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UNITED STATES-JAPAN STRUCTURAL
IMPEDIMENTS INITIATIVE (SII)

MONDAY, M..RCH 5, 1990

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL TRADE,
CoMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 10:03 a.m. in
room SD-215, Dirksen Senate Office Building, Hon. Max Baucus
(chairman of the subcommittee) presidln%.

Also present: Senators Riegle and Danforth.

(The press release announcing the hearing follows:)

[Press Release No H-1, Feb K, 1010)

FINANCE SuncoMMITTEE ON TRADE TO HoLb HEARING ON U.8.4JAPAN STRUCTURAL
IMPEDIMENTS INITIATIVE

WasniNnaTON, DC—Senator Max Baucus (D., Montana), Chairman, announced
Thursday the S8ubcommittee on International Trade will hold a hearing next month
to assess progress In the U.S.-Japan Structural Impediments Initiative (SID talks.

The hearing is scheduled for Monday, March 5, 1990 at 10 a.m. in room SD-215 of
the Dirksen Senate Office Buildin¥.

8II is a bilateral trade negotiation between the U.S. and Japan on issues such as
the Japanese distribution system and collusive Japanese business practices.

Senator Baucus said, “Japanese internal barriers to trade, such as collusive busi-
ness practices, inefficient distribution systems and price fixing, severely restrict U.S,
exports. Eliminating these barriers is critical to reducing our $60 billion bilateral
trnda imbalance. U.S. business deserves a chance to compete in the Japanese
market.”

The U.S. and Japan have agreed to conclude the SII negotiations by August, 1990,
with a mid-term report due this spring. Baucus commented, '"This hearing will pro-
vide the Subcommittee with an update on the talks, and allow the Subcommittee to
expl'gl:-‘e' 'nlternativo measures to open the Japanese market if SII does not prove suc-
cessful,

OPENING STATEMENT OF HON, MAX BAUCUS, A U.8. SENATOR
FROM MONTANA, CHAIRMAN OF THE SUBCOMMITTEE

Senator Baucus. The hearing will come to order.

We have now entered a critical period for United States-Japa-
nese relations. Anti-Japanese sentiment in the United States is
rising fast. Large majorities of Americans see Japan as an econom-
ic threat and see Japanese trade barriers as inexcusable. They are
demanding action, not talk.

In light of all this, it would have seemed that last weekend's
Bush-Kaifu summit was a time for action, not for platitudes. Unfor-
tunately, it appears that Prime Minister Kaifu came to the United
States prepared only to talk. Promises were made. But every U.S.

(H
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President since President Nixon has heard promises of a more open
market from Japan. Most of those promises have been empty.

We have had some notable successes in opening the Japanese
market in recent years. The 1988 agreement to open the Japanese
beef market, for example, is a major success. And Japan has been
increasing imports of manufactured products, albeit from a low
base. But the fundamental structural problems still remain.

Last year, studies by the Brookings Institution and the Institute
for International Economics concluded that Ja(ran imports 25 per-
cent to 40 percent less than would be expected for a nation at its
level of development.

The President’s Advisory Committee on Trade Policy and Negoti-
ations concluded that Japanese trade barriers were costing the
United States as much as $30 billion each year.

Progress must be made toward eliminating these Japanese struc-
tural barriers.

President Bush deserves credit for giving trade policy a higher
priority than his immediate predecessor. But a summit is not
enough, If we are going to make progress toward eliminating
Japan's structural barriers we must apply consistent, steady pres-
sure. The Structural Impediments Initiative, SII, is the forum in
which we can apply that steady pressure. SII was launched last
June, along with the three Super 301 cases, nrainst Japanese trade
barriers. It was intended as a broad forum In which a variety of
impe((iiiments to trade and other economic problems could be dis-
cussed,

As I have said before, the SII may be the most important trade
negotiations that the United States has ever launched. It is the
only one that promises to get at the heart of the trade problem, the
Jaganese structural barriers that hinder U.S. exports.

ertainly, we Americans must also make progress toward elimi-
nating our own structural problems, like our Federal budget defi-
cit. Hopefully, SII will promise an opportunity to address those
structural problems here at home. But the U.S. budget deficit does
not excuse Japanese trade barriers.

I have applauded the administration for launching the SII and I
am willing to give it a chance to succeed. I am not, however, will-
in%to wait forever,

ress reports indicate that the SII talks are now deadlocked. If
progress is not forthcoming, I intend to introduce legislation that
re?uires that trade related issues in SII be pursued through Section
301 investigations.

Japan has benefited more from a free and open world trading
system than any other nation, but while doing so, it has kept its
markets relatively closed.

Now Japan has a choice. It can either follow the lead of the rest
of the world and open its markets or it can keep its markets closed
and have the rest of the world follow its lead. I obviously hope
Jaf)an opens its markets.

look forward today to reviewing the progress the administra-
tion has undertaken, such progress as there is, and I hope in this
?eta\ring to lay the groundwork for much greater progress in the
uture.
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And now [ would like to turn t¢ Senator Danforth who has been
very active in trade matters, who is a strong ally of mine, and very
helpful to this committee.

Senator Danforth.

OPENING STATEMENT OF HON. JOHN DANFORTH, A U.S,
SENATOR FROM MISSOURI

Senator DANFORTH. Mr. Chairman, thank you very much.

As is sometimes the case and life in the Senate, I have a commit-
ment to be at two places at the same time, and the other commit-
ment is one that I just cannot get out of, so I am going to have to
leave. I want you to know that it is not for lack of interest. The
subject matter that is before this subcommittee now is of extremely
keen interest to me and to many of us. But I do have another com-
mitmfent that I have promised to keep and that I just cannot get
out of.

I do appreciate this opportunity to make a comment. I feel very
strongly about it. In fact, on Saturday, I am leavinf for Japan and
I hope to make about the same points when I am in that country.

Mr. Chairman, for as long as I have been on the Senate Finance
Committee we have had numerous hearings, we have marked up
bills dealing with U.S. trade relations, and especially we have ex-
pressed our concern about our trade relationship with Japan. Of-
tentimes, those expressions of concern have involved a very strong
feeling on the part of many of us on the Finance Committee.

I don’t think that the situation we are now facing has any real
relationship to the kind of concern that we have expressed in the
past. In the past, we talked principally about unfairness. In the
past, we talked about the loss of jobs in this country because of
unfair foreign trade barriers and of the need for open markets
around the world. But I think that the nature of our concern now
is of much greater magnitude, of a much different quality, that the
concern we have had in the past. My concern now is not just about
incidences of perceived unfairness. My concern is no less than a
concern for the future of the world's economic system and the abili-
ty of the United States of America to carry that world economic
system almost single-handedly.

A week ago yesterday, there was an election in Nicaragua. Late
last week, the chief economic advisor of Mrs. Chamorro arrived in
Washington asking for $300 million. Poland, Hungary, all of East-
ern Europe is looking to the United States asking for f\elp to show
that democracy works. But the fact is that we don’t have the
money to provide sufficient help to the entire world to keep democ-
racy alive—even if it could be done simply by spending money, by
making grants. I don’t think it can be.

If freedom is to work throughout the world, if the world econom-
ic system is to prosper, it must be progelled, not by gifts, but by
growth. And growth has to be created by an open trading system,
and it is just as simple as that.

Since World War II, the United States single-handedly has been
the engine of growth. Nobody else is there to help.. Oh, Singapore
maybe, and Hong Kong. But we have been asked to do it all: Keep
_ our market open; consume.
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Our Japanese friends say, well, we should change our policy so
that we consume less and save more. And I agree with that, but
aren’t they in trouble if we do? Who is lgoin to do the consuming?
Who is going to be the engine of growth? We cannot do it all our-
selves any more. We are not able to do it. And the question is
whether there is an!one else out there who has any sense of re-
sponsibility for freedom, whether there is anybody out there who
has any sense of responsibility for the free world’s economic
system, other than the United States.

Now we have all kinds of initiatives going with respect to Japan
right now. Super 301, the windin ug of the first year, the com-
mencement of the second year; the SII negotiations. As Senator
Baucus pointed out, the concern that we have is that with all of
this talk, once again, as always, nothing is going to happen. Oh, we
might sell a satellite, or we might sell a supercomputer to the Jap-
anese Government. When we do, many press statements will be put
out, and our administration will claim victory.

In fact, however, it won't be a victory at all. We will not have
tackled the structural or systemic barriers in the Japanese market.
It will be a public relations job which attempts to buy us off. But
public relations jobs are not sufficient to keep a world economic
system going. It won't do the job. And if the administration be-
lieves that the sale of a satellite or the sale of a supercomputer—or
yet another promise—is going to be sufficient, then Congress will
act again. In the 1988 Trade Act, we tried to take some discretion
away from the administration, If we didn't go far enough in 1988,
believe me, we can go further. It is not just a sense of rage on the
part of the American people. We have had that for years. It is a
sense of commitment to a world which is becoming free; and a
s?nse that that commitment cannot be met by the nited States
alone. -

We are concerned that Europe isn't going to do it. We are con-
cerned that EC-92 may mean the poss bil&’y of less access to the
European market for those of us outside. Who is going to be left?
Who is going to consume all these Japanese products? Is the pres-
sure going to be evermore on us? Well, we cannot maintain that
commitment forever all by ourselves.

I thank you, Mr. Chairman, for the opportunity to make that
statement. Obviously, I feel very, very strongly about it. The next
few months are going to be telling months for Japan. The next few
months are going to be very telling months for the Bush adminis-
tration. I cannot join you, Mr. Chairman, in extending congratula-
tions to the Bush administration yet. They have not done enough,
as far as I am concerned, to warrant congratulations. The jury is
out as far as this Senator is concerned. Thank you very much.

Senator Baucus. Thank you very much, Senator. 1 appreciate
your constructive comments. .

Let's begin with a panel which consists of Hon. Linn Williams,
Deputy U.8. Trade Representative; Hon. Charles Dallara, Assistant
Secretary for International Affairs, at Treasury; Hon. Richard
McCormack, Under Secretary at the Department of State; Hon. Mi-
chael Farren, Under Secretary, Department of Commerce; and Dr.
John Taylor, member of the Council of Economic Advisors.

Mr. Williams, why don’t you begin.
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STATEMENT OF HON. 8. LINN WILLIAMS, DEPUTY U.S. TRADE
REPRESENTATIVE

Mr. WiLLiaMs. Thank you, Mr. Chairman.

The members of this panel and other representatives of the U.S.
Government and representatives of the Government of Japan con-
cluded the third round of SII talks on February 22-23. We should
emphasize at the outset, as we always have, that SII is a unique
bilateral undertaking between sovereign governments and is an it-
erative process. It has, therefore, no set patterns or benchmaiks. It
is also a mutual process. We are responsible ourselves, as you have
said, for our own competitiveness.

The Japanese participants have fairly identified U.S. practices
that may be barriers to exports from the United States, and we
have considered and shall continue to consider them careful(liy.

It is also important to note that the SII has already had some,
although very modest, effect in Japan.

Having said all that, however, the question is, where in the proc-
ess we find ourselves? And we find ourselves not as far along as we
had hoped. This was a point emphasized strongly by the President
in Palm Springs.

We started this process last summer with the political commit-
ment of both ﬁovernments. We expected to discuss initially some
concrete, detailed proposals at a meeting scheduled in January.
That meeting was delayed at the request of the Japanese Govern-
ment because of Japanese elections. It was rescheduled, again at
the request of the Japanese Government, to February 22-23, and
we, therefore, reasonably expected the February meeting to repre-
sent a substantial step forward.

What we heard at that meeting, however, was not enough, in our
judgment, to be considered effective, lasting or credible. It was pre-
dominantly a defense of the status quo with the prospect of only
minimal further action.

President Bush, in Palm Springs, expressed the importance of
trade issues to the entire United States-Japan relationship and to
global trade, and he uoufht there to energize Japanese efforts, with
the SII and with sectoral issues.

We had developed in Tokyo our own ideas on how the Japanese
system might respond to the structural issues we had raised. We
presented our ideas in some detail during that meeting. Contrary
to initial press reports, they were not demands, they were not re-
jected, and we made clear at the meeting that they were also not
the only ideas that we would consider responsive.

It appeared in Tokyo that our levels of expectation and those of
the Government of Japan are different. We addressed those differ-
ences during that meeting and we expect those differences to
narrow.

We understand that the election in Japan is just over and a new
cabinet just formed. But we believe—and we stated in Tokyo, and
the President stated in Palm Springs—that it is time to focus. We
have no doubt as to the good intentions of the Japanese partici-
rants. but we sensed that they might not have, or might not be-
ieve they have, sufficient political guidance to proceed on many
points.
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In Palm lSvfrings, the President requested that political guidance
and Prime Minister Kaifu appeared to agree to provide it.

Our structural concerns remain the same: the savings/invest-
ment gap, rarticularly focusing on increasing investment in infra-
structure; land use policy; the distribution system; exclusionary
business practices; keiretsu business groupings; and pricing mecha-
nisms.

We have focused on these areas because we believe that changes
in them will improve current account balances and market access.
We have also taken care to articulate our points in these areas
with two additional elements in mind.

First, we drew extensively on Japanese sources and on some of
the internal debate that is occurring in Japan on structural igsues.
Most of the specific ideas we advanced in Tokyo can be found in
regorts of the Jupanese Government or Japanese business groups.

econd, we made an effort to identify constituencies within
Japan that might agree, for their own reasons, with the ideas we
advanced for our reasons. Let me briefly identify some of those
linkages.

Senator Baucus. This is an important statement, Linn, so disre-
gard the amber li’%ht here. You can tuke a few extra minutes.

Mr. WiLLiams. Thank you, Senator.

Japan's producer-orientation is pervasive. The Japanese Govern-
ment subjects nearly half of all bank deposits to interest rate con-
trols. Many deposit rates are held to ber:)w 1 percent. Meanwhile,
Japan spends less of its GNP per capita on infrastructure than
most other industrialized countries. The benefits of these low inter-
est rates, low infrastructure expenditures and other policies are, in
effect, pussed on to Jupunese companies in the form of a lower cost
of capital to those companies. That is a comparative disadvantage
to foreign companies. Adam Smith did not do that. The Japanese
Government did that.

At the same time, the Japanese consumer would obviously bene-
fit from higher interest on fumily savings and greater infrastruc-
ture. The concept of “sharing the wealth” of the Jupanese economy
more with the Japanese consumer did not originate with us. It is a
matter of the relationship of the Japanese Government to its own
people; but we believe the Japanese people would support, for their
own reasons, what we are proposing, for our reasons.

The distribution system in Japan, in our view, operates as an-
other disincentive to imports. There is a relative lack of infrastruc-
ture for imports, as contrasted to exports, and, as a result of gov-
ernment policies, the system is expensive and closed.

Toys 'R Us, for example, faces the prospect of considerable ex-
pense and delay as a result of the Japanese Government's imple-
mentation of a law, the Large Retail Store Act, that permits its
Japanese competitors to control its destiny in Japan. Japanese
companies, by contrast, can buy entire shopping centers in Hawaii
and do so by obtaining little more from the government than a
zoning permit.

When Japanese cigarette producers started selling in the United
States, they gave away one box with each purchase, a perfectly sen-
sible way to open up a new market.
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When Pearle Vision gave away one extra pair of eyeglasses with
each purchase in Japan, however, it received a warning that it may
have violated a Japanese law that permits its competitors to estab-
lished so-called codes of conduct that prohibit premiums and, there-
fore, discourage new entrants into the Japanese market.

A better distribution system should make foreign companies and
products more competitive and at the same time benefit the Japa-
nese consumer.

It is in the structural barriers to market access, especially exclu.
sionary business practices, that USTR has its greatest institutional
concern. These practices fall into four categories: One: practices
that are or should be covered by principles of antitrust law; two:
government-business relations; three: procurement practices of pri-
vate firms; and four: the patent system.

We believe that the enforcement of the antimonopoly law can be
substantially strengthened and made more transparent. Moreover,
we believe that changes in the law may be necessary to provide for
higher and more certain penalties, and to provide for realistic and
effective private rights of action to enjoin illegal acts and to recov-
er the damages resulting from them. No plaintiff has ever succeed-
ed in Japan in getting a reimbursement of its damages under
either of the two provisions of Japanese law that permit private
rights of action for monopolistic acts,

n a recent ruling by the Japanese Supreme Court, a plaintiff in
a kerosene price-fixing case was denied damages despite the fact
that the Japan Fair Trade Commission had found the existence of
a price-fixing cartel. A justice of the Japanese Supreme Court
wrote that, Japanese law should be changed to permit recovery of
such damages. And we agree,

In two recent, well-publicized instances of bid ri&;ing and price-
fixing by Japanese construction companies at the Yokosuka Naval
Base and the Kansai Airport, the amount of the fines imposed by
the Jaruneae Government on the Japanese companies was substan-
tially less than the profits they had made from their illegal acts.
And when the United States threatened to sue to recover what it
had been overcharged at Yokosuka, that was widely viewed in

Japan as an exceptional response. It should not be an exceptional
response.

he recent liberalization of beef imports was good news for the
United States, but it was sobering to learn soon thereafter that sev-
eral Japanese companies were operating a cartel to import it. They
were warned by the JFTC and may now have ceased their anticom-
petitive behavior, but, by controlling prices, they increased the
price to the Japanese consumer and reduced the recason for that
gon?umer. or a primary reason for that consumer, to buy foreign
eef.

One need not wonder why foreigners believe that Japanese com-
panies collude and have every reason to continue to collude. Collu-
sion in Japan is profitable, and the bill is paid by foreign compa-
nies in the form of loss business, and by Japanese consumers, in
the form of higher prices.

The Japanese Government bears considerable responsibility for
this and other exclusionary business practices by Japanese compa-
nies. These practices have been shaped over decades by formal
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trade barriers and regulations, and by the engagement of the Japa-
nese Government with Japanese businesses in ‘‘visions,” study
groups, the promotion or tolerance of cartels and administrative
guidance, all in an effort to protect domestic companies and to
order competition within the domestic market.

Many of our most divisive bilateral trade disputes—satellites, su-
percomputers, wood products and semiconductors, to name a few—
originate in these policies of the Japanese Government. In the SII,
we seek, therefore, to control and make transparent those process-
es, and to make the Japanese Government accountable, to its own
public and to foreign companies, for its actions. Long delays, pre-
grant opposition, and the narrow scope of patents operate to ex-
clude innovative products from the Japanese market.

Texas Instruments waited almost 30 years before it received a
patent for its semiconductor. During that time, the Japanese devel-
oped an entire industry.

As a good overview example, Allied Signal produced & product
called amorphous metal. It took Allied Signal almost 12 years to
get a patent in Japan on an amorphous metal product that, among
other things, increases the efficiency of electric power generators.
Eighteen months after Allied filed for its patent in Japan, the Jap-
anese Government began to support and subsidize the development
of amorphous metals by Japanese steel companies. No Japanese
utility has ever bought Allied Signal's amorphous metal product,
but instead has continued to buy lower efficiency silicon sheet steel
products from those same Japanese steel companies.

When Allied Signal's major patents run out soon in Japan, Japa-
nese companies, aided by their government, will be poised to ex-
ploit a market that should have been Allied's. U.S. companies and
the U.S. Government will have every reason to be skeptical about
the openness of the Japanese markets if Japunese utilities finally
buy their first amorphous metal products only when Japanese com-
panies enter that market. -

Our substantial interest in significant measures to address exclu-
sionary business practices that harm U.S. companies is fair and ap-

ropriate. Any success we might have in changing them would also

enefit Japanese consumers and taxpayers, who would px:iy less for
a variety of goods and services, from construction and electric
ower through satellites and wood houses. The issue is: will the
u’anese Government listen? )
hese market access structural practices—exclusionary business
rractices. distribution impediments and keiretsu—are not primari-

“cultural,” nor are they uniquely Japanese. They are practices
that United States or European companies would probably engage
in themselves if the laws and policies of their countries, or of open-
market economics, permitted them to.

These practices are primarily the result of Japanese Government
policies. The arplicntion of other policies can chunge them. It is a
question of will, not of reach.

Similarly, the desire for consensus decisionmaking is not unique.
We know of no government official or politician who would not
prefer to make every domestic constituent happy and to have an
unlimited time in which to do that if their trading partners would
continue to tolerate it.
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If Japan were a small isolated economy, these policies and prac-
tices might not matter so much to others. If the global economy
were not becoming integrated at increasing speed, there might be
little enough world and time to move slowly at home. But Japan is
an important economic power, not a small, isolated countr{; and
this is a potentially historical time. If o;l);n trade is good for us,
why is it not good for others? Hence, the U.S. policy of this admin-
istration of aggressive open trade.

It is time now for Japan and the Japanese people to consider and
assume the responsibilities of their market to the global trading
system.

Senator Baucus. Thank you very much, Mr. Williams. Our next
witness will be Mr. Dallara.
d'['l}he prepared statement of Mr. Williams appears in the appen-

ix.

STATEMENT OF HON. CHARLES H. DALLARA, ASSISTANT SECRE.
TARY FOR INTERNATIONAL AFFAIRS, U.8, DEPARTMENT OF
THE TREASURY

Mr. Darrara. Thank you, Mr. Chairman. I have a statement
which 1 have submitted and would appreciate it being entered in
full in the record.

Senator Baucus. Without objection, all statements will be so en-
tered into the record.

Mr. Datiara. 1 will, given the time, perhaps not read the entire
length of it this morning, Mr. Chairman.

Let me begin, however, by agreeing with Mr. Williams' assess-
ment of the most recent SII discussions in Tokyo. Indeed, little
progress was achieved in that round of discussions. However, as
Ambassador Williams indicated, President Bush and Prime Minis-
ter Kaifu have just concluded 2 days of tulks in Palm Springs. 1
have just returned from attending those meetings, Mr. Chairman,
and I must say | was impressed at the amount of attention given to
economic and trade issues, including but not limited to the SlI
issues.

The President clearly underscored in those talks the importance
of reducing our trade deficit with Japan, not by restricting our
markets or managing trade, but by further increasing our exports
to Japan, and he stressed in that connection the need to insure the
success of these SII talks, calling for a redoubling of efforts to
achieve meaningful results. He noted, in fact, that valid U.S. ideas
have been put forward by the American negotiators to the Japa-
nese tecam, and that we, not just at our level but at the head of
§éate level, look forward to hearing the Japanese response to those
ideas.

There has been much public discussion of the SII since it was
launched last summer. In this discussion, 1 have read and heard
some views which I think may reflect some misconceptions about
the purpose, objective or nature of these talks.

If I may, I would like to take a few minutes to address some of
those views and possible misconceptions.

First, the objective of the SII talks. The objective has been, as
Ambassador Williams has indicated, to identify and solve structur-
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al problems in both countries that stand as impediments to adjust-
ment in trade and balance of payments accounts with the goal of
contributing to the reduction of payments imbalances. Let me
elaborate for a moment on that goal of contributing to reductions
in the imbalances.

For a number of years, the United States, Japan, and other in-
dustrialized countries have engaged in a cooperative effort to
reduce global payments imbalances. This process of economic policy
coordination has produced some results, but the results are clearly
not enough, globally or in connection with the United States-Japan
relationship. As we looked last year at the remaining size of the
imbalances, and the structural impediments which, as you noted,
Mr. Chairman, appeared to block further progress in the trade
front, it was agreed within the administration and launched by
President Bush and Prime Minister Unno, a set of talks focusing
on the structural barriers. These barriers run across many key
Eroduct sectors, tending to close out foreign competition, and as

as already been stated, they involve pervasive, exclusionary and
anti-competitive practices. Put simply, they unfairly block the
access of U.S. firms to the Japanese market, not just for export but
for investment, and they inhibit the correction of those imbalances
which still need further reduction.

Some have voiced a view, Mr. Chairman, that we are addressing
these problems in Japan in order to avoid tackling our own struc-
tural problems at home. The President made clear this weekend
that is certainly not his view, and you have, this morning, Mr.
Chairman, reaffirmed for us that you also view these talks as a
two-way street and that the United States must address its own
structural problems as part of this process: indeed, many of the
issues whicﬁ are now high on the agenda of the administration and
Congress. For example, the need to reduce further the fiscal deficit
as part of our effort to reduce public dissavings and the need to
boost private savings. And here I would note in particular the
President’s proposals for.the establishment of Family Savings Ac-
counts, the need to strengthen the competitiveness of American in-
dustry. And here 1 would note in particular the President’s propos-
al for a capital gains tax cut. All of these areas have not only been
areas receiving growing attention by the administration and by
Collll‘gress, but they have been areas raised by the Japanese in these
talks.

We have listened carefully to the Japanese Government’s sugges-
tions and ideas, and indeed intend to continue our efforts as part of
these talks to address the structural problems.

Another misconception that I have heard is that it is unreason-
able for the United States to expect to reform totally the structure
of the Japanese economy in 1 year. Indeed, if this had been our
goal, Mr. Chairman, it would indeed have been unreasonable. But
that is not what we set out to accomplish. The structural issues
raised in these talks are, as you have noted, complex and they are
deeply embedded in many cases into the Japanese economy.

Senator Baucus. Mr. Dallara, I gave Ambassador Williams a
couple of minutes beyond the 5. I would like to urge you, if you
will, to hold it within the 5 as best you can. But since I gave him a
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couple more, I will do the same for you. I urge you to appropriate
close when you think it makes sense.

Mr. DaLLana. Well, I won’t impose upon your patience. Certain-
ly

The changes which we have pursued are ones which will take
time, time to build a consensus in Japan, time to pass new laws
and time to phase in reform. But by acknowledging the time that it
will take to complete this process, I do not wish to be misinterpret-
ed. It i3 essential that actions to correct the problems begin now,
and that the process of removing the impediments continue over
some period of time.

It is important, however, to recognize that the effects of these
changes will themselves not appear overnight in our trade or cur-
rent account imbalances. However, if comprehensive change is pur-
sued and is enacted by the Japanese Government and the Japanese
political and economic leaders, Over time the improvements which
we seek can lead to a lasting reduction in frictions between our two
governments.

One final concern—and I will be very brief, Mr. Chairman, but |
think it needs touching upon—is that we have been charged with
making demands that intrude upon Japanese culture. Let me state
that our intent here is not to challenge Japanese culture; however,
it is inevitable that when one seeks to make fundamental
changes—economic changes—as we are trying to do, one faces prac-
tices that have several dimensions to them. Who would argue, for
example, that our low national savings rate is strictly a narrow
economic problem? The world economy is interdependent, and
there are few, if any, issues that can be excluded from internation-
al dialogue. Japan cannot be expected to be integrated into the
world economy from the perspective of its export and financial sec-
tors, and yet persist in insulating itself with respect to its import
sector and foreign investment in Japan.

With that, Mr. Chairman, let me just say that 1 have touched in
my written statement on many of the detailed linkages which we
see here, however, 1 would be willing to answer questions, but I
will conclude my statement at this point.

Senator Baucus. Thank you very much.
d.[’I;he prepared statement of Mr. Dallara appears in the appen-

ix.
Senator Baucus. Our next witness is Mr. McCormack.

STATEMENT OF HON. RICHARD T. McCORMACK, UNDER SECRE.
TARY, ECONOMIC AND AGRICULTURAL AFFAIRS, U.S. DEPART-
MENT OF STATE

Mr. McCorMmack. Thank you very much, Senator. It is good to be
here this morning and I appreciate the opportunity to brief you on
the work we have been doing on the Structural Impediments Initia-
tive.

As my two colleagues have previously covered a great deal of the
material that I would have otherwise have touched upon, I will
simply submit my statement to the record and just make a very
few brief comments. .



12

As my colleagues have mentioned, President Bush met with
Prime Minister Kaifu in Palm Springs on Friday and Saturday this
past weekend. The economic side of the United States-Japan rela-
tionship was a prominent part of the wide-ranging discussions the
two heads of State held on our bilateral relationship. Indeed, the
President stressed to Prime Minister Kaifu that success in SII and
other trade issues now under discussion is vital for the preserva-
tion and possible expansion of our many-faceted relationship. In

articular, he noted the importance of the spring interim report.

he President said as well that we must put our economic relation-
ship on a sound footing if we are to achieve the full promise of our
relationship.

Most of the work that the State Department has concentrated on
has been on the distribution system of Japan, so perhaps I will say
a word or two about that.

We put forth a number of specific ideas for improving the distri-
bution system in Japan. Obstacles and inefficiencies in the distribu-
tion system make it difficult for newcomers; whether they are Jap-
anese or foreign, to get established or expand on the Japanese
market. They are also one of the main reasons why prices for the
Japanese consumer are so high.

e identified three major areas of concern. One, inadequate
physical structure that slows and restricts the movement of foreign
manufactured goods from the docks to consumers; excessive govern-
ment regulation that acts to restrict imports directly and indirect-
ly: anti-competitive practices that allow manufacturers to exert
undue influence over the distributors; restrict marketing efforts of
newcomers; and set discriminatory product standards.

We also noted the need for an aggressive Japanese Government
program to pull imported goods into and through the distribution
system.

The following were some of our ideas in detail. First, we felt that
it was important to increase public investments in airports and air
cargo facilities, in warehousing, in road networks, in Customs, and
other entry processing.facilities. We felt it was important to get a
commitment to deregulation with a fixed time table for removing
restrictive laws and regulations affecting our import entry and dis-
tribution. We felt it was important to eliminate anti-competitive-
ness practices which limit the ability of foreign and domestic new-
comers to penetrate the Japanese distribution system. We felt it
was important to increase import penetration of the distribution
system rapidly in the near term, and to demonstrate the Govern-
ment of Japan's genuine commitment to becoming an import su-
perpower.

I would also like to underscore the comments that have been
made by my colleagues that these structural impediments talks are
certainly not an attack uron the culture of Japan. In fact, when
you take a look at some of the practices that we are trying to deal
with here, you find that they are hardly unique to Japan at all. If
you take a look at many of the structures and practices that oc-
curred in the United States in the 1920's, you will find remarkable
and dramatic parallels to what occurred then to what is occurring
now in Japan and what we are trying to deal with in these struc-
tural impediments talks.
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In the 1920’s, we had the struggle between the mom and pop
stores, which were politically very powerful in that particular
period, versus the chain stores, the large wholesale groups that
were attempting to move in then. During that period of the 1920's,
there was in many cities pervasive contract spreading, which was
collusion among contractors to spread the work around amongst
t‘}:lemselves at prearranged prices. In Japan, this was called
‘“dango.”

