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Preface

On June 23, 1988, the United States International Trade Commission instituted
investigation No. 332-255, “Report on the Pros and Cons of Initiating Negotiations with
Japan to Explore the Possibility of a U.S.-Japan Free Trade Area Agreement.” The
investigation, conducted under section 332(g) of the Tariff Act of 1930, was in response
to a request from the Senate Committee on Finance. The study contains a summary of
views of recognized authorities on U.S.-Japan relations on the pros and cons of entering
into negotiations with Japan to explore the possibility of establishing a U.S.-Japan free
trade area agreement.

Notice of this investigation was given by posting copies of the notice at the Office of
the Secretary, U.S. International Trade Commission, Washington, D.C., and by
publishing the notice in the Federal Register (53 F.R. 24503, June 29, 1988) (app. C).

A public hearing in connection with this investigation was held in the Commission’s
hearing room on July 27, 1988 and testimony was received from interested parties.

The information contained in this report was obtained from a number of sources,
including fieldwork, interviews and written submissions.
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Executive Summary

The genesis of the concept of a Free Trade
Agreement between the United States and Japan,
as enunciated by U.S. Ambassador to Japan Mike
Mansfield, was a perception that a history of
bilateral trade disputes has had a corrosive effect
on the overall U.S.-Japan relationship. Pointing
to generally good political and security relations
and growing economic interdependence, in the
fall of 1987, Ambassador Mansfield offered the
FTA concept as an alternative to the present
piecemeal approach to negotiations with Japan.
He suggested that it could serve as a possible
mechanism for more productive, less highly
charged negotiations on bilateral trade issues.
Many participants in the Commission’s study
noted that such an agreement might not be in the
form of a traditional FTA dealing strictly with
tariffs, quotas, and other formal border barriers to
trade.

Relatively few participants in the Commission’s
investigation viewed the possibility of entering into
FTA negotiations with Japan as a totally negative
and unworthwhile exercise or, on the other hand,
a totally positive and useful approach. The
watchword was “caution.” The vast majority of
participants adopted one position or the other as a
starting point, but noted their concerns or
reservations about the viewpoint they were taking
as well as conditions that might cause it to change.
Moreover, no clearcut differences of opinion
could be distinguished based upon participants’
professional vantage points—U.S. Government
officials, academics, and business persons voiced
similar ideas and concerns on many of the same
issues.

Nearly all of the people whose views were
obtained in this investigation shared Mansfield’s
belief that the present methods of handling trade
disputes engender some degree of bitterness and
frustration on both sides of the Pacific. However,
few in the United States were optimistic that
alternative negotiating approaches, including an
FTA, would produce better market-opening
results. Many of the remaining barriers are
embedded in the Japanese economic system and
culture, they believed, and are not easy to address
via a single comprehensive agreement such as an
FTA. Furthermore, many U.S. participants
believed that differences in industrial structure,
business practices, legal systems, languages, and
social customs would make it very difficult, if not
impossible, to realize the goal of truly free trade
between the United States and Japan. Some
participants believed that the United States’
present approach to trade negotiations with Japan
is appropriate and successful, particularly in
resolving specific problems. However, a number
of these individuals pointed to a need for
improving the U.S. trade policy decisionmaking
apparatus and for employing negotiating resources
more effectively.
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Participants also expressed concern about the
effects of a bilateral FTA agreement with Japan
on the multilateral framework of the GATT and
on third countries. Most recommended that the
United States first take stock of its goals in
negotiations with Japan, see how recent changes
in exchange rates and Japanese domestic policies
play out, and have a better idea of the prospects
for the Uruguay Round before undertaking a
major trade policy initiative such as an FTA. A
few participants offered specific alternatives to an
FTA such as managed trade, bilateral trade
commissions, or a limited agreement on issues
such as financial matters, services, and intellectual
property.

Other participants believed it is both possible
and desirable to develop a better way of resolving
U.S.-Japan trade disputes, and thought that an
FTA or similar type agreement could accomplish
this aim. These individuals often claimed that the
present confrontational, ad hoc approach has
contributed to a deterioration of overall
U.S.-Japan relations. They suggested that a more
coherent, systematic, and regular means of
handling trade issues might be the outgrowth of
exploring and concluding a bilateral FTA.
Advocates of this position seemed to have in mind
a comprehensive and ambitious agreement,
something that would go beyond a traditional
FTA, such as the U.S.-Canada FTA, to include
domestic policies that adversely affect trade.

Supporters of the FTA approach often
admitted that it might be difficult to remove all of
the remaining barriers in the Japanese market
through FTA negotiations alone, but argued that
even exploring the idea could lead the two
countries to a better understanding of the
problems and potential of the U.S.-Japan
economic relationship. Many supporters of the
FTA approach counseled for taking great pains to
ensure that any potential agreement is GATT
consistent. A number also called for leaving the
door open to participation by other countries at
some future date.

Advantages of the FTA approach

Some participants in the Commission’s
investigation said that the FTA approach offers
certain advantages. It could enhance the ability
of the United States to achieve its market-
opening objectives with Japan by improving the
negotiating climate and providing a better sense of
direction to U.S.-Japan trade negotiations. It
might also give a needed stimulus to the Uruguay
Round and encourage other countries to be more
forthcoming in opening their markets to U.S.
firms. A number believed “exploring the
possibility” could provide an opportunity for a
reassessment of and improvement in the domestic
policymaking process with respect to Japan.



Among the most commonly cited benefits are
that it could:

Improve the political atmosphere for negotia-
tions with Japan

Give formal recognition to the already
substantial economic relationship between
the United States and Japan.

Elevate U.S.-Japan trade policy to a status
equal to military and political concerns.

Improve the atmosphere of negotiations
because the forum, goals, and timetable
would be mutually agreed upon.

Create a less confrontational and regular
dispute settlement mechanism to resolve
problems prior to resort to Section 301 or
the GATT.

Enhance U.S. ability to achieve trade
objectives

Compel a reassessment of U.S. goals in
trade with Japan and the establishment of
U.S. negotiating priorities.

Provide a better mechanism for identifying
and addressing remaining systemic barriers
in Japan—such as the distribution system—
than the current product-by-product
approach.

Enhance U.S. leverage by providing a “big
carrot” to offer Japan.

Provide a vehicle for developing rules in
“new areas,” such as services, investment,
and intellectual property.

Be a more appropriate means for dealing
with Japanese domestic policies that have
an impact on trade—such as enforcement
of antimonopoly laws, industrial policy, and
financial market regulation—than the
present “fair” trade approach.

Help focus and shift Japanese government
and public thinking about imports and open
access.

Confer economic benefits

Compel removal of remaining formal
barriers to trade, such as those affecting
agriculture in Japan and autos in the United
States, as well as force an evaluation of all
existing informal barriers against a yardstick
of “free trade.”

Provide economic benefits in the form of
trade creation, greater economic efficiency,
more competition, and lower consumer
prices.

Encourage U.S. firms to take greater
advantage of opportunities in the Japanese
market.

Support other U.S. trade objectives
e Stimulate action in the Uruguay Round by
signalling U.S. willingness to pursue
bilateral options wunless there are
meaningful results in areas like services and
intellectual property.

® Be a ready “second best” alternative if
GATT talks fail.

e Stimulate market-opening overtures by
other nations, such as Taiwan and Korea,
seeking to ensure continuing access to the
U.S. market.

® Provide leverage to deal with potential
damage to U.S. commercial interests arising
out of the European Community’s
integration efforts (1992).

Disadvantages of the FTA approach

A number of participants thought the FTA
approach could detract from the United States’
ability to secure opening of the Japanese market,
exacerbate present bilateral tensions, undermine
the multilateral trading system, and damage
relations with third countries.

Among the most commonly voiced opinions
against an FTA are that it could:

Worsen the political climate for negotiations
with Japan
® Result in false expectations, raise the
political stakes, and set in train a process
that could compel negotiators to reach a
deal even if it is not in the United States’
best interests.

® Have adverse consequences for the overall
relationship between the United States and
Japan if the approach failed, or if an
agreement were concluded but did not
work.

® Not eliminate the need for resort to
pressure tactics, since it is virtually
impossible to resolve thorny trade issues,
such as agriculture and construction,
without raising them to Japan’s highest
political levels.

Not produce meaningful improvement in
market access in Japan )

® Not produce real market opening, since:

- Japan’s tariffs on manufactured goods
are already among the world’s lowest
and Japan retains few quotas or other
official barriers to imports.

— A single agreement is unlikely to be
adequate to secure change of formal
barriers which are imbedded in Japan’s
economic system and culture, such as
industrial targeting, the distribution
system, and agriculture.

— The less formal problems of doing
business with Japan—such as a “Buy



Japan” mentality, the close knit
relationships among Japanese business
and government, and restrictive business
practices—are difficult or impossible to
remedy through an FTA.

® Negotiations on an FTA would result in
stalling by Japan and distract limited U.S.
negotiating resources from important,
specific trade problems.

Impose economic costs

® Result in adjustment difficulties for major
manufacturing industries in the United
States, such as steel, autos, machine tools,
and textiles.

® Cause a worsening of the U.S. bilateral
trade deficit with Japan, given the United
States’ well developed distribution and
marketing channels for imports and its
consumer-driven economy.

® Result in trade diversion. Consumers
would buy some products from Japan
instead of lower cost foreign suppliers,
because the difference in their cost is
smaller than the preferentially waived duty.
Since the Japanese goods cost more to the
United States as a whole (because no duties
would be collected), trade diversion is a
loss to the U.S. economy.

Frustrate realization of overall U.S. trade
objectives

® Have an adverse impact on the multilateral
framework of the GATT because the
United States is viewed as the linchpin of
the global trading system.

® Derail the Uruguay Round by calling into
question the commitment of the round’s
two leading proponents. Such a failure may
further diminish the GATT’s relevance to
present commercial  realities, thus
encouraging tit-for-tat, unilateral measures

and the formation of regional blocs to
address pressing commercial concerns.

® Have an adverse impact on U.S. relations
with countries such as the European
Community, Asian countries, Australia,
New Zealand, and others:

— Encourage the EC to develop a “fortress
Europe” mentality, by reinforcing those
who are willing to disadvantage U.S. and
Japanese interests in the EC’s efforts to
complete the internal market by 1992.

- Reduce U.S. credibility to obtain redress

for the adverse effects of other
countries’ bilateral or regional
arrangements.

— Damage commercial and foreign policy
relations with other Asian nations, an
area of growing importance to both the
United States and Japan.

— Force the United States and other
countries into bilateral relationships with
Japan, limiting opportunities to bring
multilateral pressure to bear on “the
Japan problem.”

Alternative approaches

Some participants offered one of four general
alternative approaches to pursuing discussions
about trade issues with Japan other than an FTA:
(1) developing a series of broad economic
understandings with Japan; (2) managing the
bilateral relationship through numerical goals; (3)
developing new institutions to handle bilateral or
regional issues; or (4) trying other methods of
negotiation or using certain goals in trade talks.
Other ideas suggested instead of a U.S.-Japanese
FTA included limiting negotiations to tariff
elimination and creating a dispute-settlement
mechanism, negotiating trade liberalization with
like-minded countries if the Uruguay Round fails,
or concluding an agreement with Japan covering
financial matters, services, or intellectual
property.



Introduction

In recent years, the U.S. Government has
explored the use of bilateral instruments to
advance U.S. trade and commercial policy
objectives. Bilateral free-trade area (FTA)
agreements with Israel and Canada have been
among the results of this policy thrust.
Increasingly, decisionmakers have been asked
whether FTA’s would be useful policy tools to
handle relations with other trading partners as
well.

What is an FTA? In the most “traditional”
sense, an FTA may be defined as an agreement
that eliminates tariffs or other border measures
between countries, although even the GATT, in
including “other restrictive regulations” in its
description of FTA’s leaves the door open to
broader interpretations.! In fact, during the
1980’s both multilateral agreements (e.g. the
Tokyo Round Codes) and bilateral agreements
have increasingly addressed “nontraditional” or
nontariff measures that restrict trade, thus lending
greater scrutiny to countries’ domestic regulatory
affairs.

U.S. Ambassador to Japan Mike Mansfield
has proposed in recent speeches and articles that
the United States and Japan might benefit from
exploring the possibility of negotiating a bilateral
FTA agreement or some similar type of
arrangement. Concerned that nearly continuous,
often highly charged confrontations over a long
list of sectoral issues have had a corrosive effect
on the overall U.S.-Japan relationship,
Ambassador Mansfield has suggested that, “The
United States should switch from approaches
which politicize trade issues, exacerbate friction,
raise emotional stakes, erode public support. .
and risk undermining both countries’ commitment
to the alliance.”

Ambassador Mansfield suggests that FTA
negotiations could serve to set trade problems
against a larger backdrop of substantial and
growing commercial ties and a strong political and
military alliance, enabling both countries to deal
with the entire economic relationship in a
comprehensive and constructive fashion. This
would put U.S.-Japanese trade relations on a
sounder footing, a top priority in his view,
considering that it may take some time for recent
market-opening agreements to take hold and for
macroeconomic forces to rectify major imbalances
in U.S. and Japanese economic performance.

! GATT article XXIV:8(b) defines a free-trade area as a
“group of two or more customs territories in which duties
and other restrictive regulations of commerce... are
eliminated on substantially all the trade between the
constituent territories in products originating in such
territories.” An FTA differs from a customs union in
that a customs union is “the substitution of a single
customs territory for two or more customs territories” and
“substantially the same duties and other regulations of
commerce are applied by each of the members of the
union to trade of territories not included in the union”
(article XXIV:8(a).

Just exploring the feasibility of an FTA or similar
agreement would be a beneficial exercise,
Mansfield claims, since it would provide an
occasion to reevaluate the relationship, to review
existing agreements and forums, and to determine
how best to handle future trade problems.
Although personal conceptions of the exact nature
and scope an FTA may differ, Mansfield and
others apparently envision an FTA with Japan as
extending to important nontariff measures, as did
the agreements with Israel and Canada.2

In his formal submission for the record,
Ambassador Mansfield raises a number of
questions with important bearing on the
advisability of entering into negotiations on an
FTA with Japan. Are longstanding U.S.
objectives of market access and free and fair trade
with Japan appropriate? Has the escalation of
bilateral trade friction harmed overall U.S.- Japan
relations? Would the present approach, or a
consolidated FTA approach, more efficiently
employ U.S. negotiating resources? What is
envisioned by the term FTA when applied to the
United States and Japan? Are product-by-
product and sector-specific talks appropriate in
some cases and would an FTA subsume or restrict
them? Can an FTA work, given profound
differences in business traditions and economic
systems? Are there adverse third country
reactions and side-effects to consider? Would
there be ill effects on multilateral institutions and
negotiations now underway? These concerns also
ranked high in the minds of participants who
offered their opinions to Commission staff in this
investigation. Ambassador Mansfield’s
submission can be found in Appendix A.

Senator Byrd’s proposal

On January 14, 1988, Senator Robert Byrd
met with Japanese Prime Minister Takeshita and
proposed that both sides begin independent
studies on the advantages and disadvantages of
initiating negotiations with the ultimate goal of
establishing a free trade area. Senator Byrd
reiterated his proposal in a letter to the Prime
Minister on January 28, 1988. Apparently in
response to Senator Byrd’s proposal, Japan’s
Ministry of Foreign Affairs and Ministry of
International Trade and Industry undertook
preliminary analyses of a bilateral FTA; other
studies are also underway within the Japanese
Government and private sector.3

The Finance Committee request

On June 15, 1988, the Commission received a
request from the Senate Committee on Finance to

2 For example, both agreements contained provisions
covering trade in services. The agreement with Canada
covered certain investment, government procurement, and
standards issues.

