Toward a Japan-U.S.
Economic Cooperation

Charter By Makoto Kuroda

Trade friction between the United
States and Japan is no longer confined to
the trade in goods but has turned into a
complex and structural problem deeply
rooted in the two countries’ different sys-
tems and different practices and now en-
compasses security-related issues and
other areas directly tied to the basic na-
tional policies. These changes have made
trade friction an increasingly political is-
sue, and they carry the risk of overall
damage to a relationship that former U.S.
Ambassador to Japan Mike Mansfield
has termed “the most important bilateral
relationship in the world, bar none.” Rec-
ognizing the importance of Japan-U.S.
relations, Mansfield proposed a Japan-
U.S. free trade arrangement as a means
of resolving the issues that face the two
countries from a broader and longer-
range perspective.

In light of the bilateral interdepend-
ence between Japan and the U.S., close
cooperation is prerequisite to continued
prosperity. And given the two nations’
positions in the world economy, such co-
operation is also essential to world eco-
nomic stability. With this in mind, a
number of concerned academics and
businesspeople formed the Study Group
for a Japan-U.S. Free Trade Arrangement
in September 1988 under the auspices of
the Japan Economic Foundation. The
group has taken the issue of a possible
free trade agreement as a starting point
for studying Japan-U.S. relations across
the board, and this article summarizes
the results of our studies and our policy
recommendations so far.

Why an economic charter?

There were many arguments, both
for and against, concerning the viability
of a Japan-U.S. Free Trade Arrangement.
The main thrust of the discussion in this
respect was:

— It would be very significant if all of the
restrictions and barriers to trade be-
tween the U.S. and Japan could be
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removed to make economic activity be-
tween the two completely free. Given
the economic superpower status of
both Japan and the U.S., however, there
are doubts about the wisdom of a tradi-
tional free trade agreement executed
bilaterally—which would benefit the
two countries exclusively—since this
would risk having a major impact on
other countries as well as a negative im-
pact on the GATT system.

—In light of the multifaceted interde-
pendence of Japan and the U.S. and the
responsibility both nations have within
the world economy, an effort must be
made to devise and implement ar-
rangements allowing for wide-ranging
free economic activity irrespective of
national borders and providing equal
treatment to all countries. Further-
more, a framework for cooperation
should be built for the prevention or ob-
jective settlement of such friction as
may develop between the U.S. and Ja-
pan as a result of these closer relations.

—We thus feel it is necessary to go
beyond Ambassador Mansfield’s idea
and to move as quickly as possible to
build a joint framework for wide-rang-
ing cooperation without the image of
exclusiveness that a Japan-U.S. free
trade agreement would evoke. This
would not only be in the economic in-
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terests of both countries but would also

contribute to world economic stability.

The group began by debating a frame-
work for wide-ranging cooperation in line
with this general theme, and by incorpo-
rating both the idea of cooperation and
the specific course to be taken in pursuing
it, has agreed on the Economic Coopera-
tion Charter.

Calling for a deepening of
mutual trust

One thing that must be considered in
debating this Japan-U.S. Economic Co-
operation Charter is the lack of mutual
trust between the two countries at pres-
ent. Without a common understanding of
the situation, the two countries continue
to blame the friction on each other and
this distrust feeds on itself to spawn
greater distrust. Japan and the U.S. must
first agree on the causes of trade friction
and develop a mutual trust before they
can hope to build an Economic Cooper-
ation Charter.

It is worth noting here that the United
States claims it has trouble understand-
ing Japan because of the lack of transpar-
ency in Japanese social and other systems
and cites this to justify its adoption of a
results-oriented approach to trade policy
with Japan. The Japanese, however, see
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the results-oriented approach as simply
an excuse for the U.S. to blame Japan for
its own inability to attain its objectives.
It is easy enough to dismiss U.S. com-
plaints about the supposed lack of trans-
parency as American blindness, but that
dismissal does little to strengthen Japan-
U.S. cooperation. Rather, the need is for
both countries to make a greater effort to
understand each other. The strong oppo-
sition that has erupted in Japan over the
U.S. Congress’ decision to target Japan
under “Super 301” has made this imper-
ative of strengthening mutual trust more
important than ever.

The double-track approach

Two tracks must be pursued if a Japan-
U.S. Economic Cooperation Charter is to
be attained. First, in fields where neither
the objectives nor the means for solving
problems are clear, both nations must ex-
amine the other’s positions and, based on
empirical data, work together to narrow
the perception gap and to widen the areas
of shared understanding. Second, in areas
where there is already a common under-
standing on the objectives and directions
of cooperation, Japan and the U.S. must
take joint action in finding innovative
ways to implement specific policies.

These tasks must be carried out simulta-
neously and in parallel, which is why the
group has come to call this the double-
track approach.

Track 1: Joint analysis for understanding

As part of the double-track approach,
joint inquiries and analyses by a Japan-
U.S. economic structure study group of
scholars, businesspeople and other inter-
ested parties would be one way of
creating common understanding. The
subjects of study could be selected based
on requests from the government agen-
cies responsible for Japan-U.S. relations
and should offer a forum where each can
hear the other out and verify the facts—
e.g. a comparative survey of manufac-
turers’ prices in each country—and this
joint inquiry committee could present its
results and policy recommendations to
the two governments. Joint research ac-
tivities need to be transparent and easily
understood by everyone, and it would be
best to limit the length of time for each
inquiry to between six months and a year
to avoid criticism from either side that
the other is stalling.

Secondly, Japanese views on interna-
tional economic problems have had far
less output and exposure in English than
American views have had, and it is there-
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fore necessary to rectify this imbalance by
enhancing the arrangements for giving
full and timely coverage to Japanese
speeches, papers, economic reports and
other information in English. The estab-
lishment of an International Economic
Information Center would be one step in
that direction.