In the 1920’s, there was a dangerous land booming bubble in
Florida, which had potentially very unpleasant consequences for
the United States. In Japan today, land prices are excessively high,
ﬁnd that constitutes a potential problem we are trying to get at

ere.

In the 1920’s, there was pervasive protectionism, the Smoot-
Hawley tariff, and other things which prevented the debtor coun-
tries of that era from being able to export to the United States to
pay off their debts. Today, we find a great deal of protectionism of
various kinds in Japan that we are trying to get at that.

So, in summary, what I am saying here is that this is not an
attack upon the culture of Japan. We are trying to deal with specif-
ic economic practices which we feel are wrong and which prevent
Japan from becoming a full participant in the free trading system
Ofl; the world, and we are working very hard to try to bring this
about.

Thank you very much.

Senator Baucus. Thank you, Mr. McCormack.

['I;}ge ]prepared statement of Mr. McCormack appears in the ap-
pendix.

Senator Baucus.The next witness will be Mr. Farren.

STATEMENT OF HON. J. MICHAEL FARREN, UNDER SECRETARY,
INTERNATIONAL TRADE ADMINISTRATION, U.S. DEPARTMENT
OF COMMERCE

Mr. FARREN. Thank you, Mr. Chairman. It is a pleasure to be
here today. I have submitted testimony for the record. I will sum-
marize it now, sir,

Senator Baucus. Thank you.

Mr. FARREN. Since early 1985, the dollar has depreciated 45 per-
cent against the gen. Emergency economic measures implemented
by Japan in 1987 have stimulated domestic demand. We would
have expected these two factors acting together to have had a more
favorable impact on our bilateral trade balance than has been the
case.

The U.S: trade deficit with Japan has decreased only marginally,
by less than 15 percent, from $56.3 billion in 1987 to $49 billion last
year, a reduction of $7.3 billion, By comparison, the U.S. trade per-
formance with the EC improved by $22.1 billion, from a $20.6 bil-
lion deficit in 1987 to a $1.5 billion surplus in 1989. With West Ger-
many alone—until last year the world's number one exporter—our
deficit declined by almost half, from $15 billion to $8 billion.

Our balance with East Asian newly industrialized economies also
improved more than with Japan, $9.8 billion over the 1987-89 -
period, a shift of almost 29 percent.
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The failure of traditional adjustment mechanisms to produce -
comparable changes in Japan’s external surplus led us to conclude
that there are structural factors in the Jaupanese economy that ob-
struct imﬁorts and distort the rational functioning of the economy.
This is where the SII talks represent a departure. They are explic-
itly results oriented with the result defined in terms of our exter-
nal balances.

President Bush reaffirmed the objectives of SII during his meet-
ing with Prime Minister Kaifu this past weekend.

believe it would be useful to review the results of the joint
Commerce-MITI price survey at this point. The price mechanism
has been the area where the Commerce Department has concen-
trated much of its effort.

We conducted the slurveill in October, focusing on the prices of
121 products sold in both the United States and Japan. To provide
you with a more detailed account, we have offered you and commit-
tee staff an extensive study, or explanation, put together by the
Commerce staff which conducted the survey.

We expected the survey to verify that prices of identical or close-
ly comparable goods produced in the United States and third coun-
tries are generally higher in Japan than in the United States by
more than would be accounted for by transportation and other
costs associated with exports, and that a significant proportion of
identical or closely comparable goods produced in Japan is more
exgensive in Japan than in the United States.

he surveK results do, in fact, demonstrate that prices are higher
in Japan than in the United States for comparable products.
Almost 90 percent of the surveyed goods produced in the United
States and over 95 percent of the surveyed goods produced in third
countries are priced higher in Japan. On average, prices of both
United States and third-country goods were over 70 percent higher
in Japan than in the United States. Forty percent of the goods

" originating in Japan were more expensive in Japan.

he implication of this is that Japanese producers practice price
discrimination on at least a fairly wide scale, charging lower prices
abroad, and Japanese structural barriers have a greater impact on
prieés of Japanese-made goods sold at home than on prices of those
goods when exported.

The findings of the Commerce-MITI survey seem clearly plausi-
ble, particularly since they are consistent with numerous other
studies, including several Japanese reports that show the cost of
living and price levels to be considerably higher in Japan than in
“the United States.

The survey results have significant implications. The overwhelm-
ing proportion of United States and third-country goods, and the
large share of Japanese products priced higher in Japan unmistak-
ably point to the impact of structural impediments which preclude
normal free market forces from operating. The higher prices in
Japan clearly reflect the pervasive and harmful influence of ineffi-
ciencies, such as the complex and multi-layered distribution
system, and of obstacles to competition such as trade barriers, ex-
clusionary business practices, and government regulations.

The survey seems to demonstrate, as has long been charged, that
Japanese corporations use a protected domestic market, with Japa-
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nese consumers paying higher prices, in order to price aggressively
in foreign markets, thereby gaining market share and often nor-
mally wounding foreign competitors. The survey demonstrated that
consumer electronics prices in Japan and in the United States
showed the smallest differences in actual price levels. The largest
differences in manufactured product prices exist where a U.S. in-
dustry is fighting to retain market share. This may indicate that
American consumers can look forward to paying Tokyo prices
when U.S. industries are destroyed and Japanese firms dominate
our markets.

To say it simply, the price differential acts as a barometer of the
degree to which the market mechanism is distorted by trade bar-
riers and competition is suppressed. The pricing issue is especially
important in light of the political visibility of the subject in Japan.
Rising public consciousness of the Japan/foreign price differentials
promoted the LDP to form a party-government headquarters com-
mittee to deal with the pricing issue. The MITI response to our
joint survey is typical of prior reactions to criticism of this kind
MITI has proposed a number of surveys that appear to focus on

ricing practices of foreign firms in the Japanese market. Implicit-
y, the premise of the prOﬁosed MITI surveys seems to be that
higher prices in Japan are the fault of foreign firms, not of a closed
market. The MITI reaction is symbolic of the reluctance of Japan
to acknowledge that a problem of Japanese-making even exists.

In most cases, Japanese response to U.S. suggestions has been to
defend the status quo, as pointed out by Ambassador Williams.
Repeal of the large retail store law was ruled out by Prime Minis-
ter Kaifu during the general elections, meaning that the Japanese
market will be closed to comqpetitive U.S. retailers like Toys 'R Us,
which is being shut out of okyo. Increased investment in public
works projects is reportedly being resisted by the Ministry of Fi-
nance due to inflationary concerns, which means that Japan’s huge
pool of savings will flow into redundant industrial capacity, and
that industries like the auto industry will have enormous overcapa-
city worldwide. Revision of the anti-monopoly law is unacceptable,
according to Fair Trade Commission Chairman Umezawa, in state-
ments he made at a press conference, which means that firms like
Allied Signal, also mentioned by Ambassador Williams, will contin-
ue to confront collusion among Japanese firms, thereby denying
U.S. products access to the Japanese market.

Even more fundamentally, there is an all but explicit underlying
assumption that the Japanese surplus must be maintained at or
near current levels as a hedge against anticipated oil price in-
creases, which means that American workers will continue paying
the insurance premium, with the price being American jobs and a
diminishing U.S. standard of living.

It is clear that the Japanese bureaucrats—as is capable as they
have been in building Japan’s export machine and protecting it
from U.S. trade actions in the past—can no longer effectively deal
with these issues without the full involvement of Japan’s political
leadership.

Senator Baucus. I must ask you to summarize your statement,
Mr. Farren.



16

Mr. FARREN. I believe that that is, in fact, what President Bush
initiated this weekend in bringing the Japanese leadership into the
process of resolving the SII issues and other bilateral trade issues.
And we believe that progress can be made.

Senator Baucus. Thank you very much.

[The pregared statement of Mr. Farren appears in the appendix.]

Senator Baucus. Dr. Taylor.

STATEMENT OF HON. JOHN B. TAYLOR, MEMBER, COUNCIL OF
ECONOMIC ADVISORS, EXECUTIVE OFFICE OF THE PRESIDENT

Dr. TayLor. Thank you, Mr. Chairman. I have a written state-
ment that I would like to ask be placed in the record. I will, of
course, summarize as my colleagues have.

Senator Baucus. Thank you.

Dr. TAYLOR. The central aim of the Structural Impediment Initi-
ative is to identify and remove unnecessary regulations and other
structural barriers that impede the operation of free and competi-
tive markets in Japan as well as in the United States. The removal
of such barriers is the surest and the most lasting way to reduce
trade imbalances, increase exports, and thereby reduce trade fric-
tions between our countries. It would also directly benefit the Japa-
nese and American people, and strengthen the bilateral economic
relationship between our two countries. A strong bilateral econom-
ic relationship between the United States and Japan is essential to
needed improvements in the entire multilateral trading system.
Keeping this relationship strong will pa{J added dividends by ex-
panding trading opportunities for the United States and other
countries. ‘

The SII approach is superior to a managed trade approach,
which would require the U.S. Government to attempt to achieve
different patterns of imports and exports than would be dictated by
private markets. Unlike managed trade, SII is in kee ini with the
trend to freer markets that has accelerated remarkably throughout
much of the world during the last year. Indeed, it would be ironic
and disturbing to the nations of Eastern Europe if the United
States, the nation that has been the leader in moving toward freer
trade and more open markets in the postwar world, were to turn
toward managed trade at this critical juncture.

The first SII topic, saving/investment, is based on the premise
that the overall trade and current account imbalances in both the
United States and Japan reflect the gap between domestic savings
and domestic investment. Neither the §152 billion deterioration in
the United States current account from 1981 to 1987, nor its 20 per-
cent improvement since then can plausibly be explained by
changes in the level of formal trade and structural barriers in for-
eign markets. These barriers remain unacceptably high in the Jag)-
anese market, but it would also be implausible to attribute the $82
billion increase in Japan’s current account surplus from 1981 to
1987, nor its decline by more than $20 billion since then to changes
in Japan's structural or trade barriers.

Changes in saving/investment imbalances provide a much more
satisfactory explanation for these huge swings in the current ac-
count imbalances, and any further improvements in the current ac-
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counts will require additional reductions in the savings/investment
gap. Not surprisingly, therefore, the structural impediments affect-

- ing saving ard investment have figured prominently in our discus-
sions.

The Prenident believes that it would be unwise to pursue policies
that reduce savings, especially at this time of saving shortage
throughout the world. The U.S. side has, therefore, focused atten-
tion on reducing the savings and investment gap in Japan by rais-
ing inves'ment, and in particular, by raising the level of Japan'’s
investment in public infrastructure.

Japan’s public infrastructure is in many areas quite primitive for
a wealthy industrialized country. For example, even today, less
than half of Japanese homes are connected to sewer systems. In
the mid 1970’s, a target to connect 100 percent of all dwellings to
sewerage facilities by 1985 was widely discussed in Japan.

Economic research and historical experience indicates that an in-
crease in public infrastructure investment in Japan would signifi-
cantly reduce the Japanese trade surplus. There is very little con-
troversy here; econometric models agree. But like the other SII
changes, this would be a lasting remedy, not a short-term fix. It is
important, therefore, Mr. Chairman, that progress be measured, es-
pecially in the short term, by the actions taken, not solely by
changes in trade flows.

The administration is also concerned with structural barriers
that significantly affect the product and country composition of
trade flows even if they have no impact on the saving and invest-
ment balance. It is cold comfort to individual companies in the
United States hampered by such impediments to know that there
maf' be an offsetting gain elsewhere in the economy. The existence
of large price differentials, which Mr. Farren indicated, suggest
that these barriers are indeed significant

Our Japanese counterparts have provided us with a list of struc-
tural concerns regarding the U.S. economy. Our low savings rate,
the need to improve our education system are part of that. These
are, of course, areas where the Presidyent has already made several
important proposals to take action, including his programs for defi-
cit reduction, the family savings account, the capital gains tax re-
duction, and the Social Security integrity and debt reduction fund.

Our bilateral relationship with Japan should not be viewed as a
zero-sum game. By focusing on these structural changes that have
already had significant domestic constituency, the SII séeks to ex-
ploit a potential commonality of interest to allow for faster and
further progress.

To date, Mr. Chairman, that faster and further progress we seek
has not materialized. However, it would be premature to pass judg-
ment on SII J)rior to key milestones established when the initiative
was launched.

Just to summarize, Mr. Chairman, the cooperation of Congress in
supporting the President’s budget, saving and education initiatives
is essential to the success of Slf. We hope we will receive your sup-
port. Positive action on the President’s initiatives would greatly im-
prove economic performance in the United States by increasing
growth, employment, productivity, and competitiveness. It would
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also increase the likelihood of success in the SII talks and of all the

international gains that would come from that success.

b Thank you. I would be happy to answer any questions you may
ave. -

gl‘he pregared statement of Dr. Taylor aBpears in the appendix.]
enator Baucus. Thank %ou very much, Dr. Taylor.

I think we have established the importance of the talks and the
‘importance of the Structural Impediments Initiative. One key ques-
tion. To the degree to which the administration team is satisfied
with the progress of the talks, is Japan taking this initiative seri-
ousl% or is it not? Was the Bush-Kaifu summit just a performance
on the world stage to sound good but not really do much? That is,
were those just words or were they not deeds?

I would like to ask all of you what evidence—tangible, concrete
evidence—do you have that Japan is taking these talks seriously
enough to achieve results. Mr. Williams, I will begin with you first.

Mr. WiLLiamMs. Mr. Chairman, as we have said from the outset,
all of us, we are not satisfied with the progress of the talks. We
believe there is evidence that the Japanese side is taking the talks
seriously. As [ mentioned, in the Japanese budget, there were some
modest changes that reflected the SII talks. There are an unusual-
ly, we are told, larﬁe number of Japanese agencies involved in the

i'i)qess. The LDP has a special committee engaged to address the

issues.

The basic question I guess is whether the Japanese side sees this
as a damaﬁe control exercise, a kind of public relations exercise, or
whether they see it as one requiring serious substantive effort. I
think on that point, the jury is out. I think, as the President stated
in Palm Springs, the proof is in the results and we have not yet
seen the results. .

The President’s message in Palm Springs was not what the Japa-
neserefer to as “Kabuki” at all. From the U.S. side, I think all of
us who were there know that the President’s commitment, the
level of commitment and the personal energy and knowledge that
he put into and imparted to the process, is extremely unusual for
trade issues. I think one has to go back 30 years before Presidential
interest reaches the level of knowledge and involvement of Presi-
dent Bush. -

Again, I think the question is on the Japanese side: How will
they absorb and react to the attempt to energize the process in
Palms Springs? And there, as my colleagues have said, it is too
early for us to pass judgment.

Senator Baucus. Would anyone disagree with that assessment?
Would you care to modify it in any waﬁ.

Mr. McCorMmack. No. I just would like to make one supplementa-
ry comment.

I do not underestimate the difficulties that the Japanese political
structure faces in trying to bring these changes about. What you
have here is the classic case of special interest versus the general
interest.

Japanese authorities, Japanese writers, Japanese scholars have
all identified that the collective, the general interest of Japan
would benefit by having a retail structure that would permit goods
to be sold to the people at lower prices. But this is going to impact
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negatively on those people who have small stores today that profit
from low volume but high profit margins. And you can go through
each one of the exercises that we are engaged in on this particular
structural impediment initiative, and you can see where a special
interest that currently has a cozy deal is going to be impacted neg-
atively if these changes are made.

But the encouraging thing is that the Japanese themselves have
identified that collectively their people will benefit if they can
move in the general direction that we are trying to urge them to
move, and, therefore, I am hopeful that we will see some important
progress now that the election is by the board, now that we are
moving toward this interim report that is going to take place in the
next month or so, now that we are moving toward the final report,
which will have to be done before the summit, that these things
that we are proposing will get some important degree of acceptance
within the LDP party in Japan.

Senator Baucus. There is a long list of items that the adminis-
tration is pursuing: the distribution system, Keiretsu, land use
planning, and the list goes on. What items are at the top of the
administration’s list? That is, what are their priority items? Or are
they all equally important?

Also, there are various agencies involved on the U.S. side. 1
assume that not all agencies are entirely in agreement as to which
of the items are most important. Andyl know that at different
times different agencies chair these meetings, which raises the
&l}xestion of who is in charge here? I will begin with you again, Mr.

illiams—what are the priorities here?

Mr. WiLLiaMs. Mr. Chairman, in fact, there is no disagreement
among these agencies on the nature of how we proceed with the
talks. We all believe that we have to have successes, as you have
phrased them, in every area. The first reason is the lumpy pillow
analogy. If you have a lump in the pillow and you push it down,
another lump pops up. You haven’t done yourself any good. So
from the standpoint of succeeding overall, we feel we must proceed
on all of these issues at the same time.

Within each of these issues there has been more or less progress
and there will be more or less degree of detail. That is another
level of concern. At the level of concern that you have raised, we
believe we moved them all forward at the same pace.

There is another reason for that. In the complex trade-offs in
Japan that Under Secretary McCormack mentioned it is in some
ways easier for the Japanese to make those trade-offs if the areas
are broader and all parts of the Japanese Government participate
in them than it is if we appear to be singling out one or two or
three agencies in the process.

Finally, with respect to the question of the management of the
system, It is our view here—having had, we confess, some initial
misgivings, as you had, to see five people instead of one person ad-
dressing an administrative position—that, in fact, the process has
worked very well. What we have been able to do—and you, who
have followed the trade situation for many years, will I think ap-
preciate this more than others—is to pull together a broad consen-
sus within the executive branch at a very early date in a very im-
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portant process. That is important both to our ability to negotiate
with the Japanese and to our ability, ultimately, to succeed.

The notion of a chairmanship has become a purely administra-
tive act, and each of the agencies performs its function and helps
the others admirably. In fact, an external observer would say that
the U.S. Government has held together cohesively while the Japa-
nese Government has shown some fissures from time to time on
important issues.

" Mg. DALLARA. Mr, Chairman, may I just add a few brief points
ere’

Senator Baucus. Yes.

Mr. DaLLARA. I think we do see these issues as all perhaps
spokes of one wheel. And if you look at a wheel and you say, well
which spoke is the most important, it is very hard to differentiate,
because they all go to the center which is a center now dominated
by exclusion, discrimination against foreign products and foreign
investment. And they are very much interrelated. We haven'’t dis-
cussed this morning the issue of Keiretsu, but it is perhaps the un-
derside of the exclusionary business practices which Ambassador
Williams mentioned. In other words, the Keiretsu, the interlocking
corporate structure of Japan, forms the structure which in many
respects then leads to many of the exclusionary practices which he
has touched upon. We need to approach that problem from both
angles, both from the process of the structure itself, because the
Keiretsu needs to be open. Their ties need to be loosened. And from
the practices which the structure produces. And if we can approach
that problem from both angles perhaps we will have a significant
chance of making real progress. Thank you.

Senator Baucus. Well, does that mean then, as 1 hear your col-
lective answer, that only success in all areas will indicate whether
or not the United States is ruccessful? I mean major successful in
all. That is, failure in one constitute a veto over the others with
respect to success?

r. TAvyLor. Mr. Chairman, it is successfully measured by how
much progress is made in each of the areas. \%’e hope to make as
mucr progress as we can in all of the areas. Some of the areas
overlap.

Senator Baucus. Well, how much is that?

Dr. TavLor. Well, let me just give you a couple of examples. In
the case of public infrastructure investment, that goes in the direc-
tion of both reducing the savings and investment gap and improv-
ing the current account. It also, if it is devoted to improving airport
facilities and roads, goes toward making the distribution system
more effective and making it easier for ?oreign firms to enter the
market. So it goes in a number of different directions. There are
different kinds of issues about capacity and inflation which the
Japanese have raised. We think we put together a good set of argu-
ments as to why our proposals woufd not be inflationary. But you
may be pushing in one area capacity versus another. May be air-
poir('ts versus roads might be an area where compromise could be
taken.

Senator Baucus. Well, let’s just look at those for a moment. Let’s
take the distribution system. What constitutes a success with re-
spect to Japanese distribution inefficiencies? By what standard will



21

the administration measure whether we have achieved a successful
resolution?

gldr. McCormack. The ultimate standard that will have to be
used——

Senator Baucus. Which is?

Mr. McCorMaAck. Is what appears in terms of increased import
sales and opportunities in Japan. And that is a standard which will
become clear in the next 2 or 3 years. What we dc not want to see
i8 a general commentary that does not result in a lot of very specif-
ic actions.

Now take the distribution system. There currently is a law,
called the Large Scale Retail Law, and that law basically says that
if the local smaller stores in the area will not agree to a larger
store being set up, no large store can be set up. That prohibits the
K Marts of this world from establishing a major——

Senator Baucus. 1 understand. But is success going to be the
elimination of the Large Retail Stores Act?

Mr. McCormAack. We have strongly urged that that take place.
We have put that on the table.

Senator Baucus. Will that be the standard by which you judge?

Mr. McCormack. That will be one of the standards. We have
asked that the airport facilities be expanded to make it possible for
more imports to come in through there. We have asked that sea-
port facilities be expanded so that more imports can come in
through there. We have asked that a whole series of practices
whereby individual stores are tied to individual manufacturers and
not allowed to handle other people's goods and services be changed.

We have provided a whole series of very specific implementation
steps which 1 would be happy to send you that we have asked the
Japanese to seriously address and we know they are.

nator Baucus. | would appreciate seeing that list if you could
send that.

Mr. McCormack. All right.

[The report appears in the appendix.]

Senator Baucus. Well, let’'s take another area, the Keiretsu. By
what standard will we know whether or not we have achieved suc-
cess in dismantling the Keiretsus?

Mr. DaLLArA. Mr. Chairman, I would not concentrate so much
on whether or not we set up a standard measured by individual
steps but by whether or not we see a genuine opening in the Keir-
etsu structure that allows U.S. corporations to penetrate that struc-
ture with respect to U.S. exports and with respect to U.S. invest-
ment. So again, it seems to me that we have to look at whether or
not we believe we have steps which will lead to a genuine opening
in that structure. And recognizing the lags involved, but neverthe-
less, looking very closely for an improved environment that leads
to real increases in U.S. exports into the Japanese economy, and a
real increase in U.S. investment. The investment environment is
an issue that concerns us greatly. It is partly restricted because of
the cross shareholding which exists now. In the Mitsubishi group,
for example, there are 171 firms ranging throughout the economy.
These firms control almost 3 percent of total final sales in the Jap-
anese economy. The linkages are financial through cross sharehold-
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ing and through commercial bank and other financial arrange-
ments. There are also linkages of procurement and purchasing.

Again, I would summarize by saying that we neecf to see real evi-
dence that U.S. firms are able, without being sent in 14 different
directions over 14 months, or 14 years, to market their products
and to face fair and even-handed competition within these markets.
And that U.S. investors would wish through either greenfield oper-
ation or through purchase of current facilities in Japan are able to
actually enga%e in direct investment. Right now, Japan has the
lowest level of foreign direct investment in its economy of any of
the major economies by far, and it is time that that changed as
part of this process as well.

Mr. FARReN. Mr. Chairman, if I can also say, we are in the
midst, obviously, of talks which really constitute negotiations on
these issues. I think it would be a major mistake for us to try to
define in a hearing of this kind what constitutes success. In negoti-
ations with the Japanese, and for that matter, other governments’
officials, typically they will say well, you have 20 issues on the
table. “What do you really care about? What is important?” You
identify five that you really care about. They will say, “Fine. Obvi-
ously the 15 do not matter. Let's now negotiate on which of the five
we are able to give you.” That is not the situation we want to find
ourselves in, because I think the analogy that Assistant Secretary
Dallara made to the spokes of the whee{ is absolutely correct. We
need action in each one of these areas in order to have overall suc-
cess. We are talking about trying to eliminate some of the generic
problems that U.S. exporters have in the Japanese market. And it
1s not going to be achieved by a simple piecemeal approach to a
given solution. That is fundamentally the basis of having an over-
all structural impediment initiative itself. That is why I would be
very reluctant to see us identify “‘success’” here, because I know
you are looking for us to be successful overall in the final result we
are trying to achieve.

Senator Baucus. That is a good point. Thank you.

Mr. FARgeN. I think it would be a mistake for us to try to say
what's important and what's not. As the President said, and as 1
think was pointed out here, final success is going to be in the re-
sults. To quote the President, he said, “The proof of the pudding is
in the eating.” We have to see where U.S. exporters have opportu-
nities in Japan that they have never had before, and we have to
see our bilateral trade imbalance be corrected in a relatively short

riod of time. We have seen it happen in other markets. We be-
ieve that if the trade distortions are eliminated in Japan, it can be
achieved there as well.

I frankly, having been involved in trade issues now since 1983 in
the executive branch, think the U.S. Government has already
gotten something out of the structural impediments initiative, in
that you have five Government officials sitting here who are repre-
senting agencies that are the focal point of U.S. trade concerns in
absolute agreement on what the nature of the problem is.

Senator Baucus. We are becoming more Japanese that way.

Mr. FARREN. And we really have achieved a consensus on what
we need to do in the way of results, and have come together and
put on the table for the first time an answer to the question, which
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I have heard stated over and over again, “but what can you really
do about the Japan trade problem?” We have Fut together a pack-
age that, if it as acted upon by the Japanese, 1 believe can correct
the problem. That in and of itself is a major contribution to the
process.

Senator Baucus. Do you all agree that the criteria should be re-
sults-oriented in -the sense that we will achieve success if we can
export to Japan on the same basis as to other countries that do not
gave?'these discriminatory practices? Is that the ultimate criteria

ere’

Dr. TayLor. Yes. I would say the open markets are the ultimate
criterion. But results, Mr. Chairman, should be measured in terms
of the actions that are taken.

Senator Baucus. Sure.

Dr. TayLor. Not so much in the short-term at least in terms of
the actual changes in trade flows.

Senator Baucus. Well, that is what Carla Hills said, that she ex-
pects some sort of immediate down &?yment from Japan to deter-
{)ninﬁ ngether SII is successful. Mr, Williams, what does she mean

y that’

Mr. WiLLiams. That is one of the aspects of the point that Mr.
Farren has made. We do not want, at this stage or even in the in-
terim report, to let issues drop away, and we are therefore reluc-
tant to go into great detail on what would constitute a successful
package or even a successful blueprint. We have in our own minds
the broad outlines of what we expect would produce in our judg-
ment a successful result by the final report in July and in the com-
mitments that may come {ater. If it is a “‘sow’s ear,” we will call it
a “sow’s ear.” We are not prepared to call it a “silk purse.”

Senator Baucus. I appreciate that.

I heard from everyone on the panel that we are looking for re-
sults measured in terms of exports. It wasn't the criterion that I
heard from you, Dr. Taylor. Do you agree with that?

Dr. TAyLor. Mr. Chairman, we are looking for a criterion in
terms of opening markets, in terms of actions taken, such as in-
creasing public infrastructure investment. The translation of those
actions into actual changes in exports and imports takes time. Eco-
nomics does not suggest that these would be instantaneous. The
?ugtgest that they would be long lasting and permanent in their ef-

ects.

So to measure success in the short term by changes in exports
and imports directly would be a mistake. Look at the actions that
are put in these reports. Look at the steps that are taken to meas-
ure the success.

Senator Baucus. Well, frankly, I think the primary standard
should he exports. Are we results-oriented? Are we actually getting
products in or are we not?

I would like to turn the subject now to a slightly different issue. I
appreciate the comments that some of you have made that we are
not attacking the Japanese cultural Eractices at all. That is, we are
concerned only with practices which discriminate against Ameri-
ca’s ability to do business in Japan.

How many of the present practices that we are focusing on in
Japan, if practiced in this country today, would be actionable
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either by a private person or by a government U.S. attorney’s
office? The Keiretsu, for example, or the Large Store Retail Act,
and others which violate U.S. law if practiced in the United States.

Mr. WiLLiaMs. On the market opening issues, which I think are
the focus of your question, the Keiretsu, the distribution system,
exclusionary business practices; without having researched it, I
would say most if not all collusional behavior and would be a viola-
tion of antitrust law. It is, of course, not unlawful to have small
retail distributors. What this country would probably find a restric-
tion on trade is the ability of competing companies to order the
market against their competition. By and large, it is those sorts of
factors we have identified in exclusionary business practices and
distribution.

In the area of Keiretsu, there are disclosure requirements in the
'S there are not limitations on cross share holding, except in the
area of financial institutions. One can make a case, I think, that
Jupanese trading companies perform the same function and per-
haps should come under the same sort of regulation. Most impor-
tantiv, in this country related party transactions must be disclosed,
so that shareholders and, ultimately, the public are able to see
whether those related party transactions are fair.

It i~ the absence of that information that drives much of the
world s concern with the Keiretsu practices. Regardless of the per-
centage ol cross ownership that these companies have, it is the
business they do with one another, to the exclusion of other compa-
nies, that s the issue foreign companies raise. So again, by and
large. most of these practices, if done in the United States, would
constitute violations of one law or another, or at least would be
subject to disclosure and private action against or on behalf of the
company.

Senator Baucus. The SII was launched in part to avoid certain
provisions of Super 301—time constraints, for example. What hap-
pens though if the administration pursues SII and is not success-
ful? Then do you suggest that we use Super 301 and name some of
these practices as Super 301 practices in order to get results?

Mr. WiLLiaMs. It is too early, Mr. Chairman, to speculate on
what happens if we are not successful since we still retain opti-
mism that we will be. I would have to say that, having identified
barriers to trade and achieved a wide consensus within the U.S.
Government that certain aspects of Japanese policy are barriers to
trade. I think it would be very difficult for us to ignore the exist-
ence and effect of those barriers in any future trade policy. There-
fore, if we are not able to resolve them in the SII, it seems to me
that we will have to look to other ways to resolve them. One of
them, I suspect, will be the provisions of the 1988 act that would
?llow us to look at them more closely and under a restricted tirae
rame.