3 In addition to the studies already begun by the Ministry
of Foreign Affairs and Ministry of International Trade
and Industry, Japan’s Ministry of Finance apparently
began its own study in August 1988.



provide the Committee with a summary of views
of recognized authorities on U.S.-Japan relations
on the pros and cons of entering into negotiations
with Japan to explore the possibility of establishing
a U.S.- Japan free trade area agreement.

The Commission was requested to summarize
the views on an FTA that could include the
eventual complete elimination of all tariffs and
other restrictive regulations of commerce on
substantially all trade between the two countries,
the removal of barriers to investment and trade in
services, and the guarantee of adequate protection
of intellectual property rights. The Committee
also asked the Commission to clearly identify
special characteristics of the Japanese economic
and political system that the experts believe would
render the completion of an FTA less than ideally
effective, and to present the experts’ suggestions
for alternative ways the United States should
approach them. The Committee’s request is
reproduced in Appendix B.

In response to the Committee’s request, on
June 23, 1988, the Commission instituted
investigation No. 332-255 under Section 332 of
the Tariff Act of 1930. As part of its
investigation, the Commission sought the views of
persons having direct experience in U.S.-Japan
trade negotiations, U.S. businesses having
experience in the Japanese market, academics
with an expertise in U.S.-Japan relations, U.S.
officials and U.S. business representatives in
Tokyo, and Japanese Government officials.
Direct interviews, the primary research method,
were conducted with a total of 122 individuals! in
the United States and Japan. The Commission
received 34 written submissions and a public
hearing on the matter was held on July 27, at
which witnesses presented their views (see
Appendix C for a list of the written submissions
and witnesses at the Commission hearing).

In its investigation, the Commission endea-
vored, in the short time available, to contact as
many persons as possible known to have
knowledge and experience in the area. The

! The breakdown by group is as follows: U.S. executive
branch (26); Congressional staff (13); former high-level
U.S. officials (7); U.S. academics (19); Japanese
Government officials (9-principals only); U.S. private
sector (12); other foreign government officials (3); other
non-government experts (13); Japanese business
representatives (4); Japanese academics and journalists
(3); U.S. officials in Tokyo and Osaka (13).

views summarized in this report reflect the
opinions and concerns of the individuals
interviewed, submitting written statements, or
testifying (hereinafter collectively referred to as
“participants” in the investigation). The report
does not reflect an independent assessment by the
Commission on the pros and cons of entering into
such negotiations.

Senate staff indicated that the candid views of
persons involved in trade relations with Japan
were desired, and that it probably would only be
possible to obtain such frank opinions on an
unattributed basis. Virtually all U.S. government
officials offered their personal, rather than
official, views and requested anonymity. The
Commission decided that a minimal level of

- attribution was desirable in order to protect the

confidentiality of sources who wished to remain
unattributed and to maintain impartiality in
reporting opinions. However, some identification
of the group or background of individuals
expressing a particular view has been provided
when such delineations were possible and
meaningful.

A standard questionnaire was not used in this
investigation. = Answers to questions posed in
interviews generally drew on the strengths and
experiences of individual participants. Therefore,
on some points or issues it was not possible to
accurately determine whether “a majority” shared
a particular opinion. Where a clear majority of
participants did express an opinion, it is clearly
indicated as such.

Organization of the report

This report consists of three parts: an
executive summary, a background section, and a
summary of expert views. In order to give readers
some context for Ambassador Mansfield’s call for
an exploration of the free trade area concept, a
brief recap of recent U.S.-Japan trade
negotiations is provided in the “background”
section, along with data on exchange rates and
merchandise trade. The summary of expert views
follows, with separate chapters summarizing their
views on (1) market access in the United States
and Japan, (2) the present negotiating approach,
(3) the possible advantages of an FTA, (4) the
possible disadvantages of an FTA, (5)
implications of FTA negotiations for relations with
third countries and (6) the multilateral trade
system, and (7) alternative approaches put forth
for consideration.



Background

Faced with  heightened  international
competition, ballooning U.S. trade deficits, and
concerns about securing a “level playing field” for
U.S. firms in international competition, the
United States has engaged Japan in nearly
continuous negotiations over trade matters during
the past decade. (The U.S. trade deficit with
Japan nearly doubled from 1983-87, to $57.1
billion, accounting for 36 percent of the United
States’ total deficit in merchandise trade.) This
intensive U.S. focus on barriers in the Japanese
market has led to the identification of a number
of formal and informal practices that inhibit U.S.
exports and to a series of agreements intended to
secure their removal.! At the same time, Japanese
suppliers have made substantial inroads in U.S.
and foreign markets, posing adjustment challenges
for a number of major U.S. industries. The result
has been the imposition of voluntary and formal
restraints on a number of U.S. imports from
Japan, including automobiles, carbon steel,
specialty steel, textiles, machine tools, motor-
cycles, and semiconductors.

Over the course of the past ten vyears,
America’s focus in market-opening negotiations
with Japan has shifted from more generic issues,
such as the restrictive effects of Japanese
government procurement procedures, standards
certification system, and industry targeting, to the
removal of barriers affecting particular industries
or products. Mainline industries, such as autos
and steel, have moved down from the top of the
negotiating agenda as competition in high-
technology industries has intensified. Throughout
the period, there has been tension between the
goal of securing equal opportunities to compete in
Japan, largely through procedural changes, and a
more result-oriented approach aimed at actual
increases in U.S. sales. In the meantime, Japan
has moved from the adoption of “packages” of
trade-related measures to more focussed efforts to
resolve outstanding product-specific disputes. A
chronology of major bilateral developments can
be found in Appendix D.

Existing bilateral forums

The U.S. Government and the Government of
Japan discuss bilateral trade issues at a number of

1 The bilateral agreement on Nippon Telegraph and
Telephone procurement; Japan’s changes in numerous
laws governing standards and certification;
market-oriented, sector-selective (MOSS) talks on
telecommunications, medical equipment, and
pharmaceuticals; Japan’s new procedures for the
procurement of supercomputers; and the agreement of
public works construction all stemmed from the U.S.
efforts to secure procedural changes in Japanese domestic
practices. Japan has also removed or lowered formal
border barriers as a result of U.S. demands, including
quotas on beef, citrus, fish products, and certain
processed agricultural products, and tariffs on forest
products, cigarettes, aluminum, and chocolate
confectionery.

levels. Issues may be raised through regular
negotiating channels, ad hoc approaches may be
employed, and technical or specialized issues may
be handled by “expert groups.” Regular forums
include the Economic Subcabinet,2 the Trade
Committee,3 and the Structural Economic
Dialogue,* which each meet approximately every
6 months. Experts’ groups have also been set up
from time to time to handle specialized issues such
as the Industrial Policy Dialogue, the High Tech
Work Group, and the recently formed experts’
group on intellectual property issues. Highly
contentious issues are often broken out of these
forums, however, particularly when allegations of
“unfair” trade have been made. Thus, the
semiconductor, legal services, supercomputer,
public works construction, and beef and citrus
issues were all handled by ad hoc groups formed
under the threat of U.S. action under Section 301
of the Trade Act of 1974 or through resort to the
GATT.

Specialized negotiations have also been
undertaken to address market-access problems in
specific sectors even when violations of existing
trade agreements were not alleged. The so-called
MOSS (market-oriented, sector-selective) negot-
iations were an intensive effort to get at all
barriers to U.S. exports in four key product areas
and involved subcabinet-level U.S. officials, Japan
specialists, and technical specialists. In addition
to these forums, it is common to set up a regular
review of outstanding agreements. For example,
regular bilateral consultations on the agreement
on procurement by Nippon Telegraph and
Telephone are conducted each year.

2 The U.S.-Japan Economic Subcabinet is a
subcabinet-level bilateral forum co-chaired by the U.S.
Undersecretary of State for Economic and Business
Affairs and Japan’s Deputy Foreign Minister.
Representatives of each country’s respective agencies
dealing with trade and economic matters regularly
participate in these meetings. The Economic Subcabinet
serves as a forum for reviewing and exchanging views on
a broad range of bilateral and global economic issues of
mutual concern, both trade and financial. It generally is
not a forum for negotiations per se.

3 The Trade Committee is chaired on the U.S. side by
the Deputy United Stated Trade Representative and on
the Japanese side by the Director General of the
Economic Affairs bureau of the Ministry of Foreign
Affairs. Each side is composed of an interagency
delegation of trade-related agencies. The Trade
Committee is a regular forum for reviewing bilateral trade
issues. Although is is not formally a negotiating vehicle,
it is often the first official forum for raising trade issues
of major concern to either country.

4 The Structural Dialogue was formally established in
1986 and is co-chaired on the U.S. side by the
Departments of State and Treasury at the Subcabinet
level. The Japanese side is co-chaired by Japan’s
Ministry of Foreign Affairs, Ministry of International
Trade and Industry, and Ministry of Finance. It was
established to provide a regular opportunity for both
governments to explore the relationship between domestic
and structural economic issues and external imbalances.
Its terms of reference specifically state that it is not a
negotiating forum. Essentially, it involves an exchange
of views on domestic issues, such as the distribution
system, land policies, credit and savings policies, budget
deficits, etc., and their impact on external accounts.
The group’s last meeting is scheduled for October 1988.



Within the United States Government,
different groups of officials, in several agencies,
are responsible for different issues. For example,
negotiations on Japanese market access are
generally handled by different people than those
officials negotiating agreements to restrain imports
into the United States. Technical experts handle
a number of issues such as government
procurement, standards, intellectual property, and
export controls. The amount of give-and-take
between issues is generally limited, and for a
variety of reasons, tradeoffs are usually not made
between various industries.

The Office of the United States Trade
Representative is formally responsible for
coordinating the interagency process in the U.S.
Government and for conducting trade
negotiations with foreign countries. However,
other agencies take the lead on certain issues: the
Commerce Department on export controls and
dumping matters; the Treasury Department on
financial market issues and alcoholic beverages;
the Department of State on the Economic
Subcabinet and the Structural Economic
Dialogue, as well as coordinating responsibility for
the MOSS talks. The Departments of State and
Transportation exclusively handle civil aviation
issues and the Department of Justice holds annual
consultations with Japan’s Fair Trade Commission
in conjunction with the Federal Trade
Commission.

In Japan, the Ministry of Foreign Affairs and
the Ministry of International Trade and Industry
(MITI) are the two primary players. However,
other Ministries play an important role: the
Ministry of Agriculture, Forestry and Fisheries
has the lead for agriculture and fisheries; the
Ministry of Finance for tariffs, financial
regulation, cigarette distribution and alcoholic
beverages; the Ministry of Health and Welfare for
labeling requirements and food sanitation laws;
the Ministry of Construction for public works
construction; and the Ministry of Education for
patents and copyright issues.

Many recent negotiations with Japan on
specific issues have not involved an exchange of
concessions between the United States and Japan.
Rather, the United States has sought redress from
Japan for barriers that limit market access for
U.S. products and services without believing it
appropriate to offer anything in return. This
approach has been followed either because the
Japanese practice is seen as burdensome and
unreasonable, because it appears to nullify or
impair concessions granted by Japan under
agreements, or because the United States feels it
is the “wronged” party in some sense.

A number of trade issues have been resolved
during the course of these negotiations. However,
the manner in which agreements are reached and
implemented  varies. Some  negotiated
compromises become formal bilateral agreements,
but many take the form of less formal

understandings, such as an exchange of letters, a
jointly issued report, or unilateral Japanese action.
Thus, none of the so-called MOSS agreements are
in fact agreements, the supercomputer issue was
resolved by an exchange of letters and unilateral
Japanese = domestic = measures, and the
semiconductor dispute resulted in a bilateral
“understanding” and a series of less formal side
letters.

Trade and exchange rates

During 1983-87, the relationship between the
Japanese yen and the U.S. dollar underwent a
dramatic change. From January-March 1983 to
January-March 1985, the dollar appreciated
against the yen from 235.74 yen/U.S. dollar, to
257.68 yen per dollar. Since early 1985, the yen
has strengthened against the dollar considerably,
reaching 187.88 yen per dollar in January—March
1986, 153.17 in January-March 1987, and
128.00 in January-March 1988.

Japan’s trade with the world

Japan’s trade with the world during 1983-87
was marked by growth in exports significantly
exceeding its growth in imports. Japan’s exports
rose by 57 percent during the S-year period, from
$147.0 billion in 1983 to $231.3 billion in 1987.
Imports into Japan rose by 19 percent over the
same period, from $126.5 billion in 1983 to
$150.9 billion in 1987. During this period,
Japan’s trade surplus rose by 292 percent, from
$20.5 billion in 1983 to $80.4 billion in 1987.
After widening sharply throughout the early
1980’s, Japan’s surpluses on current account and
merchandise trade declined both absolutely and
relative to GNP from 1986-1988, according to
Japan’s Ministry of Finance:

Merch-
Current andise
acct. Ratio trade Ratio
surplus to GNP surplus to GNP
Fiscal year ($ billions) (percent) ($ billions) (percent)
1985 ..... 565.02 3.8 61.6 4.2
1986 ..... 94.57 4.5 101.6 4.9
1987 ..... 84.54 3.3 94.3 3.7
1988
(est.) .. 72.00 2.6 81.0 3.0

According to Japan’s Economic Planning
Agency, Japanese economic growth has been
fueled by domestic demand in the last three years:

Real Contribution by
economic
growth Domestic Foreign
Fiscal year rate demand Demand
1985 ....... 4.4 3.7 0.8
1986 ....... 2.6 4.1 -1.5
1987 ....... 4.9 6.0 -1.0
1988
(est.) .... 3.8 4.7 -1.0




According to the Ministry of Finance, Japan’s
imports of manufactures have risen steadily from
1983-87, both in absolute and relative terms:

Share of

manu-

factured
Import of goods in
manufactures Growth from total

Calendar (100 million previous year imports
year yen) (percent) (percent)
1983 ....... 365 16.1 28.2
1984 ....... 408 11.8 30.3
1985 ....... 410 0.6 31.5
1986 ....... 552 34.8 44 1

1987 ....... 739 33.8 45.6

According to MITI, import penetration has
increased for some consumer products, such as
35mm cameras (50 percent), calculators (50
percent), portable radios (60 percent), toys (40
percent) and clothing (40 percent).

Japan’s trade with East Asia

During the past five years, Japan has
registered substantial increases in imports from
the newly industrialized economies
(NIE’s)—South Korea, Taiwan, Hong Kong, and
Singapore. Many of the increases took place
during 1986-87. Japan’s imports from Korea and
Taiwan rose by greater magnitudes than did
Japan’s imports from Hong Kong and Singapore.

According to statistics of the Japan Tariff
Association, Japan’s imports from Korea rose by
140 percent, from $3.4 billion in 1983 to $8.1
billion in 1987. Japan’s imports from Taiwan rose
by 172 percent over the same period, from $2.6
billion to $7.1 billion. Japan’s imports from Hong
Kong during 1983-87 rose by 133 percent, or
from $669 million in 1983 to $1.6 billion in 1987.
The value of Japan’s imports from Singapore rose
by 39 percent over the same period, from $1.5
billion in 1983, to $2.0 billion in 1987.

