift in emphasis in Japan’s
food policy away from a particular percentage of - self-sufficiency and
toward more flexibility can be welcomed.

Agricultural protection in Japan reflects social welfare policies
toward the farm sector and is sustained by the political influence
wielded by a highly organized agricultural community. Clearly, a
politically and economically viable policy of reducing import barriers to
agricultural products must be accompanied by means of providing
income stability for Japan’s farmers.

We recommend that Japan continue its efforts to shift away from
the use of quantitative restrictions on agricultural imports and to
ultimately eliminate them by redirecting support policies so that inter-
national prices are more adequately reflected in determining the level
of domestic price supports. Today, quota restrictions reflect domestic
pricing considerations rather than the balance of payments necessity.
However, quota restrictions permit much of the extra cost paid by the
consumer to be reaped by the importer with a quota share, not by the
farmer. In order to eliminate such quantitative restrictions, the Japa-
nese government should make comprehensive study of protective
measures, psicing policies, restructuring of agriculture, and other
factors. Although the Japanese experience with deficiency payments
on mild products and soybeans show that the deficiency payments
system may not improve productivity in the Japanese context, it should
be considered as one of the possible alternatives. e Japanese govern-
ment needs to carefully study the economic and budgetary implications
of the use of deficiency payments.

During the period that quota restrictions remain in use, the appli-
cation of such restrictions should be predictable and information on












