Senator Baucus. Well, I must say I generally agree with your
statement. In fact, I am pref)ating legislation that would require
the trade-related issues in SII to be pursued through Super 301 in-
vestifations. Frankly, hope I do not have to introduce it, because
we all hope that we reach a successful conclusion without resorting
to stronger action. But in the event that these talks are unsuccess-
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ful, there is a very good chance that I will introduce that legisla-
tion and urge the Congress to adopt it.

Mr. WiLLiams. Mr. Chairman, we appreciate your forbearance.
Having stressed the importance of identifying the barriers and of
needing to do something about them, we have tried to articulate
our concerns using Japanese sources and using approaches that
would allow the Japanese Government and the Japanese people to
decide that what we were seeking for our reasons was in their in-
terest for their reasons. We are very much hoping that this kind of
process, as contrasted to the more normal ‘‘zero sum’ trade negoti-
ations in which we regularly engage, will be both successful and
constructive.

Dr. TayLor. Mr. Chairman, if I might add.

Senator Baucus. Sure.

Dr. TAYLOR. Some of the topics in the SlI, such as the savings
and investment issues, do not lend themselves well at all to actions
such as Super 301. It is a much different type of structure. And
that is one of the reasons we came forth with this initiative be-
cause we knew how important it was.

Senator Baucus. | appreciate that. And some of the items are
more actionable than others under Super 301. That is definitely
true.

I think a very basic point here though is, as the world is becom-
ing freer politically, certainly Eastern Europe, Nicaragua, and even
the Soviet Union, that the focus will turn to whether the world is
becoming free in an economic sense. And as some countries become
more democratic, whether countries like Japan will open up eco-
nomically. It is imperative that Japan does so. Japan is still the
most closed industrialized country in the world.

As I mentioned in my opening statement, no country has benefit-
ed more from the world’s open and free trading system than has
Japan. It is imperative that, following the LDP successful elections,
that Japan does act to open its market very quickly. Becau if
Japan does not act very quickly, I think that the United States and
other countries will taKe whatever actions they must take to stand
up for their collective rights.

"~ It is not that we are trying to take advantage of Japan. Far from
it. These talks are basically to be sure that Japan does not take
advantage of us.

We are here engaged to stand up for our rights, that is, to fur-
tl:)her fgpen the free trading system so that all people can mutually

enefit.

Thank you very much. I appreciate your comments this morning.

Senator RIEGLE. Mr. Chairman, may I make a statement?

Senator Baucus. Oh, I am sorry. Senator Riegle, it is good to see
you.

Senator RieGLE. Thank you, Senator Baucus.

Senator Baucus. Thank you.

OPENING STATEMENT OF HON. DONALD W. RIEGLE, JR.,, A U.S,
SENATOR FROM MICHIGAN

Senator RIEGLE. Let me say, first of all, how much I appreciate
your leadership on this, and the intensity with which you are pur-
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suing this issue as the chairman of this very important subcommit-
tee. And I also think that the questions that you were posing to our
witnesses here are very important ones in terms of laying the foun-
d}z‘ation of exactly what is happening now and where do we go from
this point.

There are several questions that I want to raise here before we
let this p=rel go. )

First, let me just ask you for the record—and I will address to
you, Mr. Williams—the bilateral trade deficit with Japan last year,
for 1989, would be approximately what figure?

Mr. WiLLiams. You are talking about the number?

Senator RIEGLE. Yes.

Mr. WiLLiaMms. It is about $49 billion.

Senator RIEGLE. $49 billion. That is the figure that I have been
using as well. Is there any indication yet this year that that
number has chanfed appreciably from what we saw in 1989?

Mr. WiLLiams. [ think it is too early to tell, Senator. The $49 bil-
lion number represents a decrease of $2 billion from 1988, At the
same time, the bilateral trade deficit with Europe went from a defi-
cit of $9.5 billion to a surplus of $1.5 billion. Our trade balance
with Korea also improved. In other words, the balance with Japan
improved, but considerably less so than with other countries.

enator RIEGLE. Well, the improvement was very, very modest.
And actually we are running at about the same rate insofar as |
can tell in looking at the trade data so far this year. And I notice
Mr. Farren is nodding affirmatively, so I think that would be his
view as well. But that means that Japan is out of the trade rela-
tionship and a lot of the unfairness that is built into the trade rela-
tionship is taking $4 billion a month net out of the U.S. economy.
That is an enormous amount of money. Now that is not all of our
trade deficit. That is just the bilateral trade deficit with Japan, by
far the largest we have with any country. But the fact that we are
making such modest improvement, where we are seeing improve-
ment in other areas of the global economy, I think show that these
structural impediments, and I think to some extent as well a lack
of will on the part of the Japanese to address the things that keep
this deficit at such a high level, are things that now really have to
be confronted.

And I was encouraged by the fact that the President—our Presi-
dent—appears to have really focused with some personal intensity
on this issue in the summit meeting. And I applaud him for that.
And it is verfr important that the President—our President—be
hands-on on all the big issues, but very particularly with respect to
this trade issue and particularly as it relates to Japan.

Let me ask you, how much of the time at the summit was spent
on trade issues versus other issues?

Mr. WiLLiaMS. Senator, if one includes the private meetings, I
would say half is not an overestimate.

Senator RIEGLE. So at least half?

Mr. WiLLiams. At least half. Would any of the other two who
were there have any different percentage?

Mr. DALLARA. Senator, let me just say that it was not only, in my
view, a question of the time spent on this, but the emphasis and
vigor which the President dealt with these issues, I can affirm that
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he was very clear. He was very specific in the need for prompt
action, not only on SII, but on the other immediate trade issues
that are on the agenda. And in the discussions he clearly focused
on this $49 billion deficit which you mentioned, and in fact, in his
closing remarks said, look, our exports to Japan have improved,
but make no mistake about it, we need that deficit to come down.

Mr. WiLLiamMs. One could also sense that the intensity level clear-
ly went up when trade issues were being discussed.

Senator RIEGLE. Now it is encouraging to me to hear you report
that over half the time at the summit was devoted to the trade
issue, and that the President was leading that discussion himself, I
take it. Is that also a fair summary?

Mr. DALLARA. Absolutely, Senator.

Senator RIEGLE. I know he and I have talked about this issue.
And we have gone over in the past the data in the trend lines
about the enormous problem of the United States becoming a
debtor nation to such an enormous extent and the part of that that
relates to this unyielding trade deficit that we have with Japan. So
nz is encouraging for me to hear that that much time was given to
it.

I would like you to review just briefly what understandings were
reached? What will now happen?

Mr. DALLARA. Perhaf)s I could say a word, Senator, on that, be-
cause I think what will now haﬁ) en, we have to be honest and say
it is not entirely clear what will now happen. But it is clear that
the Prime Minister gave his commitment to the President to inten-
sify efforts to resolve trade problems and, in particular, the Prime
Minister stressed the importance that he views the SII talks and
the importance of tackling the structural problems in his economy
within the context.

Let me quote briefly if 1 may, Senator, from Prime Minister
Kaifu's closing remarks.

“The SII is extremely important to consolidate this positive
aspect.” And he was referring to the fact that the imbalances had
already come down somewhat. “I am determined to firmly tackle
stxi)qcttir’:,al reforms of Japan as one of the top priorities of my new
cabinet,

And then he goes on to say that he hopes the United States on
its problem will promote structural ad{ustment as the President in-
dicated. So the commitment at a political level was clear. And,
frankly, what was so sorely needed in these talks was political
guidance, because we have been dealing with our counterparts for
three lengthy sessions, and we realize that they were in the midst
of an election, but, nevertheless, it was clear to us that there was a
lack of f)olitical guidance. And, therefore, we are very hopeful that
political impetus, the essential ingredient really, in my view, to
make these talks a success was imparted by these discussions in
Palm Springs this weekend.

Senator RieaLe. Well, in addition to that, were any specific un-
derstandings reached as to things that will improve the situation
or are we still in the process stage?

Mr. DALLARA. It was not the intent of President Bush this week-
end to try to use this weekend to obtain specific commitments on
individual issues, Senator.
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Senator RIEGLE. All right.

I go through this because I want the record very clear so that we
have got something to work from and measure as we get down the
road. So at this point, while there was a frank exchange, we are
talking about a process of adjustment and specific targets were not
the focus of this set of meetings. Is that right?

Mr. DaLLARA. Well, let me just say that while seeking specific
commitments was not the focus of this meeting, the President was
sgecific about the trade problems that we face. I mean, it was more
than just a general discussion. And I think that it would be up to
the President to decide really how much of the details of those dis-
cussions he wishes to reveal, and certainly is not up to us. But I
can confirm to you that he was clear and he was specific on not
only the need for overall improvement in our trade problems, but
in dealing with particular problems on the immediate agenda.

Senator RIEGLE. Well, let me ask you this. You are all serious
people, and I appreciate the fact that you are doing this work, and
that you are serious about it, and that you are forthright in your
answers today. I think that is all very constructive.

If we were to take that bilateral deficit down at the rate of $6
billion a year, it would take us 10 years. If we were to take it down
at the rate of $10 billion a year, it would take us five sears. Obvi-
ously, if we pick a higher target rate for improvement, we can take
it down and get a balance sooner than that.

I would like some sense for the time frame that you are looking
at here. Are we talking about getting this deficit down to zero or a
rough balance over 5 years, over 3 years, over 1 'syears? Without
getting into the specifics, what do you have in niind’

Mr. TaYLOR. Senator, let me fry to address this complicated ques-
tion about how fast trade imbalances would be reduced in response
to the proposals we put forth, We put forth the correct proposals,
and they will have action on these imbalances. But what we know
for sure is that they will have action on the overall trade deficit of
the United States and the overall trade surplus for Japan.

The prediction about what will happen to the bilateral deficit is
much less clear. It depends on many, many other factors besides
savings and investment imbalance. And I, in particular, would say
that we shouldn’t use that bilateral deficit as the only indication of
trade barriers. If trade barriers exist, we should get rid of them
and that is what we are doing. But it is only one indicator and it is
not the best indicator. There are examples in history where bilater-
al deficits and surpluses have existed for years and years without
being traced to trade barriers. ‘

In the SII talks, I think we made a significant addition to the
ways which one can monitor these trade barriers. And Mr. Farren
discussed this earlier, Senator. We have looked at price differences
between the United States and Japan as a barometer of trade bar-
riers. In many respects, this is a much more sound measure, a
sounder barometer of trade barriers that exist. And when we take
actions that will reduce those price differences, I can say we will be
achieving a substantial success.

Whether this bilateral trade deficit itself comes down is a much
more difficult——
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Senator RiEGLE. Well, let me tell you something. You had better
have a plan to bring it down because if you think it is sustainable
or that we can roll along with other adjustments that leave us with
a bilateral trade deficit of $50 billion -a year, I think that not only
is the wrong economic conclusion but, believe me, you don’t want
" to send that signal back over all of these cameras that are around
the room today to our friends in Japan. I think the number has to
come down and I think you had better set some targets.

Does anybody at the table have anything in mind in the way of
some sort of aggregate target? I am not getting into the compo-
nents right now, because you, in effect, said that you need some
maneuvering room with regard to that. And I understand that. But
it seems to me you have got to be able to give some clear sense as
to what our target is for getting that bilateral deficit down., Do you
hoge to bring it down $10 billion over a 2-year period, for example?
Who can address that?

Mr. WiLLiaMS. Senator, we made this point earlier when we were
discussing with the chairman specific targets within the structural
impediments. If you are asking, have we looked at what we think
we are likely to accomplish with the structural barriers that we
are addressing, the answer is yes. A lot of what that result is de-
pends on what the package turns out to be, what sort of regression
analysis one apglies to it, what happens in this country, the com-

etitiveness of U.S. firms, whether Europe benefits to some extent.

o it has many parts to it.

Our reluctance to give you a number is not based on any sense
that the deficit is unimportant. To the contrary, we assure you the
deficit is important. It is not based on any sense that we haven't
looked at it. To the contrary, we have. We are reluctant to state a
number because, if we do, and we give you either a conservative or
an aggressive one, we have thrown the process off. We are fully
prepared to be judged fairly on the merits of whatever comes out of
this. We have been honest with you before; we will be honest with
you again on what we think is happening and will happen. But to
set a target is going to put us in tﬁe position with the Japanese of
under-reaching, over-reaching, badly reaching, doing something
that doesn’t, frankly, make sense to us at this stage of the process.

Senator RIEGLE. Well, I understand that, and I don’t want to be
unsympathetic to that point. But I think you work for the Ameri-
can people, and they have a right, I think, to understand what the
ﬁoals are that we are setting for ourselves., And I think you must

ave some broad goal that you identify and that you can speak to.
And I think at a minimum, for example, you ought to be able to
say that that trade deficit with Japan ought to be cut in half. Just
to pick a figure out of the air, it ought to go from roughly $50 bil-
lion to $25 billion over some time period. And if you have in mind
10, or 15, or 20, or 30 years, and you don’t feel you can talk about
it, then there is a very big implication that goes with that. And if
you have in mind it is 2 or 3 years, and you don’t particularly want
to talk about it, then that has an entirely different implication. But
I don't think you can just speak to the Japanese audience on that
issue. I think you have got 240 million Americans that really want
to know whether or not we have got some ballpark goal for our-
selves here that we are working against. I think you have to set
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something. I assume you have it internally. And if you don’t, you
should have. I think you ought to put it in some parameters. I am
not asking you to pick an absolutely discrete dollar figure, but I
think you have got to have some realistic yardstick that you are
establishing that you are working to, that they know you are work-
ing to, and to which you are then measured by us and by the
people of this country.

Dr. TAvLor. Senator, we take this very seriously. We take the
current trade deficits and surpluses globally as unsustainable,
something that we should work to bring down. The President has -
stated that the improvements have to speed up again. The reduc-
tion in the overall trade deficit for the United States has to be re-
duced faster than it is expected to be reduced at this time. We
think the Japanese surplus should be reduced faster than it is ex-
pected to be reduced at this time. And that is why we are putting
those initiatives forward.

I can tell you that economic evidence suggests that an increase
in public infrastructure investment in Japan, or—and this is equal-
ly important—a reduction in our budget deficit will translate into a
substantial reduction in the global trade imbalances for the United
States and Japan. And that was what I would tell both the Ameri-
can people and the Japanese people.

Senator, the translation of those global changes and to bilateral
changes in the deficit is much more difficult to estimate. We think
we are doing the right thing in terms of making proposals to open
markets to make it feasible and much easier for U.S. firms to enter
Japanese markets. We think that is the right way to go. And the
results in terms of the bilateral deficit, while we think will come
down, are just impossible to predict with any precision.

Mr. McCorMACK. Senator, let me just make one quick comment
here about your concern about the signal that is being sent.

| {'ust want to assure you that I have been present at Cabinet
level discussions with the Japanese where it was made very clear
that the current trade imbalance between the United States and
gapan cannot continue with it at its current level and it must come

own.

Senator RiIEGLE. Come down to what?

Mr. McCorMACK. A specific figure was not cited, but the empha-
sis was very-clearly made that this figure simply must come down.

Senator RIEGLE. Well, we all know it has got to come down. But, -
look, I am trying to help you. And I think you can worry too much
about the sensitivities of decisionmakers in Japan. And I don'’t say
that disrespectfully to them. They have worked very hard to
ﬁroduce the economic success they have and it ought to be ac-

nowledged. And there are a lot of things the United States has to
work harder to accomplish in terms of the problems that we face.

But, for example, if we are going to talk in terms of taking this
down at a rate of $5 billion a year, the bilateral deficit, it is going
to take us 10 years to get to a balance. And 10 years is a long time,
And without doing the math, that adds a lot of international debt
cumulatively that we will owe the Japanese into the future.

If we set a goal of taking it down roughly on the average of $10
billion a year, it takes us 5 years.
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I would think at a minimum, we ought to be between those two
figures. We ought to say that somewhere, whether we were shoot-
ing for a balance in 5 years or shooting for a balance in 10 years, I
would certainly hope it is not outside those bounds. If you want to
be inside those bounds, that would be very good news, and would
like to hear that if you think it is possible to get it all done short of
5 years from now. But I think it is time to set some target goals
here in the aggregate—in the aggregate—that we can think about
and talk about and debate. Because if you have got a road map for
yourself that has this thing coming down slowly over a very long
period of time, then we have got a very fundamental difference and
we are going to have to have it out.

Senator Baucus. I think the Senator makes a very good point
here. And I very much hope that the interim report that comes out
in April can begin to address some of these points, because if the
President’s action report is accurate that up to $30 billion of the
imbalance is due to trade barriers in Japan that is very significant.
We know that some of the trade imbalance is due to American
practices. But I think it is critical that that interim report address
the standards by which we can judge whether or not we are suc-
cessfi:ll. Otherwise, that interim report is not going to amount to
much.

So the Senator makes a very good point. And I strongly advise
the administration to push very vigorously to find the answers to
those questions.

Mr. DALLARA. I will be very brief. But I think none of us deny,
Mr. Chairman and Senator Riegle, the importance of bringing that
deficit down in a significant way. But it is equally important, in
our view, how it is brought down. I mean it does us no good if the
Japanese look and say, well, perhaps we can satisfy the Americans
with an $8 billion reduction if it is temporary and if it is by simply
artificial restraints of their exports or artificial boosting of our im-
ports which will not last.

One of the keys of this process it seems to me is the need for
change on a systemic lasting basis. If we can break through and
remove some of those problems in the Japanese distribution
system, if we can open Keiretsu, we can reduce these imbalances,
not just significantly but in a reasonable time frame. And I can
assure you that none of us are looking at a 15-year time frame. We
can not only do it in a reasonable time frame in a significant way,
but we can do it on a lasting basis. And that is, I believe, funda-
mental to solving these problems with Japan because if we allow
them to take measures which are administrative and nof structural
to solve these problems, we will have a short-term solution that
will be hitting us back in the face.

Senator RieGLE. Well, I agree with that.

Senator Baucus. If I might say so, I think we agree with the
point that you are making that t%is is not a simple matter. But |
urge you strongly to take to heart what the Senator from Michigan
is sal);ing and what I am saying, because we need some results here.
We have heard a lot of talk in the last several years, and some
action, but not nearly as much action as is needed.
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Senator RIEGLE. And if I may add, Mr. Chairman, just one addi-
tional point. And I know we have other witnesses to hear from this
morning.

Senator Danforth and I wrote the Super 301 procedures that is
there and it is there for a reason. And we mean for it to work in
terms of actually bringing about bottom line results that we can
see. And I am all for a good open dialogue and constructive give
and take with the Japanese, and so forth. And it is an essential
part of the process. And as I say, I think the President deserves
some real credit for taking the initiative, and going out and getting
right in the center of it. But this deficit has to start coming down
and these structural barriers have to change and they have to start
changing now. And these numbers have to start reflecting it. And
if we don't see at least a $6 billion improvement—if the best we
can do is go from roughly 52 to 49 with the other changes that
were in place, and everything else that was out there, if we can’t
take this down in $5 billion increments, or more—1I think more will
have to be done. I think you should have a clear understandin
with the Japanese of a dollar figure goal of which the structura
impediments initiative is obviously a central reform that would
- contribute to meeting that goal undertaken. But there are other
things that can be done as well. But the financial consequences to
this country and the job consequences to this country are so severe
that this process can’t take forever. It has got to move faster. And
you have got to have tough, discrete goals. And we can't just waltz
around it. I mean, there has to be goals set and we have to know
what they are.

I want the Japanese to know what they are. I want the people in
my State and across the country to know what they are so that we
know whether we are meeting them. And if we are not meeting
them, then I think they are going to be fully of a mind to want to
have a new team. And they can have a new team and a new team
there, and a new team in the White House and every other place. 1
don't presume that will be the outcome unless we fail to perform.
But we have got to set these goals and we have got to be more open
and direct about it.

Mr. Farren?

Mr. FARREN. Senator, just to—— )

Senator Baucus. This is the last statement. I am going to have to
g0 on now.

Mr. FARREN. Just to close out on this point.

We are not trying to escape. We want to be straight forward and,
clearly, we understand your points. I think if we were to set some
goals it would actually, probably, underestimate what would likely
to happen with a fully open market in Japan. Frankly, I think $5
billion is probably lower than any number we ought to be throwing
out.

Senator RIEGLE. I am all for a higher goal. .

Mr. FARreN. If in 1987 we had said we would turn the deficit
around with Europe 100 percent, from a $20 billion deficit to a sur-
plus of $1 billion, having been in the Commerce Department in
1987, I would have assumed that was unackicvable. If we had said
in 1987 with regard to Germax}y. which is a very aggresswe export-
er, that we would turn the deficit around from $16 billion—nearly
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$16 billion—to $7.9 billion in 2 years, I would probably say that
was overestimating what we could do. And that is why I think set-
ting a goal out into the future, particularly at this point in the
talks, is a mistake. But, clearly, with an open market in Japan, we
should be able to see just as rapid a turnaround as we saw in
Europe. And, frankly, the same economic factors were at work in
JaJ)an as were at work in Europe. We should be looking at a deficit
today that is significantly lower than what it is. The pricing prob.
lem is indicative of structural barriers in Japan’s economy that
impede trade and balance of payments adjustment.

enator Baucus. All right. Well we are going to be looking at
that interim report very, very closely. Thank you very much, We
appreciate it,

ur next panel consists of Mr. Thomas Stallkamp, of Chrysler
Motors, as well as Mr. Stephen Lovett, who is the vice president of
International Trade for the National Forest Products Association.

Mr. Stallkamp and Mr. Lovett, we are 'pleased to see you both

here. Mr. Stallkamp, why don’t you lead off.

STATEMENT OF THOMAS T. STALLKAMP, CHAIRMAN, ACUSTAR,
INC. A CHRYSLER MOTORS COMPANY, TROY, M1

Mr. StaLLkaMmp. Fine. Thank you. Good morning, Senator.

Senator Baucus. Good morning.

Mr. StaLLkamp. I would like to thank you for the opportunity to
present our views this morning. We have filed a statement which I
would just like to go through quickly and summarize.

Senator Baucus. All statements will be included in the record.

Mr. StaLLkaMp. My name is Tom Stallkamp. I am Chairman of
Acustar, which is Chrysler Corp.’s parts-making subsidiary.

Acustar designs, manufactures and sells a wide variety of auto-
motive parts from electronics, electrical systems, trim components,
gpl\;{n to thermal products and glass. Our 1989 sales were over $3.5

illion.

Due to our heritage, our sales have been primarily to domestic
manufacturers, GM, Ford, and Chrysler, but for the last 3 years we
have been aggressively seeking sales both to European and Japa-
nese OEM original equipment manufacturers, and also to Japanese
transplants in the United States.

Our report on success in export sales has been mixed. While we
have export business from VW, Renault, Volvo, and others, we
have only been able to get domestic Japanese transplant business
from Diamond-Star, a Chrysler joint venture with Mitsubishi
Motors. Our direct sales to Japan are even more limited—less than
$3 million—and all of that to Mitsubishi for a special transmission.

The transplants favor their established family, or Keiretsu sup-
pliers, that we have heard about this morning. And they have been
encouraged to come to the United States by their parent firm.
Meanwhile, though, they control the sourcing in Japan through the
use of the Keiretsu system often for non-economic justifications
through selected use of specifications. For example, we recently
made a sales call on one of the Japanese transplants in the United
States, and were told that they were very interested in doing busi-
ness with us. However, when we requested drawings and specifica-
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tions on which to quote, we were told it was proprietary informa-
tion, and that we should purchase a car, take it apart, decide what
comrxments we wanted to supply, build a prototype, and then they
would consider purchasing from us. By the time this could be done,
the vehicle would be redesigned and the parts would likely be
changed significantly to make the effort useless. This is not so with
the Europeans who have responded very well to our sales efforts.

Third, they maintain engineering and sourcing control in Japan.
And, fourth, they use exclusionary non-anticompetitive business
practices and delays.

In response to the political pressure which has been applied
through SII, MITI has recently announced a series of import ex-
pansion programs, assigning targets to Japanese part manufactur-
ers for purchase in the U.S. However, we feel it will provide great-
er benefit primarily to the Japanese part suppliers than to Ameri-
cans for two reasons. One is again, the structural impediments cur-
rently in place—the distribution barriers and the Keiretsu
system—which makes it harder to sell into Japan. And, second, the
proposed tax credits against corporate income taxes, which equals 5
percent for the year-to-year increase on the value of imports, are
available only to Japanese manufacturers, while other companies—
foreign companies—exportinf into Japan receive only a limited tax
deferral over a 5-year period. Things have started to change, how-
ever, it is important to look at the substance of that change. Sever-
al Jtymnese suppliers with whom we deal privatelK] have acknowl-
edged that they have “Buy American’ targets for North American
content now assigned from MITI; however, these targets are not re-
sults targets, they are ‘‘make effort” targets, and are a direct result
of the political pressure that the U.S. Government has been apply-
in% This latest round may be merely another delay tactic.

ast experience shows that are elaborate quotation exercise of
sourcing to Keiretsu suppliers both here and in Japan may be
merely a delay. There must be an opening of real actual trade.
Purchase targets should be set and monitored. The United States
must accelerate, not reduce, its pressure for equal trade treatment.

To reduce our efforts now, just as the Japanese are feeling the
pressure, would be to admit that they are right. The automotive

ortion of the U.S. trade deficit has increased in 1989, as we heard,
rom 42 to 44 percent of the total deficit. The automotive portion,
including automobile parts, of the bilateral deficit with Japan is
over $35 billion, or 69 percent of the total, up from 64 percent last
year. This is unsustainable, yet it shows no signs of improvement.

Efforts have been underway to open the Japanese parts market
for many {;ears. It has previously been a priority for the U.S. Gov-
ernment. Yet no real results have been forthcoming.

Given the proportion of the merchandise trade deficit that the
automobile sector represents, we fail to understand how it cannot
be considered a priority for the United States. Utilizing the Super
301 provision of the Trade Act would put teeth into the current
gosmetic attempts by the Japanese to source from the United

tates.

An amendment to the 1988 Trade Act, which was sponsored by
Senator Riegle, cited government toleration of the systematic anti-
competitive practices as actionable under Section 301. That is a pri-
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ority practice which should be included in Super 301 this year.
Auto I‘f)arts is a prime example of one sector affected by this prac-
tice. Elimination of such impediments will permit natural econom-
ic factors to guide sourcing decisions and allow us to compete on
the basis of price and quality.
The Japanese respond only to political or economic pressure.
Senator Baucus. You will have to summarize as best you can.
Mr. StaLLkamp. U.S. companies can compete if permitted access
to markets. We ask only for removal of the unfair one-way prac-
tices and some recognition of support from our Government. With
that, we can and we will truly be able to open the doors for trade.
Thank you.
Senator Baucus. Thank you very much.
d.['l}he prepared statement of Mr. Stallkamp appears in the appen-
ix.
Senator Baucus. Mr. Lovett?

STATEMENT OF STEPHEN M., LOVETT, VICE PRESIDENT, INTER.
NATIONAL TRADE, NATIONAL FOREST PRODUCTS ASSOCIA.
TION, WASHINGTON, DC, ACCOMPANIED BY JOHN A, RAGOSTA,
DEWEY, BALLANTINE, BUSHBY, PALMER & WOOD, WASHING-
TON, DC

Mr. Loverr. Thank you, Mr. Chairman.

My name is Steve Lovett. ]| am international vice president of the
National Forest Products Association and a member of the steering
committee of the Alliance for Wood Products Exports.

Thank you for the opportunity to discuss the relationship be-
tween the SII and the Super 301 process. The wood products indus-
try will certainly be in the vanguard of support for SII. At the
same time, the industry strongly urges Congress to insist that real
progress be made in opening the sectoral markets which have been
identified as Super 301 trade priorities.

The SII should not substitute for the bilateral process as the ve-
hicle for addressing structural barriers for wood products. Reform
of Japan’s distribution sgstem and anticompetitive activities are
important long-term goals, but they will not open the Japanese
wood products market until the tariff, standards, code, and other
nonstructural barriers are eliminated. This is my central message
to the committee.

The oft-heard Japanese refrain that the industry does not try
hard enough to penetrate the Japanese market is not true for the
wood products industry. For more than 20 years, this industry has
spent hundreds of man-years and millions of dollars to further pen-
etrate the Japanese market. In short, we know the Japanese
market. We know that value added sales of wood products to Japan
would increase dramatically were it not for Japan's tariffs and
non-tariff barriers.

Elimination of barriers could increase export of U.S. wood prod-
ucts by more than $2 billion annually. The barriers confronting the
U.S. wood products industry are varied. The important thing is
that the barriers form an interlocking system and therefore a com-
prehensive resolution is necessary to gain market access, regardless
of whether these barriers are structural or non-structural.
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Japan’s practice of applying no tariffs on raw materials and esca-
lating tariffs on value added products results in effective rates of
protection on many wood products of two or three times the nomi-
nal rate. This deliberate system of tariff escalation skews Japan’s
imports toward raw materials and away from value added prod-
ucts. In effect, the system robs the U.S. industry of its competitive
advantage. Less than 30 percent of Japan’s imports of U.S. wood
products by value in 1988 were processed. By comparison, 92 per-
cent of Europe’s imports from the United States and 88 percent of
the imports from the United States and the rest of North America
are processed products.

Unnecessary restrictions in Japan’s wood standards and building
codes also severely restrict the importation and use of wood. For
example, Japan prohibits the construction of three- and four-story
garc:ien apartments and multi-use commercial buildings out of
wood.

Complicated certification procedures literally mean that U.S
wood products sit on the docks for weeks or months awaiting in-
spection and approval. These are only a few examples of the stand-
ards and codes barriers.

Japan misclassifies a number of laminated wood products in its
tariff schedule, artificially increasing the tariff from 3.9 percent to
15 to 20 percent. This has a big bottom line effect on U.S. compa-
nies.

Japan provides its wood industry with numerous subsidies. Of
particular concern to the U.S. industry are subsidies that tend to
offset market opening efforts which resiilt in increased protection.

For example, in the MOSS talks, Japan authorized over $1 bil-
lion in %rants and government-guarantee loans to counteract the
effects of market liberalization. This must not happen again.

Land and housing policies in Japan severely limit the consump-
tion of wood products by favoring agricultural uses of land over
residential uses. While the Japanese people have been crowded into
housing half the size, on the average, than Americans enjoy, farm-
ers grow rice between high rises in Tokyo. Reform in this area
would not only dramaticaﬁy increase importation and use of wood

roducts, but would substantially improve Japan’s standard of
iving.