Japan’s exports to the Newly Industrialized
Economies (NIE’s) also increased from 1983 to
1987, with most of the increases taking place
during 1986-87. Japan’s exports to Korea rose by
120 percent during the 5-year period, from $6.0
billion to $13.2 billion, and exports to Taiwan
rose by 123 percent, from $5.1 billion to $11.3
billion. Japan’s exports to Hong Kong rose by 68
percent, from $5.3 billion to $8.9 billion from
1983-87. During the same period, Japanese
exports to Singapore rose by 35 percent, or from
$4.5 billion to $6.0 billion. Japan maintained

unbroken trade surpluses with all four countries
during 1983-87.

U.S. trade with the world

During 1983-87, the U.S. trade deficit with
the world increased by 184 percent, from $55.6
billion in 1983 to $158.2 billion in 1987. U.S.
exports rose by 21 percent, from $201.1 billion in
1983 to $243.9 billion in 1987. U.S. imports rose
by 57 percent over the period, from $256.7 billion
to $402.1 billion.

U.S. trade with Japan

U.S. imports from Japan rose from $40.9
billion in 1983 to $84.0 billion in 1987, or by 105
percent. Over the same period, U.S. exports to
Japan rose from $21.2 billion to $26.9 billion, or
by 27 percent. The bilateral trade deficit with
Japan rose from $19.7 billion in 1983 to $57.1
billion in 1987, a 190 percent increase.

During 1983-85, the share of imports from the
United States in Japan’s total imports was 20
percent. This figure rose to 23 percent in 1986,
but declined to 21 percent in 1987. The share of
imports from Japan in total U.S. imports rose
from 16 percent in 1983 to 22 percent in 1986,
and accounted for 21 percent in 1987.

The proportion of Japan’s total exports
reaching U.S. markets rose from 29 percent in
1983 to 37 percent in 1987. The share of total
U.S. exports that went to Japan was 10 or 11
percent in each year in the same five year period.

Manufactured goods accounted for nearly all
(96 percent in 1984-87) of U.S. imports from
Japan.? U.S. exports of manufactured goods
accounted for a lower (42 percent in 1987), but
increasing, share of U.S. exports to Japan.

In dollar terms, U.S. imports of manufactured
goods from Japan rose from $39.0 billion in 1983
to $80.4 billion in 1987, or by 106 percent (see
figure 1). U.S. exports of manufactured goods to
Japan rose from $7.5 billion in 1983 to $11.2
billion in 1987, a rise of 49 percent. The bilateral
trade deficit in manufactured goods rose from
$31.5 billion in 1983 to $69.4 billion in 1986 and
fell slightly to $69.1 billion in 1987, representing
an increase of 120 percent over the S5-year
period.

! Manufactured goods are defined as goods classified in
sections 6 (manufactured goods classified chiefly by
material), 7 (machinery and transportation equipment),
and 8 (miscellaneous manufactured articles) of the
Standard International Trade Classification (Revision 2)
of the United Nations. U.S.-Japan trade data is
disaggregated on a one-digit SITC basis in Appendix F,
tables 5-7.



Figure 1
U.S. trade with Japan: Manufactured and other goods, 1983-87
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Summary Of Views

This section summarizes the views of the
experts interviewed by Commission staff, making
formal submissions, or participating in the
Commission’s hearing on the possible advantages
and disadvantages of the FTA approach, as well
as their suggestions for alternative approaches to
U.S.-Japan trade relations.! Views on the present
negotiating approach, market access in the United
States and Japan, and the implications of FTA
negotiations for third countries and the GATT are
also presented.

Several points should be kept in mind in
reviewing the material. Although the Senate
Finance Committee’s request was for a summary
of the pros and cons of “entering into negotiations
with Japan to explore the possibility of establishing
a U.S.-Japan free trade area,” persons presenting
their views to the Commission generally found it
difficult, if not impossible, to separate their views
on “exploring the possibility” from their views on
the advisability of actually concluding a free trade
area agreement. Therefore, most of the
comments that follow should be interpreted as
covering both. A number of individuals did raise
special concerns about the exploratory process
itself, or felt that it offered special advantages;
these are specifically identified as such.
Participants also offered observations about
problems in access to the Japanese market, the
present U.S. negotiating approach towards Japan,
and U.S. trade policy generally, in an effort to
explain why, relative to the present situation, an
FTA might or might not be an appropriate
approach. However, because these comments did
not always fit neatly into “pros” or “cons” of a
U.S.-Japanese FTA, they are reported separately
in sections that follow.

The majority of participants did not have in
mind a precise definition of a U.S.-Japan FTA.
Most agreed that, at a minimum, an FTA should
fit the GATT article XXIV definition that entails
elimination of “duties and other restrictive
regulations” on “substantially all the trade”
between countries. Some participants saw an
FTA as an agreement that mainly (or most
successfully) addresses tariffs and quotas while
others viewed it as a vehicle that could cover a
broad range of trade restrictive measures. A few
participants viewed the term FTA as referring, in
general, to a comprehensive bilateral economic
relationship, yet others insisted that FTA is not
the correct term or type of agreement to cover a
broad economic agenda. The majority referred to
an agreement that would be more comprehensive
than a traditional FTA covering mainly tariffs and
quotas. Some participants envisioned an
agreement that would cover services, investment,
the distribution system, intellectual property, and
a dispute settlement mechanism.

! Comments in quotation marks are most often drawn
from formal submissions and interview notes. In the case
of interviews, the Commission endeavored to ensure that
the quote accurately reflects the statements of the
participant, although verbatim transcriptions were not
made.

Judgments about the wisdom of pursuing
FTA negotiations with Japan appeared to reflect a
number of underlying assumptions. Views on the
importance of trade policy relative to political and
strategic considerations, U.S. goals in trade
negotiations, the effectiveness of the present
negotiating approach, the openness of the
Japanese market, the difficulty of removing
remaining Japanese barriers, and the issues that
would be on the table in any FTA negotiations
had significant bearing on each individual’s
judgement on the advisability of entering into
FTA negotiations with Japan. Perceptions about
the usefulness of the GATT generally, and as a
means of redressing U.S. concerns about
Japanese trading practices, also affected their
views on the FTA approach. Finally, the sense of
importance individuals placed on managing the
U.S.-Japan trade relationship, relative to overall
U.S. trade policy and to U.S. relations with other
countries, was an important consideration.

Overview

Relatively few participants viewed the
possibility of entering into FTA negotiations with
Japan as a totally negative and unworthwhile
exercise or, on the other hand, a totally positive
and wuseful approach. The watchword was
“caution.” The vast majority of participants
adopted one position or the other as a starting
point, but noted their concerns or reservations
about the viewpoint they were taking as well as
conditions that might cause it to change.
Moreover, no clearcut differences of opinion
could be distinguished based upon participants’
professional vantage points. U.S. government
officials, academics, and business persons voiced
similar ideas and concerns on many of the same
issues. From an overall perspective, therefore, it
would be misleading to portray the views received
by the Commission in strictly black and white
terms. Rather, the picture that was presented by
most individuals was a mixture of optimism,
pessimism, skepticism, and hopefulness.

A majority of participants cautioned against
entering into negotiations on an FTA on the
grounds that it would not provide significantly
improved market access or substantial economic
benefits for the United States. Many believed
that FTA negotiations with Japan would tend to
focus primarily on formal barriers to trade, not on
what they saw as the more important but less
visible remaining barriers to U.S. sales, such as
the distribution system. Moreover, they did not
think such issues could be successfully addressed
in the context of FTA negotiations. Most U.S.
participants believed that differences in industrial
structure, business practices, legal systems,
languages, and social customs would make it very
difficult, if not impossible, to realize the goal of
truly free trade between the United States and
Japan. Many cautioned that FTA negotiations
carried with them substantial risks and feared that
what Japan wants most out of negotiations is to



avoid U.S. trade laws, particularly retaliatory
action under Section 301.

Nevertheless, these individuals often
acknowledged that the current aggressive U.S.
negotiating strategy may have contributed to an
overall deterioration of the bilateral relationship,
and thought there might be some benefit to
tackling issues more  systematically and
dispassionately. In certain areas, such as
intellectual property, it was widely recognized that
a more cooperative approach might be
appropriate. Indeed, a number of individuals
within and outside the Government believed that
the growing interdependence of the two
economies has fundamentally altered the
negotiating environment. U.S. and Japanese
participants, whether or not they favored the FTA
approach, recognized Japan’s importance as a
supplier to the United States, its growing direct
investment in U.S. facilities, increasing U.S.
dependence on Japanese technology in areas such
as electronics and telecommunications, and its
growing role in U.S. financial markets. A number
of present and former U.S. negotiators believed
that these linkages have major implications for
U.S. policy formulation. At the same time, many
U.S. officials warned that competition in high
technology—particularly in areas such as
superconductivity, biotechnology, and new
materials—is intensifying and could lead to
bilateral tensions in the future.

A large number of participants, including
negotiators and private sector representatives,
were concerned about the effects of a bilateral
FTA agreement with Japan on the multilateral
framework of the GATT and on third countries.
They feared retaliatory protectionist moves, trade
diversion, and a weakening of the multilateral
trading system. However, a number of these
individuals stated that if an FTA were GATT
consistent, outward looking in avoiding harm to
other countries, or inclusive of other countries,
they might favor negotiations. Many who were
adamantly or partially opposed to FTA for a host
of other reasons indicated that they might favor
such an approach sometime in the future if the
Uruguay Round stalled, if the EC’s program to
“complete the EC internal market” by 1992
turned out to be, in fact, a protectionist “Fortress
Europe,” or if there was a movement towards
creation of other trading blocs.

Nearly all stated that U.S.-Japan relations
would benefit from a more coherent and
prioritized U.S. trade policy. A number also felt
that movement away from the present mode of
intense U.S. pressure, into a situation in which
Japan begins to see liberalizing steps as in its own
self-interest, would substantially improve the
negotiating environment. Although Japanese
movement in the direction of liberalization was
widely recognized, many participants seemed to
think that continued confrontations on the trade
front were likely and healthy, given the fact that
the United States and Japan are intense economic

competitors as well as staunch political allies.
Present negotiating forums and approaches were
seen by a number of individuals, particularly
current U.S. negotiators, as being sufficient and
appropriate vehicles for tackling such issues as
they arise.

Other participants, both in the United States
and Japan, felt it is time to consider a new
approach, believed it is both possible and
desirable to develop a better way of resolving
trade disputes, and thought an FTA or similar
type agreement could accomplish this aim. Many
of those who favor the FTA approach tended to
believe that confrontational U.S. tactics have
contributed to a deterioration of overall
U.S.-Japan relations, without necessarily resolving
some of the underlying barriers to U.S. market
access in Japan. These individuals argued that an
FTA would force the United States to develop a
more coherent and prioritized approach to
U.S.-Japan trade relations and yield an improved
atmosphere for trade negotiations. They
suggested that an FTA would strengthen the
already substantial economic and political ties
between the United States and Japan. FTA
negotiations might also result in the creation of a
more regular and systematic mechanism for
resolving specific problems and a long-term
vehicle for tackling difficult issues remaining on
the bilateral agenda.

Advocates of this position seemed to have in
mind a comprehensive and ambitious agreement,
something that would go beyond a traditional FTA
to cover a range domestic policies that adversely
affect trade, such as the distribution system and
antitrust enforcement. Some compared their goal
to the European Community’s present integration
effort, whereas others envisioned a U.S.-Japan
FTA that entailed stronger commitments than
those expected from the Uruguay Round in areas
such as services and intellectual property.
Supporters of the FTA approach often admitted
that it might be difficult to remove all of the
remaining barriers in the Japanese market through
FTA negotiations alone, but argued that even
exploring the idea could lead the two countries to
a better understanding of the problems and
potential of the U.S.-Japan economic
relationship.

It was generally held that an FTA would need
to include some type of dispute settlement
mechanism. However, many U.S. participants
suggested that the United States should retain its
ability to use Section 301, as it did under the
U.S.-Canada FTA. Because they recognized that
the United States and Japan both have a
substantial stake in the maintenance of the
multilateral trade system and in fostering good
relations with third countries, many supporters of
the FTA approach counseled for taking great
pains to ensure that any potential agreement is
GATT consistent. Some also called for leaving
the door open to participation by other countries
at some future date.



Perceptions About Market Access

A number of individuals offered their
perceptions about remaining problems in market
access with Japan in an effort to provide some
context for their views on the advisability of
entering into exploratory negotiations on an
FTA. Most of the U.S. participants, especially
businesses and non-governmental experts,
believed that the Japanese market is much more
closed than the U.S. market. America’s
deviations from free trade, such as quotas and
“Buy-America” restrictions, were viewed by many
in the United States as being limited and fairly
transparent. Despite the removal of a number of
formal barriers and generally low tariff rates in
Japan, many Americans asserted that foreigners
seeking to do business there face formidable
obstacles. Most (though not all) Japanese
participants, in contrast, tended to emphasize the
limited number of formal barriers remaining in
Japan and the importance of U.S. restrictions on
imports of certain manufactured goods such as
steel, autos and semiconductors.

In general, the United States was seen as
offering open access to its markets for most
manufactured goods, as well as to markets for
financial, legal, and construction services. Many
also felt that Japan has benefitted from open
access to U.S. scientific laboratories and retail
distributorships, and that its ability to freely
acquire U.S. companies and to build upon their
marketing and supplier networks was a substantial
plus. However, the majority also acknowledged
that the United States has formal or informal
quota restrictions in major areas, such as textiles,
steel, autos, and machine tools. In addition, a
few non-governmental experts pointed out that,
from the Japanese viewpoint, there are other less
visible barriers in the U.S. market, such as
Buy-America requirements, State banking laws
and regulations, and State licensing and
registration procedures for lawyers, architects, and
engineers.

Japan’s market was seen by a number of U.S.
participants as highly resistant to imports,
particularly to nonconsumer goods. However,
perceptions about the significance of remaining
Japanese barriers and their fundamental intent
was often directly related to participants’
experiences in Japan or their policy vantage point.
For example, persons who had faced difficulties in
marketing their products in Japan or those with
direct negotiating experience on difficult issues
were more likely to describe the Japanese market
as being closed. Representatives of large
companies that have been successful in
establishing a presence in the Japanese market or
those closely involved with successful negotiations
in particular industry sectors were likely to report
that the Japanese market, although a challenge, is
relatively open with only a few remaining barriers.

It was generally agreed by the majority of
participants that the most important remaining

barriers affecting U.S. access to the Japanese
market are not formal, border barriers such as
tariffs and quotas, but are less visible barriers.
Most of the remaining barriers in Japan were seen
as being rooted in business practices and
relationships fundamental to the Japanese
economy and society. Japan’s opaque and
informal decisionmaking process, the labyrinthine
distribution system, technical and regulatory
requirements, a “buy-Japanese” mentality,
industry targeting, patent infringement, and lax
antitrust enforcement were among the most
commonly cited impediments to U.S. firms.
Many people believed that Japan’s market is
particularly resistant to imports of industrial
goods, such as machinery, manufacturing
equipment, and industrial supplies. In many
cases, support for, or opposition to, an FTA was
related to whether the individual believed that
such less visible, informal barriers could be
addressed in the context of FTA negotiations.