Thirdly, in light of the politicization of
trade friction, it is essential that, given the
major role they should play in defusing
that friction, legislators from both coun-
tries have increased opportunities for en-
gaging in candid exchanges of views.

Track 2: Specific cooperative programs
There are a number of areas where the

problems between the two countries have

already been pinpointed and it is now
time to begin joint efforts to solve them.

The group has already discussed the pres-

ent problems, their impact on economic

activity, and the potential for cooperation
on: (1) reducing or eliminating trade bar-
riers on both industrial and agricultural
products, (2) establishing rules for new
fields such as intellectual property rights,
services and investment, (3) harmonizing
tax, financial and distribution systems,
as well as systems related to antitrust
laws, industrial policies and corporate be-
havior, (4) macroeconomic policy coor-

dination, (5) joint responsibility, and (6)

a dispute settlement mechanism. A

number of essential joint activities have

been proposed (as listed below), and it is
hoped that action will begin, starting
with the more amenable areas.

—On the reduction or elimination of
trade barriers, the U.S. and Japan
should consider jointly announcing
their intention to reduce tariffs on in-
dustrial goods to zero on a most-favor-
ed-nation basis in the medium term
as well as to make step-by-step reduc-
tions in agricultural trade barriers
while considering how to ensure food
supply stability.

— Concerning the establishment of rules
for new fields, while both nations
should cooperate to ensure success in
the Uruguay Round, they should also
continue their medium-term bilateral
discussions on intellectual property
rights and service areas not dealt with
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in the Uruguay Round. Both nations
should also consider establishing com-
mon rules for investment, including
those rules related to national securi-
ty concerns.

— The harmonization of systems does not
mean one side’s changing its system to
accommodate the other but means
combining the best features of both
systems and even developing a new-
and-superior system. For example, Ja-
pan and the U.S. should consider the
establishment of common rules to pre-
vent transfer price tax systems from
hobbling international corporate ac-
tivities, a comparison of the two coun-
tries’ antitrust laws as actually applied,
government support for the joint
development of technologies such as
high-definition television and super-
conductivity, and cooperation toward
the establishment of new multilateral
rules on financial activities.

— In the coordination of macroeconomic
policies, Japan must do its best to ex-
pand domestic demand and the U.S.
must strive to reduce its budget deficit
and to raise its savings rate.

— Concerning joint responsibility, the
U.S. and Japan must consider burden
sharing from the standpoint of provid-
ing the international public resources
that the global community needs
through such means as import expan-
sion, economic cooperation, and
dealing with the debt and environmen-
tal problems.

— We must consider establishing dispute
settlement mechanisms including pan-
el arbitration systems in areas where
rules have already been clarified,
such as with antidumping, counter-
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High-definition television, known as “Hi-Vision" in Japan, broadcast in experimental stage

vailing duties and the semiconduc-

tor agreement.

One way to ensure that Japan and the
U.S. are able to smoothly implement this
double-track approach would be for the
two governments to establish a commit-
tee at the highest possible level to
manage the process by determining the
studies and measures that are necessary
and to plan schedules for their implemen-
tation, as well as to devise new policy
assessments based on the results of
these studies.

Joint efforts to reduce the
trade imbalance

The group set out to look at what might
constitute a desirable course for Japan-
U.S. cooperation in the future using the
idea of a U.S.-Japan free trade arrange-
ment as a starting point. Considering
ways to reduce the bilateral trade imbal-
ance was not one of its objectives. It is felt,
however, that the double-track approach
is an effective way to reduce trade imbal-
ances. For example, the first track (joint
inquiries in pursuit of common under-
standing) could provide an excellent
framework in which to look for ways to
reduce the imbalances, and the second
track (a step-by-step approach to specific
cooperative endeavors) would contribute
on a macroeconomic level by promoting
policy cooperation and on a microeco-
nomic level by strengthening U.S. indus-
try’s competitiveness and improving
market access.

Nevertheless, trade imbalances must
be looked at from a global rather than a
bilaterdl pespective. Otherwise, managed
trade will become inevitable and the bur-

den of trade imbalances will simply be
shifted to the weaker countries. Thus al-
though we feel that the results-oriented
approach’s reliance on managed trade is
inappropriate, we realize that everyone
expects results to follow from coopera-
tion. Results are not something that are
achieved by advocacy alone. The results
achieved will be in direct proportion to
the efforts Japan and the U.S. make in
these joint endeavors based on prop-
er prescriptions.

Toward a new stage in
Japan-U.S. cooperation

As trade friction between Japan and
the U.S. becomes more strident, both na-
tions find themselves at a dangerous fork
in the road. They can either choose a
common path and strengthen their co-
operaion, or choose separate paths and
thus weaker ties.

Yet for Japan and the U.S. to succumb
to trade friction and choose separate
paths would have an inevitable and im-
measurable impact on the stability of the
free world. Given their crucial role in
stabilizing the world economic system,
the two largest economic powers in the
world must not be allowed a parting of
the ways. Both nations must consider
friction as a necessary cost of the en-
hanced interdependence that their de-
velopment necessitates. The U.S. and
Japan must strengthen their cooperation
by constructing a mechanism for pre-
venting new conflicts and settling exist-
ing ones unemotionally.

The group has proposed the drafting of
a new Japan-U.S. Economic Charter us-
ing a double-track approach with this in
mind. Joint efforts to construct a new
framework for bilateral cooperation need
to be undertaken immediately—before
trade friction does irrevocable damage
to the Japan-U.S. relationship. m
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