Anticompetitive practices abound in Japan’s wood products in-
dustry. If Japan refused to sanction or tolerate cartels in logs,
lumber, and plywood, whether temporary rationalization cartels or
otherwise, U.S. wood products producers would have a better op-
portunity to compete fairly in Japan.

And, finally, Japan’s distribution system seriously increases the
cost of wood groducts. One study showed that the cost of shipping
lumber from Seattle to the Japanese city of Kobe was less than the
cost of sending the lumber a few short miles from Kobe further
into Japan. Relief in this area could be very valuable. For starters,
the administration should include wood groducts among those
products which it monitors to determine if Japan's price structure
18 excessive. . -

Liberalization of the Japanese market could result in enormous
long-term %ains for both the Japanese consumer and potential U.S.
suppliers. The wood products industry strongly supports the Struc-
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tural Impediments Initiative which addresses structural barriers of
clear relevance to the wood products trade.

We have also asked the administration to discuss specific wood
products structural issues in the Suger 301 negotiations. However,
we are concerned that the SII not be viewed as an alternative to
sectoral talks. If the U.S. wood products industri' is to gain real
market access, progress must be made on the full range of Japa-
nese barriers, both structural-and nonstructural. Elimination of
minor technical barriers will not result in real—i.e., measurable—
export gains. What we heard earlier this morning was encouragir 2.
We would hope that Congress and the administration will follow
through and insist that results be measurable in the marketplace.

Senator Baucus, our industry is grateful for your support and at-
tention to the Japanese trade issues. Your leadership is critical to
the successful opening of the Japanese market for wood products.

Thank you very much for this opfortunity to testify today.

The prepared statement of Mr. Lovett appears in the appendix.)

enator BAucus. Thank you. Mr. Lovett.

You made, I think, a couple of key points, Number one, it is im-
ortant, as {ou said, that we achieve substantial results in the
uper 301 talks, not only for supercomputers and satellites but also

for processed forest products. At an earlier hearing on that subject,
the U.S. Forest Products Industry established that if Japan were to
open up that market for process forest products, U.S. processed
forest products exports to Japan would increase by $1 to $2 billion.
Is that correct? '

Mr. Loverr. Yes, sir. We are putting toiether specific examples
out of the Japanese market ancf we will have those numbers for
you very soon. We think it will be over $2 billion.

Senator Baucus. Now, that is just with respect to the sectoral
talks that is under Super 301. Is that correct?

Mr. Loverr. That is correct.

Senator Baucus. Now, you are also making another very impor-
tant point. That is, that structural impediments are a further im-
pedti;nent to American forest products industry efforts. Is that cor-
rect? ~

Mr. Loverr. Yes.

Senator Baucus. And what is your best guess as to the amount
of additional U.S. forest products that could be sold in Japan if the
administration is successful in these SII talks? That is, above and
beyond the approximate $2 billion additional sales as a conse-
quence of successful resolution of the Super 301 talks?

Mr. Loverr. We will work on that, sir. I canhot tell you right
now. '

Senator Baucus. Can you roughly approximate? I mean, what
mtﬁnitude are we talking about here?

r. RAGosTA. Senator Baucus, my name is John Ragosta. I am
with counsel for the Alliance for Wood Products Exports.

We have focused on the sectoral issues because of the timing
issue which Senator Riegle raised before. If you can reform land/
housing policies in Tokyo, for example, you could increase the land
area by 50 percent, open for residential construction in the metro-
politan Tokyo area. That would result in a building boom which
would certainly be to the benefit of the wood products industry. We
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have not been able to make the kind of macrocomparisons that you
are talking about. But I think you are talking about literally bil-
lions of dollars and we are talking about one sector. V

Senator Baucus. How would you define a successful outcome? I
will ask this of both of you. How would each of you define a suc-
cessful outcome of the SII talks? What is your measure? Senator
Riegle made a very important point. We have to have an easily un-
derstood objective measure if we are going to determine whether
we are successful or not.

Mr. StaLLKAMP. I guess from our standpoint we agree with the
statements this morning that there have to be targets. And the
real result is purchases. It is not quotations and it is not studies.
And it is only going to result in an improvement if there are actual
purchase orders and exports going to Japan. So we feel strongly
that the only real measurement is the one that is used by the mar-
ketplace in the commercial world, and that is exports, hard ex-
ports, not promises, into the future.

The issue of timing is very important. And in our different busi-
nesses we do have to accept that there is a transition period. But I
would submit that in most of the businesses that export from the
Unilted States there is some immediate improvement that could be
made.

Senator Baucus. Mr. Lovett.

Mr. LoverT. I think there is a real danger here to try to focus on
any measure of success other than results which can be measured
in the marketplace. I think that we have encountered several areas
in the Super 301 process which reflect on the SII process, and that
is that it is possible to make changes to law, to make paper
changes, which, because of an interlocking network of practices, do
not result in real market access, that is results that can be meas-
ured in increased exports. And this is the real danger in this whole
process, is that we claim a win for fiddling with Japan'’s legalistic
description of what it does, and that the wins are not really trans-
lated into dollars, and, therefore, not wins at all.

Senator Baucus. Do either or both of you support my introduc-
tion of legislation that would make the structural impediments—
that is the most arpropriate ones—actionable under Super 301 if
we are unsuccessful in the present negotiations?

Mr. StALLKAMP. As we said in our statement, we are beginning
to see the Japanese respond to pressure, and to relax now from in-
creasing that pressure is probably what is expected of us. In tradi-
tional American practice, as soon as we see a response we back off.
I guess I would_agree with you that we do need to continue the
pressure in a variety of ways, and the SII and Super 301 are just
two of them. But our message is to relax now, would be a mistake.
We must continue to prod and to encourage some progress.

Mr. Loverr. Senator Baucus, we think the example that you
have set in this process with your dedication to achieving results
has been exemplary and we would very much support that legisla-
tion and all of the other strong steps that you are taking to make
this process work.

Senator BAaucus. I am not sure I expected a different answer to
that. Thank you very much.

Senator Riegle.
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Senator RieGLE. Thank you, Mr. Chairman.

1 appreciate the testimony of both witnesses today, and it is very
important that we get this factual base down so that we have got
these tracking mechanisms. And I want to again congratulate you,
Senator Baucus, for your leadership on this issue. And you also, of
course, have, I think just done a very valuable and difficult piece of
work on the clean air legislation, working for weeks on end, day
and night, to try to produce a package that was a balanced package
for this country. And I really admire the leadershir you have given
on that issue. Others have been involved as well, but you have
really been the lead horse on this. And it is difficult enough to lead
on one issue without leading on others at the same time, but you
are doing that with respect to the trade issue, and I certainly -ap-
preciate it, as does I think a broad group of parties at interest who
represent the manufacturing base of this country, because we have
got :ectiious problems there, as our witness from Chrysler is testify-
ing today.

% want to say one thing while the press people are still in the
room with respect to this goal setting issue. It is an enormously
complicated issue. And I don’t mean to oversimplify in any way the
trade issue and the bilateral trade problem that we have with
Japan into a single discreet number. On the other hand, I think if
we don’t set tangible goals and work toward them, we don't get
there. And it seems to me that taking that deficit down from
roughly $50 billion, $49 billion, where it was, to a figure of say $25
billion—cutting it in half—I think that ought to be our goal over
the next 2- to 3-year time period. And I think it is achievable. I
think it is a target that we should set, and I don’t think we will get
there if we don’t set it. Now I don’t ask anybody else for the
moment to agree with that, but that is the kind of progress that I
think we have to expect to extrude from the process of adjustment
here. A very substantial part of it I think has to come from dis-
mantling the structural trade barriers in Japan that keep out wood
products, keep out manufactured goods, keep out American cars
and a lot of other things. And part of it has to come from a tougher
internal drive for efficiency and other corrections tnat we need to
make internally, and that is an important part of the puzzle as
well. And I don’t minimize that by any means.

But the comparisons are obvious in terms of the Krogress we
have made with Europe and other parts of the world, that the Jap-
anese has consistently worked to keep us and keep our products
out of their markets. In the case of automobiles, the latest data
that I have is that of the total market for car sales in Japan today
is a figure of about 7.2 million cars and trucks per year. Only 2'.
percent are supplied from abroad by foreign suppliers. And of that
2Y2 percent, the United States actually has less than one-half of 1
percent of those sales in Japan. That is a figure or about 19,000
cars and trucks in total that we were able to sell there.

On the other hand, in terms of the openness of our market, our
total foreign imports of cars and trucks—car imports, alone for the
moment—in our country is 27.5 percent and the Japanese account
for, by far and away, the lion’s share of that amount. So they have
been enormously successful in this ¢vuntry, and they have been
successful because of the openness of our market to them.
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Their market is closed to our cars for all practical purposes. I
once had a Chrysler dealer in Detroit that wanted to open a dealer-
ship in Tokyo. I wrote to Ambassador Mansfield and asked him
how we should go about enabling this particular American retailer
to set up shop in Tokyo tc * ¢y to sell Chryslers at retail, and we got
a very polite but tortured letter back sometime later saying, I'm
sorry. That can’t be done. Well, that is just nonsense. And it is one
of the reasons why the world I think ends up becoming more unsta-
ble rather than stable because you have unfair trade practices.

So I appreciate the testimony that you have given today. Are we
seeing any significant progress in terms of being able to sell cars
and trucks at the retail level in Japan on argthin like the basis
that Jayanese companies can sell here in the United States?

Mr. StaLLkamP. Well, there has been a comparison. If we were to
sell as many cars and the parts that go on them made by domestic
manufacturers in Japan as Chrysler alone sold last year in Europe,
that would equal $1 billion. We sold 50,000 vehicles—dJeeps, mini-
vans, and convertibles—in Europe last year. And Chrysler alone
sold about 1,200 vehicles in Japan. That is up, in their words, 50
percent, because last year we only sold 600. -

Senator RIEGLE. Yes. But percentage increase does not mean any-
thing when the volumes are so low.

Mr. StaLLkAMP. Absolutely. Right.

So it is an example where an immediate target could be heléaed.
And the other point we would like to make is that there is a dual
problem beginning, and that is with the transplants continuing to
import substantial percentages of chips from Japanese manufactur-
ers. And so the vast majority of the manufacturing jobs are made
in Japan, even though the assembly jobs may be coming for trans-
plants. The kits, which are as valuable as the car itself, and some-
times up to 70 percent Japanese content, are continuing to come
over, supporting the system that grinds on.

So, yes, I think we could make some immediate improvements
séelling vehicles, particularly the ones that have been attractive in

urope.

Senator RIEGLE. Let me just finish—I know my time is up, Mr.
Chairman—by saying that I strongly support the suggestion that
Mr. Stallkamp has made here that auto parts be made a priority
practice in the second round of Super 301, which will be announced
by the Trade Representative by April 30. I think, clearly, tliey
qualify. It represents a lion’s portion of the bilateral deficit, and it
is something that needs to be done. And I support it and I intend to
work toward that end.

Senator BAucus. Thank you, Senator.

One final point. Both of the industries you represent have made
successful efforts to sell products in Europe. I think your success in
Europe demonstrates that your industries produce and market a
very high quality product. And certainly American-processed forest
p}x"oducts are superior in the world. I don’t think anyone denies
that.

And as you mentioned, Mr. Lovett, the vast lion’s share of U.S.
forest products sales to Europe are processed forest products. A
very small percentage is logs and unprocessed forest products. But
the exact opposite is the case in Japan. Seventy percent of the
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forest products sold in Japan are unprocessed—logs and chips—and
a very small percentage is processed forest products, such as ply-
wood, liner boards, fiber boards, lumber, et cetera.

And as you point out, Mr. Stallkamp, Chrysler has a very high
volume of sales in Europe. The Europeans are buying American
cars in Europe, but the Japanese are not buying American cars.

And the point obviously is that while it is true that in some
areas quality of product might be a factor in explaining the U.S.
trade deficit with Japan, it certainly is not true with respect to
processed forest products, because we have the world’s best quality
processed forest products. And the Europeans are buying American
automobiles, and I am sure the Europeans have discriminating
taste whem it comes to quality. It seems to me therefore, that
Japan should open up its markets to allow the Japanese consumer
the o;l)lportunity to buy not only Japanese cars but American cars
as well.

Thank you both very much for your testimony.

Mr. StaLLkamp. Thank you.

Mr. Loverr. Thank you.

Senator Baucus. The hearing is adjourned.

[Whereupon, at 12:33 p.m., the hearing was concluded.]
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APPENDIX

ADDITIONAL MATERIAL SUBMITTED

PREPARED STATEMENT OF CHARLES H. DALLARA
INTRODUCTION

Mr. Chairman and Members of the Committee, I welcome this opportunity to dis-
cuss the U.S.-Japan Structural Impediments Initiative (SII).

The SII talks are at a critical juncture. We have just concluded a third round of
discussions in Tokyo, held on February 22 and 23. An interim assessment of the SII
talks is scheduled to be concluded by early April, and a full report is due before the-
Economic Summit in Houston in July. Little progress was achieved in our latest
round of SII discussions. But as you are all aware, President Bush and Prime Minis-
ter Kaifu have just concluded two days of talks in Palm springs. I have just re-
turned from attending those meetings, where economic and trade issues were an im-
portant part of the discussions, Among these issues, the SII talks were prominent,
as were, of course, a number of other specific trade problems. The President under-
scored the importance of reducing our trade deficit with Japan, not by restricting
our markets or managing trade, but by further increasing our exports to Japan.

The President also stressed the need to ensure the success of the SII talks, calling
for a redoubling of efforts to achieve meaningful results. He noted that valid U.S.
ideas have been put forth about removing structural impediments in the Japanese
gé:onomy, and that we look forward to the Japanese Government'’s response to our
ideas.

There has been much public discussion of the SII since it was launched last
summer by President Bush and former Prime Minister Uno. In this discussion, some
misconceptions about the purpose and goals of the SII have arisen. I would like to
take this opportunity to review what the Administration set out to achieve through
the SII process, and to correct some of the misconceptions which may exist about
the SII. The objective of the SII talks has been to identify and solve structural prob-
lems in both countries that stand as impediments to adjustment in trade and bal-
ance of payments accounts, with the goal of contributing to the reduction of pay-
ments imbalances. There is a market access component to this objective that Am-
bassador Williams will address. I will concentrate here on the 5oals of promoting
trad? and balance of payments adjustment, and of reducing our deficit and Japan’s
surplus,

. For a number of years, the United States, Japan, and other industrialized coun-
tries have been engaged in a cooperative effort to reduce global payments imbal-
ances through the macroeconomic policy coordination process. This process has been
largely successful in beginning to reduce global imbalances. Changes in domestic
demand patterns and a significant realignment of exchange rates since 1985 have
produced considerable improvement in global payments imbalances.

Nevertheless, the imbalances remain large, and it was clear to us as we surveyed
the situation a year ago that there remained numerous structural barriers in both
the Japanese and U.S. economies that were obstructing trade and slowing the proc-
ess of reducing trade imbalances. These structural barriers are economy wide, run-
ning across many key product sectors. On the Japanese side, they include a costly
and inefficient distribution system, an inter-locking structure of business group-
ings—called ‘“keiretsu”’—that tends to close out foreign competition, and pervasive
exclusionary and anticompetitive business practices. Such structural barriers unfair-
ly block the access of U.S. firms to the Japanese market and inhibit correction of
trade imbalances.

(43)
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Some have voiced the view that we are tackling these structural problems in
Japan as an excuse to avoid confronting our own problems at home. That is certain-
ly not the case. We recognize that structural problems exist on the U.S. side as well,
including insufficient public and private saving. A unique aspect of these talks is
that they were intended from the start to be a two-way street, in which both govern-
ments would be able to offer ideas as to how the other’s economic structure could be
improved and impediments removed.

President Bush, in fact, reaffirmed this point last weekend in Palm Springs. The
Japanese have emphasized with us, for example, the need for the United States to
further reduce our fiscal deficit in order to reduce government dissaving, and to
take actions to boost private savings and to improve the competitiveness of Ameri-
can industry. They have welcomed the initiatives in the President's FY199] budget
towards this end, including the proposals for Family Savings Accounts and a capital
gains tax cut. We hope that Congress will act swiftly on these proposals, so that we
can address our structural problems. As the President stated, our task is to make
the American economy even stronger and more competitive, and that is a task for
America, not Japan.

Another misconception that I have heard regarding the SII is that it is unreason-
able for the United States to expect to reform totally the structure of the Japanese
economy in one year. If that had been our goal, it would indeed have been unreason-
able. But that was never what we set out to accomplish. The structural issues raised
by the United States in these talks are complex and in many cases deeply embedded
in the Japanese economy. It will require time to make the wide-ranging changes we
seek—time to build a political consensus in Japan behind the changes, to seek pas-
sage of new laws through the Diet, and to phase in reforms.

It is essential that actions to correct these problems begin now; however, the proc-
ess of reducing and removing rigidities will need to continue with further steps over
a period of time. As Ambassador Hills has stated, we need an initial down payment,
with a blueprint of additional steps.

The results of structural change will not occur overnight. But if the actions are
comprehensive and meaningful, as we hope they will be, they can have fundamental
and lasting positive effects on our trade problems, reducing barriers and helping sig-
nificantly to bring our deficit down. The issues we have raised are generally system-
ic in the Japanese economy. They are not amenable to a quick fix. But if over time
these barriers to free and fair trade, these impediments to adjustment, are removed,
they can affect the ability of U.S. firms to export and invest not just in one or two
specific sectors, but in many sectors: from auto parts to retailing, from personal
computers to supercomputers, and from telecommunications equipment to movies
and videos. If these barriers are really removed, the need for solving problems on a
sector-by-sector basis should be greatly reduced.

1 would also like to address anofher concern that has been voiced in regard to the
SII, that the USC is making demands that intrude on Japanese culture. Let me
state that our intent here is not to challenge Japanese culture; however, it is inevi-
table that when one seeks to make fundamental economic changes, as we are trying
to do, one faces practices that have several dimensions to them. Who would argue
that our low national savings rate is strictly a narrow, economic problem?

I would stress that the world economy is interdependent, and that few, if any,
issues can be excluded from international dialogue. Japan cannot be integrated into
the world economy from the perspective of its export and financial sectors, and yet
persist in insulating itself with respect to its import sector and foreign jnvestment
in Japan. Japanese economic growth has been greatly aided by the easy access Japa-
nese products enjoy in foreign markets; Japan must also open up its market to for-
eign products.

Some observers have also asked just how the various issues we have pursued with
the Japanese can affect our trade. The linkages are complex and in some cases indi-
rect and hard to trace. But these are not just esoteric subjects to be studied by acad-
emicians. They constitute real problems for U.S. businesses trying to export to or
invest in Japan. 1 would therefore like to take this opportunity to outline for you
some of these linkages.'On the issues where the Treasury Department has the lead,
1 will also briefly touch on some of the ideas we have put to the Japanese about
how to correct their impediments.
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STRUCTURAL IMPEDIMENTS IN THE JAPANESE ECONOMY IDENTIFIED BY THE UNITED
STATES

Saving and Investment .

Japan's saving and investment patterns are a central piece of the U.S. Govern-..
ment's agenda in the SII talks. The level of public investment in Japan has been
declining as a percentage of GNP over the past several years, while the government
budget surplus has been rising. Some of the Japanese Government’s own goals for
expanding and modernizing social capital have not been met. For example, the gov-
ernment set a target of 9.0 square meters of parks per capita by 1985, yet by the end
of 1985 the amount of park space per capita had reached only 4.9 square meters.
The OECD recently reported that Japan lags behind other industrial countries in
important categories of social infrastructure: for example, the OECD estimated that
in Japan there exist only 21 kilometers of motorway per 1000 cars, compared to 375
kilometers in the United States. and 30.6 kilometers in West Germany. At the same
time there are high rates of public and private saving in Japan, including a general
government surplus which will equal 2.0% of GNP in 1990 according to OECD Sec-
retariat projections. Therefore, the U.S. Government has put forward in the SII the
idea that Japan should take steps to increase public sector investment through a
multi-year J)rogram to improve public infrastructure,

Increased public investment will reduce the gap that exists between savings and
investment in Japan. A nation's current account balance is, by definition, essential-
ly equal to the difference between national saving and domestic investment. In

apan’s case, this means that its external surplus is equal to its excess of domestic
saving over investment. Therefore, an increase in public investment by the Japa-
nese government will have its counterpart in a lower Japanese trade and current
account surplus. I would like to point out that we are not trying to encourage the
Japanese to save less, rather we are encouraging the Japanese government to invest
more in infrastructure, which will help improve the quality of life in Japan, as well
as reduce the trade surplus.

American firms will also benefit directly from certain forms of public infrastruc-
ture spending. For example, public investment in airports, ports facilities and com-
mercial distribution systems should facilitate the importation and distribution of
U.s. goods and services in Japan, increasing U.S. exports and Japanese imports, and
contributing to more rapid current account adjustment.

Land Use

Japanese tax and urban policies governing land use are a second structural im-
pediment that the U.S. Government has raised in the SII. Land use policies work to
prevent external adjustment through the savings-investment mechanism that I have
Just described. Namely, current Japanese land use policies discourage the conver-
sion of agricultural land to other purposes, with the result that small, largely un-
competitive farms continue to exist in the midst of metropolitan areas such as
Tokyo. The result is a reduction in the supply of land for residential and business
investment, and reduced consumption of housing-related consumer durables, some
of which are imported.

But the housing issue is more than just a savings and investment issue. High land
E'riceg discourage new business entrants, both domestic and foreign. For example, a

.S. insurance firm wishing to buy land for office space may find prices prohibitive.
Similarly, a U.S. auto firm considering the purchase of a small area to use as a
showroom, may be deterred by the high price of land. Not only is the cost of retail
or office space prohibitive, but new entrants must compete against incumbents who

urchased land several {ears ago when prices were lower. At the same time, exist-
ing businesses in Japan benefit from the rising land prices, which increase the value
of existing businesses' assets and improve their ability to borrow against this collat-

eral.

The U.S. Government has therefore suggested that Japan eliminate impediments
that discourage the conversion of agricultural and under-utilized land to residential
and business uses, through the institution of more neutral tax and regulatory poli-
cies. As a result we shoufd see greater Japanese investment in housing and residen-
tial construction, and a corresponding reduction in the surplus of savings over in-
vestment, which has generated Japan's current account surplus. Greater availabil-
ity of housing will increase Japanese consumption of housing-related consumer du-
rables, including imported durables.

Distribution System

A third structural impediment in the Japanese economy is the distribution
system. Problems in the Japanese distribution system include excessive regulation,
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inadequate infrastructure and anti-competitive practices within the distribution
system. These factors discriminate against new market entrants, both domestic and
foreign. Prices of goods are raised at each level of the many-layered system. In the
case of impediments created by the Japanese distribution system, the link to an in-
crease in U.S. firms’ exports and in Japanese imports is direct and obvious. Elimina-
tion of barriers in the Japanese distribution system will reduce the prices of both
foreign and domestic products, and will provide opportunities for new products to be
introduced. Imports to Japan will increase as a result. Under Secretary of State
McCormack will provide further background on this issue.

Exclusionary Business Practices

A fourth structural impediment the U.S. Government has raised is a broad cate-
gce)ry of exclusionary business practices. Some exclusionary business d)racticea would

considered violations of antitrust and antimonopoly laws in the United States or
in Japan, for example bid-rigging, market-sharing arrangements or price-fixing.
While other practices the U.S. Government cites under the SII are not strictly ille-
gal, they nevertheless have the effect of excluding foreign firms from the Japanese
market. Ambassador Williams will provide further background on this problem.

Keiretsu

Keiretsu ties, or the network of formal and informal ties among independent Jap-
anese companies, constitute a fifth structural impediment to external adjustment.
Keiretsu are the large groupings of Japanese companies which extend though many
sectors of the economy. These disparate companies are tied together through links
such as cross shareho{ding and personnel ties. For example, the Mitsubishi group,
which alone accounted for 2.9% of total sales in Japan in 1987, includes among its
. members Japan’s largest chemical company and its largest brewery, as well as

Japan’s fifth largest bank and its fifth largest automobile company. Keiretsu ties
foster preferential group trade at the cost of outside suppliers, help facilitate exclu-
sionary business practices, and deter foreign direct investment, especially mergers
and acquisitions.

These keiretsu ties Yose clear barriers to foreign firms attempting to penetrate
the Japanese market. In order to honor long-term relationships, keiretsu members
often purchase products from other keiretsu members, even in some cases where a
cheaper or better foreign product may be available. The U.S. Government has there-
fore suggested that the Japanese Government take actions to open keiretsu to great-
er competition with outside firms. For example, we have suggested that the Govern-
ment of Japan strengthen requirements for public disclosure of business informa-
tion, and that shareholders’ rifhts be strengthened. These actions will shed light on
indistinct keiretsu ties, and will increase keiretsu firms’ accountability to sharehold-
ers. We have also discussed the cross shareholding problem.

An important aspect of our discussions on keiretsu is the barriers keiretsu pose to
direct investment by foreign firms in Japan. The network of cross shareholding
among keiretsu firms reduces the number of actively traded shares, thereby reduc-
ing the opportunities for foreign direct investment in Japan. The following figures
testify to the difficulties faced by foreign investors in Japan: in recent years, direct
investment by foreign-owned firms has accounted for about 17 percent of West
German total assets, and about 9 percent of U.S. assets, but only about 1 percent of
Japanese total assets. It is important to open up the Japanese economy to foreign
investment, in order to help us preserve the freedom with which Japanese and
other firms invest in this country, and also to provide U.S. firms with an investment
base from which to operate and expand in Japan.

Some of the keiretsu reforms would increase opportunities for foreign investment
in Japan. In addition, we have suggested the Japanese Government consider elimi-
nating its broad authority to screen and block foreign investments, and that the
Japanese Government articulate a basic policy welcoming foreign investment.

Pricing Mechanism .

Finally, the effects of the various structural impediments above are clearly re-
flected in high domestic prices in Japan. The U.S. Government has raised the pric-
ing mechanism as a distinct issue which both results from and symbolizes the exist-
ence of market rigidities in Japan. Foreign goods generally cost more in Japan than
abroad, as do a significant number of Japanese goods, and this price gap is much too
large to be explained by transportation costs alone. These price differentials provide
us with one barometer by which the presence of structural impediments in Japan to
market competition can be gauged.

Actions to address each structural barrier identified above would help reduce the
excessive price tags carried by foreign products, and would increase the scope an
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volume of foreign dproducts imported into Japan. Under Secretary of Commerce
Farren will give additional detail on this issue.

STRUCTURAL IMPEDIMENTS IN THE U.8, ECONOMY IDENTIFIED BY THE JAPANESE

As I have already noted, the SII is a two-way street and, for its part, the Govern-
ment of Japan has identified structural impediments in the U.S. economy which it
believes slow adjustment in the U.S. current account deficit. I will summarize for
you the major points raised by the Government of Japan.

Many of these issues, such as our low national savings rate and the competitive-
ness of U.S. firms, are already the subg';ct of national concern in the United States
independent of the SII. Indeed, a number of GOJ proposals have already been sug-
gested in various forms by members of both parties in Congress. Several of the Japa-
nese points are mirrored in President Bush’s State of the Union address and in the
FY91 budget proposal. Nevertheless, Japanese concerns have heightened our own
awareness of the need to address U.S. economic weaknesses, in order to improve the
functioning of the world economy.

First, the Japanese Government has underscored the importance of raising U.S.
ublic and private savings rates. As I described earlier, the saving/investment im-
alance is tﬁe counterpart of the U.S. current account deficit. Eliminating Federal

Government dissaving through progressive reduction of our budget deficit is a top
priority of the Administration. Success in this area will directly reduce public dis-
saving. The President’s FY199] budget plan proposes reduction of the deficit to 1.1
percent of GNP, from a high of 6.3 percent in FY1983 and 2.9 percent in FY1989,

There is also a growing consensus on another point raised by the Government of
Japan, that is the importance of raising private saving in the United States. The
Savings and Economic Growth Act, announced in the President’s State of the Union
address, features the introduction of the Family Savings Accounts I mentioned earli-
er, and the reduction of capital gains tax rates. All these measures are intended to
lower the cost of capital in order both to enhance the competitiveness of U.S. ex-
porters and improve trade imbalances with Japan and other countries.

Another structural impediment identified by the Japanese Government is aspects
of corporate behavior that reduce U.S. competitiveness. The Government of Japan
has suggested that U.S. firms have a short-term profit orientation which contributes
to the external imbalance. In a recent speech, Secretary of the Treasury Brady also
echoed this concern, and called for an improved financial environment in order to
wompt investors and corporate managers to take a more long—term perspective. A

orking Group of the Economic Policy Council has been studying the U.S. high cost
of capital and its impact on investment time horizon. In addition to increased sav-
ings and lower taxes on capital gains, the Treasury Department has undertaken a
study of our corgorate governance system to develop means to encourage long-term
investment by shareholders. A capital market reform bill presentlg pending in Con-
gress addresses market inefficiencies which increase volatility, hence raising the
cost of capital and discouraging long-term investment.

The Government of Japan also calls for structural reforms in other areas of the
U.S. economy. The Japanese Government has offered ideas to increase research and
development efforts in the United States, to increase the effectiveness of U.S. export
promotion Ero%rams, and to improve our programs for worforce education and train-
ing. In each of these areas we acknowledge the need to strengthen our efforts, and
indeed, efforts are currently underway.

Closing Remarks

In closing, it is important to stress that the SII departs from standard U.S.-Japan
negotiations, and represents a unique, systemic approach to reducing trade and pay-
ments imbalances. That the U.S. and Japanese governments have embarked on this
initiative togeiher is notable in itself, and if we are successful in our efforts to
remove impediments, this could constitute a siﬂliﬁcant move toward a lasting im-
rrovement in our external imbalances, and in U.S.-Japan relations. In fact, we be-
ieve the SII offers the best hope for comprehensive, long-term improvements in the
U.S.-Japan trading relationship. .