Some of these impediments to U.S. market
access were generally referred to as
industrial-structural barriers, such as close
relationships between Japanese manufacturers
and suppliers, legal and social restrictions that
effectively prevent takeovers, a desire to control
“excessive competition,” the less preeminent role
of price in Japanese purchasing decisions,
Government policies that encourage high rates of
saving and discourage consumption, and financial
arrangements that permit Japanese companies to
adopt strategies that may only pay off over the
long term. Another type of barrier consists of
societal factors that influence Japanese purchasing
or importing patterns, such as the language, the
noncontractual nature of the society, and its
emphasis on group participation, consensus-
building, full employment, and promotion by
seniority. Separately or in some combination,
these less visible barriers surface in the form of
“buy national” attitudes, the industrial groupings
(keiretsus), the dango system of dividing up
construction contracts, industrial targeting, and
loose enforcement of the antimonopoly law.

In the eyes of a majority of participants, these
intangible barriers tend to make foreign
penetration of various sectors of the Japanese
economy difficult and limit foreign access to the
distribution  system, foreclose  investment
opportunities, and minimize effective patent and
copyright protection. Some of these same factors,
such as the high costs of establishing
distributorships and close supplier relations, were
recognized by both U.S. and Japanese experts as
making it difficult for new Japanese producers to
penetrate the Japanese market as well. One
academic offered, “. some of it is really
institutional, part of the Japanese system. There
is a good deal of cross ownership of shares and as
a result companies have a very stable shareholder
base. That reduces risks for managers. When
they’re deciding to buy something they prefer
their traditional suppliers: they have worked with
them for a long time, they have proved to be



reliable, the two companies have jointly developed
products and technology. So foreign suppliers
have to cross that extra hurdle.”

A number of representatives of large U.S.
companies or trade associations indicated that
they have been successful despite such barriers.
Some contended that there are no more barriers
in Japan than in other foreign countries and the
real problem for U.S. firms is that they lack the
patience and ability to commit to the Japanese
market over the long term. Others said the
problems are with U.S. competitiveness, not
Japanese barriers. A number of U.S. business
and Government officials lamented the fact that
U.S. companies had not more actively taken
advantage of the market opening steps Japan has
taken over the past S-years.

Nevertheless, the fact that some U.S.
companies have been quite successful in Japan
seemed to convince few U.S. participants that
Japan’s market is open. Some felt that, although
the system can often be worked successfully,
foreigners will always fundamentally be outsiders.
Other former negotiators and current government
officials claimed that U.S. firms seeking to
compete head-on with Japanese companies in
targeted or strategic sectors would formally or
informally be kept out. Some claimed that in the
past U.S. businesses often had to license key
technologies in order to obtain access. As one
participant put it, “Some companies can be
successful, particularly if you are in a niche or if
there is no major domestic competitor in Japan.
But if you're working against the system in an
industry like construction you have to work with a
joint venture or license. It’s do-able, but if its a
real threat to an industry or sector, only do-able
up to a point.”

Other Japanese and U.S. officials cautioned
that excessive emphasis on “peculiarity” of the
Japanese market or economic system was
dangerous, disingenuous, or misplaced. As one
U.S. official said:

The “system” is an exaggerated concern.
The system for construction procurement
is more inefficient than anything else.
The distribution system is also not as
serious a problem as it is often said to be.
A system of small independently owned
stores, where large chain stores have
difficulties [entering the market] is not
unlike the “system” in New York City or
other places.

Some claimed that, despite the fact that other
institutions and considerations come into play,
price is still the driving force in economic
decisions in Japan. One academic asserted that
even though there are major entry barriers,
Japan’s natural tendency is towards intense
competition in the domestic market. In the words
of one Congressional aide, “Japan has a good
balance  between  industrial policy and
competition—even though they cooperate in some
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areas, companies really do seem to compete
fiercely within Japan.”

Perceptions about whether the remaining
barriers to foreign access could be removed by
changing Japanese Government policies or
through macroeconomic pressures affected
participants’ opinions on the usefulness of FTA
negotiations. Some experts believed that over a
long period of time, many of the barriers in the
distribution system and some of the attitudinal
barriers will break down. Several nongovern-
mental experts pointed out that many of the
barriers often assumed to be imbedded in
Japanese social customs are actually economic
behavior reinforced by practices such as discounts
and sales incentives, which can be changed.

There are differing views about the degree of
the Japanese Government’s influence over the
Japanese economy. Present and former officials
at MITI acknowledge that the Japanese
Government plays “a think tank role” and sees its
mission as galvanizing Japanese firms into
developing strategic industries. However, the role
of the Government, and particularly that of MITI,
is widely seen as having diminished since the
1950’s and 1960’s. Many Japanese firms no
longer need Government financial support,
several pointed out. - “The ironic thing,” one
individual mused, “is that we keep trying to give
MITI the control over industry which it had lost,
for example in semiconductors and autos.”
Nevertheless, one U.S. businessman complained,
and participants in Japan agreed, that “just
because Japan is changing doesn’t mean that they
are becoming more like us”. They claimed that
although the Government’s role has diminished, it
is still quite influential, particularly since Japanese
regulations and laws leave administering officials
with a good deal of discretion. A number pointed
out that the government’s role is still quite
important in new and leading edge technology
industries, such as aircraft, superconductivity, and
supercomputers.

Other participants, especially U.S. officials
and business representatives in Japan, in
particular, felt U.S. perceptions were not in step
with present economic realities. Many felt that
there have been dramatic changes in the Japanese
economy during the past few years, reflecting both
a change in policy orientation and changes
resulting from the yen’s sharp appreciation. Some
changes have been made based on
recommendations of the so-called Maekawa
report, which encouraged the shift to a domestic
demand-oriented economy. Several pointed to
increases in Japan’s imports of manufactured
goods, particularly from the NIE’s, as evidence
that the Japanese economy was substantially
influenced by market forces. One business person
said, “In the two years since the appreciation of
the yen, they’ve done more industrial
rationalization than we’ve done in 15 years.”

Other nongovernmental experts pointed to a
renewed sense of confidence, strength, and
international responsibility as the Japanese have



come to realize that their economy can grow even
as exports decline. A more open, outward
oriented perspective, especially among the
younger generation, is reflected in shifts in
Japanese imports, some claimed. In addition to
structural changes and the gradual erosion of
barriers through macroeconomic forces, bilateral
negotiations are credited with producing real sales
results in areas such as cigarettes, chocolate
confectionery, and beef.

Some essentially believed that the presence
or absence of barriers in Japan and the manner in
which they are addressed are only minor factors in
alleviating U.S.-Japanese trade problems. Several
people noted that even though there are still
barriers to market access in Japan, the real causes
of the current high U.S. trade deficit with Japan
are macroeconomic. Thus, these individuals
suggested that the solution to the problem lies in
macroeconomic adjustments such as reducing the
budget deficit and encouraging savings.

Other nongovernmental experts and some
U.S. government officials thought that exchange
rate policies were the key to breaking down
remaining barriers in Japan. “The biggest success
[in opening the Japanese market] will come if you
keep the Japanese yen strong enough for long
enough so that things like the distribution system
and traditional supplier relationships begin to
break down.”  These participants tended to
believe that more emphasis should be placed on
enhancing the role of neutral economic forces and
less on resolution of particular barriers.

Perceptions About The Present
Negotiating Approach

A number of individuals reflected upon the
present approach for handling U.S.-Japan trade
problems as a backdrop for their comments on
the advisability of entering into FTA negotiations.
Participants expressing views on the present
negotiating approach fell into three categories:
those who felt that it was appropriate and
successful, those who felt it worked but had
become concerned about the toll it has taken on
overall U.S.-Japan relations, and those who
thought that it was counterproductive or
ineffective. Some individuals claimed that
problems in the management of U.S.-Japan
relations were symptomatic of problems in U.S.
trade policymaking generally.

The approach is successful

Many U.S. participants stated that significant
progress has been made under current policies
through a combination of high-level attention and
diligent, working-level support. As one
nongovernmental expert said, “Most of the time
we can get what we really want out of the
Japanese.” The U.S. Government was viewed as
having an important and legitimate role in
securing a “level playing field” for U.S. business
in foreign markets. Indeed, some stated that the

more aggressive U.S. trade stance adopted since
1985 was overdue.

A number of persons, including business
persons and non-governmental experts, believed
the present U.S. approach to trade relations with
Japan has been effective in eliminating specific
barriers and containing U.S. pressures for
protection. Pointing to liberalization in the areas
of beef and citrus, public works construction,
telecommunications, technical standards, and
cigarettes, many of those with direct experience in
negotiations said that the two countries have
tackled and solved most prominent irritants in the
bilateral relationship over the past 5 years or so.
As one U.S. official put it, “This sense of failure is
an optical illusion. In fact, bilateral market access
negotiations have solved problems. Once issues
are settled they are settled. We don’t hear about
cigarettes anymore. Trade negotiations don’t lead
to friction, they solve it.”

Indeed, the U.S. Government was seen by a
number of participants as getting better at
identifying American interests and working the
Japanese system to defend them. Coalition
building, developing direct relations with
influential Japanese politicians and taking their
case directly to the Japanese public were all seen
as tactics that had been employed by U.S.
negotiators with growing skill in recent years. It
was also suggested that a growing consensus about
“hanging tough” with Japan has developed among
trade policy makers in the United States. One
U.S. official admitted that U.S. trade policy is
essentially ad hoc, but credited the Admini-
stration’s own initiatives for showing a sense of
priority and focusing on sectors in which the
United States has a strong comparative advantage.
Given the importance of foreign pressure and high
visibility in securing changes in Japan, many
negotiators defended present U.S. tactics as
necessary and worth the friction that may result.
As one U.S. negotiator put it, “When has Japan
ever changed a trade policy in the absence of
confrontation?”

Many of those who believed the current
approach is successful think that it is now time to
assess what negotiating options (FTA or others)
would be most advantageous at this point in
increasing U.S. trade with Japan and the world.
These participants argued that use of the GATT,
Section 301, and sectoral negotiations have been
good tools in negotiations with Japan. They
acknowledged that outstanding trade problems
need to be identified. Whether some of these
problems could be resolved through negotiating an
FTA, they say, should be the subject of careful
scrutiny. Many remaining problems can be
addressed using existing methods, they believed.

The approach works, but is not ideal

Some negotiators, nongovernmental experts,
and business persons believed that the present
negotiating approach produces results, but is
time-consuming, exasperating, and incremental.
“Nothing would thrill me more than to be able to
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sign a beautiful piece of paper and tear up my
passport,” one U.S. negotiator exclaimed, “but
I’'m afraid we’ll be doing this issue-by-issue stuff
for the rest of our lives.” A number of U.S.
interviewees expressed dismay, disillusionment,
and distrust in the wake of “endless, endless,
endless” resistance by Japanese Government
officials and business to requests for opening
Japan’s market to the free operation of economic
forces. Many likened it to “peeling an onion
layer by layer.” As soon as one barrier is
successfully negotiated a way, it becomes apparent
that there is another barrier somewhere else in the
system which continues to block imports, they
claimed.

A host of nontariff barriers were cited by some
participants in an effort to convey their frustration
with the difficulty of trying to negotiate away
Japanese barriers to U.S. goods and services, such
as proposed standards that would have required a
fundamental redesign of U.S. ski equipment
because “Japan’s snow is unique.” “Even on
small things, it’s exceedingly difficult to move the
Japanese,” one remarked. Despite recognized
market-opening steps, Japanese concessions were
often characterized as too little, too late, and, for
some individuals, a feeling of exploitation and
bitterness seemed to linger. One U.S. negotiator
remarked, “Mansfield’s got it backwards, they’re
nickel and diming us!”

Furthermore, some did not perceive existing
U.S.-Japan bilateral agreements as being fully
successful, for a variety or reasons. Some felt that
Japan’s implementation of bilateral commitments
was often not in keeping with the “spirit” of the
agreement. Others suggested that new barriers
had become apparent after the agreement was
signed, although a few admitted that the
agreements themselves never fully addressed the
real sources of U.S. problems.

Some trade negotiators suggested that the
United States should develop a better mechanism
for evaluating and pursuing trade policy
objectives, both generally and with respect to
Japan. One U.S. official admitted, “Americans
approach every negotiation as if God is on our
side. We think we are always right. We often
have not done our homework’, that is, we have
not fully studied the issue and the Japanese
situation before we begin.”

A wide range of participants, including U.S.
negotiators and Congressional staff, thought that
the present U.S. approach is biased towards
“squeaky wheels” and crisis management and
away from prioritizing, analyzing, preparing, and
following up on agreements reached. “I’'m not
saying U.S. policy has been a failure, but I do
think we’ve got to be better at setting priorities,”
one participant remarked. “Since agencies are
reluctant to prioritize one product or industry over
another,” said one person, “the United States
follows up on an industry request regardless of the
benefits or priority.” Consulting with businesses
during the policy-making process on a more
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regular and comprehensive basis would enable
policy makers to respond to a wider range of
economic interests, rather than those who
“complain loudest,” several individuals suggested.

Quite a few business persons and nongovern-
mental experts complained that trade policy in the
United States was fragmented among different
agencies and that insufficient staff and translation
resources had been devoted to negotiations with
Japan. Others suggested that industry and
technical expertise is not systematically plugged
into the trade-policy process. Some complained
that trade policy has been decoupled from overall
macroeconomic policy in the United States,
charging that the trade impact is not even
considered when undertaking major domestic
policy initiatives such as tax reform. Several trade
negotiators pointed out that macroeconomic
developments during the early 1980’s had put
trade negotiators in the unenviable position of
trying to contain the microeconomic and political
damage that ensued.

A number of government officials and
nongovernmental experts believed that the time
has come to take stock of what has been
accomplished in the bilateral relationship, and to
reevaluate America’s trade-policy goals and
approach towards Japan. However, many felt that
FTA negotiations were neither a necessary nor a
desirable context for such review, warning that at
best, it could artificially restrict thinking about
alternative approaches to trade problems, and at
worst, it could create substantial problems of its
own.

Others, including former negotiators, com-
plained that the present negotiating approach
involves too much micromanagement, too little
emphasis on long-range goals, and too few results.
They pointed to the fact that the United States
and Japan have spent a large amount of resources
and political capital resolving issues that are small
in actual or strategic terms, whereas major issues,
such as superconductivity and  satellite
procurement, are not addressed. Some called for
a “grand strategy” for Japan, such as “managing”
trade on a sectoral basis, setting deficit targets, or
reaching an agreed upon reapportionment of
global economic roles and responsibilities.

The approach is counterproductive

Some participants, particularly U.S. business
and Government officials in Japan, felt strongly
that the present issue-by-issue, confrontational
approach to U.S.-Japan trade problems had
resulted in unnecessary bitterness and acrimony.
Persons on both sides of the Pacific blamed
showmanship intended to play well to domestic
audiences for blowing issues out of proportion to
their commercial significance and for harming
traditionally friendly post-war U.S.-Japanese trade
relations. A number of participants, including
Japanese officials, felt that the United States was
employing “the same two-ton brick” to resolve
every issue, and suggested that an approach more
calibrated to particular circumstances might be



more effective and less harmful. Some also
seemed to feel that, in its zeal to demonstrate
toughness and progress on the trade front, the
United States had placed too much emphasis on
chasing foreign barriers and too little on putting its
own house in order. A number of participants in
both the United States and Japan complained that
issues become politicized almost immediately,
minimizing the chance for resolving them at a
working level or in a nonemotional context.

Others complained that Japan must share the
blame for the deterioration of relations. One
typical view was, “I understand where Mansfield
is coming from. In the final analysis, I share his
perception that trade disputes are beginning to
erode the overall relationship, but I put the blame
on both sides. Japan has benefitted from the
multilateral trading system and open access to the
U.S. market, it has a huge trade surplus. It
should have taken positive steps sooner.” Some
U.S. negotiators complained that Japan relies too
much on foreign pressure (gaihatsu) because it
has such a difficult time achieving consensus.
They claimed that Japanese Government officials
and the media “hype” disputes and U.S.
pressures in order to make it acceptable for them
to accede to U.S. demands for market opening.
“The problem is that Japan asks for foreign
pressure. They do it all the time, and frankly I
find it upsetting. And the Japanese press tends to
use militaristic terminology—U.S. interests are
’invading’ such and such market.” The inevitable
fallout, these individuals suggested, is a public
perception in Japan of a bullying and
unreasonable United States.

At the same time, Japanese officials
interviewed expressed resentment and hostility
about what were seen as relentless, unfocussed,
and often unfounded U.S. complaints. “Japan is
fed up by the stream of requests from the United
States,” one participant said. A number seemed
to bristle at what they characterized as U.S.
unilateralism and high-handedness, comparing
301 procedures to a “kangaroo court” and
complaining bitterly about U.S. obsession with
“fairness” and “right.” Several pointedly referred
to the fact that the United States has a number of
barriers, many on Japanese products, which are
quite significant in dollar terms. Others seemed to
view U.S. “high road” stands on some issues, such
as rice, as hypocritical, since the United States
maintains restrictions on sugar, meat, and dairy
products.

However, the vast majority of Japanese
participants seemed genuinely concerned that a
heightened sense of threat and competition had
led the United States down the road of “blame thy
partner” policies, as one former Japanese official
put it. Many believed that a comprehensive
reassessment of the U.S.-Japan trade and
economic relationship might enable the two
countries to identify areas in which they could
cooperate more closely in achieving shared goals
and resolving particular problems.

General observations

Some business persons and former and
present government officials regarded problems in
trade negotiations with Japan as symptomatic of
problems inherent in overall U.S. trade
policymaking apparatus. If the United States
trade-policy apparatus were improved, they
argued, trade and other relations with Japan might
improve as well. Organizational factors,
resources, and expertise were all cited as possible
weaknesses of the U.S. trade policy process.

Business representatives and academics
pointec. to organizational problems as hindering
effective formulation of trade policy and priorities
and impeding a coherent approach to U.S.-Japan
trade relations. For example, they said that
interagency rivalry within the United States has
been hindering the realization of U.S. trade
objectives. “Without a clear leadership role for
either agency [USTR or Commerce],” one
complained, “the result is no leadership.” Some
depict the present U.S. interagency process as
cumbersome. Although the views of each agency
are important, conceded one private sector
representative, it is difficult to arrive at agreement
between them.

A recurring concern of participants from all
categories, whether or not they favored an FTA
approach, and whether or not they criticized the
trade-policy apparatus, was that the U.S. lacks
staff and expertise in the trade area. Several
remarked that the United States does not have
enough trade negotiators to negotiate an FTA at
the present time. A few, including current U.S.
negotiators, argued that the United States does
not even have enough resources to accomplish the
current trade workload. Some observed that
dealing with Japan, in particular, requires
tremendous resources. One U.S. official argued
that limited resources inhibit the Government’s
ability to decide which issues are important. As a
result, the official said, “the lobbyists decide.”
The problem is seen as especially serious vis-a-vis
Japan because, argued some, Japan does have an
ample supply of well-trained trade negotiators and
analysts with a career ladder that encourages their
development. It was also noted that Japan has
access to expertise on U.S. policies through
former U.S. trade officials who are now in the
private sector while U.S. access to former
Japanese trade officials is much less extensive.

Participants from the legislative branch and
private sector called for an improvement in
several kinds of expertise and support for
negotiations. One area mentioned by participants
was quantitative analysis. One private sector
representative said that the United States has “no
mechanism to analyze industry that is directly tied
into the policy-making process.” Another
interviewee said that the United States needs, for
example, “more market analysis of the
competitive position of U.S. products and
production, as well as projections of where the
United States could expand its sales.” He also
called for serious analysis of the impact of trade
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barriers. Inadequate development and staying-
power of the country expertise necessary to
understanding foreign trade regimes, business
practices, and trade barriers were considered by
some to detract from the effectiveness of
negotiations with Japan as well as other trading
partners. The same argument was also made with
regard to industry and Japanese language
expertise.

Some participants were concerned about the
general reluctance of the U.S. Government to
devote resources to the study and examination of
trade issues. Studies are an important way to
generate thought and attention, observed some.
“Moreover, studies in think-tanks and the
academic sector cannot replace those undertaken
within the Government”, said one Administration
official. “If they do not mesh with Governmental
policy-making machinery, nothing happens,” he
said.

Some of those who criticized the current
approach believe an FTA with Japan might offer a
viable alternative but others did not. A few
argued that the current shortcomings would result
in a less than desirable agreement. They feared
that until trade policy priorities are refined, an
FTA might not achieve the goals it set out to
obtain or yield real economic and trade benefits
for the United States. Others observed that if
these problems in negotiating approach and policy
formulation were remedied, not only would
overall trade policy be more successful, an FTA
with Japan would not be necessary. Some
believed that FTA negotiations might serve to
galvanize the U.S. Government into taking more
effective action.

Advantages of the FTA Approach

Viewing the present U.S. negotiating approach
as ad-hoc and highly politicized, some participants
suggested that FTA negotiations could offer
benefits in terms of resource allocation, results,
and the health of the overall U.S.-Japan
relationship. At the same time, an FTA was seen
as the “ultimate carrot” by some, who believed
that Japan might be willing to make major changes
in its domestic policies in return for more secure
access to the U.S. market—still its number one
source of export revenue. Even those who
supported the FTA approach recognized that it
would require an extensive U.S. commitment of
time, resources, and planning in order to succeed.
The words of one academic typified this view:

This exercise could be very useful, if we
really put all the barriers the Japanese still
have on the table and do a thorough
review job. Japan wants this agreement
and the possibility of having it would be a
big incentive for them to open up. Japan
knows it can gain under an FTA and is
concerned about the Canada FTA and
EC 1992. . . . There are signs of basic
changes in Japan. This kind of agreement
could be used to give a political push for
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further changes. The time is good to
review all barriers, if it were handled
carefully, and the U.S. side is very
well-prepared.

Force a reassessment of the overall
relationship

Many participants, including U.S. business
and government officials, indicated that it is time
for a reassessment of U.S. trade goals and
objectives in the context of the United States’

overall economic, political, and strategic
relationship with Japan. Several U.S. and
Japanese participants pointed to growing

interdependence and integration of U.S. and
Japanese economies, and suggested that the
U.S.-Japan trade relationship was at a point where
a formal recognition of this phenomenon, perhaps
via a bilateral FTA or other type of arrangement,
was possible and desirable. One Japanese
government official cited indicators of this
interdependence—noting that the United States
accounts for more than one-third of Japanese
exports and one-fifth of Japan’s imports, 35
percent of Japan’s direct investment goes to the
United States, and there are “enormous” capital
flows between the two countries—and suggested
that an FTA might be “a natural development.”
U.S. officials, including former high-level
negotiators, shared the sentiment of one former
high level official who asserted, “The size of the
trading relationship, its complexity, its
interrelationship with industrial sectors of the U.S.
economy” are certainly worth exploring and
preserving.

Others believed that entering into FTA
negotiations could lead policymakers to more
closely consider how U.S. trade and commercial
interests with Japan should be treated in relation
to political and defense interests. Several U.S.
participants echoed the sentiment of the public
remarks of one U.S. official:

I do think its about time we took a look at
some of the questions that clearly need
asking . . . a global partnership between
the United States and Japan—a
partnership based on shared leadership
and mutual responsibility—is now possible
and, in fact, urgent . . . The time has
arrived to look for ways to elevate our
relationship with Japan. . . Free trade
agreement with Japan? I don’t know.
Exploring one? Why not?!

A few complained that current American
policy was exaggerating the importance of trade
barriers relative to the overall economic and
strategic relationship between the United States
and Japan. However, a number of others
believed that commercial considerations have
been given second-class status to defense, and
suggested that FTA negotiations would serve as an
explicit recognition of the importance of trade in

! Speech by Secretary of Commerce C. William Verity
before the Council on Foreign Relations, June 8, 1988.



the overall health of the U.S.-Japan relationship.
“The economic relationship drives the defense
and overall relationship, not the other way
around,” one former high level U.S. official
asserted.

Improve the negotiating atmosphere

FTA negotiations could serve to formalize and
cement the dynamic and growing trade and
financial relationship between the United States
and Japan, some participants believed, improving
the climate for bilateral discussions and setting a
positive tone for resolving outstanding disputes.
One Japanese official noted:

We spend an enormous amount of time,
energy and political resources on minor
issues—in terms of the scale of the whole
relationship, seen from an overall
perspective. Maybe it’s time to think
about a mechanism to deal with sectoral,
individual issues in a more balanced, less
politicized manner.  Otherwise, those
individual items might undermine a very
important relationship.

One of the primary emphases of persons
favoring the FTA approach was that nearly
constant bickering on the trade front had sapped
the reservoir of goodwill between the people of
the United States and Japan, exacting a cost that
they feel is excessive and ultimately harmful to
U.S. interests in trade and other areas.! On this
point, one official remarked, “The current
conduct of negotiations is causing needless friction
in Japan. In the United States, a ton of rhetoric
equals an ounce of policy. This friction has had a
bad spillover and is not solving our trade
problems.” Several participants in the United
States and Japan stated that FTA discussions
might break the din of complaints and acrimony
now plaguing the relationship by adding a new
emphasis on positive, mutual movement in the
direction of market liberalization. FTA
negotiations might provide a welcome opportunity
to switch from “talking about blame and who’s
fault it is” to talking about the real trade
problems, one U.S. business person in Japan
claimed.

A number believed that an improved
atmosphere for trade negotiations could make it
easier to resolve specific problems as they arise
and to tackle sensitive issues—such as agricultural
trade, distribution, regulatory barriers, and
restrictive business practices—remaining on the
bilateral agenda. As one participant put it, “You

' As one business person said, “Disputes arising from
such industry- and sector-specific concerns have
frequently obscured the more positive trends in
U.S.-Japan trade relations over the past decade. Indeed,
specific commodity problems which in themselves may
not be particularly significant have often been blown out
of proportion and added tension to an already strained
political situation. These industry- and sector-specific
problems consequently have serious negative repercussions
on the entire spectrum of U.S.-Japan trade, economic
and potentially political and defense relations.”

can’t argue with the premise that if overall
relations were good maybe we could handle
individual problems more peacefully and
reasonably.”2

“Lowering the temperature” could also have a
positive effect on other parts of the relationship.
Several individuals echoed the statement of one
academic who said that, “A free trade area would
be bound to improve and strengthen relations with
Japan. The agreement itself would be a
profoundly political achievement. It would signify
a special trans-Pacific relationship . . .once in
place, the free trade agreement would surely lead
to enhanced cooperation in setting macro-
economic policies and doubtless to closer
collaboration in regional and global economic and
political issues.”

Several nongovernmental experts argued that
FTA negotiations would improve the negotiating
environment by legitimizing and making clear the
goals of U.S.-Japanese trade negotiations. In the
words of one academic, “We would get more from
the structured approach of an FTA than from the
continuing stream of ad hoc requests we’re doing
now. . . What we want, though we may not realize
it, is an FTA—the removal of barriers and the
harmonization of domestic institutions. Doing it
implicitly has generated a lot of unnecessary
frustration.” Several Japanese and U.S.
participants claimed that the United States and
Japan have been moving towards a de facto FTA
already, and suggested that it might be easier to
“sell” the changes needed to make further
progress towards that aim if the two sides mutually
agreed on the goals, timetable, and forum for
bilateral trade negotiations.

A number of people believed that it would be
useful to change the nature of negotiations from
the current unilateral approach, where the United
States plays the role of demandeur and Japan the
begrudging “accused party” to a more mutual
negotiating process. At least one person said that
the current approach works to the Japanese
advantage because they can point to the United
States—both at home and abroad—as being the
“bad guy” and gain sympathy for their position as
the “innocent, harassed victim” of Japan-
bashing.

Under FTA negotiations, both the United
States and the Japanese would presumably make
concessions as well as demands. The outcome of
negotiations could be more easily cast as a “win-
win” situation, as compared with current
negotiating approaches, in which the United
States is often perceived by the Japanese public to
be the “winner” and Japan the “loser.” Some
people felt that this would also enable Japan to
view market opening as furthering its own
interests—a perception seen as crucial if more

2 A representative of Korea echoed this sentiment. “One
of the advantages is that you could identify what the
major problems are between the two countries. You
wouldn’t have to become continually highly sensitized
about trade issues.”
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ingrained discriminatory attitudes and practices
are to be turned around.

A better process for negotiations

A number of participants believe that the FTA
approach could offer certain advantages with
respect to the process and outcome of
negotiations with Japan. FTA negotiations might
enable the United States to identify and eliminate
remaining barriers in the Japanese market more
effectively. It could also result in the
establishment of a framework for dealing with
difficult issues over time and the creation of a
mechanism for resolving disputes in a systematic
and less confrontational manner.

Developing U.S. policy.—In the view of many
participants, including those in business,
government and academia, one of the primary
advantages of entering into FTA negotiations is
that it could lead to a rethinking of U.S. goals in
trade negotiations with Japan. This view was most
widely shared by those who felt that the United
States currently lacks a coherent trade policy
towards Japan and has no clear direction in its
approach to negotiations. Some believed that a
high-level decision to enter into FTA negotiations
could provide the necessary leadership to forge a
consensus among the numerous agencies involved
in setting U.S. goals and priorities. “It could help
the U.S. government get its act together,” one
participant claimed, a needed development since,
“there is no strategy now.”

Identifying barriers.—Some individuals
believed that the high pressure, crisis-oriented
nature of U.S.-Japan negotiations in recent years
can be tied to the fact that the U.S. Government
has been moving from issue to issue without
having an opportunity to undertake regular,
systematic analysis of potential problems and
remaining barriers in Japan. Some suggested that
preparing for FTA negotiations might be one way
to break out of this mode.

Many participants echoed the sentiment of
one U.S. official, “We don’t do a good job of
studying  barriers in  individual market
sectors—there are no real resources devoted to it.
We are organized along functional lines. We
spend ninety percent of our time worrying about
the hot issue of the day. We must learn what
prevents U.S. products from selling in Japan. In
any case you'll find out interesting things which
would be helpful in bilateral market access
negotiations and in advising U.S. business.”

A few participants in Japan and in the U.S.
legislative branch were concerned that the present
crisis-oriented approach means that negotiators
are dealing with symptoms, not their underlying
causes (e.g., supercomputers rather than
industrial targeting, semiconductors rather than
dumping, orange juice distribution rather than the
distribution system). As one Congressional trade
expert put it, “we’re dealing with the tail of the
dog now.” Others believed that the U.S.
Government was not sufficiently prepared to
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handle challenges coming down the road, such as
superconductivity and biotechnology. “We need
to get into the distribution system, recession
cartels, tendency to overproduce,” one U.S.
official observed, “we need to get out ahead of
industry by going after potential problems, such as
superconductivity.”