During last weekend’'s meeting, Prime Minister Kaifu acknowledged that the
trade imbalances are still very large and that the SlI talks are extremely important
in consolidating the im?rovements that have already begun. He expressed a deter-
mination to tackle firmly structural reform in Japan as one of the top priorities of
his Cabinet. Of course, we will need to see exactly what actions will be taken, but I
came away somewhat hopeful that last weekend’s meetings between President Bush
and Prime Minister Kaifu will impart a new political impetus to these talks, which
is needed in order that progress can be made. As we move toward the preparation of
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the interim assessment next month and a full report this summer, we hope we can
look forward to the support of this Committee and the full U.S. Congress.

PREPARED STATEMENT OF J. MICHAEL FARREN

Mr. Chairman, it is with great pleasure that I appear before your subcommittee
today to discuss the status of the U.S.-Japan Structural Impediments Initiative (SII)

OVERVIEW

In July 1989 President Bush and then-prime Minister Uno launched the Structur-
al Impediments Initiative “to identify and solve structural problems in both coun-
tries that stand as impediments to trade and balance of payments adjustment, with
the goal of contributing to the reduction of payments imbalances.”

This clear statement of goals is at the same time both a logical evolution of past
efforts to deal with the phenomenon of Japanese trade and a stark departure from
past approaches.

The United States and Japan have labored together for almost three decades to
reduce Japan's formal trade barriers and to coordinate policies that affect trade. in
the late 1980's, the focus shifted to a more macro approach. since early 1985, the
dollar has depreciated 45 percent against the yen; emergency economic measures
implemented by Japan in 1987 have stimulated domestic demand.

e would have expected these two factors acting together to have had a more
favorable impact on our bilateral trade balance than has been the case.

—The U.S. trade deficit with Japan has decreased only marginally—by less than _
15 percent—from $56.3 billion in 1987 to $49.0 last year, or $7.3 billion.

—By comparison, U.S. trade performance with the EC improved by $22.1 billion—
from a $20.6 billion deficit in 1987 to a $1.5 billion surplus in 1989—a shift of
107 percent.

—With West Germany alone—until last year the world's number one exporter—
our deficit declined by almost half—from $15 to $8 billion.

—Our balance with the East Asia NICS also improved more than with Japan—
$9.8 billion over the 1987-89 period—a shift of almost 29 percent.

The failure of traditional adjustment mechanisms to produce comparable changes
in Japan's external surplus, led us to conclude that there are structural factors in
the Japanese economy that obstruct imports and distort the rational functioning of
the ecor:omy.

These structural impediments prevent transmission of normal market signals in
Japan. They rob Japanese consumers of the benefits of full, free-market oriented
competition. They preclude the kind of market-based adjustment which we have
seen in our trade with other countries, and which we had expected would bring our
trade with Japan into better balance.

This is where the SII talks represent a departure. They are explicitly results-ori-
ented, with that result defined in terms of our external balances. President Bush
reaf‘l('xrn:’ed the objectives of SII during his meeting with prime minister Kaifu this
weekend.

U.S. POINTS OF INTEREST

The U.S. has identified six main areas of concern in the Japanese economy: the
Eap between Japanese Kublic saving and investment behavior; land use policies;

eiretsu relationships; the distribution system; pricing mechanisms; and exclusion-
ary business practices. I will go into greater detail on pricing since commerce has
the lead on the pricing issue, although policy changes effected by the Government of
Japan in the other areas will all have an impact on pricing.

PRICING MECHANISMS

Here 1 believe it would be useful to review the results of the Joint Commerce-
MITI Price Survey presented at the November 6-7 SlI plenary. Officials of the U.S.
Department of Commerce and the Japanese Government, primarily from the Minis-
try of International Trade and Industry (MITD) jointB' conducted a survey in Octo-
ber of the prices of 121 products sold in both the United States and Japan. The

oods were priced over a two-week period in four cities: Tokyo, Osaka, Chicago, and

ew York. To provide you with a more detailed account, I am submitting for the
record two staff reports on the survey that were prepared by the international trade
administration.
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The price survey was originally proposed by the Japanese Government in Septem-
ber at the SII meetings in Tokyo. The United States viewed the survey as an excel-
lent opportunity to determine whether, as previous anecdotal and statistical evi-
dence indicated, prices were generally substantially higher i Japan than in the
United States. More precisely, the United States expected the survey to verify that

¢ Prices of identical or closely comparably goods produced in the United States
and third countries are generally higher in Japan than in the United States b
more than would be accounted for by transportation and other costs associated wit
exports; and

¢ A significant proportion of identical or closely comparable goods produced in
Japan is more expensive in Japan than in the United States.

The survey results do in fact demonstrate that prices are higher in Japan than in
the United States for comparable products.

e Almost 90 percent of the surveyed goods produced in the United States, and
over 95 percent of the surveyed products prodpuced in third countries, are priced
higher in Japan. On average, prices of both U.S. and third-country goods were over
70 percent higher in Japan than in the United States.

¢ Forty percent of the goods originating in Japan were more expensive in Japan.
This is a high proportion when one considers- that under competitive and efficient
market conditions, transportation costs would normally cause Japanese goods to be
priced higher abroad.

The implication is that:

—Japanese producers practice price discrimination on at least a fairly wide scale,
charging lower prices abroad and/or

—Japanese structural barriers have a greater impact on prices of Japanese-made
goods sold at home than on prices of those goods when exported.

The survey was conducted under exceptional circumstances—in a very com-
pressed time period, with all phases of the operation based on ongoing and often
difficult negotiations between the U.S. and Japanese sides. Consequently, neither
the product-selection process nor the actual gathering of the price data could be im-
plemented in as systematic or comprehensive a manner as would be true in more
typical price surveys. Nevertheless, we are convinced that the results are valid.

The findings of the Commerce/MITI survey seem clearly plausible, particularly
since they are consistent with numerous other studies that have compared the cost
of living in the United States and Japan and prices of goods sold in both countries.
It is particularly noteworthy that several Japanese studies show the cost of living
and price levels to be considerably higher in Japan than in the United States.

The survey results have significant implications:

—~-The overwhelming proportion of U.S. and third-country goods, and the large
share of Japanese products, priced higher in Japan unmistakably point to the
impact of structural impediments, which preclude normal free market forces
from operating.

—The higher prices in Japan clearly reflect the pervasive and harmful influence
of inefficiencies such as the complex and multilayered distribution system and
of obstacles to competition such as trade barriers, exclusionary business prac-
tices, and government regulations.

—The survey seems to demonstrate—as has long been charged—that Japanese
corporations use a protected domestic market, with Japanese consumen's paying
higher prices, in order to price aggressively in foreign markets, thereby gaining
market share and often mortally wounding foreign competitors.

—The survey demonstrated that consumer electronics prices in Japan and in the
U.S. showed the smallest differences in actual price levels. The largest differ-
ences in manufactured product prices exist where a U.S. industry is fighting to
retain market share. This may indicate that American consumers can look for-
ward to paying Tokyo prices when U.S. industries are destroyed and Japanese
firms dominate our markets.

To say it simply, the price differential acts as a barometer of the degree to which
the market mechanism is distorted by trade barriers and competition is suppressed.

The pricing issue is especially important in light of the political visibility of the
subject in Japan. Rising public consciousness of Japan/foreign price differentials
prompted the LDP to form a party-government “headquarters” to deal with the
pricing issue. The group, headed by prime minister Kaifu, has catled for correction
measures which include publication of price differences for Japanese consumers’
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benefit, and requesting industry to provide information to help reduce price differ-
ences.

The MITI response to our joint survey is typical of prior reactions to criticism of
this kind. MITI has proposed a number of surveys that appear to focus on pricing
practices of foreign firms in the Japanese market. Imylicitly, the premise of the pro-
poséd MITI surveys seems to be that higher prices in Japan are the fault of foreign
firms—not the closed markets of Japan. The MITI reaction is symbolic of the reluc-
tance of Japan to acknowledge that a problem of Japanese making even exists.

Price changes have a direct effect on the Japanese consumer and the Japanese
market. This makes the issue of prices a very sensitive one for Japanese politicians.
The effectiveness of reforms in Japan will show up in both price adjustments and
changes and eventually, in the trade balance.

JAPANESE POINTS OF INTEREST

Like fair trade, the SII process is a two-way street.
The Government of Japan has identified seven features of the U.S. economy:

—savings and investment patterns;

-—corporate investment activities and supglz capacity;

—corporate behavior, including leveraged buyouts and short term vs. long term
profit outlook;

—government regulations, including export controls, voluntary export restraints,
and anti-trust regulations;

~—research and development;

—export promotion;

—workforce training and education.

According to the Japanese, problems in these areas inhibit U.S. economic efficien-
cy, or otherwise impact our external balances.
We agree with many of these points:

—the United States does need to increase savings and lower the cost of capital.
The family savings plan and the capital gains tax cut proposed by President

- Bush will help to increase private saving and stimulate long term investment.

—even though the U.S. is the world’s leading exporter, we need to make U.S.
firms even more competitive and export-oriented. The commerce department is
currently finalizing an export promotion program specifically for Japan which
we plan to use as a model for subsequent application in other countries.

—there is no question that we need to improve our educational system in the
United States. The administration signalled its commitment to take action in
this area when President Bush announced his national education goals in the
state of the union address.

PROGRESS TO DATE

The first two SII meetings concentrated on identification of structural barriers in
the U.S. and Japanese economies and analysis of their effects. At the February 22-
23 plenary in Tokyo, we gave the Government of Japan a fairly detailed and sub-
stantive list of suggested policy actions, such as increasing investment in public
works projects to 10 percent of GNP, repeal of the largescale retail store law,
strengthening of the anti-monopoly act, increased staff and budget for the Japan
fair trade commission, making tax policy neutral with respect to alternative uses of
land, and putting limits on mutual holding of non-controlling stock among Japanese
firms (cross-shareholding).

In the pricing area, we believe that the reforms which would have the most imme-
diate benefits are those which impact:

—the physical ability of suppliers to provide products to consumers

—the competitive environment in which business takes place

~the ability of foreign firms to invest/establish in the market, and

—the ability of more competitive suppliers to maintain their cost advantage with-
out artificial requirements (causedp gy $re

The Japanese have indicated willingness to increase the JFTC staff and budget,
impose a tax on farmland within urban areas in FY1992, review all cartel laws,
make it easier for private enterprises to file a suit under the anti-monopoly law, and
conduct further price surveys. These steps are welcome.

However, in most cases, the Japanese response has been to defend the status quo.
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—repeal of the large-scale retai! store law was ruled out by Prime Minister Kaifu
during the general elections; raeaning that the Japanese market will be closed
to competitive U.S. retailers likc Toys 'R Us, which is being shut out of Tokyo.

—increased investment in public works projects is reportedly being resisted by the
ministry of finance due to inflationary concerns; which means that Japan's
huge pool of savings will flow into redundant industrial capacity, and that in-
dustries like the auto industry will have enormous overcapacity.

—revision of the anti-Monopoly law is unacceptable according to Fair Trade Com-
mission Chairman Umezawa, in statements he made at a press conference.
Which means that firms like Allied Signal will continue to confront collusion

" amolr:g Japanese firms, thereby denying U.S. products access to the Japanese
market.
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FOREWORD

In October 1989, as part of the Structural Impediments Initiative (SII), officials of the U.S.
Department of Commerce and Japan's Ministry of Int¢rnational Trade and Industry
(MITT) jointly conducted a survey of prices of identical or closely comparable goods sold
in both Japan and the United States. The survey took place over a two-week period, with
goods being priced in Tokyo, Osaka, Chicago, and New York.

Consistent with many previous surveys (including some by the Japanese themselves), the
results of our joint survey indicated a clear pattern of higher prices in Japan than in the
United States. Prices of 90 percent of the goods originating in the United States and 95
percent of the items produced in third countries were higher in Japan. generally by
substantial margins. Furthermore, almost half of the goods made in Japan also cost more
in Japan, even though, under normal competitive circumstances, the domestic price of a
given good will almost always be lower than the price of that same good sold abroad.

It is sometimes argued that lower prices in the United States resuting from Japanese
pricing practices should not be of concern to us~that they in fact work to our advantage.
Such a view is misguided. Because of higher prices in Japan--and the forces that cause
them--the Japanese standard of living suffers, U.S. exporters are placed ai a disadvantage
in competing in Japanese markets, and U.S. efforts to improve its balance of trade are
impaired.

The findings of the survey provide convincing evidence of formidable obstacles to U.S.
exports to Japan. Because of the significant implications of the survey for U.S..Japanese
trade, [TA's Trade Information and Analysis section has prepared two staff papers. The
first--"Methodology and Results"--summarizes the survey, explaining how it was carried out
and presenting the results. The second--"Capital Goods: A Case Study'--explores why
prices of capital goods run higher in Japan. It concludes that the inefficiency of the
distribution system and restrictions on competition, mainly impediments to entry, are
largely to blame.

The joint Commerce-MITI survey was a milestone in the SII process. The prevailing
pattern of higher prices in Japan demonstrated by the survey underscores the existence
of structural impediments to trade with Japan and the need for remedial action. Higher
prices not only directly curtail the volume of goods exporters can sell there, but, more
important, they are symptomatic of inefficiencies and anticompetitive practices. The SII
talks are intended to alleviate these trade distortions.

" J. Michael Farren

Under Secretary
for International Trade .
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THE JOINT DOC/MITI PRICE SURVEY:
-METHODOLOGY AND RESULTS

Exccutive Summary
Officials of the U.S. Department of Commerce and the Japanese Government, primarily

from the Ministry of International Trade and Industry (MITI), jointly conducted a survey
in October of the prices of over 100 products sold in both the United States and Japan.

The survey was part of the Structural Impediments Initiative (SII), and the results were
presented by the U.S. side at the SII meetings in early November.

The SII, announced in July, is a series of year-long discussions between Japan and the
United States. The .e discussions are intended to identify, and eliminate or ease, structural
imoediments in buth Japan and the United States that are contributing to the Us trade
deficit with Japan and are inhibiting U.S. exports to Japan. -

The U.S. side agreed to participate in the price survey to determine whether, as previous
anecdotal and statistical evidence indicated:

o Prices of identical or closely comparable goods produced in the United States and
third countries are generally hlgher in Japan than in the United States by more
than would be accounted for by transportation and other costs associated with
exports; and

o A significant proportion of identical or closely comparable goods produced in Japan
is more expensive in Japan than in the United States.

The survey is integral to SII because, if the above two hypotheses are true, it would
indicate the presence of structural impediments. These impediments include:

o Inefficiencies within the Japanese economy (such as the complex and multilayered
distribution system) that drive up prices; and

0 The frequent absence in Japan of free, open and competitive markets--because of
such factors as trade barriers, exclusionary business practices, and government
regulations—that limit or deny access of foreign goods to Japanese markets.

The survey results in fact support the two hypotheses:
o Almost 90 percent of the surveyed goods produced in the United States, and over

95 percent of the surveyed products produced in third countries, are priced higher
in Japan,



Other

h 56

viii -

Forty percent of the goods originating in Japan were more expensive in Japan.
Since under competitive and efficient market conditions, one would expect Japanese
goods to be priced lower in Japan, this is a high proportion. The implication is that
(a) Japanese producers practice price discrimination on at least a fairly wide scale,
charging lower prices abroad and/or (b) Japanese structural barriers have a-greater
impact on prices of Japanese-made goods sold at home than on prices of those
goods when exported.

noteworthy points about the survey follow:

Of the 121 products surveyed. 83, or nearly 70 percent, were more expensive in

Japan. A simple average of Japanese/U.S. price ratios for all 121 items indicated

that, on average, prices in Japan exceeded those in the United States by 39 percent.
© ety .

The products covered by the survey were grouped into six broad categories.-
automobiles, automobile parts. electronic goods, food, non-food consumer goods,
and capital goods. In five of these product groups, a high proportion of the goods-
ranging from 68 to 96 percent--was priced higher in Japan than in the United
States. Only in the electronic goods category did a minority of the items surveyed-
38 percent--cost less in Japan than in the United States, apparently because most
of these goods were made in Japan.

Price differentials were generally far greater in cases where prices in Japan
exceeded those in the United Siates than in cases where prices in the United States
were above those in Japan., For example, 70 percent of the products that cost
more in Japan were at least 25 percent more expensive. But price differentials for
only 37 percent of the goods that cost more in the United States reached or
exceeded 25 percent.

To obtain meaningful aggregate measures of price differentials for the goods
surveyed, it was necessary to compute weighted averages. Six such averages,
designed to reflect the relative importance of the goods priced in the overall trade
of the United States and Japan and in the consumption patterns of the two,
countries, were calculated. Product groups were rearranged from the original six
categories and weighted by U.S. exports and imports, Japanese exports and imports,
and by weights from the U.S. and Japanese consumer price indexes (CPIs). All six
weighted averages showed that the overall price level in Japan exceeded that in the
United States by a wide margin.

The DOC-MITI price survey was designed and carried out in a compressed time period,
with all phases of the operation based on ongoing and often difficult negotiations between
the U.S. and Japanese sides. Consequently, neither the product-selection process nor the

actual

gathering of the price data could be implemented in a fully systematic or

comprehensive manner. Nevertheless, the survey results seem clearly plausible, particularly
since they are consistent with the findings of several other similar studies, including some
conducted by the Japanese themselves.

b fﬂ{f
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THE JOINT DOCMITI PRICE SURVEY:
., METHODOLOGY AND RESULTS

In October, officlals of the U.S. Department of Commerce and the Japanese Government,
primarily from the Ministry of International Trade and Industry (MIT1), jointly conducted a survey
of the prices of 121 goods sold in both the United States and Japan.

The survey was part of the Structural Impediments Initiative (Sll). The SiI project, officially
announced in July and expected to continue through mid-1980, is a negotiating process
through which the U.S. and Japanese governments intend to help reduce the U.S. trade deficit
with Japan and stimulate Japanese imports of U.S. goods. Specifically, the two governments
are holding ongoing discussions aimed at identifying, and easing or removing, structural
Impediments in both Japan and the United States that contribute to the deficit and inhibit U.S.
exports to Japan. :

~ab,

| | ral Impedim:

The price survey was undertaken as part of SIl mainly because of the U.S. view that the
Japanese pricing process reflects a variety of structural impediments. More precisely, on the
basis of anecdotal evidence and price indices, surveys and studies, it is evident that price
levels in Japan for the last several years have been higher than they are in the United States.
This differential implies obstacles to a more satisfactory U.S.-Japan trade balance and a larger
volume of U.S, exports to Japan. Thése obstacles include:

[} Systemic inefficiencies in the Japanese economy-such as a complex, multi-layered
distribution system and land use policies that sharply elevate the cost of land-that
drive up prices. Some of these factors-e.g., the distribution system--appear to have
a particularly detrimental impact on exports to Japan since they evidently affect prices
of Japanese impoits more than those of domestically produced goods.

o The absence of free, open and compaetitive markets. Where such markets exist, the law
of one price should prevail-that is, prices should differ only by transportation costs and
oxcise taxes, (U.S. Census Bureau data indicate that transportation costs add about
4 or § percent to the value of goods'in U.S:~Japanese trade.) Greater price differentials
would trigger the flow of goods from lower to higher price countries, narrowing or
eliminating the gap. Therefore, the persistence of substantially higher prices in Japan
indicates that this arbitrage process is being blocked.

Among the consequences of these characteristics of Japanese markets is the ability of many
Japanese firms to practice price discrimination. To the extent that domestic and foreign
- markets are segmented from one another, firms with sufficlent power to set prices in the
markets in which they operate can charge different prices in each of these markets. In fact,
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there is ample evidence that Japanese firms, seeking either profit maximization or expansion
of market share (or both), often charge lower prices abroad than at home.

Lack of competition also can deny or limit access of foreign goods to Japanese markets.
Access can be impeded in many ways, including trade barriers, exciusionary and collusive
business practices, and government regulations.

The U.S. objective in participating in the October price survey was to examine--on the basis
of up-to-date price data collected with both official U.S. and Japanese participation-two

Wn:

[} Prices of identical or closely comparable goods produced in the United States and third
countries are generally higher in Japan than In the United States by more than the
normal costs associated with exports; and

* e ~

(-] A significant proportion of identical or closely comparable goods produced in Japan is
more expensive in Japan than in the United States (as opposed to virtually all such
goods costing more in the United States, as would be true under competitive and
efficient market conditions.)

i, as the U.S. side expected, these hypotheses were confirmed, it would provide valuable
corroborative evidence of structural impediments.

In fact, as described below, the survey results supported both hypotheses. The overwhelming
proportion of U.S. and third-country goods surveyed cost more in Japan than in the United
States, as did about 40 percent of Japanese-produced goods.

it should be pointed out that-with the exception of the capital goods covered in the survey-

- the survey was restricted to determining prices. i did not attempt to ascertain the causes of
price differentials for other categories of goods sold in the United States and Japan, The
explanations for the higher prices of capital goods in Japan are included in the attached report
by Barbara N. McLennan on the work of the survey's capital goods pricing team.!

! Dr. McLennan's report indicates that there are two major reasons that capital goods
are likely to be priced higher in Japan than the United States. First, the multi-tiered,
complex distribution system puts upward pressure on distribution costs. Second, the
market for capital goods is far less competitive in Japan than the United States.
According to Dr. McLennan, Japanese capital goods markets are generally oligopolistic,
with a price-leader firm for a given good or group of goods setting prices that other firms
find it necessary or desirable to follow.

]
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How Survey Was Established and Carried Out

price survey was originally proposed by the Japanese at the Sil meetings in September.
United States accepted the proposal in principle but indicated that the survey would have
to include more than the handful of consumer goods suggested by the Japanese. Japan
agreed to & broader survey. The two skies also agreed to conduct the survey jointly and
complete it in time for a presentation of the resuits at the November 6-7 Sii meetings in
Washington. The survey was jointly designed and conducted by the Department of
Commerce's International Trade Administration (ITA) and MITI.

The key elements of how the survey was se' up and the proceduses followed are summarized
below:

) Prices were surveyed sequentially In four cities-Tokyo, Osaka, Chicago and New York-
from October 18-28. )

] Over a hundred products sold in both countries were priced, of which 121 were actually
used In reporting the results to the Sil meeting on November 7. (Airline tickets and
express mail were surveyed but were not reported In the data, reflecting a decision to
omit prices of services in reporting the survey results.)

o The products priced included goods produced in the United States, Japan, third
countries, and, in a few cases, in more than one country.

0 The products surveyed were selected through negotiations between DOC and MITI
officials. The intent was to choose goods that were important in U.S.-Japan trade or
in the overall trade of the two countries. These criteria were followed to the extent
possible. However, because of the complexities of the negotiating process and the
unavailability of many products to the price surveyors, this standard could not be met
in all cases. For example, the capital goods included in the survey were limited to
medical and sclentific equipment and instruments.

o The products were grouped into six broad categories~food products, miscellaneous
consumer goods, electronic products, automobiles, automobile parts, and capital goods.

(] Many of the consumer goods were sold in several types of retail outlets. Thus, where
possible and applicable, individual tems were priced in department stores, speciaity
stores, and discount stores.

o Generally, the price recorded was the actual price exclusive of sales tax to the final
buyer at the point of sale at the time the product was surveyed. Thus, if an item was
sale-priced during the survey, the sale price, not the usual price, was noted.

o There were some exceptions to this procedure:

- sales taxes on cigarettes and movie tickets were included in the prices of these
tems. -
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- When uﬂ.f‘. of such goods as automobiles and capital goods indicated that
actual prices varied according to a range of discounts from list price, the
midpoint of the range of the discounted prices was taken as the price.

- Prices of capital goods were obtained from corporate officials engaged in sales
and distribution of these products. Prices of automobiles were gathered from
automobile dealers.

o The prices were collected by teams, one for each product group. Each team was
jointly headed by a U.S. and a Japanese officlal.

) The two leaders of each team signified their agreement on the data collected by signing
the forms -on which the data was recorded. The Information used in computing the
survey results was drawn from these forms.

. S ~

-] Comparisons of dollar and yen prices were made by converting yen prices to dollar
prices at an exchange rate of 142 yen to the dollar. This was the average yen/dollar
rate during the perlod the survey was conducted. .

Eindings of the Survey * =«
Unweighted Results

The survey results strongly Indicate that a very high proportion of identical or closely
comparable goods originating in the United States or third countries is substantially more
expensive in Japan than In the United States. The survey also furnishes convincing evidence
that the share of identical or closely comparable Japanese-made goods that is higher priced
in Japan than in the United States is much greater than would be expected under competitive
market conditions.

A summary of key findings of the survey-~aiso shown In the accompanying figures and tables-
follows:

o Of the 121 products surveyed, 83 products, or 69 percent, were priced higher in Japan
than in the United States. (These and all other comparisons in this section are based
on comparing the lowest price of a given item in Japan with the lowest price for the
same item in the United States.)

) The simple average of the ratios of the Japanese to the U.S. price for all 121 products

is 1.39-that Is, prices on an unweighted basis were 39 percent higher on average in

Japan than in the United States.

(-] Of the 35 products that originated in the United States, 31 (89 percent) were priced
higher in Japan. On average, these 35 products were 71 percent more expensive in
Japan.
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percent higher in Japan.

The high percentage of
third-country goods that
cost more in Japan and the
large percentage differential
between the Japanese and
U.S. prices for these goods
“‘provide solid evidence that
substantially higher prices
in Japan than in the United
States are not peculiar to
US. exports but are
common to exports to
Japan from other countries
as well,

Of the 48 products
originating in Japan, 19 (40
percent) were more
oxpensive in Japan. But,
overall, prices of these 48
itams averaged 1 percent
1088 In Japan.

Higher prices for Japanese-
made goods in the United
States than in Japan is
what one would expect to
find under normai
(competitive) market
conditions. The fact that as
many as 40 percent of
goods originating in Japan
cost more In Japan
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Structural Impediments Initiative
USA-Japan Price Survey Results
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suggests that (a) the Japanese are practicing price discrimination on a fairly large scale,
charging lower ‘prices abroad and/or (b) Japanese structural impediments have &
greater impact on prices of Japanese-made goods sold at home than on prices of

exports of such goods.

Fourteen of the goods surveyed were made either (a) in both Japan and the United
States or (b) in either Japan or the United States and a third country. Of these goods,

36-078 ~ 90 - 3
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ten (71 percent) were priced In 6 of 8 Product Categories Prices in

e ain thén the Japan Were Higher Than in the U.S.
Number of Produsts

For five of the six product

BB Heher Priee » Jagma
€3 rigrer Prive - US.

low proportion of slectronic .
goods priced higher in
Japan seems strongly
influenced by the fact that Predust Cotegery
26 of the 34 lems surveyed fewss DOCAIT Pries Guney Oas

were made in Japan. Figure 3

Eighteen of the 26

Japanese-made cost

more in the United Ststes. (As noted, Japanese/U.S. price ratios are likely to be
considerably lower for goods produced in Japan than for goods produced abroad.)
For the other five groups, the share of goods costing more in Japan ranged from 68
percent for capital goods to 96 percent for food. In each of these five groups, the
goods made abroad grestly outnumbered goods made in Japan. (Figures 8-11,
following page 7, provide detalls by product groups.)

For all six groups, prices

were higher on average in On Average, The
Japan than in the United Products Cost 39% More in Japan
States. The margin by % B10002 Cout of Produets In Jagen

which prices in Japan 100
excesded thoss in the
United States ranged from 0
2 percent for electionic
goods to 97 percent for oo}
auto parts, (Although the
average price for electronic o
goods was higher in Japan,
the number of electronic 20
goods that were more
expensive in Japan was
fewer than the number of Aswastie Auto Purtt Oeghte) Gaods iootonie  Food e Con Gis.
such goods that cost more Product Category

In the United States.) [Peeren DOCAIT Pries Gurer

Figure 4




Within each of the six
product groups, the
average ratio of the price in
Japan to the price in the
United States was higher-
generally by a large margin-
for goods made in the
United States or third
countries than for goods
made in Japan. (Table 1.)

Price differentials were
generally far greater in
cases where prices in
Japan exceeded those in
the United States than in
cases where prices in the
United States were above
those in Japan.

For the 83 products where

Products Priced Higher In
Japan Were Signiticantly Higher

o
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prices were higher in Japan, the ditferential was at least 10 percent in 73 instances (88
percent), at least 25 percent in 58 instances (70 percent), and over 50 percent in 39

instances (47 percent).

Table 1.-Unwaeighted Average Japanese/U.S. Price Ratio by Product Group and Country of

Origin
Country of Origin

Product Group Japan U.S. or Third Country
Automobiles 1.20 1.33
Automobile parts 1.35 3.85
Capital Goods 1.03 1.42
Electronic Goods 93 1.48
Food .45 1.72

1.01 1.76

Miscellaneous Consumer Goods

[}

For the 38 products whose prices were higher in the United States, the ditferential was
at least 10 percent in 25 cases (68 percent), at least 25 percent in 14 cases (37
percent) and over 50 percent in five cases (13 percent).
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Welghted Regylts

The survey results as presented above clearly suggest a pattern of higher prices in Japan than
in the United States for goods sold in both countries. However, these resuits cannot validly
be used to generalize about aggregate price differences since all 121 products, at least
Implicitly, were given equal weight. In aggregating the results, no atiempt was made to assess
the relative importance ofthe component products according to any particular standard.

In this section, we attempt to provide an additional dimension by computing several weighted
averages for the Japanese/U.S. price ratios. Specifically, we calculate six indexes of the overall
Japanese/U.S. price ratio, aggregating various product-group price ratios according to the
waeight of those groups in U.S. and Japanese foreign trade and in the domestic consumption
of the two countries.

Four of these weighted averages or indexes are trade-weighted. The 121-essvey preducts are
divided into 34 product groups corresponding to 3-digit SITC product groups. The
Japanese/U.S. price ratios for each of the 34 individual product groups is calculated by taking
a simple average of the component ratios in each group. These 34 simple averages are then
aggregated into four separate weighted averages by weighting each of the product groups
by its share in (a) total U.S. exports, (b) total U.S. imports, () total Japanese exports, and (d)
total Japanese imports. Trade figures for 1987 were used.