A number of participants suggested that even
“exploring the possibility” of an FTA would
provide an impetus for taking stock of existing
agreements and for evaluating, in a nonemotional
atmosphere, where the most serious U.S. market
access problems in Japan lie. The words of one
former U.S. official were typical,

Unless the issue is examined,
microscopically, unless the U.S. govern-
ment understands the dependencies,
we’re not in a good position to negotiate,
even on an ad hoc basis. Maybe at the
end of the exploratory process you’d say
it’s too difficult, but maybe you’d discover
some sectors where you could pursue it.
It’s worth asking the question, and I don’t
know any other way of doing it than by
giving deadlines, demanding results, as
might be the case if we decided to explore
this FTA concept.

One U.S. official in Tokyo suggested that
there are a number of sectors of the Japanese
economy in which U.S. sales increases have been
disappointing since the yen began appreciating on
foreign-exchange markets. He suggested that the
systematic economic analysis of entry barriers and
market failures “at the widget level,” that would
occur in preparing for an FTA negotiation, might
provide U.S. policymakers with a better basis for
determining which issues to put on the negotiating
agenda.  Another current negotiator suggested
that one reason American negotiators often say
that opening the Japanese market is like “peeling
an onion” is because they haven’t taken the time
to “chop the onion in half, and examine each
layer.”

Setting priorities.—In addition to serving as a
vehicle for identifying barriers, FTA negotiations
could lead to a better and more systematized
method of prioritizing trade issues. Under the
present “squeaky wheel” system, according to
participants in the United States and Japan, issues
move to the top of the U.S. agenda in a
haphazard and often politically driven way, either
because particular lobbyists get the ear of the
negotiators or because the problem somehow
takes on a life of its own. Several offered
examples of what they saw as misplaced priorities,
such as the small amount of attention devoted to
satellites, where the gains could have been in the
billions, compared with rice, where Thailand, not
the United States, is likely to be the main
beneficiary.

In contrast, some participants believe that if
priorities were set within the framework of an
FTA negotiation there might be a greater
likelihood that the United States would actually
make substantial gains in terms of market share or



increased exports. Some government officials and
businessmen suggested that the MOSS approach
was an example of how sectors can be chosen on
the basis of potential U.S. sales in Japan or to
develop useful precedents for addressing barriers
rooted in Japanese regulatory and administrative
practices (such as standards in the pharmaceutical
industry). Several suggested that FTA negotiations
could follow a “super-MOSS” model.

Others claimed that FTA negotiations might
provide an incentive to U.S. negotiators to put
priority on tackling the more systemic barriers in
Japan, such as the distribution system and
restrictive business practices, than the present
negotiating approach, which “rewards” U.S.
negotiators  for identifying and reaching
agreements on quantifiable barriers to specific
U.S. products and services. Others felt that
having a process to point to when special interests
“come calling” would free U.S. negotiators to
take a longer term view.

Providing a framework for negotiations.—
Another advantage of entering into FTA
negotiations is that it would provide a
comprehensive framework for conducting trade
negotiations and addressing trade issues over time.
One participant said,

A successful negotiation of a free trade
area would make easier the resolution of
future U.S.-Japan trade problems. The
agreement itself would effectively remove
some issues from contention, e.g., tariffs
and quotas, which would disappear on a
timetable. Norms for the conduct of
bilateral trade relations otherwise would
be defined in the agreement and would go
beyond the rules laid down in the GATT.
The agreement’s dispute settlement
mechanism would take the place of the ad
hoc and inevitably politicized bilateral
“negotiations” that have been customary.

In the view of many participants, a
comprehensive framework would be desirable
because it would move us towards a long-term,
regularized means of addressing trade issues.
FTA negotiations could also serve as a vehicle for
_ institutionalizing discussions on new issues and

provide a forum for followup on negotiations that
have already occurred. Other individuals suggest
that an FTA should be used as “a forum to carry
on the needed sector-by-sector discussions.”

Many participants indicated that another
possible benefit of FTA negotiations would be the
institution of a long-term, regularized dispute
settlement mechanism. Such a mechanism could
provide a less confrontational means of settling
disputes at a lower level than presently, thereby
minimizing the need for high-level political
intervention and avoiding undue rancor and
recriminations. Many participants, including
some within government, felt that the current
forums such as the Trade Committee have been
ineffective in performing this task. With the
creation of an interim consultative mechanism,

there might be less of a need to elevate disputes to
the GATT or to resort to Section 301. One U.S.
official claimed, “relations could be improved if
Japan were consulted under FTA dispute
settlement procedures before institution of any
Section 301 case.” Some believed that a joint
mechanism for handling grievances might serve to
diminish the likelihood that the United States
would feel compelled to take unilateral retaliatory
actions such as it did in semiconductors.

A Dbetter mechanism for negotiating on
remaining barriers.—A number of individuals,
including business persons, former negotiators,
and current U.S. officials, pointed out that the
United States and Japan have tackled and solved
nearly all of the barriers susceptible to elimination
by traditional means, i.e., tariffs, quotas, and
nonborder official barriers. What remains to be
done goes beyond mechanisms such as the GATT
and U.S. unfair trade law, some individuals
believed. A more mutual negotiating approach,
such as an FTA, might yield better results on
areas in which international rules have yet to be
developed, U.S. market access problems are
linked to issues of social policy, or U.S. requests
impinge on areas of national sovereignty in
economic policymaking.

Some participants involved with trade issues
noted that certain issues—such as services,
investment, and intellectual property—are “ripe
for rules.” In FTA negotiations, Japan and the
United States might be able to achieve agreements
on these issues more quickly, and perhaps more
ambitiously, than they would in the Uruguay
Round, they claimed. Such agreements might
serve as models for the Uruguay Round or future
negotiations with other countries, some said.

A number of individuals believed the FTA
approach may be a more appropriate means for
dealing with domestic economic policies that have
an impact on trade, such as enforcement of
antimonopoly laws, industrial policy, and financial
market regulation than the present
confrontational approach. “We are not talking
about tariffs and quotas. We get deeper and
deeper into the structure of the economy, and
Japan gets increasingly upset about the kind of
suggestions we make about how their economy
should be organized. . . there is a lot more the
Japanese government can do, for example in the
antitrust area, but we need the vision of a new
framework and we need to know where we want
to end up.” A number of people suggested that,
“we’re reaching the point where further pressure
from the United States will be
counterproductive.”

Many other barriers in Japan were viewed as
being fundamentally linked to issues of social
policy and industrial organization, in which
international standards have yet to be developed.
It was suggested that more cooperative, less
confrontational efforts were called for to handle
these areas, in which “fairness” and “right” are
not clearly at issue, and Section 301 might,
therefore, not be appropriate. Others believed
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that creating a framework for bilateral
negotiations through an FTA would make this
delicate and long-term task more manageable, in
both political and resource terms. “The Japanese
are saying that people would like to have cheaper
goods, but how do you take care of the four
middlemen in the distribution system. It’s not an
economic problem, but part of the larger social
and political problem of maintaining full
employment and caring for the elderly.” Others
suggested that an FTA might provide a vehicle for
encouraging Japan to undertake other needed
economic reforms, such as changing land and
credit policies and deregulating certain sectors of
the economy.

Enhance U.S. negotiating leverage

Entering into FTA negotiations could enhance
U.S. leverage over Japan, some participants
believed, thus improving the prospects for U.S.
success in gaining greater access to the Japanese
market. As one individual put it:

The United States would enter into the
negotiations as Japan’s largest overseas
market. A free trade area pact would go
a long distance toward assuring Japan that
the hugely important American market
would not be closed to Japanese goods
and services. It would also relieve the
Japanese leadership of the concern that
Japan could be the odd-nation out in an
emerging world containing a tightened
European customs union and a putative
U.S.-Canada-Mexico-Latin America free
trade area. These considerations would
give U.S. negotiators a strong initial
position.

A majority of experts from a wide range of
backgrounds believed that we would be offering
the Japanese the “ultimate carrot” in FTA
negotiations in the form of assured market access,
predictable U.S. trade policy and a less
confrontational approach to resolving trade issues.
In return, some people believed that Japan might
be willing to offer major concessions in areas of
interest to the United States, such as agriculture
and financial services. The United States has had
only limited success on a sectoral or piecemeal
basis, according to some, because there has been
no incentive for Japanese to negotiate. Some
believed that the United States could offer a large
enough inducement to Japan in FTA negotiations
to achieve broad concessions across a number of
industries rather than only in very specific areas.

Present government officials suggested that
even after an FTA is negotiated, U.S. leverage
will not diminish, “I am not afraid we will lose
leverage via FTA negotiations. Leverage is
leverage, and as long as they have a huge trade
surplus with us, we’ve got a lot of leverage.”
Several pointed out that the United States could
“presumably still retain discretion to use Section
301 under an FTA with Japan, as we can even
under the U.S.-Canada FTA,” in order to
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maintain the leverage of being able to close the
U.S. market to Japanese goods. One person said
that initiating FTA negotiations “might be a good
political move. It might put them on the defensive
and be a carrot to dangle in front of them.”

Encourage liberalizing forces already at play
in Japan

A number of government officials and
nongovernment participants suggested that FTA
negotiations might be a good vehicle for building
upon forces already at play within Japan which are
moving it in the direction of internationalization
and liberal trade. There appeared to be wide
recognition that fundamental economic changes
are occurring within Japan, partially as a result of
Government policies, the yen’s appreciation since
late 1985, and sociological factors. As a
representative of Korea said, “Japan has changed.
With the high yen, they have increased their
imports—cheaper prices encouraged them. They
are importing things they produce and even
thinking about placing quotas on Korean textiles.”
At the same time, domestic-led growth has taken
root and consumerism is increasing. According to
one participant, “There is a trend in U.S.-Japan
relations toward liberalization. To really capitalize
on this liberalization, it is necessary to have a
symbol or goal. An FTA could supply such a
goal.”

Some suggested that FTA negotiations might
be appropriate now, enabling the United States to
shape these changes in ways that advance U.S.
commercial interests. One U.S. official in Japan
observed, “Conditions might be ripe right now.
There is a real sense of confidence, an interest in,
and growing commitment to, the idea of
internationalization, opening up. Right now is a
unique window of opportunity. Japanese young
people want to be part of the world, less isolated

. . there is a sense of openness to the United
States. . .”

Many nongovernmental participants and U.S.
participants in Japan, in particular, felt that Japan
is undergoing a historic transformation, getting
ready to step onto the world stage in a bigger,
more forceful way. They pointed out that Japan is
increasingly looking at its options with countries
other than the United States and is visibly
expanding its presence in other Asian economies.
Others pointed to Japan’s concern about being
locked out of major markets in the face of the
U.S.-Canada FTA and Europe’s integration
effort. Some people suggested that a U.S.-Japan
FTA might assure Japan of continued U.S.
commitment, preventing it from becoming more
defensive and insular by turning only to Asia for
its economic and political future. “If we don’t
want to negotiate with Japan, what are we going to
do? Korea, Taiwan, and China are going to
negotiate with Japan.”

Confer economic benefits

Many  participants noted that FTA
negotiations would compel the United States and
Japan to negotiate the removal of substantially all



remaining formal barriers to trade. At the same
time, some participants believed that FTA
negotiations would make any particular barrier
look more egregious by holding the practice
against a yardstick of “free trade.” One person
commented, “An FTA would establish the
principle that trade should be free. It would force
negotiations on the exceptions. It would make
both countries confront formal and informal
barriers.”

Current government officials and nongovern-
mental experts noted that an FTA could result in
economic benefits in the form of lower prices for
consumers and increased economic welfare for
both Japan and the United States. According to
one individual, “Some of the key export benefits
to the United States would come from eliminating
tariffs on processed foodstuffs and industrial
machinery. Although Japan doesn’t have
significant tariff levels, even elimination of 4
percent tariffs has a beneficial effect.” At least
one trade association anticipated economic
benefits from a U.S.-Japan FTA.1

In addition, an FTA would force both sides to
eliminate inefficiencies in their economies. A few
participants pointed to specific sectors, such as
autos, in which the U.S. industry might become
more competitive as a result of an FTA. Other
U.S. government officials and business persons
pointed to sectors, like agriculture, where the
United States could clearly benefit from more
open access in Japan.

An FTA itself would accelerate the ongoing
process of integration between the U.S. and
Japanese economies. In the words of one
participant,

Increased coordination and cooperation
among the American and Japanese
private  sectors could ease the
international flow of components and
finished products and thus increase
opportunities for suppliers and producers
in both countries. [This] could have a
mutually beneficial impact by helping to
reduce production costs and costs to
consumers, increase productivity, and
provide mutual access to improvements in
manufacturing and production tech-
nology. Indeed, American companies
stand to benefit disproportionately more if
an FTA was successfully implemented in
the near future because they would gain
increased access to the Japanese market
in a period marked by increasing

' “A U.S.-Japan FTA, if negotiated properly, could
mean wider telecommunications competition, more open
procurement policies, and stable investment opportunities
for our members and other U.S. companies in Japan. A
free trade agreement could lead to free access to the
telecommunications networks of the United States and
Japan, which would open up a trans-Pacific network of
services like data processing and storage services, video
text, electronic mail, voice messaging and the like.”

domestic
economy.

An FTA would add an element of
predictability of supply and assurance of access,
enabling businesses to plan over the longer term.
A number of persons thought that FTA
negotiations might encourage U.S. firms to make
a greater commitment to serving the Japanese
market, a development viewed by some as a
prerequisite  for improving U.S.  export
performance in Japan. The existence of an FTA
could also quell concerns by Japanese customers
about the predictability of U.S. supply, some
believed.

growth in the Japanese

Promote changes in attitudes

Exploratory FTA negotiations between the
United States and Japan might lead to greater
understanding of each others’ problems,
economies, attitudes, and perceptions, some
participants thought. Many individuals, from a
wide range of backgrounds, said this was
particularly important given the dramatic changes
taking place in both countries’ economies. “We
should negotiate even if we don’t get anything, we
might learn something,” one individual remarked.

A number of U.S. government officials in
Japan and former government officials, felt that
perceptions among the public and even
negotiators have not caught up with changed
economic realities. Some argued that the critical
dependence of a number of U.S. industries on
Japanese suppliers and the rapid changes in the
Japanese domestic economy have yet to be fully
factored into U.S. negotiating positions.
Although some Japanese decisionmakers had
developed a keen sense of global responsibility,
many were viewed by participants as not accepting
Japan’s status as an economic superpower whose
new role requires it to move away from its
defensive “export or die” mentality and insular
“buy Japan” attitudes.

Some nongovernmental experts even believed
that FTA negotiations might provide the dramatic
psychological shock needed to turn around
fundamental attitudes and perceptions in Japan.
One U.S. business representative in Japan spoke
of how FTA negotiations could provide a “spirit of
commitment” or a direction that could move
Japan towards freer trade. @ He noted that
although it would be difficult to change certain
practices or regulations under an FTA, the
negotiations themselves could send a signal to the
“keepers of the system” to change the direction of
the Japanese economy. A directive or “vision” of
free trade handed down by the Japanese
Government might have a wide-reaching impact,
he believed.

Some expressed the view that FTA
negotiations might also encourage working-level
officials and the general public in each country to
be less anti-Japanese or anti-American in their
attitudes. Others claimed that the U.S.
Government’s intensive focus on Japanese “unfair
trade” practices has spilled over to the American
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public, encouraging it to place the blame for
America’s competitive problems and overall trade
woes at the feet of foreigners.

At a minimum, FTA negotiations could help
correct misperceptions that seem to abound in
both countries by providing a long-term channel
for communications and for fostering a better
understanding of each country. One person
remarked, “Even if we don’t set up an FTA, a
dialogue would be good. . . We can’t have tunnel
vision on this. The more communication, the
better.”

Disadvantages of the FTA Approach

Many people suggested that the FTA
approach would not be an improvement over
present negotiating approaches, which have in
their view at least produced sufficient success on a
sectoral basis to maintain the United States’
overall free trade direction. They cautioned that
FTA negotiations could stall progress on
outstanding trade problems and diminish valuable
U.S. negotiating leverage. Moreover, most saw
few real possibilities for U.S. economic gains from
an FTA. They feared that the United States
would be forced to give up protection in highly
sensitive economic sectors, such as textiles and
steel, without commensurate U.S. sales gains in
other areas. Even a well-crafted agreement would
run into serious implementation problems, some
experts believed. Often pointing to the same
issues raised by supporters of the FTA concept,
many of those who opposed such an agreement
did so because they believed that these issues
could not be adequately addressed in the context
of FTA negotiations. As one negotiator stated:

I am convinced that the only way we will
improve our market access in Japan is by
banging away on an industry-specific
basis. It’s time consuming, but it works.
If that’s all you’re going into an FTA for
it’s not worth it. The problems we do
have with Japan—the distribution system,
administrative ~ guidance, relationships
among companies—can’t be handled by
an FTA. I just don’t see the problems we
have with Japan being resolved in some
sort of umbrella agreement. And they
would want something from us . . .
dispute settlement, [section 301]. Are we
about to foreswear that in return for
getting some nebulous concessions?

Not alleviate trade friction

An FTA is not likely to reduce the tensions or
acrimony associated with the current approach
nor is it likely to remove trade issues from their
current high-level political profile, a number of
participants from business and the legislative
branch believed. Rather than reducing bilateral
trade frictions, it was suggested that FTA
negotiations could actually exacerbate them,
especially in the short term. One individual
noted, “Politically, an FTA with Japan is a very
difficult process—my instinct is that the
relationship is so high profile and disputes are so
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high profile that it would be difficult to treat as a
sort of second-order-of-magnitude event. Japan is
too important.”

Several suggested that FTA negotiations
could have a destabilizing effect by focusing an
unprecedented amount of attention on every
outstanding bilateral trade issue at one time.
Given the tension and rancor associated with each
single major issue, such as semiconductors or the
Kansai airport project, just “imagine the political
uproar if even more bilateral issues were
combined on one negotiating platter,” one
participant exclaimed. @A number foresaw a
scenario  similar to the  U.S.-Canadian
negotiations, where issues that had previously
received minimum notoriety suddenly demanded
a place on the bilateral negotiating agenda. “The
rancor will not go away,” one nongovernmental
expert flatly stated.

A number of nongovernmental experts
believed that the FTA concept was put forward as
a political panacea and were suspicious that its
real intent was to paper over fundamental tensions
between the two economic systems by subduing
the intensity of clashes on the trade front. Some
participants agreed with the statement of one
former negotiator. “The underlying premise for
Ambassador Mansfield’s FTA proposal is flawed.
The root of our problem with Japan is not frictions
and acrimony, but rather legitimate grievances
about Japan’s commercial practices.” The only
way to alleviate tensions is to resolve the real
problems, not to “make the politics happy” by
signing a “cockamamie agreement,” as one
former high-level Government official put it.
These individuals were concerned that an FTA
could distract U.S. policymakers from focusing on
the underlying economic causes of friction and
acrimony in the bilateral relationship, “bottling
up” the tensions, and relegating them to
second-class status, behind foreign policy and
defense considerations.

Others expressed concern that the FTA
approach might be an effort to channel trade
complaints through a central foreign policy
“filter” and to rein in an interagency structure and
bilateral negotiating mode that has become both
decentralized and specialized.

Political risks

The most significant drawback to an FTA
approach according to a wide majority of
participants  including government officials,
business persons, and nongovernmental experts is
that if negotiations failed or an agreement could
not be implemented, it could have disastrous
consequences for overall U.S.-Japan trade
relations. In the words of one individual, “What
happens if we start one and can’t finish? The
status quo ante is not the alternative. There
would be a lot of recrimination and bad feeling.”
A breakdown in negotiations could be viewed as a
major foreign policy failure; signing an agreement
that didn’t work or which gave Japan more
advantages would be a major domestic policy
problem. Either scenario would likely lead to
increased distrust and frustration on both sides of
the Pacific. Some participants believed that the



U.S. administration’s credibility in trade policy
generally would be severely damaged.

Even discussing the prospect of an FTA was
viewed as potentially harmful by some who feared
that excessive expectations and high political
stakes could compel negotiators to reach a deal
that might not be in the United States’ best
interest. One individual said, “Once you start an
FTA negotiation, it would be politically
embarrassing for it to fail. This can result in
pressure to arrive at an agreement.”

Discussing the possibility of an FTA might also
give rise to false expectations in both Japan and
the United States about the possible concrete
economic benefits of an FTA, which could cause
further political damage if they were not realized.
Many experts expressed similar views to this one,
“The problem with a Japan FTA is that if it were
done and were just cosmetic, it would be ’political
dynamite’. If it were just a package with no
content, it could exacerbate tensions in the
relationship. It would only be a good idea if it
were a good agreement.”

A breakdown in negotiations or a “bad”
agreement could have negative consequences for
U.S. domestic policy as well. In the words of one
participant, “An FTA would exacerbate the
political problem. You’d end up with a worthless
agreement focusing on tariffs, you’d have put
301’s on hold, there would be a backlash when
you discover that the rhetoric about the
negotiations didn’t work. One of our biggest
problems now is when we negotiate agreements
with Japan, [and] declare victory—people don’t
believe it or trust it will work.” A few
participants, particularly some in the legislative
branch, claimed that the current approach has at
least provided sufficient success to maintain the
United States’ overall free trade orientation. If
the approach failed, some participants thought
there might be a greater likelihood that
protectionist measures would be taken or that
other aspects of the relationship would be
adversely affected.

Not a better negotiating approach

Although some participants believed that FTA
negotiations could get away from the sectoral
approach, most felt that eventually the
negotiations would come full circle and the United
States would be back, negotiating issue by issue.
“While an FTA could in theory address all our
problems, in fact FTA negotiations would turn
into a tradeoff of little bits of protection. An FTA
would degenerate into a series of bilateral sectoral
negotiations.” Others believed that, “Only
detailed, lengthy, product-specific negotiations
can get at these problems.” The comments of one
U.S. official were fairly typical of those involved
directly in the negotiating process:

There appears to be an assumption that if
you are conducting negotiations in an
atmosphere in which you’d be looking at
the whole trade picture you would get
away from having to deal on a
case-by-case basis. Frankly, the

piecemeal approach has solved a lot of
specific problems. Look at the case of
cigarettes. We were talking about that
problem for 15 years. As a result of the
Section 301 case, we solved a
billion-dollar-a-year problem.

FTA negotiations were described by a number
of current governmental officials and
nongovernmental experts as a “ploy” or “trap”
because they would allow Japan to stall
negotiations on specific trade issues and in general
control the negotiating agenda. On this point one
person said, “I’m afraid that talking about an
FTA will mean that you don’t have to do
anything, that it will serve as a stalling
mechanism.” The mere announcement of
negotiations could lead to stalling, some believed.
“Anytime you start a negotiation it sends a
message. Once the message is sent, it’s going to
affect the way they handle problems . . . FTA
negotiations might give them a way to get out of
making concessions.”

Japan would also seek to play one industry off
against another and to dictate the agenda and
terms of debate, some participants believed. The
Japanese are considered by many, including
current U.S. officials, to be more effective in
developing objectives and an overall strategy in
negotiations. By consolidating all of the bilateral
issues into one set of negotiations, Japan would
probably have an advantage. “The biggest
problem with an FTA is that it would allow Japan
to set the parameters and shape the agenda. We
will have the terms and the parameters dictated to
us.”

A number of participants believe that because
U.S. barriers are more visible, FTA negotiations
could shift the focus of attention away from the
real issue of market access in Japan to access in
the U.S. market. A few, including Japanese
officials, said that FTA negotiations would give
Japan an opportunity to expose U.S. claims about
“invisibles” as being unfounded because it would
be very difficult for the United States to actually
pinpoint or define them. Some people claimed
that this is one of the problems with calling any
bilateral arrangement with Japan an FTA. With
its huge trade deficit and growing domestic
pressures for protection, they argued that what the
United States really wants is unilateral concessions
from Japan and increased market access.!
Furthermore, many, particularly U.S.
participants, believed that the United States is
more open than Japan already and wonder, “The
whole idea of an FTA is that each side has to give
up something. Why should we give up anything?”

' One academic said the “The U.S. faces an extended
period during which it will be seeking to reconstruct its
external accounts—that is, working its way back to a
surplus in merchandise trade with the rest of the world.
This will require greater access to the Japanese market,
or anyway a much smaller bilateral trade surplus. The
United States, in effect, will be the party looking for
concessions, such as a differential pace of tariff
reductions of a continuation of some Japanese voluntary
export controls.”
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Because they perceived access to the U.S. market
to be more open than the Japanese market, many
believed that mutual concessions would merely
perpetuate the current inequalities.

A few said that establishing a regularized basis
for negotiations would reduce the sense of
urgency for Japan to take action. Some issues
might be placed on the negotiating agenda, but
simply never get addressed. Issues that required
immediate attention because of their economic,
political or strategic importance might not be
addressed in time to have an impact. Several
U.S. negotiators suggested that ad hoc forums are
advantageous because they wunderline the
importance the United States places on fixing a
particular problem.

Other participants did not see a need for any
type of formal dispute settlement mechanism, one
of the principal advantages seen by some
supporters of the FTA concept, and would be
against including one under an FTA. They
argued that such a mechanism would duplicate
other forums or mechanisms already in place,
such as the Trade Committee and GATT. One
Congressional staff person expressed particular
concern that bilateral dispute settlement would
“inevitably turn into a negotiation between the
two countries,” potentially leading to a
redefinition of U.S. trade laws, such as those
dealing with dumping and intellectual property
protection.

Participants in both business and government
held the view that the fragmented nature of the
U.S. policy-making process will always make it
difficult if not impossible to achieve enough
agreement among various trade policy interests to
develop a coherent trade strategy towards Japan.
Entering into FTA negotiations would not have
any different effect on the policy-making process
than the current sectoral approach because the
system is inherently reactive. In the words of one
government official, “We have to decide on our
priorities before we even begin discussing the idea.
If a consensus builds up in Japan, they will go all
out to get there by bringing in the press and
academics. The U.S. reaction would be
fragmented, given the diversity of our system and
the lack of consensus among businesses in
different areas.” The greater access of Japanese
interests in the domestic U.S. policy making
process was also seen as making the development
of a coherent policy toward Japan more difficult.
Trade-offs between trade policy and other policy
goals (e.g., macroeconomic, defense, strategic
interests) were viewed as unworkable or
unattainable given present political realities and
the current U.S. institutional structure for trade
policy making.

Could diminish U.S. leverage

Some  participants, including  former
negotiators, expressed particular concern that the
United States could lose leverage under more
mutual discussions, leverage that has proved
crucial in securing concessions from Japan in the
past. A number suggested that it is virtually
impossible to resolve thorny trade issues, such as
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agriculture and construction, without raising them
to Japan’s highest political levels. An FTA would
not eliminate the need to resort to such pressure.
Some said that the only way to achieve
concessions is to “push the Japanese against the
wall” through constant pressures and threat of
retaliation and that this approach has served the
U.S. interests well in the past.

A number of participants from a wide range of
backgrounds feared that the United States would
lose negotiating leverage under an FTA approach
because it could reduce the United States’ ability
to act unilaterally and employ its most significant
bargaining chips such as section 301. “The only
things we have to give up are [section] 301 and
dumping. These are our only sources of leverage

. . There will be problems with the Japanese
eventually because there always are. What if we
need to do something on our side? This approach
takes away our ability to use [section] 301.”
Many believed that Japan likely would seek to
circumscribe U.S. ability to take retaliatory action
under Section 301 or under other provisions of
U.S. trade laws, including those dealing with
dumping, patent infringement, and national
security.

Use of [section] 301 has served a more
general purpose than just sector-specific leverage,
according to a negotiator, “[section] 301 as a tool
has been effective in applying pressure to Japan.
It is a consensus society and foreign pressure helps
push Japan. It helped push them not necessarily
on the trade side, but also on the macroeconomic
side . . .”

Others feared that the United States would
lose negotiating leverage because, as one put it,
“horsetrading [among different U.S. industries
and issues] would result in us losing leverage.”
Some believed that the current approach works to
the U.S. advantage because it allows the United
States to apply all its leverage on particular
sectors, to avoid tradeoffs between issues, and to
avoid giving anything up. As one U.S. negotiator
put it, “Right now, the only concession we make is
how much time we give them to change their
foolish ways.” Furthermore, many believed the
United States should not have to pay for things
twice. One Congressional aide asserted, “Japan’s
barriers are already impairing our access and
limiting our sales there. By entering into
negotiations on an FTA, the United States would
have to offer even greater market access in
return.”

As a practical matter, a number of negotiators
pointed out that it is not politically possible to
tradeoff one industry against another. “I don’t
agree that overall an FTA will help resolve
problems. The political reality is that you can’t
trade off one issue against another in this country.
We can’t tell the semiconductor industry to get
lost because we’re getting a good deal on beef and
citrus.”

Little increased market access and economic
benefits

Perhaps the greatest concern among the
majority of participants from all groups
interviewed was that an FTA would achieve little,



if any, benefits for the United States in terms of
increased market access or increased U.S.
exports. “It would inflict extensive damage to
U.S. economic interests while providing
meager benefits at best.” It was agreed that Japan
currently has the world’s lowest average tariff rate,
and few quotas or other official barriers to
imports. Therefore, potential U.S. gains from an
agreement focusing on formal border barriers
would likely be small, a number of participants
claimed.

A sizeable majority of those interviewed,
especially current and former U.S. negotiators,
were highly skeptical that the FTA approach
would result in greater U.S. access to the Japanese
market. As one former U.S. official put it, “I
think it’s the most ridiculous idea I’ve ever heard.
The proposal totally ignores the nature of trade
and economic relations between the United States
and Japan, totally ignores enormous differences in
the societal, economic and political systems of the
two countries . . . It’s a political proposal not an
economic proposal.” Many participants think
that the real problems of doing business with
Japan—such as a “buy Japan” mentality and the
close-knit relationships among Japanese business
and Government—are difficult or impossible to
remedy through an FTA. A number echoed the
following sentiment:

The U.S. and Japanese social, political
and economic systems are fundamentally
different. The major differences between
our systems would make a U.S.-Japan
FTA unworkable and highly injurious to
the U.S. economy. an FTA won’t
change the fact that Japan regards its key
industries—from steel to
semiconductors—as vital national assets.