The other two indexes are computed by applying weights from the U.S. and Japanese
consumer price indexes (CPIs). Where the U.S. CPl is used, the 99 consumer goods priced
in the survey-—capital goods are necessarily excluded from CPl weighted indexes--are broken
up into 21 product groups corresponding to U.S. CPI categorles. As with the trade-weighted
indexes, Japan/U.S. price ratios for individual product groups are computed by taking simple
averages of the compcnent ratios of each group. The overall average is then computed by
weighting the_price ratio of each product group by the group’s relative weight in the CPl. The
same procedure is used in calculating the index weighted by the Japanese CPl. However, a
different set and smaller number of product groups is used, with the 99 Japan/U.S. consumer
goods price ratios being divided into 16 categories.

There are admittedly debatable aspects to the weighting procedures just described. Most
important, there is no guarantee that the products within the subgroups to which the weights
were applied are valid samples of the those subgroups. The products within a group thus may
not constitute a valid proxy for that group. Furthermore, the use of simple averages to
represent the Japanese/U.S. price ratio for individual product groups may diminish the
accuracy of individual group ratlos.? Another problem is that the subgroups in which the 121
products were placed account for only a relatively small share f total exports, imports, or

2 The accuracy of product-group Japanesé/U.S. price ratios is threatened not only
because these ratios are unweighted averages but because the components from which they
are calculated are an indiscriminate mix of Japanese/U.S. price ratios for Japanese- and
foreign-made goods. As noted, these ratios are likely to be much lower for goods
produced in Japan than goods produced abroad.



Table 2.-- Summary of Price Indexes Constructed From Dats Collected During the SII Price Survey Project
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{Average of the S17C Group Japen Price Excess - Welghted by Japan's Exports i wmy}p 3% | 20z} 3%}
[Stapte Average of the Japen Price Excess for All Consumer Goods ] L 21 nA. | &4x) naA. |
jAversge of the U.S. CPI Group Japan Price Excess - Vel by Adjusted U.S. CPI Weights 3/ | »| La| [ 1] 2%|
Javerage of the Japenese CPI Group Japen Price Excess - Weighted by Adj CPI Weights &/] »w| % | [+ 1] 1]
] |
Aversge of the Aversge....... 43.47X

1/ The “SHARE OF TOTAL® in the case of trade weiphits refers to the percent of total trade represented by the 3-digit SITC product groups that were found
to contain $11 products. In the case of CPl weights, the “SHARE OF TOTAL® refers to the percent of atl products that constitute the CP! index
that sre represented in CPl product groups containing SIt saaples. )

2/ Three-digit SITC product groups. Revision 2.

3/ U.S. CPI product groups and weights are described in U.S. Department of Labor Sutletin 2261, "Relative Importance of
Price index®, 1985.

&/ Japan's CPl product groups and weights are described n Statistics Suresu, Mansgement and Coordination Agency, "Nenthly Report on the
Consumer Price Index®, July 1909,
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consumption in all six cases. The maximum proportion was 43 percent, for Japanese exports.
However, despite the methddological imperfections, the weighted averages we have calculated
are designed to yield more meaningful results for aggregate measures of Japanese/U.S. price
ratios than computations based on unweighted averages.

The results of our weighted average calculations are summarized in the accompanying table.
All six weighted averages show that, in the aggregate, prices in Japan exceed those in the
United States by a substantial margin.

When weighted by U.S. imports, thé prices 6f the 121 products are 32 percent higher in Japan
than in the United States. Application of U.S. export weights raises the difference to 39 percent
(the same percentage by which prices in Japan exceed those in the United States when a
simple average of the 121 price ratios is taken).

When Japanese export weights are used, the margin of Japanese over U.S. prices is only 20
percent. The excess is considerably higher-51 percent--when Japanes@Jmport weights are
applied.

The highest differentials occurred when CP| weights were used. Based on U.S..CPI weights,
prices of the 99 consumer goods products were 60 percent higher in Japan than the United
States. The margin was slightly higher--62 percent--when Japanese CP| weights were applied.
Both CPl-weighted average differentials are substantially higher than the differential of 44
percent obtained from computing a simpié average of Japanese/U.S. price ratios for the 99
consumer items.

-MIT| Surve nsistent Wi

The ITA-MITI price survey was designed and carried out in a compressed time period, with all
phases of the operation based on ongoing and often difficult negotiations between the United
States and Japan. Consequently, neither the product selection process nor the actual
gathering of the price data could be implemented in a fully systematic or comprehensive
manner. The survey thus does not claim--nor was it ever intended-to meet a rigorous standard
of statistical validity.

Nevertheless, the survey results seem clearly plausible, particularly in light of their consistency
with the findings of several other similar studies~including some conducted by the Japanese-
-a few of which are summarized below.

Perhaps the most comprehensive recent examination of comparative living costs was
conducted by Japan's Economic Planning Agency (EPA). The EPA study, entitted “Commodity”
Price Report of 1989" and released in September 1989, surveys prices of ovar 400 items in
Tokyo, New York, and Hamburg in November 1988, The survey found that at the 1988
average exchange rate of 128 yen per U.S. dollar, the cost of living in Tokyo was nearly 39
percent higher than in New York. With respect to some of the key components, prices of
foodstuffs and of clothing and footwear were 44.9 and 49.3 percent higher on average,
" respectively, in Tokyo than New York. A more wide-ranging study of living costs in 52 of the
world's major cities by the Union Bank of.Switzerland (UBS) in the spring of 1988 also
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demonstrates that prices i Tokyo were higher than those in New York. The UBS study
surveyed 111 ems that are found in the market basket of a typical European family of three.
The results showed that these goods cost 98 percent more in Tokyo than New York.
Regarding major sub-categories, UBS found that prices in Tokyo were higher than those in
New York by 181 percent for foodstutfs; 87.8 percent for moderately priced women's clothing;
81 percent for moderately priced men's clothing; 148 percent for household appliances; and
50 percent for comparable automobiles. The results of the UBS survey were published in the

1988 edition of the UBS publication, Prices and Earnings Around the Globe. The study was
conducted in the spring of 1988, when the market exchange rate was 126.6 yen per dollar.

An ongoing study by the United Nations that tracks living costs of UN executives in the
world's major cities also concludes that it Is more expensive to live in Tokyo than New York.
Based on a survey of the prices of about 200 goods and services that are representative of
items In the market basket of international personnel, the UN reports (in the October 1989
issue of the U.N, Monthiy Bylletin of Statistics) that in June of 1989, when the exchange rate
was 140 yen per U.S. dollar, living costs were 34 percent more in Tokyeshan inNew York
(excluding costs for housing).

Unpublished data of the U.S. Department of Labor, comparing real levels of gross domestic
product (GDP) in major industrialized countries, indicate that the level of prices on items that
compose GDP in Japan was 61.5 percent higher than the comparable GOP price level in the
United States. These comparisons were based on the 1988 average market exchange rate of
128.2 yen per U.S. dollar.

Conclusions

While the DOC-MIT! survey was neither as rigorous nor as comprehensive as those conducted,
for example, by the BLS, the results were nevertheless plausible and have significant
Implications:

o There seems little doubt that prices are typically higher in Japan than in the United
States, given that (a) 83 of the 121 products were higher priced in Japan than in the
United States, (b) Japanese prices exceeded U.S. prices by large perZentages on
average, on both an unweighted and weighted basis, and (c) the results of the ITA-
MITI survey are consistent with those of many other surveys,

o With 31 of 35 U.S.-made products and 23 of 24 third-country-made products more
oxpensive in Japan, the evidence is clear that exporters to Japan face imposing
impediments and barriers.

(-] The fact that as many as 40 percent of the Japanese-made products are more costly
in Japan suggests that the Japanese are either engaging in price discrimination on a
fairly broad scale and/or that goods originating in Japan are also affected by Japanase
structural impediments.

&mpt to a limited extent for the capital goods covered, the survey does not explain why
prices are generally higher in Japan. There are several possible reasons, however, including:
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(] Compiex and redundant distribution systems that add to costs;

] Lack of competitive markets, allowing firms to set prices and impose limitations on the
distribution of goods, especially imports; and

o Inhibitions and biases against imports reflecting close relationships among Japanese
companies in keiretsu.

Even where they retain the ability to set the prices for their goods in Japanese markets, U.S.
and other foreign firms-because of restrictions on the quantities they are permitted to sell-
are likely to raise prices in order to maximize profits on the few sales they can make.

Prepared by Martin J. Kohn, with contributions from Al-Brueckmann, Doug Cleveland, Victoria
Hatter, John Jelacic, Pat Kirwan, Jon Menes, Alan Unsworth, and teyta Woods. Trade
Information and Analysis also wishes to acknowledge the active participation of the staffs of
US&FCS, import Administration, and the Office of Japan and several other offices in IEP in the
actual conduct of the survey, and of Marge Donnelly of Science and Electronics’ in the capite!
goods study and report.

December 1989
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THE JOINT DOC/MITI PRICE SURVEY:
CAPITAL GOODS: A CASE STUDY

’ Executive Summary

The Department of Commerce and the Japanese Ministry of International Trade and Industry
(MITI) conducted interviews with sales representatives and distributors of capital goods to
determine the prices of various capital goods and how those prices were set. The price survey
and interviews took place as part of the ongoing Structural Impediments Initiative (SII).

The prices of capital goods in Jépan were significantly higher than in the U.S. for a majority of
the products surveyed. The price level for these products was higher than can be accounted for
even with the addition of local fees and transportation costs.

Two explanations for this price difference were put forth by the respondents to the price
survey: ‘ —_

(] Japanese markets are more oligopolistic than U.S. markets, and established Japanese
firms can exercise market power, restricting entry of new competitors.

o The Japanese distribution system is more complex and layered than the U.S. distribution
system. In fact, products imported into Japan face two more distribution layers than
products manufactured in Japan.
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The Joint DOC/MITI Price Survey:
Capital Goods: A Case Study

C The Negotiations

of the unique features of the price survey was the inclusion of a number of capital
goods, that is, products utilized by business as part of the production process, or by
professionals in their work. Very litle prior information exists as to pricing practices, price
levels, or price comparisons between the two countries with respect to such products. The
inclusion of these goods was, in itself, the product of a difficult negotiation process. The
proposal that capital Poods be priced in the survey was at the initiative and insistence of
the U.S. government.

After negotiations, by October 18, the list of accepled capital goods included laser printers
and floppy disk drives (which it was agreed would be priced by the electronics pricing
group), carpet tiles (to be priced by the consumer goods pricing team), and oscilloscopes.
At the same time, liquid chromatographs (DOC proposal) and spectrum analyzers (MIT!
proposal) were added, Pricing of these products tooK place on Wedn_aﬂ;y afternoon,
October 18, and all day Thursday, October 19. Two additional products, dental casting
machines and dental porcelain furnaces, were added on Friday, October 20, after specific
negotiation between the U.S. capital goods team leader and representatives of the
Japanese Ministry of Health and Welfare (MHW).?

'Even after arrival in Japan of the U.S. pricing team on October 16, 1989, the Japanese
government resisted the inclusion of these products. On the evening of October 17, 1989, the U.S.
presented MITI officials with a proposed list of products. MIT! officials resisted, stating their view
that pricing of capital goods presented special difficulties, possibly requiring the participation of
professionals familiar with the particular products and raising issues relating to corporate
confidentiality. They requested clarification on how the U.S. list of capital goods was selected, and
stated their preference to-restrict the price survey to consumer goods. They indicated their desire
that the study be conducted in accordance with principles of comparability, objectivity and
openness; i.e., that the results, if tested in similar circumstances, could be duplicated. The U.S.
responded that the goods proposed were a reasonable list because they were sold in both markets,
the goods were chosen based on the recommendations of Industry experts at the Department of
Commerce, and capital goods are important to the U.S. trade balance. MITI then responded
specifically to each proposed product. They accepted several, objected to a few based on the need
for the participation of other ministries, objected to others based on their belief that it would be
impossible to find prices for them, and indicated that several were still under consideration.

MHW took the position that since medical and dental products were within its area of
expertise, it wished to be consulted. MHW sent a representative to the pricing team on the dental
products who signed off on the price sheets in Tokyo and Osaka. No MHW representative
participated in the surveys of these products in the U.S.
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The Capital Goods Priced

The capital goods finally ag'rood upon by both governments included scientific instruments
and dental products. The scientific instruments included the following:

(-]

Ii . oscilloscopes are instruments, widely used in
research and industry, which make electric signals and wave forms visible on
a cathode ray screen. Digital storage oscilloscopes (DSOs), introduced about
five years ago and employing a newer technology, are gradually eroding the
market for older style analog oscilloscopes.

Liguid chromatographg: These are devices that analyze chemical mixtures by
separating them into their constituent parts. The equipment produces a
"chromatogram® on recording paper, or on a computer screen, which
indicates to technicians the nature and concentration of each element. Liquid
chromatographs are used, for example, to provide drug testing analyses.
Liquid chromatograph systems include specialized pumps.gagd data .
processing equipment.

18: Instruments used to determine the chemical
composition of matter. These devices are designed to combine the
necessary optical, electronic and mechanical mechanisms needed o subject
compounds to a source of radiation, and to record the resulting spectrum.

Dental Casting Machings: Used by dentists and dental technicians to cast
molds for bridges and crowns. These devices are more commonly found in
dental laboratories than in individual dentist offices. Also, they have
substantial endurance; once a laboratory or dentist has one, it will not need
to be replaced soon. The product, for this reason, is sold in single units.

Dental Furnaces: Primarily used by dental technicians for highly specialized
work on bridges and crowns In dental laboratories. In the U.S., only a
minority of dentists have one in their office, though every dental laboratory
will have one. Also, a durable item, these products are rarely replaced and
are purchased in single unit lots.

1 t in Pri

The capital goods team consisted of one designated leader for each country who, at the
end of the survey, signed off on a sheet summarizing the results of interviews conducted
with corporate representatives with respect to the pricing of the designated products. In
addition, the U.S. group included a varying representation of individuals from the Embassy
and from Washington (a maximum of five people at any one time); the MITl team generally
consisted of the team leader and one other person, with the addition of the MHW
representative in the survey of the two dental products in Japan.

Prices were obtained on the basis of interviews which generally followed a specific format.
In Japan, independent distributors (some exclusive agents, some not exclusive),
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manufacturer's sales representatives, trading company officials, and importers were
interviewed. in the U.S., most persons interviewed were manufacturers’ sales
representatives; only two répresented national distributors of dental products. However, a
number of telephone interviews were conducted directly with manufacturers who sold
directly to end-users, as well as to a national importer/distributor of third country products.
The latter also soid directly to end-users.

Since a determination of the market price to the end-user was the objective of the price
survey, sales representatives and distributors interviewed were asked a series of questions.
They were asked about their relationship to the manufacturer; their customers (retailers,
sales agents, or end-users); the precise specifications of the products being priced; their list
prices to the end-user; their average, maximum and minimum discounts, and the proportion
of their customers who received discounts. The representatives and distributors were also
asked to describe their warranty and credit policies.

The products priced in both countries were identical in terms of technical specifications and
manufacturer. Responses to the price survey team were generally courtaaus and.
informative. :

In Japan, interviews were quite formal and thorough, often taking over an hour.: Most of the
interviews in the U.S. were conducted, as in Japan, by visiting sales persons employed
either by the manufacturers or national distributors. Distributors and sellers of capital

" goods In the U.S. did not generally have as much time to allot to a government survey on
short notice as in Japan. The U.S. interviewees were, for the most part, sales
representatives who either call on prospective customers or attend trade shows,

Business functions parformed by the various sales levels were quite differant in Japan,
compared to the U.S. The Japanese distribution structure for the products surveyed was
much more complex and varied than its U.S. counterpart (see flow chart on next page).
The majority of the firms interviewed in Japan described themselves as exclusive agents or
distributors. These firms were independent of the manufacturers in terms of corporate
ownership, but generally they maintained no inventery. The manufacturers made the sales
(l.e., handled promotional activities and took orders), manufactured the products to order,
but actual delivery (and presumably, some paper work) was handled by these distributors.
Sometimes such agents or distributors sold to sub-dealers. All of the levels in the
distribution chain were described as profitable. List prices always were set by
manufacturers who printed the brochures and price lists. Final market prices, however,
were negotiated downward, via discounts, between final distributor and end-users. For
products imported into Japan, the distribution chain was even longer. A third-country
manufacturer's products were imported by an independent exclusive importer; the products
“were then handled by an exclusive trading company related to the importer who, in turn,
sold to sub-dealers and other independent distributors. The prices of imported products
into Japan were set by Japanese distributors, local sales representatives of the import firms,
the Japanese trading companies or importers handling the imported products.
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.. Figure 1
Flow Chart of U.S. and Japanvse Capital Goods Distribution Chain
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" The U.S. market was much less complex than the market in Japan. In the U.S., sales were
made either directly from the manufacturer to the end-user, or from a national distributor
one level away. There were no other links in the distribution chain for these product groups.

Brice Comparison

In all, 22 capital goods products were priced. Of these, 15 were priced higher in Japan, 68
"percent of the total. Of the fifteen, five were made in Japan, seven were made in Europe,
and three were made in the U.S. Of the seven products priced lower in Japan, six were
made in Japan, one in the U.S. Table | summarizes the prices of capital goods as found in

the Sii pricing survey.

it can be seen from the table that, of the prices that were higher in Japan, the prices of
imported producis were considerably higher than the prices of Japanese manufactured
goods. The five Japanese-made products priced higher in Japan were, on average, 11.44
percent higher than in the U.S.; the European-made products were priced an average 49.37
percent higher in Japan than the U.S.; U.S.-made products sold in Japan averaged 42
percent higher than their corresponding prices in the U.S. This Is depicted in Figure 2.
Each product priced higher in Japan is depicted as a three dimensional box. The height of
each box le proportional to the amount by which the price of the product in Japan exceeds ~
its price in the U.S. Thus, the tallest rectangle for the U.S. depicts dental casting machines,
which (see Table 1) were 72.9 percent more expensive in Japan than in the USA, it can be
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Table 1
Prices of Capital Goods Re SII Pricing Survey

Prices Migher in Japan By Country of Origin:

Product Price/ Pricc/ % Japanese Prices

Japan USA  Higher than uUsa
Japan: i -
Spectrophotometer 8504 7013 21.26%
Spectrophotometer 13556 12062 12,39%
Spectrophotoneter 18282 13651 11.95%
Spectrophotometer 5704 5344 6.74%
Chromatograph 10446 9962 4.86%
Average: ’ 11544% .
Europe:
oscilloscope 13681 7500 82.41%
Oscilloscope ‘13882 7828 77.41% °
.0scilloscope 12673 7500 69.04%
Oscilloscope 12673 10270 23.45%
Chromatograph 12294 8381 46.69%
Chromatograph 13873 9828 41.16%
Chromatograph 7254 6880 5.44%
Average: 49.37%
USA: R
Casting Machine 744.7 431 72.78%
Porcelain Furnace 2391 1878 27.32%
Oscilloscope 10423 8238 26.57%
Average: 42,22%
Average all products: 36.25%

- -

Products priced Lower in Japan:

USA:

Chromatograph 39806 42875 ~7.16%

Japan:

Oseilloscope 7028 7680 -8.49%

Oscilloscope 3507 3830 -8.43%

Chromatograph 3019 3179 -5.03%

oscilloscope 5599 5745 -2.54%

Oscilloscope 4789 4860 -1.46%

Chromatograph 3636 3647 -0.30% -
Average: -4.38%

Average all products: -4.77%
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2 that, Uniformly across all of these products, imported goods, whether
.S.-made, were higher in price than Japanese-made products by more
accounted for by transportation and additional distribution costs.

gg
!

Figure 2

Capital Goods That Priced Higher
in Japan

Percent Higher

o] Japanese Productls European Products ] USA Products

Source: DOC/MIT! Price Survey
This finding is reinforced when it is noted (see Table 1) that of the seven products priced
lower In Japan than in the U.S., six were Japanese made (one was of U.S. manufacture);
no third country product priced in the Sii survey was priced lower in Japan than in the U.S.

il Ter| r |

The manner by which final prices to the end-user were negotiated differed greatly between
the two countries. in Japan, the relationships between seller and customer were
longstanding and based on personal trust. it is quite normal for Japanese distributors to
grant discounts to customers, but often the size of the discount depends on the
relationship with the customer. Different distributors stated this fact in different ways, but

- essentially, knowledge of the credit-worthiness of a customer appeared to be the main
variable in determining whether, and to what extent, discounts on price would be granted.
Some firms permitted volume discounts or small discounts for early payment.
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in the U.S,, sales representatives granted discounts, but within narrower ranges than their
Japanese counterparts. Most of the U.S. companies surveyed had contracts with the U.S,
government which directly affected the range of prices to other customers—generalily
companies tried to keep the same price level to all customers, whether government or
commercial,

While the overall price level for most of these products was higher in Japan (15 out of 22),
Japanese products were discounted from their list as often as in the U.S. (12 of the 22
products were discounted in each country). The Japanese list price, however, was
generally substantially higher than in the United States (14 out of 22 of the products had
higher list prices in Japan; of these, ten had list prices that were more than 25 percent
higher in Japan than in the U.S.).

In Japan payment terms were fairly uniform and most payments were made by promissory
note or in cash within 80 to 120 days of purchase. No company intervié®W&t in Japan
arranged credit or leasing terms for its customers.

In the U.S. payment terms were generally net/30 (full payment in cash within 30 days of
purchase). However, several distributors stated that they would allow or arrange credit
terms, through related finahce companies, independent lenders or leasing companies.

Warranty policles also differed between the two countries. In Japan, capital goods
warranties were uniformly with one year free servicing. Sometimes installation and training
were included; in other cases these services invoived additional charges. Warranty costs
normally were borne by the manufacturer or trading company (on imported products). On
occasion, the trading company shared the costs of warranties with the foreign manufacturer.
In the U.S., warranties were more variable and finely tuned to the durability of the product.
Some manufacturers guaranteed certain parts for only thirty days, while the main bodies of
certain products were guaranteed for three years. One manufacturer provided a 90-day
labor warranty on all rew equipment. In the U.S., warranty costs were normally borne by
the manutfacturers.

Structure of the Markets: Evidence from the Interviews as to How Prices Were Set and
Why They Differ in the Two Countries

The primary purchasers for the capital goods priced were businesses; professional offices;
and, governmental, commercial, and university research laboratories.

The primary users of the products are highly-trained engineers, scientists, and technicians.
. For these end-users, according to many of the people interviewed in both countries, the
quality and functionality of the product were more significant in making the selection of
which product to buy than price. It was pointed out that scientists and technical workers
learn their_craft by using the technical equipment. They became familiar with operations
and characteristics of machinery early in their training, often during their graduate
education. In the process, they became accustomed to particular brands of equipment,
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and when satisfled they u'o very cauﬁéus about changing brands.} As a consequence, in
both the U.S. and Japan the principal users are essentially very cautious, careful, well-
trained staff members who place great value on the reputation of the brand names.

An interesting aspect of this finding, noted by several manufacturers’ sales representatives
Interviewed in Japan, was that U.S.-made products had substantial name recognition and
were highly regarded, in terms of quality, in the Japanese market. The dental casting
machine, which was U.S.-made and was widely known by specialists in Japan, was
described as the best-selling piece of equipment of its kind in Japan, having overcome a

-powerful Japanase competitor. Other U.S.-made products (oscilloscopes, liquid
chromatographs, and spectrophotometers) also were described as being known for their
high quality in the Japanese market; this was used to explain why these products were sold
at prices considerably higher than their Japanese counterparts in the Japanese market.

On the other hand, it was also noted by interviewees in Japan, that the-gapanese~ market
structure for sclentific instruments was far less competitive then in the United States.
Several persons interviewed in Japan described the scientific instrument market as
dominated generally by a single Japanese manufacturing firm who was a price teader and
had the power to affect pricing throughout the Japanese market through the firm's general
discount policy. This firm generally had two to three competitors~who, as a rule attempted
to keep their prices very close to the price leader. Some of the leading competitors to the
price leader were non-Japanese (i.e., U.S. or third country) manufacturing firms in
conjunction with joint venture partners or exclusive importers and trading companies.

The majority of persons interviewed in Japan stated unequivocally that prices were set in
Japan by the manufacturers for Japanese-made goods and importers and trading
companies for imported goods. The margins of distributors and sub-dealers were set
through negotiations with customers, only within the narrow range permitted by the list price
level established by the price leader. In Japan,. ali the players (i.e., manufacturers,
importers and distributors) knew each other very well and seemed to follow very similar
methods of establishing final prices to their customers.

in the U.S., pricing appeared to be more market-determined. The people interviewed were
all aware of being involved in close competition and were concerned about retaining market
share. Manufacturers' sales representatives often stated their concern that their competitors
would find out their prices, and also indicated great interest in their competitors’ practices.
In these product groups, the markets consisted of numerous eéntrants and.no clear price
leader.

In 1987, the U.S. market for oscilloscopes was supplied by five U.S. companies* along with
. entrants from Japan as well as several European countries. For liquid chromatographs,

3This is one reason that scientific instrument firms have major discount programs for
universities.

ey
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there were nineteen U.S, three Japanese, and two European manufacturers® and for

lhoro were 18 US4, 2 Japanese, and 3 European producers. In
dental products, M were fewer manufactums than in the scientific instruments areas
(three U.S. manufacturers of porcelain dental furnaces, six U.S. manufacturers of dental
casting machines). 5 However, according to the dental distributors interviewed in the U.S.,
there were two national distributors of dental instruments, numerous catalog and mail order
supply houses, in addition to direct sales from manufacturers. Discounts were available on
virtually all sales, depending on volumes sold or other characteristics about which
customers could bargain, i.e., a dentist furnishing a complete office, could bargain for
volume discounts on partial orders.

In the U.S. market, competition was quite intense for all of the capital goods surveyed-
indeed, one of the national distributors interviewed stated that his company had the lowest
price in the market, and if we (the survey team) found otherwise, he wanted to know why.
In general, U.S. respondents to the price survey, though much more nistred and “difficult to
reach than their Japanese counterparts, were far more interested in being informed of the
results of the price survey for U.S. products. Apparently they regarded it as an economical
way to keep abreast of the pricing practices of their own competitors.

ion: Why Capital d More in Japan than in th

The prices of capital goods in Japan were significantly higher than in the U.S. for a
substantial majority of the products surveyed. The price level for these products in Japan
was higher than can logically be accounted for by local fees and transportation costs. In
economic terms, the "law of one price" does not seem to be holding, and barriers to entry
for foreign capital goods products into the Japanese market are substantial.

The price differentials may be explained by the following
factors, which were evident from the interviews with capital goods sellers in the U.S. and
Japan:

[ prices in Japan are higher because markets in Japan are far more
concentrated than in the U.S.:

In Japan, a single manufacturer can set the price and act as price leader. All
other entrants, including importers and trading companies, are price takers.
This kind of market will naturally result in-higher profit margins, than where
prices are openly bargained in a free market with free participation by many
entrants.

4 t Industrial Re;

SMedical Device Register.
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in Japen are higher than in the U.S. because the Japanese distribution
Is far more compiex:

, there are many levels of distribution between the manufacturer and
end-user; each of these leveis makes a profit. This raises the final price
to the customer at the end of the distribution chain. For imported products,
there are more levels of distribution than for those made in Japan; imported
goods must be handled by importers and general trading companies in
addition to the normal distributors and/or manufacturer’s sales
representatives. Imported products into Japan are thus much higher priced
than they are in the U.S. In the U.S., in comparison, purchases of domestic
and imported products are made either directly from the manufacturer or from
distributors engaged in direct competition with other distributors and the
manufacturers.

?% i}

PREPARED STATEMENT OF STEPHEN M. LovETT

BARRIERS TO THE JAPANESE WOOD PRODUCTS MARKET AND THE STRUCTURAL
IMPEDIMENTS INITIATIVE )

My name is Steve Lovett. | am Vice President of the Natioral Forest Products
Association and a member of the Steering Committee of the Alliance for Wood Prod-
ucts Exports. Thank you for permitting me to appear today to discuss the impor-
tance of the Structural Impediments Initiative to the U.S. wood products industry. I
also would like to discuss briefly the relationship of the SII with the Super 301 proc-
ess, in which market access to Japan’s wood products market has been designated a
trade liberalization priority.

The U.S. wood products industry is internationally competitive in both price and
quality. On a unit cost basis, our costs average much less than Japanese costs. In
f:ct, wel cz‘are generally regarded as the most efficient producers of wood products in
the world.

The oft-heard Japanese refrain that U.S. industry does not try hard enough to
penetrate the Japanese market is not true for the wood ‘products industry. For more
than twenty years, this industry has spent hundreds of man-years and millions of
dollars seeking to Further penetrate the Japanese market. In short, we know the
Japanese market. We also know that our sales to Japan would increase dramatical-
ly were it not for Japan’s tariffs and non-tariff barriers. In fact, elimination or sig-
nificant reduction of these barriers could increase exports of processed U.S. wood
products by from $1 to more than $2 billion annually.

The Alliance for Wood Products Exports was formed to assist the U.S. industr;
reach its potential in the Japanese market. We have identified an inter-related we
of tariff and non-tariff barriers impeding importation and use of wood products. In
May of 1989, the Administration identified these barriers to Japan’s forest products
market as a trade liberalization priority under the Super 301 provisions of the 1988
Trade and Competitiveness Act. Negotiations to eliminate these barriers are under-
wgly, and the industry is providing whatever support is possible.

he barriers confronting the U.S. wood products industry are varied. Some of
them are “structu-al” in nature, while others are not. The important thing to keep
in mind is that this system of barriers works together, and that a comprehensive
resolution is necessary to obtain real market access progress. :

NON-STRUCTURAL BARRIERS

Tariffs and tariff escalation is a key problem. Japan’s practice of applying no tar-
iffs on raw materials and escalating tariffs on value-added products results in effec-
tive rates of protection on many wood products of two or three times the nominal
rate. For example, a recent Department of Commerce Study showed that Japan's
10% tariff on softwood plywood provides an effective rate of protection of over 26%.
This deliberate system of tariff escalation skews Japan’s imports toward raw materi-
als and away from value-added products. In effect, the system robs the U.S. industr.
of its cogldpetitive advantage. For example, less than 30% of Japan's imEorts of U.S.
wood products by value in 1988 were processed. By comparison, 92% of Europe's im-
ports and 88% of the imports in the rest of North America are processed.
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Unnecessary restrictions contained in Japan’s wood standards and building code
also severely restrict importation and use of wood. For example, Japan prohibits the
construction of garden apartments and commercial buildings out of wood. The Min-
istry of Construction treats Oriented Strand Board, a high:technology wood product
that has gained increasing use in U.S. housing, as particleboard, effectively prohibit-
ing its use for that purpose. Complicated certification procedures literally mean that
U.S. wood products sit on the docks for weeks or months awaiting inspection and
approval. These are only a few examples of the standards and code barriers which
impede both importation and use of wood products.