One legislative aide said, “My guess is that an
FTA would be a poor way of accomplishing our
objectives. Problems in Japan tend to be
structural: the distribution system, public
procurement system, at least one step removed
from border measures. How do you have an FTA
with a country whose main barriers are not formal
trade barriers?” In addition, some said that an
FTA would not address issues or barriers that are
likely to develop in areas relating to new
technologies. “The next level of issues that will
have to be dealt with between the United States
and Japan involve leading edge technology—
research and development, intellectual property
and other trade barriers to trade in high
technology are not amenable to an FTA.”

Some Japanese business practices that restrict
market access are not clearly within the Japanese
Government’s direct influence and are probably
not good candidates for  government-
to-government negotiations, some believed. To
the extent the government does play a role,
securing changes to these largely domestic
practices will be a delicate and formidable task,
one unlikely to be completed via a single
agreement like an FTA, others suggested. Many
participants, including business persons and

nongovernmental experts, believed that other
barriers to U.S. interests are ingrained in the
Japanese economic and social system, and they
are thus not susceptible to elimination by “the
stroke of a pen.” Others thought that these
barriers are so deeply rooted in historical or
traditional practices that only changes within
Japanese society itself can get at them. “FTA” is
really not the proper term for a comprehensive
agreement that is trying to address underlying
structural barriers, a number of persons said.

Many participants, and particularly current
negotiators, believed that the only way to address
remaining barriers such as the distribution system
or restrictive business practices is to negotiate on
each problem separately. They thought FTA
negotiations would not be a good way to handle
more informal barriers like the distribution
system. One governmental expert said, “I doubt
you can sit down and resolve all the distribution
issues at one time, first because it’s hard to
identify all of them and second, because of the
political costs Japan would bear. You’'ve got to
attack them one at a time, over a period of
years.”

According to some, the Japanese will not open
their markets unless they decide it is in their best
interest. Japan has taken some measures to open
its financial markets, for example, because there
was pressure from Japanese banks and security
companies to do so. One participant claimed that
an FTA might “make it harder for them to
develop consensus for liberalization if it was
perceived that opening was in our interests, as a
result of foreign pressure, not on their own
initiative and on their own terms.”

Economic costs

Major manufacturing industries in the United
States, such as steel, autos, machine tools, and
textiles, could face adjustment difficulties if an
FTA with Japan were concluded, a number of
participants predicted.! These sectors were most
frequently mentioned by participants as being
adversely affected by an FTA if it included the
removal of quota restrictions. The majority of
participants believed that the removal of VRA’s
would be one of the first items on the Japanese
“wish list” for negotiations. Numerous other
sectors were mentioned as being adversely
affected by an FTA, including light-weight trucks,
semiconductors, and banking. “Because our

! One view expressed by a trade association was that,
“An FTA would cause severe injury to the domestic steel
industry even if steel mill products were totally excluded
from such an agreement...Thanks to surging U.S.
imports of Japanese machinery and automotive products
and stagnant U.S. exports to Japan of these same
products, Japan now accounts for about 40 percent of
America’s current indirect steel trade deficit. We are
convinced that an FTA with Japan would only accelerate
this adverse trend—to the detriment of the domestic steel
industry, many of our key customers, and the U.S.
economy at large. Another participant said, U.S. trade
barriers are more visible, and as a result of an FTA,
imports from Japan would increase rapidly in areas like
machine tools, autos, high technology. Our exports may
not rapidly increase and therefore the FTA would not
have much monetary value.”
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markets are open, Japan will take every inch
legally. . . If the law permits something up to a
certain ceiling, the Japanese will maximize under
it.”

Many people believed that an FTA would
likely worsen the U.S. trade deficit at least in the
short-term with Japan because the United States is
a consumer-driven economy and is already more
open to imports, whereas Japan’s policies favor
the producer. In the words of one person,
“Exporting to the United States is like rolling a
ball down a hill, the momentum is with you. But
importing into Japan is like fighting against the
tide, it’s not normal to be successful, it’s a
struggle, but once in a while it does happen.” The
United States’ well-developed distribution and
marketing channels for imports, and Japan’s
export-oriented economy would lead to a
substantial and rapid increase in U.S. imports
from Japan, a number predicted.

The majority of participants doubted that the
United States would be willing to bear the political
and economic costs of giving up protection in the
areas of steel, textiles, autos, machine tools, or
semiconductors. One participant said, “Anything
we could give them in terms of access would be
incredibly sensitive politically.” Another claimed
that whereas Japan is accustomed to the idea of
letting some of its domestic industries die, such as
coal, aluminum smelting or shipbuilding, the
United States is not.

Implementation problems

Even if an FTA could be negotiated
successfully, there would be problems in ensuring
implementation, some believed. One individual
said, “. . . if past experience is any guide, on
paper they will agree, but it can’t be carried out.”
Some former government officials and other
nongovernmental experts wondered why we would
conclude another trade agreement with Japan,
when previous bilateral agreements have produced
such dismal results. “Success means both sides
walk away satisfied, but we’ve never been satisfied
with the results we’ve gotten from talks with
Japan—it’s like peeling the onion,” he said. “The
aluminum baseball bat case is a good example, the
Japanese changed 15-18 laws and yet other
barriers were found to selling bats in Japan.”

Some stated that the Japanese have found
ways to get around previous agreements that have
been negotiated such as the semiconductor
agreement. “We’ve gotten agreements from Japan
to provide market access which Japan has found
ways to get around. . . . Their industries always
find a way out. Our efforts to gain access to their
market are not as good as we hoped for and don’t
- last very long.”

One individual directly involved in
negotiations with Japan noted that the reason
agreements might not be enforced is not because
the Japanese are “dishonorable,” but rather that,
“You have to nail down everything. Never
assume the ambiguities will be interpreted in your
favor. You can’t do a tough issue with Japan in
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one week. It may take 3 months spelling out
every detail with Japan.”

A few claimed that even if the United States
could negotiate or remove existing barriers, new
ones would spring up to replace them in the form
of testing requirements, licensing, standards, or
other less formal barriers. One negotiator said,
“It would take years to find out where all the little
barriers are. We’d have to spend 10 vyears
thinking up all the possible problems we have in
Japan. And then they’ll find 10,000 more ways to
get around it. We could never cover the whole
thing.”  Others pointed out that unforeseen
problems or barriers are often brought to the
attention of U.S. negotiators during the course of
negotiations or after an agreement is actually
reached.

Government and public attitudes will not
substantially improve

Some participants were skeptical that entering
into FTA negotiations would have an impact on
the Japanese Government, businesses or the
public in terms of galvanizing attitudes in the
direction of free trade. One person remarked:
“Some say an FTA might have a galvanizing
effect. But its difficult to negotiate that kind of
thing. Frankly, I wouldn’t want to defend it on
those grounds if we were seeking authority to
negotiate from Congress.” One expert suggested
that free trade per se is a very vague concept and
thought it is unlikely that the United States and
Japan would interpret it in the same way. A
number of negotiators believed that most
Japanese think they already have an open market.
Others claimed, “Most Japanese people don’t
realize the barriers are there.”

Little political support in the United States

The majority of participants from all of the
groups interviewed in the United States believe
that there is very little political support in the
United States for entering into FTA negotiations
with Japan.! One said, “Politically, getting an
FTA approved would be an uphill battle in this
country, mostly because of the public perception
of difficulties with the Japanese system. The
public would be wary that an FTA would not solve
these problems. . . The U.S. domestic political
problems with gaining acceptance for a
U.S.-Japan FTA are due to the emotional baggage
that has surrounded U.S.-Japan trade relations in
recent years. These have led to public
misperceptions. To the U.S. public, the U.S.-
Canada agreement seemed obvious . . . not so
with a U.S.-Japan FTA. There will be more

' One U.S. official said, “Ambassador Mansfield’s call
for a free trade agreement between the United States and
Japan has created much interest in Japan. I too would
like to see all barriers, formal and informal, to trade and
investment in both goods and and services between our
two countries completely disappear...but I must be
candid in saying that as things now stand, this is not a
realistic possibility. That is because most Americans the
that a Free Trade Zone between our two countries would
be a one-way street, with Japan getting all the benefits of
an open American market, but the Japanese market
would remain as difficult for U.S. companies to crack as
it always has been.”



need to offer evidence of the advantages.”
However, a few Congressional staff members
noted that if an FTA proposal were put forth,
there are members on key committees that would
support it.

A large number of people thought that the
political feasibility for entering into negotiations
on an FTA, from the U.S. point of view, could
improve if any of the following developments
should occur: 1) a new administration made this
objective a cornerstone of its trade policy; 2) the
current negotiating climate deteriorated because
of macroeconomic factors, a large increase in the
bilateral trade deficit, or other political factors; 3)
a stalemate developed in the Uruguay Round or
GATT that appeared to be long term; 4) the
integration of Europe in 1992 resulted in an
increase in external barriers or restraints to
foreign access; 5) there was a clear trend towards
bilateralism in other parts of the world, e.g. in the
Pacific Rim.

Impact on Relations with Third
Countries

Two themes were commonly cited with regard
to the impact of U.S.-Japan FTA talks on third
countries. First, a large number of participants
expressed concerns about the possible adverse
impact that U.S.-Japan FTA talks might have on
political relations and trading patterns with third
countries, especially those in the Asian Pacific
region. Secondly, many participants felt that
U.S.-Japan FTA talks might provide a means to
maintain pressure on the EC to Keep its internal
market open after the planned integration in
1992. Some of the participants who held this view
generally opposed U.S.-Japan FTA negotiations
for a host of other reasons, but conceded that this
might be one instance in which discussing an FTA
could actually be advantageous to U.S. interests.

Political relations and trading patterns might
be adversely affected

A majority of participants in both the United
States and Japan felt that countries in the Asian
Pacific region, particularly Korea, Taiwan,
Australia, and New Zealand, would react
negatively if U.S.-Japan talks appeared to be or
proved to be exclusionary. In this regard, a
typical view was that countries such as Korea
would worry that the United States and Japan
might put together an FTA that other countries of
the region could not penetrate. As one
government official remarked:

If Korea saw the United States and Japan
negotiate an FTA they would be scared.
They would be concerned about creating
an FTA that would exclude them. It
would change the advantages Japan has in
sourcing manufacturing in Korea. Other
supplier relationships between Taiwan and
Korea would be affected.

One Japanese official described in more detail
how FTA negotiations could destabilize U.S.
political and economic relations with countries in
the region:

Japan’s future lies in Asia and it must not
do anything to undermine that. On a
purely economic basis, Asian countries
will be more important suppliers to Japan,
and important future markets for Japan.
A bilateral FTA with the United States
might tie us in too closely with the United
States and lead to distortion of supply.
Japan has been joining with the United
States in encouraging the NIE’s to
liberalize their markets and this [a
bilateral FTA] would be a bad signal to
them, viewed as a regression that might
provide an excuse for not opening up
their markets.

Numerous participants including
representatives of third countries stated that
excluding other countries of the Asian Pacific
region from a bilateral agreement would also
disrupt trading patterns in the area and create
inefficiencies in supply relationships. They noted
that the economies of Japan and the Asian-Pacific
region are too closely integrated at present for a
U.S.-Japan FTA not to have adverse
consequences on supplier relationships among
these countries. One nongovernmental expert
said:

The two biggest economies would be
conducting their affairs independent of
the international system. It would
discriminate  against other trading
partners. What about countries like the
Philippines? The consequences would be
adverse. The losses would be greater than
the gains to the partners to the bilateral
agreement. It might be possible to bring
in the Philippines, Taiwan, and ASEAN,
but you wouldn’t be able to negotiate it.
You would get some structure like GATT.
From the beginning it would be a doomed
enterprise. So the first reason for being
against the idea is that it is impractical in
political and economic terms.

One U.S. official said that Australia and New
Zealand might be concerned that an FTA could
result in a decrease in their exports of raw
materials to Japan and a decline in the currently
significant levels of trade with that country.

Considerably fewer cautions about the effect
of an FTA on Canada were expressed, although a
Canadian said that, among other things, Canada’s
reaction would depend on whether the United
States viewed a U.S.-Japan FTA as an exclusive
arrangement, or as an extension of the
U.S.-Canada accord. He stated that Canada
would be mostly concerned if a U.S.-Japan FTA
were perceived purely as a bilateral deal and
thought that Canada would want to be part of any
U.S.-Japan negotiations. In particular, he noted
that if the United States reached a bilateral
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- agreement with Japan, Canada’s exporters of
natural resources would be put at a disadvantage
to U.S. exporters in the Japanese market.

Several participants stated that U.S-Japan
FTA talks would very likely worsen U.S.-EC
relations. Some suggested that a U.S.-Japan FTA
could cause fears about the EC’s integration effort
becoming protectionist to result in a self-fulfilling
prophecy, displacing U.S. and Japanese suppliers
from the European market. One private sector
expert said:

It’s a vicious circle because the more we
talk about it, the more likely we are to get
a backlash from the Europeans. The EC
already doesn’t like the special
arrangements made under MOSS talks.
This strengthens those in Europe who
support the “Fortress Europe” idea and
support protectionism. A U.S.-Japan
FTA would be seen by the EC as a
protectionist trend.

Another said that as a political issue it is hard
to see how an FTA would work with just Japan
and not the EC.

The effect on the world economy could be
negative

In the view of numerous participants,
U.S.-Japan FTA discussions could have a
detrimental effect on the world economy as a
whole. Many stated that the two biggest
economies in the world could not conclude a free
trade agreement without seriously affecting the
rest of the world. These fears were expressed by
both Japanese and U.S. Government officials.
One Japanese official stated, for example, that an
FTA linking two economies which, he said,
account for more than a third of the world’s GNP
should be carefully discussed. A former U.S.
official expressed concern about fragmentation in
world trade and said that “I do not think we can
afford to have any major pillar [the EC, Japan, or
the United States] in a trading bloc. It sends the
wrong signal on the security side if any of the
three pillars are not included.”

Third countries could be included

To avoid or minimize disruptions in trading
patterns or political and economic relations, many
participants, from all groups interviewed, urged
the United States and Japan to use caution in
pursuing a bilateral agreement, to leave any
agreement open to membership by other
countries, or to multilateralize a bilateral accord.
By leaving open or expanding membership, many
participants believed that an FTA could help
liberalize the multilateral trading system. Some
suggested that a bilateral FTA be negotiated first
and provide the possibility for entry by others
later. Others suggested the United States could
invite other countries of the Pacific Basin to join
in free trade and noted that Pacific countries have
strong trade ties with both the United States and
Japan. One participant said:
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One can expect that any U.S.-Japan
discussions would lead to broad-based
regional pressures not only from the Asian
NIE’s, Australia, New Zealand, and
perhaps Canada, to develop a
broad-based Pacific Basin regional trading
arrangement.

A Japanese official suggested that Korea and
Taiwan might want to be included from the
beginning. Another Japanese official suggested
that membership could be open to developing
countries who could take on some responsibilities
under a new agreement on a transitional basis.
After speculating about the negative effects of
trade diversion a U.S.-Japan FTA could cause,
one participant stated that the United States could
turn a bilateral agreement to its advantage by
seeking an FTA with the EC after negotiating with
Japan. The key point is to “multilateralize the
approach after putting an FTA in pl<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>