Japan also misclassifies a number of laminated wood products in its tariff sched-
ule, artificially increasing the tariff from 3.9% to 15-209%. This has a big bottom-
line effect on companies which have the ability to sell more laminated lumber in
Japan. Japanese customers want these products, but this illegal misclassification
limits our ability to export.

Finally, Japan g ovides its wood industry with numerous subsidies. Of particular
concern_to the U.S. industry are subsidies intended to offset market opening efforts
and which result in increased production. For example, after the MOSS talks, Japan
authorized over $1 billion in grants and government-guaranteed loans to counteract
the effects of market liberalization. This must not happen again.

STRUCTURAL BARRIERS

In addition to the barriers discussed above, other barriers to Japan’s wood prod-
ucts market are structural in nature.

One such structural barrier is inefficient land and housing policies in Japan,
which severely limit the consumEtion of wood products by favoring agricultural uses
of land over residential uses. While the Japanese people live crowded into housing
half the size, on average, that Americans enjoy, farmers grow rice between the high-
rises in Tokyo. Reform in this area would not only dramatically increase importa-
}_iop and use of wood products, but would substantially improve Japan'’s standard of
iving.

Anticomnetitive practices abound in Japan's wood products industry as in other
industries. If Japan refused to sanction or tolerate cartels in logs, lumber and ply-
wood (whether temporary ‘‘rationalization” cartels or otherwise), U.S. wood prod-
ucts producers would have a better opportunity to compete fairly in Japan.

And finally, as with many other products, Japan’s distribution system seriously
increases the cost of wood products. One study showed that the cost of shipping
lumber from Seattle to the Japanese port of Kobe was less than the cost of sending
the lumber a few short miles into Japan. Relief in this area could be very valuable.
For starters, the Administration should include wood products among those prod-
ucts which it monitors to determine if Japan's price structure is excessive.

SUPER 301 AND SII MUST WORK TOGETHER

Liberalization of the Japanese market could result in enormous long-term gains
for both the Japanese consumer and potential U.S. suppliers. The industry fully
supports the Structural Impediments Initiative, which a Xresses structural barriers
of clear relevance to the wood products market. We have also asked the Administra-
tion to discuss these specific wood products structural issues in the bilateral forest
products negotiations.

We strongly support the Administration’s efforts in SII. However, we are con-
cerned that SII not be viewed as an alternative to the Super 301 talks. If the U.S.
wood products industry is to gain real market access, progress must be made on the
full range of Japanese barriers, both structural and nonstructural. For example, the
tariff escalation problem must be resolved. Elimination of minor technical barriers
will not result in the objective of real export gains.

As such, the Structural Impediments Initiative should not substitute for the bilat-
eral 301 negotiations as the vehicle for addressing structural barriers for wood prod-
ucts. Reform of Japan’s distribution system and anticompetitive activities are im-
portant long-term goals, but they will not open the Japanese wood products market
until the tariff, standards, code and other “‘non-structural” barriers are eliminated.
This is mf' central message to this Committee.

The Alliance for Wood Products Exports, on behalf of the U.S. wood products in-
dustry, urges Congress to support structural reform in Japan. The wood products
industry will be in the vanguard of support for SII. At the same time, the Alliance
strongly urges Congress to insist that real progress be made in opening the sectoral
markets which have been identified as Super 301 trade priorities.

B
G
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PREPARED STATEMENT OF RiCHARD T. McCorMACK

Chairman Baucus, members of the committee, I appreciate the opportunity to par-
ticipate in this briefing of the Senate Finance Committee Subcommittee on Interna-
tional Trade on the status of our Structural Impediments Initiative (SII) with Japan.
This session is well-timed. My colleagues and I returned last weekend from Tokyo,
where we held the third plenary meeting of the SII talks with our Japanese coun-
terparts.

And as you know, President Bush met with Prime Minister Kaifu in Palm
Springs on Friday and Saturday of this past weekend. The economic side of the U.S.-
Japan relationship was a prominent part of the wide-ranging discussions the two
heads of state held on the state of our bilateral relationship. Indeed, the President
stressed to Prime Minister Kaifu that success in SII and in the other trade issues
now under discussion is vital for the preservation and possible expansion of our
many-faceted relationship. In particular, he noted the importance of the spring in-
terim report. The President said as well that we must put our economic relationship
on a sound footing if we are to achieve the full promise of our relationship.

To date the U.g. and Japan have held three plenary meetings on the Structural
Impediments Initiative. Our most recent meeting was in Tokyo February 22 and 23.
This meeting had been scheduled for mid-January. We agreed to postpone that
meeting at the request of the Japanese Government because of political sensitivities
related to their nationwide diet elections February 18. Our next meeting will be
held April 2 and 3 here in Washington. :

These plenary meetings have been attended by as many as 14 ministries and
agencies of the Japanese Government. Our own team has had seven departments at
the table. The meetings have provided each side an opportunity to present its views
on the structural problems that inhibit the adjustment of the U.S. current account
deficit and the Japanese trade surplus.

From the outset, we have considered the SII talks = two-way street. We have not
hesitated to express our views about the Japanese economy, and the Japanese like-
wise have pointed out structural problems in the U.S. economy and made sugges-
tions on necessary improvements. We have listened carefully to their ideas, and,
indeed, some of the suggestions were reflected in the President’s state of the union
address. As you know, President Bush is taking policy initiatives to increase private
savings, reduce the budget deficit and strengthen our educational system and com-
petitiveness—all areas of keen interest to the Japanese, as they are to us. We need
to take these steps not just for success in SII, but because they are necessary to
ensure an economy that is vital, productive and competitive into the next century.

As this committee knows from our previous discussions, our SII team is looking
closely at six categories of structural rigidities in the Japanese economy: We are
pressing the Government of Japan to significantly increase public investment in in-
frastructure (airports, roads, sewage, etc.) in order to reduce Japan’s savings/invest-
ment imbalance; to deregulate and remove obstacles in its distribution system; to
enforce more strongly its anti-monopoly law, to ease land-use policies in order to
increase the supply of land available for housing and building; to ensure that pric-
ing mechanisms are free of structural rigidities; and to take tougher measures to
eliminate exclusionary business practices. The state department has specific respon-
sibility for the distribution system, and if the committee would like, I would be
happy to go into detail in the discussion period about the impediments we are ad-
dressing in Japan's distribution system.

It is important for us to recognize that we are asking for fundamental reforms in
the structure of the Japanese economy. Even if we are successful and achieve signif-
icant results, it will be some time before these are fully réflected in the bilateral
trade statistics. Some areas—for example infrastructure expenditures—could bring
important early benefits to U.S. firms und exports. Other changes will result in
structural shifts that produce trade results more gradually. But our aim is to
remove the fundamental structural barviers in both our economies, thereby ensur-
ing a true market oriented economic relationship between our two countries, with
American manufacturers and investors free to operate in Japan on the same basis
as Japanese exporters and investors operate in this country. We expect that the
medium term effects on our bilateral trade balance will be far more significant than
the individual results of past negotiations aimed at problems in specific product sec-
tors.

The SII talks are proceeding on a tight timetable. President Bush and former
Prime Minister Uno agreed at the Paris summit in July that the U.S. and Japan
would jointly issue an SII interim report in the spring with the final report due this
summer. We are working toward the interim report at this time. We have been
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quite specific in suggesting to the Japanese Government our ideas about the types of
changes we believe would be necessary to @nsure meaningful structural reform. We
are looking for change now, as well as a commitment to specific change in the
future. We need timetables for implementation, and we will need to consider, before
this exercise is completed, what mechanisms are necessary to continue to monitor
implementation of what is finally agreed.

Until February 18, the ruling party in Japan, the LDP, was preoccupied with
their diet election. We recognized the political realities. As I noted, we agreed to
postpone the January meeting until after the election because we recognized that a
number of the issues we wished to take up had considerable domestic sensitivity, as
special interests felt threatened by changes in the status quo. It was in our interest
to keep $11 issues from becoming political footballs. But at the next $11 session the
Japanese side must move rapidly to provide solutions to the SII problems we have
been discussing for six months. We expect them to come to grips with $11 in a forth-
right and imaginative way and work for a meaningful interim report. We have been
working—and the Congress as well has been sending effective messages—to point
out that politically tough choices must be made now. we are looking for a strong
commitment by Prime Minister Kaifu and the LDP to undertake bold, creative ac-
tions.

We are looking for real progress at the April 2 meeting, and expect that the inter-
im report that comes out of that session will give a clear indication of the direction
that our economies will move in the 1990’s—to a truly open, market driven system
that provides benefits to the consumers and producers of both countries, that offers
entrepreneurs of both countries the ability to compete in trade and investment in
each country, and that harnesses the dynamic economies of our two countries to
work together on a host of historic challenges—from encouraging the global move-
ment toward democracy and market economics to preserving the environment and
promoting global prosperity and development. I firmly believe that the U.S. and
Japan can accomplish a great deal for the world, but for such a global partnership
to be successful, our economic relationship must be open, equitable, and cooperative.
We see success in $11 as an absolute necessity, and will be working intensively over
the next few months to bring the talks to a successful conclusion.

Attachment.

JOINT REPORT OF THE U.S.-JAPAN WORKING GROUP ON THE
STRUCTURAL IMPEDIMENTS INITIATIVE (SII

STRUCTURAL IMPEDIMENTS INITIATIVE

The Japan-U.S. Working Group on the Structural Impediments Initiative (SID
provides the attached Final Report on the SII talks. The Working Group believes
that this report is a historic document that contains significant, extensive efforts
and actions on both sides. These actions should complement the economic policy co-
ordination efforts which have been made through multilateral fora and should con-
tribute to a reduction in external payments imbalances. In this regard, it is to be
noted that while the large external imbalances of the two countries have shown sub-
stantial reduction in recent years, the two Governments are strongly committed to
make efforts for the further reduction of their respective external imbalances. The
above-mentioned actions should also lead to more efficient, open and competitive
markets, promote sustained economic growth and enhance the quality of life in both
Japan and the United States. Both Governments are firmly determined to achieve
these goals.

The SII was launched by President Bush and former Prime Minister Uno in July
1989 to identify and solve structural problems in both countries that stand as im-
pediments to trade and to balance of payments adjustment with the goal of contrib-
uting to the reduction of payments imbalances. Five Plenary sessions of the Work-
ing Group were held between September 1989 and June 1990. An Interim Report on
progress was issued on April 5, 1990.

Both the U.S. and Japanese Governments have already taken initial steps and
have developed plans for further actions to ensure continuing momentum in solving
the structural problems that impede balance of payments adjustment. Both Govern-
ments believe that the Final Report represents substantial progress to address struc-
tural problems.

The Working Group strongly reaffirms its continuing coinmitment to solve struc-
tural problems in both countries that stand as irapediments to trade and balance of
payments adjustment.

]
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In order to jointly follow up the year-long SII exercise, the SII Working Group
will continue the meetings under the interagency structure of the SII in a flexible,
open and evolving manner which is characteristic to the SII, and agreed to meet
three times in the first year and twice a year thereafter, most probably in spring
and autumn and other times mutually agreed, at a level of Vice/Deputy Minister
and Under Secretary/Assistant Secretary, to:

—review progress achieved regarding issues identified in the Final Report;

—discuss matters relevant to problem areas already identified in the SII and the
need for actions to address them; and

—produce in spring of each year a written report respectively on the progress
made by each country toward solving its structural problems thereby contribut.-
ing to the reduction of external imbalances, review the reports together, and
issue them with a joint press release.

After three years, the SII working Group will review the follow-up process, taking
into account measures in the Final Report that extend beyond three years.

These talks have taken and will take place outside Section 301 of the U.S. Trade
Act.

The working Group believes that in addition to its beneficial effects on the U.S.
and Japanese economies, the SII process will benefit other countries and the global
economy generally.

SAVING AND INVESTMENT PATTERNS

I Basic Recognition

1. Reduction in the Current Account Surplus

As a result of appropriate policic< pursued to sustain solid economic growth led by
strong domestic demand, Japan's current account surplus has been reduced remark-
ably from 4.5 per cent of GNP in FY 1986 to an estimated 1.9 per cent in FY 1989,
which is less than half the level of FY 1986. This downward trend is projected to
continue in FY 1990. )

Impressive growth of imports, along with increases in overseas travel expendi-
tures by the Japanese people reflecting in part an increased emphasis on leisure,
has contributed to this positive trend. U.S. exports to Japan have increased faster
than U.S. exports to the rest of the world.

To make further progress on the basis of this positive trend, the Government of
Japan will continue to undertake economic policies aimed at promoting sustained
non-inflationary growth led by domestic demand.

The Government of Japan recognizes the need to continue to reduce its current
account surplus and strongly reaffirms its commitment to work actively toward that
end. While the Government recognizes the utility of making available savings for
certain other parts of the world, including Eastern Europe, it further recognizes
that a further reduction of Japanese current’ account surplus is compatible with
Japan’s ability to continue to export long-term capital. Thus, the Government com-
mits itself to place a high priority on continuing a steady reduction in its current
account surplus which will, together with the efforts of other major industrial coun-
tries, foster world growth and financial market stability. The Government of Japan
also recognizes that a reduction of the imbalance between domestic savings and in-
vestment is important to that process. This will help further a reduction in the cur-
rent account surplus.

2. Recognition of the Need for and Importance of Social Overhead Capital Im-
provement

The Government of Japan recognizes that there remain areas where Japan is still
behind other major industrialized countries in terms of the levels of social overhead
capital accumulation, though the pace of improvement has been rapid—partly as
Japan was historically a slow starter in this field—with annual public investment
(Ig) four times as large as that of the U.S. measured against GNP.

The Government of Japan will continue to pursue its policies to increase and pro-
mote steady accumulation of social overhead capital, based on the keen recognition
of the need for and importance of social overhead capital improvement.

This would, through sustained non-inflationary growth of domestic demand, facili-
tate further reduction in the current account surplus.

o Laad
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II. Measures to be Taken

1. Positive Measures in the FY 1990 Budget

(1) FY 1990 budget was enacted on June 7, with the expenditures for public works
which surpass the historic high level of the previous fiscal year at 7,444.7 billion
yen, despite the revenue constraint caused by unsuccessful sales of NTT stocks in
the previous fiscal year, and notwithstanding the vigorous expansion of the economy
ex| in FY 1990 which does not warrant additional stimulus,

he investment by the gublic sector on GNP basis (Ig) would add up to 26.3 tril-
lion yen, including the public works expenditure by local governments financed en-
tirely by themselves (in the Local Public Finance Program) and the expenditures of
the public work executing agencies financed through the FILP (Fiscal Investment
and Loan Program) which rose 7 per cent, respectively, over FY 1989.

(2) Total cumulative expenditures in seven out of eight sectoral long-term plans,
which are to expire at the end of FY 1990, are expected to exceed the-projected
target expenditures as a result of further emphasis placed on social overhead capital
in the FY 1990 Budget.

2. Toward Further Improvement

(1) The Government of Japan intends to increase and promote steady accumula-
tion of social overhead capital, from a medium to long term perspective, as the
nation heads for an aging society toward the twenty-first century.

For that purpose:

(i) The Government of Japan has newly launched the “Basic Plan for the
Public Investment,” which serves as guiding principles for st.ea%y accumulation
of the social overhead capital toward the twenty-first century. This plan covers
a decade from FY 1991 to FY 2000, and provides a basic blueprint of the basic
direction of the public investment for the decade. Firm implementation of the
public investment over the medium term based on this Plan, with due regard to
balanced development of the economy, is expected to provide a basis for sustain-
able non-inflationary growth led by strong domestic demand, and this should,
alon% with other measures, facilitate further reduction in the current account
surplus.

The annual total of public investment and of investment in each sector will
be determined through yearly budgets, according to prevailing circumstances,
and compatible with the basic lines of this plan.

Building on the principle “to boost domestic investment, improve social over-
head capital and to reduce the shortage of investment relative to savings and to
the size of the Japanese economy,” the Plan includes the aggregate investment
expenditure of about 430 trillion yen for the decade, up drastically from the es-
timated 263 trillion yen in the previous decade from FY 1981 to FY 1990.! This
plan shows that the Government of Japan has taken the decisive step toward
considerably increasing the public investment far above its previous pace.

This plan enunciates that the share of public investment related to “living
environment and cultural functions,” 2 which is directly linked to the everyday
life of the people, would be raised from a few points over 50% of the total in the
previous decade to about 60% of the total during the period of the plan.

Through the firm implementation of the plan, the levels of social overhead
capital accumulation of Japan would be broadly comparable to those of other
major industrial countries at the beginning of the twenty-first century.

In addition, the aggregate expenditures of the investment by such entities as
JR and NTT which used to be included in the public investment prior to their
privatization, are expected to be approximately 25 trillion yen for the coming
ten years.® This is the amount of expenditure that the Government of Japan
fully expects to be realized.

Adding this with the 430 trillion yen shown above would bring the total
figure to about 455 trillion yen.

(i1) As.to the eight cate%ories of social overhead capital whose current plans
are to expire at the end of FY 1990 (i.e., March 1991), the ministries concerned
will formulate larger long-term plans with the positive and specific targets as

-

! The aggregate investment for the first five years calculated on the basis of an average
annual increase is expected to be about 182 trillion yen. . .

2 Public investment related to “living environment and cultural functions” includes invest-
ment for; water supply, sewers, parks, green spaces, waste disposal facilities, housing, local
roads, subways, and welfare as well as educational facilities.

3 Estimation based on the continued current annual expenditure.
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indicated in Table 1. By the end of FY 1990, yen figures shall be developed for
most of the eight sectoral plans which are consistent with the ten year plan in
order to improve the quality of life in Japan. It is envisaged that larger long-
term plans for certain other key areas, such as roads, will also be formulated as
the current plans expire on a scale similar to that for these plans.

(iii) The yearly expenditure for social overhead capital should be decided flexi-
bly considering the prevailing economic and fiscal conditions, paying due atten-
tion to avoiding inflation and overheat of the economy as well, given the signifi-
cant role that the public investment plays as a counter-cyclical measure in
Jggan, and compatible with the basic lines of the plan and the targets in (ii).
above.

(2) In allocating the expenditure among various types of social overhead capital,
utmost consideration should be given, as much as possible, to those closely linked to
the improvement of the quality of life.

(3) In the implementation of public investment, including the above plans, the
Government of Japan will make effective use of the legislative form of the budget
that authorizes contracts incurring treasury liabilities over the succeeding fiscal
years, in order to secure maximum efficiency in executing public investments
within the constitutional framework of the single year budget system.

(4) The Government of Japan will make more effective use of the FILP (Fiscal
Investment and Loan Program) funds to improve social overhead capital. Such effec-
tive use would include financing urban redevelopment projects through the Japan
Development Bank.-In allocating the FILP funds, utmost consideration should be
given, as much as possible, to housing and other projects contributing to enhance-
ment of the quality of life of the people. More effective use of the FILP funds will
also include attaching major importance to allocation of the funds, for feasible
projects, with a view to achieving the long-term plans of social overhead capital in
such areas as housing, roads and airports.

(5 The Government of Japan will see to it that overall efficiency is increased in
romoting the complex multi-jurisdictional development projects like the Kansai
nternational Airport and the Tokyo Bay Area Development, by ameliorating sys-

tems for securing better communication and closer cooperation among the related
ministries.

(6) Land Use, Deregulation, etc.

(i) The Government of Japan will give due consideration to effective utiliza-
tion of publicly held lands in metropolitan areas for urban facilities, urban re-
development, and public housing projects to ensure smooth implementation of
public works. The Government of Japan will see to it that the discharged track
yard site in Shiodome should be highly utilized as muiti-functional urban space
responding to. the needs arising from internationalization, and as a regional
transportation hub. Related urban infrastructure including subways and roads
should be furnished as well. -

(ii) The Prime Minister’s Office will be central in vigorously promoting utili-
zation of super-subterranean space (about 50 meters below surface or deeper in
metropolitan areas) for social overhead capital including urban infrastructure
in metropolitan areas and thus securing more effective use of land. aide-ranging
issues—legal, safety, and environmental—need to be addressed carefully in the
process.

(iii) More active use of various resources in the private sector, such as finan-
cial resources, technology and know-how, is important for the improvement of
social overhead capital, as seen in such cases as the Kansai International Air-
port and the Trans Tokyo Bay Road Project. The Government of Japan will con-
tinue to promote further deregulation and provide various incentives as needed
in order to make the best use of these private sector resources in the improve-
ment of the social overhead capital.

(iv) The Government of Japan will effectively activate the special act which
aims at promoting organized development of housing sites and railways in
greater metropolitan areas, thereby improving the quality of life of the resi-
dents and promoting orderly development of the region. -

For example, discussions are being held on the formation of the basic plan,
including the appropriate form of managing entities, for a new railway line
called the ‘“Joban New Line.”

(1) The Government of Japan reconfirms the principle of non-discrimination in
the Japanese construction market, and will continue to work with the U.S. Govern-
- ment in faithfully implementing and reviewing the provisions of the U.S.-Japan
Major Projects Arrangements.
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J. Private Consumption: Leisure Opportunity and Flexibility in Consumer Fi-
nances

(1) As to curtailing work hours, the Government of Japan launched a trial, start-
ing this April, of 40 hour weeks for those government employees on shift work
schedules, to pave a road to complete 5 day weeks for all government employees,
and will encourage curtailing work hours in the private sector.

(2) As to improvement of consumer credit convenience, the interim report by the
Credit Industry Committee of the Council on Credit Sales recommends that “con-
cerning the introduction of revolving credit function to the credit cards issued by
bank affiliated companies, it is appropriate to allow bank affiliated credit card com-

. panies to register under the Credit Sales Law within two years, with the existing
restriction on access to bank teller machines by credit card compenies removed.”
The Government of Japan will endeavor to implement this recommendation after
consulting with the parties concerned.

(3) To quote a few examples of extended operating hours of automated teller ma-
chines, major financial institutions have since May lengthened operating hours of
their machines on Saturdays, and some institutions have started to operate their
machines on Sundays as well.

The Government of Japan will welcome business decisions of the financial institu-
tions to lengthen operating hours of their teller machines when they so decide based
on their own commercial considerations, while there are no restrictions on the oper-
ating hours at present. -

Table 1
Category { Targets of the Plans
Housing. .. . . ... ( To mcrease average floor space per unit to approx. 85 m2 in FY 1995, aiming al improving quality of
" housing stock (cf. average floor space per umit in 1988 was 89 m2).
Sewers.............. ... To increase sewerage service coverage ratio by approx. 10 percentage points during the penod of the

plan and to promote drainage programs, aiming at better urban environment (cf. sewerage service
coverage ralio in March 1989 was 40%).

Parks........... ... ! To increase park space per capita to more than 7 m2 in FY 1995, aiming at better urban environment
with full of greenery and amenity (cf. park space per capta in March 1989 was 54 m2).
Waste Drsposal ... . ..... | To increase waste {reatment percentage ralio to the mid-80's in FY 1995, aiming at more hygienic and
' comfortable fiving environment (cf. waste treatment percentage raltio in March 1989 was 78%).
Traffic Safety. ........... . | To construct sidewalks, etc of approx. 25,000km in aggregate during the period of the plan, where
cutrent risk to pedestnan safety is high (cf. sidewalks, etc. in March 1989 were 99,712km in

i aggregate length).
Port Facilities .. .... ... . To construct berths for foreign trade terminal of approx. 30km in ajgregate during the period of the

~ - plan, to cope with increased foreign trade cargoes and enlarged vessel size (cf esting foreign trade
- lerminal berths in March 1983 were 60km).

Airports .. .. . .. To increase the index of aggregate runway length as measured against population and land area lo
approx. 880 in FY 1995, and to initiate new construction of a substantial amount during the period
of the plan in order to~accommodate future aviation needs, with due regard to the levels in industrial
nations. This would result i increasing aggregate runway length by 18% during the period of the
plan (cf. the index of aggregate runway length i March 1989 was 742).

Seashore... ... ... .. To increase improvement ratio of seashore which needs protection by approx. 10 percentage points
during the period of the plan (cf. the improvement ratio in March 1989 was 40%).

LAND POLICY

L. Basic recognition

The land problem is one of the most serious domestic problems facing the Govern-
ment of Japan. The Government of Japan has, as a first step, already enacted the
Basic Land Act ! last December. Recognizing the need such as for the increase of
supply of housin%. as well as the supply of land for buildings, with necessary facili-
ties, such as public and commercial facilities, the Government of Japan will imple-

! The Basic Land Act stipulates:
ta) basic principles regarding land such as Fiving priority to public welfare;
| (bo,l responsibilities of the central and local governments, private enterprises and individ-
uals; an
tc) basic elements concerning land policies.
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ment a wide range of specific measures as set forth in guidelines such as the Priori-
ty List of Land Policies, also announced last December, and as set forth below.

Due to these measures, it is expected that housing and other demand will be
boosted, leading to greater import-opportunities.

1. Promotion of further supply of housing and land for buildings in metropolitan
areas.

2. Comprehensive review and adjustment of the-land taxation system with the ob-
jective of making taxes more equitable, neutral and simple.

3. Greater utilization of idle and underutilized land owned by the central or local
governments or other public land. -

4. Improvement and increase of infrastructure necessary to facilitate increase in
the supply of housing and land for buildings.

5. Review of the Land Lease Law and the House Lease Law.

6. Review of divisions between Urbanization Promotion Areas and Urbanization
Control Areas and promotion of specific deregulation measures.

7. Rationalization of the official assessment of land value.

II. Measures to be Taken

1. In order to take the following measures, the Government of Japan has already
enacted in this June the amendments of the ‘“Special Measures Law for Facilitating
Supply of Residential Land etc. in Major Metropolitan Areas”, the "City Planning
Law” and the “Building Standards Law"'.

(1) Improvement of the existing system to enable the formulation of master
plans regarding the supply of housing and residential land across two or more pre-
fectures.

(2) Establishment of a new system for identifying and promoting the utilization

“for housing, business and commercial purposes etc. of, idle land such as unused

plant sites. B
(3) Improvement of current city planning and other systems in order to facili-
(tiate thle conversion of agricultural land within urbanization promotion areas to resi-
ential land.

In line with (2) above, the Government of Japan will establish a system for identi-
fying idle land by the end of 1990 through the amendment of the “City Planning
Law”. The Government of Japan will encourage local authorities to actively and ex-
peditiously utilize the system. Through these measures, substantial increase of the
supply of housing and residential land in metropolitan areas would be expected.

2. (1) The Government of Japan is conducting a comprehensive review on the land
taxation system on the basis of such basic principles of taxation as equity, neutrali-
ty and simplicity, and in accordance with the principles expressed by the Basic
Land Act and with other land policies. A study has been initiated by the Sub-Com-
mission on Land Taxation established in April under the Government Tax Commis-
sion.

The Sub-Commission has met almost once a week, and has so far held 13 meetings
since this April. It issued a paper on May 29, entitled Main Issues in the Review of
Land Taxation” which clarifies main issues to be considered in the course of the
review of land taxation.

Subsequently on June 22, the Sub-Commission issued a paper entitled, ‘“For the.
Review of Land Taxation,” which sorts out opinions expressed by the commission
members concerning land taxation.

In these papers, the Sub-Commission presented the-following two points as points
of reference for the review of land taxation: first, it is important to pursue appropri-
ate tax burden on an asset of land, from viewpoints of equity and neutrality of tax-
ation, and this consequently contributes to efficient utilization of land; second, land
taxation, as a part of land policy, can play an important role in promotion of effi-
cient utilization of land, preventing speculative land transactions. .

The paper issued by the Sub-Commission on June 22 contains various opinions
concerning appropriate tax burden on transfer, holding and acquisition of land, in-
cluding issues related to (2), (3), and 7(1), (2) below, which indicate, inter ala, that
the Government of Japan will conduct a review with a view to addressing the defer-
ment system of payment of the inheritance tax and the fixed assets tax, as well as
consider the possible strengthening of the special land holding tax on idle land.

The Government of Japan highly appreciates that the Sub-Commission has satis-
factorily progressed the discussion and expects that the discussion will lead to land
tax reform which contributes to such land policies as efficient utilization of land.

{
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Taking account of the issues provided in the above mentioned papers, the Sub-
Commission will continue to discuss possible changes in the land taxation system
"and issue a report by early November.

The Government of Japan will make out a draft of a revised land taxation system,
with giving serious consideration to the report, and submit the necessary legislation
to the Diet by the end of FY 1990.

(2) with respect to the taxation system on agricultural land within urbanization
promotion areas of the major metropolitan areas, the Government of Japan, togeth-
er with necessary adjustments and improvements in the related policies, will con-
duct a review with a view to addressing the deferment system of payment of the
inheritance tax and the fixed assets tax, in accordance with the Comprehensive
Land Policy Plan, so that the results will be smoothly implemented from FY 1992

(3) In addition to the establishment of the new system for idle land mentioned in
1. (2), a review will be made with regard to the possible strengthening of the special
land holding tax on idle land.

3. The Government of Japan is now examining, toward the end of FY 1990, the
utilization of State-owned land in the major metropolitan areas and, in accordance
with its findings, will try to enable the land to be .utilized for, through sales and
other arrangements, appropriate private grojects of urban district development,
urban facilities, urban redevelopment and public housing projects, except those
cases where preservation of land for public use is necessary. ’f!he Government of
Japan is urging local governments to take similar measures with regard to local
government-owned land.

The Government of Japan will complete the identification of idle and underuti-
lized State-owned land by the end of. FY 1990. The Covernment of Japan will set a
goal of converting idle and underutilized State-owned land to productive use by the
end of FY 1991, and will carry out the conversion according to the goal.

Effective utilization of the extensive land owned by the Japanese National Rail-
ways Settlement Corporation in metropolitan areas will also be ensured.

4. In order to increase the supply of housing and residential land, installation of -
the required infrastructure will be steadily pursued. In this context, based on the
target indicated in the ‘Saving and Investment Patterns” chapter, the Government
of Japan is engaged in the formulation of a larger five-year plan for housing con-
struction, improvement of sewerage and urban parks, etc.

Following the report submitted by the Administrative Reform Council in October
1987 etc., two circular notices were issued to give guidance concerning the utiliza-
tion of the eminent domain system. As a result, the number of eminent domain op-
erations authorized in FY 1989 increased largely by more than 20 from the previous
ﬁear‘ The Government of Japan will encourage the more vigorous use of eminent

omain.

The Government of Japan will encourage more effective use of subterranean prop-
erty, and studies will also be conducted on the system concerning public use of the
deep underground from various aspects including legislation in order to encourage
its utilization.

5. In order to meet the changed circumstances and to improve the legal relation-
ship between lessors and lessees, and taking into account the desirability of greater
availability of housing, a review of the Land Lease Law and the House Lease Law is
being conducted, and an outline of the draft amendment of these laws may be ready
by as early as the end of FY 1990. The Government of Japan will then submit the
necessary legislation to the Diet without delay. These measures are expected to
induce a more appropriate use of land and an increase in the supply of good quality
houses for lease.

6. In order to encourage effective utilization of land and to facilitate the planned
conversion of agricultural land to residential land within urbanization promotion
areas, the Government of Japan will promote timely and appropriate review of divi-
sions between Urbanization Promotion Areas and Urbanization Control Areas, and
change of zoning designations. Particularly in major metropolitan areas, review of
divisions between the two Areas will be promoted to provide for the growing hous-
in%demands. .

he Government of Japan has enacted in this June the amendments of the “City
Planning Law” and the “Building Standards Law” to establish the “District Plan to
Promote Intensive Use of Residential Land” which will help ensure the relaxation
of limits on building heights, total floor area ratio, etc. for quality projects contrib-
uting to the increase of housing supply and the formation of a better urban environ-
ment. Specific deregulation measures will be operated under this system by the end
of 1990 with other existing systems.
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7. In o:itller to rationalize the official assessment of land value, the Government of
Japan will:

(‘i) rationalize the land value assessment for inheritance tax calculation expedi-
tiously, taking into account the nature of the tax with a view to making the assess-
ment closer to the market value; and

(2) give guidance to local governments to rationalize their land value assessment
for fixed assets tax calculation at the time of the reassessment of the land valued in
FY 1991; and advise them to make public the land values of the standard points.

DISTRIBUTION SYSTEM

I Basic Recognition

Concerning the distribution system in Japan, the Government of Japan attaches
great importance to the enrichment of consumer life in Japan through further im-
Broving efficiency, ensuring market access, and building physical infrastructure.

ased upon such recognition, the Government of Japan will promote the implemen-
tation of a broad spectrum of measures:

1. The distribution of import freight will be accelerated and its cost will be re-
duced by the improvement of airports, harbors, and other import infrastructure:

2. Customs clearance procedures and other import procedures will be further ex-
pedited to correspond to the increasing trade volume, while maintaining such func-
tions as realizing a proper and fair sharing of the tax burden, and ensuring the
health and safety of the people.

3. Deregulation of the distribution system will be further promoted with regard to
a variety of laws and regulations, sucﬁ as the Large-Scale Retail Store Law, with a
view to enriching consumer life in Japan.

4. As to trade practices concerning distribution, an improved environment will be
sought from the standpoint of promoting competition and securing market openness.

5. Wide-ranging measures with lasting, structural impact will be implemented in
order to expand imports, thereby improving the efficiency of Japan's market struc-
ture including the distribution system.

II. Measures to be Taken

1. Improvement of Import-related Infrastructure

(1) Airport Improvement

(a) Based on the Fifth Five-Year Plan for Airport Improvement (FY 1986-90),
the improvement of the New Tokyo International Airport, the off-shore expan-
sion of the Tokyo International Airport and the improvement of the Kansai
International Airport are being vigorously promoted as the three most impor-
tant projects. in particular, completion of the second phase construction of the
New Tokyo international Airport and the first phase construction of the Kansai
International Airport will double the cargo handling capacity as the cargo han-
dling area will expand from about 20 hectares at the New 'I{)kyo International
Airport alone to about 50 hectares at the two airports combined. This expansion
of capacity, together with the improvement and the expansion of the regional
airport and airport-related cargo handling facilities, is a significant step toward
the goal of ensuring airport capacity sufficient to meet the demand for interna-
tional air services for some time to come. The airport-related cargo handling fa-
cilities at the New Tokyo International Airport and at the Baraki Terminal are
being improved and expanded responding to the increasing demand for interna-
tional air cargo handling. Considerable efforts are also being invested in the im-
g]rovement of local airport facilities: For instance, the construction of the New

iroshima Airport is now vigorously under way with December, 1993 as the
target inauguration date.

(b) (i) The Sixth Five Year Plan for Airport Improvement, to be initiated in
FY 1991, will include Yen targets and specify airport and airport facility

rojects to substantially increase airport capacity sumpgent to meet medium-to-
ong term growth of the demand in international air transportation. (The de-
tails of the Sixth Five Year Plan will be formulated in autumn in 1991.)

(ii) The Aviation Council is now discussing as one of the main agenda for the
Sixth Plan various improvements of airport facilities, including the overall con-
cept of the Kansai international Airport and increased use for international
service of regional airports.

(c) Improvement of roads related to import is being promoted in line with the
Tenth Five-Year Plan for Road Improvement (FY 1988-92).

(2) Harbor Improvement
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Harbors are being improved in line with the Seventh Five-Year Plan for Harbor
Improvement (FY 1986-90). In recent years, imports of manufactured goods have
been rising rapidly, and thérefore, in order to be able to respond to these increasing
imports, the improvement of container terminals for overseas trade and large scale
multi-purpose terminals for overseas trade will be given high priority in the context
of the Eighth Five-Year Plan now being prepared to be initiated in FY 1991. Con-
cerning warehouse facilities, the Government of Japan is promoting private invest-
ment in facilities through such means as low-interest loans by the Japan Deveiop-
ment Bank (JDB) and favorable tax measures. Since FY 1989, special emphasis is
being placed on promoting the improvement of warehouse facilities dealing primari-
ly with imported goods through a special low-interest loan facility. Thanks to these
measures, warehouse companies in the Tokyo and Osaka metropolitan areas plan to
expand their facilities by 16% by the end of FY 1991.

2. Expeditious and Proper Import Procedures

In order to ensure rapid entry of normal cargo imports into the Japanese distribu-
tion system, the Government of Japan goal is 24 hours clearance (from presentation
of import declaration to import permit) through entry procedures for imports by
1991. The Government of Japan will ensure adequate budget resources and make
regulatory changes necessary to accomplish this goal.

(1) Customs Clearance Procedures

Automated Processing System will be introduced for customs clearonce of sea car-
goes from 1991 to 1992, In addition, the Japanese Customs will further improve and
rationalize the customs clearance procedures, in accordance with the report by the
Japan-U.S. Customs Experts Group. This will include efforts for achieving, within a
few years, the implementation of upgrading of NACCS (Nippon Air Cargo Clearance
System), expansion of the scope of the Provisional Examination System and its pro-

-~ cedural simplification, and introduction of the Automated Risk Judgment System
supported by the Customs Data Base.

(2) Import Procedures other than Customs Clearance Procedures

In accordance with the report submitted by the Japan-U.S. Experts Group on
Import Procedures, which was established with a view to achieving more expedi-
tious and proper import procedures and consists of agencies concerned, the Govern-
ment of Japan will, after study as necessary, start any of the following measures as
soon as it becomes feasible and make ‘efforts to implement them within three years.

(a) Establishment of an integrated import processing system under the coop-
eration between Customs and other agencies with jurisdiction over import pro-
cedures through measures such as setting up of Liaison Committee consisting of
agencies with jurisdiction over import procedures, simultaneous processing of
customs clearance and procedures required by other import-related laws, and fa-
cilitation of information transmission among agencies with jurisdiction over
import procedures.

(b) Promotion of pre-arrival processing by introduction of pre-filing system,
improvement and expansion of pre-export examination system, including pro-
motion of acceptance of overseas examination data, enlargement of blanket
handling system, etc.

(¢) Physical improvement and expansion of cargo processing system, including
expansion of working hours. -

J. Deregulation
(1) Large-Scale Retail Store Law
As dynamic changes are called for in the distribution industry, deregulation meas-
ures will be taken in order to ‘meet new needs of consumers, to enhance the vitality
of the distribution industry and to ensure smooth procedures for opening new
stores. Deregulaiion measures will be put into place by both the central Govern-
ment and local public authorities.
J The following deregulation measures will be implemented by the Government of
apan.
(a) Deregulation measures that will be immediately taken (such measures as
those for an appropriate implementation of the law) )

(i) In order to ensure smooth coordination procedures and to facilitate the
opening of new stores and expansion of existing stores, the following de-
regulation measures for an appropriate implementation of the law came in
effect on May 30, 1990, subsequent to the deliberation by the Joint Confer-
ence of the Industrial Structural Council and the Small and Medium Enter-
prise Policy Council on April 27, this year. These are the maximum meas-

36-078 - 90 - 4
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ures which are legally possible under the current Large-Scale Retail Store
Law (LSRSL).
(aa) Shortening of coordination processing period for opening stores:

The coordination processing period vii | be less than one and a
half years. The day the items required by the public ordinance (tsu-
tatsu) are presented on the plan to open the store with the rele-
vant regional Bureau of the Ministry of International Trade and
Industry (MIT) is regarded as the announcement day of the store
opening. All the applications will be received.

(bb) Exceptional measures concerning floor space for import sales:

Regarding floor space for import sales, coordination procedures
will exempted for an increase up to a specific scale (100m!' or
less of the floor space).

(cc) Exemption of coordination procedures for the increase of a cer-
tain increase in floor space:

Coordination procedures will be exempted for certain cases such
as a floor space increase up to a specific scale (whichever is the
smaller, 10% of the existing floor space or 50m?).

(dd) Relaxation of the scope of regulation on closing time and the
number of business holidays: -

Closing time under regulation will be relaxed from '‘after six
o'clock p.m."” to “after seven o’clock p.m."” The number of business
holidays under regulation will be relaxed from "less than four days
a month” to "less than 44 days a year.”

(ee) Enhancement of transparency in the coordination procedures:

Transparency of the coordination procedures will be improved
through such measures as further disclosure of the outcome of the
deliberation in the Council for Coordinating Commercial Activities,
quarterly publication of the status of coordination activities and es-
tablishment of the office for receipt and processing of the inquiries
by the interested parties including those wishing to open stores.

It is confirmed that, as has been the case in the past, the ongoin,
coordination procedures will not prevent other procedures require

b‘y other laws and regulations (such as Building Standards Law and

City Planning Law) from being pursued in parallel nor will they
prevent those wishing to open stores from advertising for potential
tenants. It is also confirmed that in case of acquisition of existing
retail outlets through corporate acquisition (including those by for-
eign firms), the coordination procedures are not required.

(ii? Regarding separate regulation by local public authorities, the central
Government, together with the above measures, is making its utmost ef-
forts by, for example, notifying each prefectural Governor to take necessary
cgrrlective mecsures as local public authorities in the light of objectives of
the law.

(iii} In order to ensure an appropriate implementation of the law and of
separate regulation by local public authorities, the Government of Japan
will take necessary follow-up steps including the checking of the status of
implementation of the above measures. For this purpose, Headquarters for
the Promotion of Smooth Coordination of Store ning and Headquarters
for Regional Promotion were established in the Ministry of International
Trade and Industry (MITD) and in its regional Bureaus and Department
from May 21 to 30, this year, with the first meeting of the Headquarters for
the Promotion of Smooth Coordination of Store Opening taking place on
June 1, in an effort to follow up the steady implementdtion of the above
measures.

(iv) In order to ensure an appropriate implementation of the above meas-
ures thus to expedite the processing of the coordination procedures, the
fiscal 1990 budget establishes a new division called the Distribution Indus-
tries Division in MITI (as of July 1, 1990) and increases by ten the number
of officials concerned (as of October 1, 1990). Further efforts will be made to
expand and strengthen the institutional set-up.

(v) In order to accelerate changes in the distribution industry and to
expand manufactured imports, together with the above measures, steps will
be taken to help promote imports by the distribution industry including
small and medium distributors. To achieve this\abjective, the budget, the
fiscal loans and investment plan, and the tax reform of FY 1990 have estab-
lished tax incentive measures to promote manufactured imports, grass-root
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import expansion activities of small and medium distributors, international
comrrehensive distribution centers, expansion of import promotion fairs by
local retailers, and others. Further efforts will be exerted to expand and re-
inforce such measures.
(b) Amendment of the law which is to be submitted to the Japanese Diet
during the next regular session
The Government of Japan will immediately start preparation for the amend-
ment of the law aiming at submitting the bill during the next regular session._
‘of the Japanese Diet, by initiating the deliberation of the relevant council.
(i) Standpoint of the amendment
(aa) Sufficient consideration upon consumer interest.
(bb) Ensuring expedited processing of the coordination procedures.
d (cc) Ensuring the enhanced clarity and transparency of the proce-
ures.
_dd) tg:onsideration upon international request to Japan to increase
imports,
(ii) items considered as the elements of the amendment
(aa) Introduction of exceptional measures of coordination procedures
conc?rning the floor space for import sales aiming at more import ex-
pansion.
(bb) Shortening of coordination processing period for opening stores.
(The objective of efforts is to shorten the period to approximately one
year.)
(cc) Enhanclng clarity and transparency of coordination procedures
for opening stores.
(dd) Restraining local public authorities’ separate regulations.
(ee) Others
(c) Review after the above-mentioned amendment of the LSRSL
The LSRSL shall be reviewed further two years after the above-mentioned
amendment of the LSRSL. This study will include an analysis of the law's
impact on consumers and competition in the retail sector and, based thereon,
the need for a basic review of the law and further action. In order to make the
first point clear, the above-mentioned amendment shall include a provision stat-
ing that the effectiveness of the implementation of the amendment will be ex-
amined and that, based on this result, examination will be made on matters in-
cluding removal of regulations applied to specific geographical areas.

(2) Regulation concerning premium offers and advertisement

The regulation of premium offers by the Act Against Unjustifiable Premiums and
Misleading Representation, including that by Fair Competition Codes, is designed to
ensure fair competition in the market place and to protect consumer interests. Obvi-
ously, this system is not intended to be an impediment to new entry by foreign or
domestic firms, and the Fair Trade Commission (FTC) has enforced and will contin-
ue to enforce this system so that it does not impede such new entry.

The FTC, however, is currently reviewing all existing Fair Competition Codes on
premium offers so that they will not work as impediments to new entry by foreign
or domestic firms, and will give priority to completing this review, and any relax-
ation as necessary, as early as possible with respect to Codes relevant to foreign
trade or investment. As part of such an undertaking, the regulation by the Fair
Competition Code on Premium Offers in Chocolate Industries will be relaxed for the
second time in Julﬁ this year. The regulation of eight Codes will also be relaxed as
early as possible this year and, among them, newspaper advertisements with cou-
pons are scheduled to be allowed bg this summer.

In reviewing the Codes, the FTC will hear the opinions of foreign firms and for-
eign businessmen.

Guidance on Fair Trade Conferences by the FTC will be tightened lest they
should take any action beyond their proper objectives.

(3) Regulation concerning liquor sales and other businesses

(a) The Guidelines for Liquor Sales Licensing were amended, and their imple-
mentation has been improved since last Seftember by such measures as the
easing of the licensing criteria for large retail shops and the simplification and
clarification of those for average-sized liquor shops. Under these measures,
Iicwor sales licenses were planned to be issued to all the large retail shops (with
a floor space of more than 10,000m?) and to about 5,000 average-sized shops by
1994. In accordance with the Interim Report of the SlII, the Government of
Japan has decided on front-loading licensing to large retail shops, which are ex-
pected to sell more imported liquors. The issuance of licenses to all of those
shops will be completed by the fall of 1993.
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(b) On trucking business, a law was approved by the Diet at the end of last
year and the Government of Japan has decided to promote deregulation. The
revised law altered ‘the method of entry regulation from the licensing system to
a permit system while abolishing the supply-demand adjustment regulation,
and changes the permit system for fare regulations to a notification system.
(The revised law is due to take effect on December 1 this year.) —

(c) With regard to the Pharmaceutical Affairs Law regulation concerning gen-
eral sales o ﬂharmaceuticals. the Government of Japan took deregulation
measures which include the reduction of items sellers should be equipped with
for the tests of drugs-to-about one third of the previous number.

(d) In NTT, discounts for bulk contractors of the “free dial" (toll-free calls)
have been introduced this June. Reduced postal rates have been made available
for direct mails and catalogues sent out in large numbers for business purposes.
These have become possible by the introduction of the advertising mail service
in October 1987 and the catalogue parcel service in September 1989,

4. Improvement of trade practices
(1) The FTC received a recommendation on June 21 from the ‘‘Advisory Group on
Distribution Systems, Business Practices and Competition Policy,” consisting of
scholars and business experts.
The main contents of the recommendation are as follows.

1] The FTC should formulate guidelines concerning the Antimonopoly Act en-
forcement with regard to marketing policy by manufacturers towards distributors
and by distributors towards manufacturers in the field of consumer goods’ distribu-
tion, taking !‘ulI{ into account merits and demerits of concerned business conduct
from the viewpoint of competition policy.

In formulating the guidelines, the foﬁowing points should be taken into consider-
ation,

a. To alleviate excessive interference into business activities of trading part-
ners, and to promote more active and independent business conduct.

b. Especially to promote price competition among companies.

c. To enhance openness of markets in order that new entrants, whether do-
mestic or foreign companies, can more freely enter the market or perform more
active business activities.

The guidelines may include the following types of conduct and other issues.

a. Resale price matntermance: —-

b. Suggested retail or wholesale prices by manufacturers which come under
resale price maintenance.

¢. Non price vertical restraints (restraints on dealing with competitors' prod-
ucts or imported goods, territorial or customer restriction, and restraints on
sales methods), interference into distributors’ business, rebates or allowances,
return of unsold goods, dispatching salespersons to shops, systematizations re-
garding purchasing of commodities by large scale retailers, coercion into pur-
chase, and coercive collection of contribution, which fall into unfair trade prac-
tices,

‘d. Group boycott formed among competitors or among trading partners which
falls into private monopolization or unreasonable restraints of trade when the
substantially restrain competition in certain fields of trade or else which fall
into unfair trade practices,

e. Application of the Antimonopoly Act regarding unfair trade practices to
dealings between parent and subsidiary companies.

(2] Although sole ::3.;)0" agent agreements are an important instrument for new
entry of imported goods, it may sometimes cause anti-competitive effects upon do-
mestic distribution, Therefore, the FTC has to review its current fuidelines by clari-
?mg its interﬁretations with regard to manufacturers’' import, sales at high price in
omestic markets, and undue inhibition of parallel imports, in order to effectively

tackle these anti-competitive effects.

Furthermore in case foFr'elién companies or sole import agents are engaged in anti-
competitive conduct, the has to a%ply the Antimonopo?r Act strictly.

[3r?ndividual companies, especially big companies, should desirably enhance their
legal affairs division and make compliance programs, etc. in order to prevent viola-
tions of the Antimonopoly Act.

The FTC, based on these recommendations, will formulate and publish guidelines
by the end of FY 1990 which will clarify, as concretely and clearly as possible, the
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criteria regarding the enforcement of the Ant monopoly Act so that fair competition
with regard to trade practices in the distribution sector will not be hindered. In for-
mulating such guidelines, drafts will be made available in advance to the agencies
concerned at home and abroad, so that they may provide comments to the FTC
before the guidelines are finalized. The FTC will strictly enforce the Antimonopoly
Act according to these guidelines.

The FTC has enhanced its investigation system so that it can intensify informa-
tion gathering on illegal activities under the Antimonopoly Act and strictly elimi-
nate such activities. The FTC will continue its endeavor to enhance steadily its in-
vestigation system.

(2) The Ministry of International Trade and Industry (MITD), after hearing the
opinions of foreign business organizations in Japan and having received a recom-
mendation from the Council on June 20, formulated and presented to the industries
concerned on June 25, a guideline for improving trade practices aiming at simplifi-
catian, clarification and increased transparency of trade practices. The MITI is en-
couraging the industry concerned to take positive steps to improve trade practices.
Contact points for processing complaints from foreign businesses will be established
in MITI and the industries concerned.

5. Import Promotion

(1) Japanese Government has introduced a new package of comprehensive import
expansion measures in order for Japan to become a world leading importing nation.
It includes:

(a) creation of tax incentives to promote manufactured goods imports;

(b) considerable increase in budget allocation for import expansion measures
such as the establishment of an information network for promotion of imports
and the dispatch of experts to western countries and other forms of human ex-
changes in search of products to be exported to Japan;

(c) strengthening and expansion of the low-interest loan facilities for import
promotion;

(d) elimination of tariffs on more than 1,000 products

Having received Parliamentary approval in the Diet, these measures are now
being implemented. In addition, agreement has been reached between the MITI and
the U.S. Commerce Department for trade expansion. Efforts are thus being made to
make the measures more effective in cooperation with those of the export countries.

(2) The Government of Japan will establish, in the Trade Conference (an inter-
agency committee chaired by the Prime Minister), the Import Board (tentative
name) consisting of both Japanese government officials and private business persons
including foreign business persons. The board will summarize general requests and
opinions of the board members that relate to import expansion and facilitation and
will report them to the Trade Conference.

(3) Regarding concrete complaints by foreign firms concerning market openness
and import smoothness, including import procedures, the Office of Trade and Invest-
ment Ombudsman (OTO) will continue to receive them at all times and promptly
process those claims. With such meeting having taken place on May 29 this year,
OTO will continue to hold meetings of the members of the OTO Advisory Council as
well as the members of the Special Grievances Resolution Meeting with the mem-
bers of the foreign Chambers of Commerce in Japan, including the members of the
American Chamber of Commerce in Japan (ACCJ) at the latter's request, which will
continue to provide opportunities for the latter to express their opinions on the im-
provement of access to the Japanese market including issues relating to the stand-
ards and certification system. Appropriate government agencies concerned will
study these opinions with a view to improving the openness of the Japanese market
and will report back the results of their consideration. Moreover OTO will improve
its management, such as participation of foreigners in the OTO Advisory Council
Meeting, as special members.

The Government of Japan will initiate a new review in the area of standards, cer-
tification and testing, where it will review existing regulations and practices with
regard to standards, certification and testing, including matters connected with in-
dustry association standards, to ensure that processes are transparent and that
standards and testing are performance based where appropriate. As a first step, this
new review will take up standards, certification and testing which are raised by
ACCJ, other foreign chambers of commerce and other interested parties through the
OTO and other appropriate channels.
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EXCLUSIONARY BUSINESS PRACTICES

1. Basic Recognition

Maintenance and promotion of fair and free competition is an extremely impor-
tant policy objective, which not only serves the interest of the consumers but also
increases new market entry opportunities including those of foreign companies.
Based upon such recognition, the Government of Japan will implement wide-rang-
ing measures.

1. Enhancement of the Ant monopoly Act and its enforcement.

2. Greater transparency and fairness in administrative guidance and other gov-
ernment practices.

3. Encouragement of transparent and non-discriminatory procurement procedures
by private companies.

4:o§acilitation of patent examination disposals including a shorter examination
period.

I1. Measures to be Taken

1. Enhancement of the Antimonopoly Act and its Enforcement

The Government of Japan or the Fair Trade Commission (FTC) will take the fol-
lowing actions, including legislative action, which are necessary or appropriate in
uchieving the goals set forth in the Report regarding enhancement of the Antimono-
poly Act and its enforcement.

(1) Resorting More to Formal Actions

The Fair Trade Commission (FTC) will strictly exclude, through resorting more to
formal actions, activities violating the Ant monopoly Act, by expanding and enhanc:
ing the investigatory function of the FTC and increasing its proof-collecting capacity
against illegal activities. Especially, the FTC will rigorously deal with such conduct
as price cartels, supply restraint cartels, market allocations, bidrigging, and group
boycotts, and will take formal actions against them when they are found violating
the Antimonopoly Act.

In addition, a system for consultations and complaints from foreign businessmen
and foreign firms was established in the FTC on June 8 and a special official (Offi-
cer in charge of Consultation from Foreign Firms was appointed, in order to make it
easier for foreign businessmen and foreigh firms to have consultations or make com-

laints concerning the Ant monopoly Act, to report cases of violation of the Act, and
in order for the FTC to address such cases as violations of the Ant monopoly Act
promptly and adequately.

(2) Ensuring Greater Transparency

In order to ensure transparency, to enhance the deterrent effect and to prevent
similar illegal activities from occurring, the contents, including the names of the of-
fenders, the nature of the offense and circumstances surrounding it, of all formal
actions such as recommendations and surcharge payment orders will be made
public. Warnings will also be made public other tﬁan in exceptional cases.

(3) Increase in Budgetary Allocation .
In June this year, the Government of Japan increased the number of personnel in
the FTC investigation department and created new divisions:

(ta) Allocation of 25 new officials (129-154), resulting in a 20% increment in

stafl,

n(‘bb Establishment of one new office for strengthening violation detection (1-2
offices),

(c) Establishment of two new divisions for enhancing investigative functions
(6-8 offices), .

(d) Establishment of one new division in the Osaka Local Office for enhancing
investigative functions of local offices (1-2 offices).

The Government of Japan will continue with its efforts to steadily improve and
strengthen the FTC.

4) Surcharges

In order to enhance enforcement against violations, the Government of Japan
plans to submit a bill to revise the Antimonopoly Act to the Diet during the next
regular session, to raise the surcharges against cartels so that they effectively deter
violations of the Antimonopoly Act. A consultative group consisting of scholars and
other experts has been set up under the auspices of the Chief Cabinet Secretary, to
consider the concrete contents regarding the raising of surcharges. Moreover, group
boycotts will also be regulated as cartels if they substantially restrain competition,
and will be subject to surcharges if they influence prices.
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(5) Resorting to Criminal Penalties

More criminal penalties will be utilized in the future, by the FTC's accusation of
illegal activities violating the Ant monopoly Act to seek criminal penalties for them.

Relevant governmental agencies (the Ministry of Justice, prosecuting authority
and the FTC) have initiated coordination in enhancing systems to cope adequately
with any case violating the Antimonopoly Act. As a specific measure, a liaison-co-
ordination was set up in April between the Ministry of Justice and the FTC, to ex-
amine matters such as accusation procedures. The group is working with a view to
reaching a conclusion by the end of this year. There is also a plan to establish a
point of contact between the prosecuting authority and the FTC for exchange of
opin:t:‘;s and information on concrete problems of each case being considered to be
accused.

The FTC will, from now on, actively accuse to seek criminal penalties on the fol-
lowing cases, and this policy was made public on June 20:

(a) Vicious and serious cases which are considered to have wide spread influ-
ence on people's livings, out of those violations which subatantiafly restrain
competition in certain areas of trade such as price cartels, supply restraint car-
tels, market allocations, bidrigging, group boycotts and other violations.

(tb) Among violation cases involving those businessmen or industries who are
repeat offenders or those who do not abide by the elimination measures, those
cases for which the administrative measures of the FTC are not considered to
fulfill the purpose of the law.

On June 20, 1990, the Minister of Justice, in a publicly released statement, called
on all the chief prosecutors, on the occasion of the Annual Meeting of Chief Pros-
ecutors, to provide to the FTC any relevant information on Antimonopoly Act viola-
tions they have obtained during the course of investigation or otherwise. In addi-
tion, he directed all the chief prosecutors to make special efforts to vigorously
Rursue cases where the FTC has accused a criminal violation of the Antimononopoly

ct.

(6) The Damage Remedy System

A study on the effective use of the current damage remedy system provided in the
Section 25 of the Antimonopoly Act is currently undertaken by a study group set up
in the FTC, in order that any individual party suffering damage from violation of
the Amimonoroly Act can resort effectively to damage remedy suits. The study
group has publicized the results of its deliberations on June 25. The FTC will imple-
ment the recommendations of the study group, effective immediately, and will take
necessary measures, including the folﬁ)wing. so that the current damage remedy
system will be able to be effectively utilized:

(a) In order to deter violations of the Antimonopoly Act through proper and
swift recovery of damages caused by such violations, the FTC intends to play a
Kore active role in damage remedy suits under Section 25 of the Antimonopoly

ct.

(b) In order to alleviate plaintiffs’ (injured parties’) burden of proof concern-
ing violation and damage, the FTC will take the following measures:

aa. the FTC will describe its findings on the violation as concretely and
clearly as possible in its document of decision.

bb. when the FTC submits its opinion pursuant to Section 84 of the Anti-
monopoly Act, it will describe as much as possible its judgment on the rel-
evance or causal relations between violations and damages, the amount of
damages, and the measure used for its calculation. The FTC will also
append as far as possible, the materials and the data which are the bases of
its views,

cc. the FTC will, upon request of the court, submit to the court materials
and data necessary to prove the existence of violations, or the amount or
causation of damages. Plaintiffs (injured parties) will be permitted, accord-
ing to the civil procedures, to review such materials and data upon receipt
by the court.

dd. the FTC will retain originals or copies of materials and data obtained
in the course of investigations resuiting in formal decisions of violation of
the Antimonopoly Act that might be relev'lt to proof of violation, or the
amloum or causation of damages, in a private damage action based on such
violation.

(¢c) The FTC will fully publicize the damage suit system under the Section 25
of the Antimonopoly Act.
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(d) The FTC will take necessary actions, including measures similar to those
listed in paragraph (b) above, to ensure that the private damage remedy can be
utilized effectively when the FTC finds that a trade association has violated the
Antimonopoly Act.

Moreover, with regard to the question of filing fees of private damage remedy
suits based upon the section 25 of the Ant monopoly Act, the Ministry of Justice
and the FTC will continue to study the matter as to whether or not there is room
for improvement.

() Effective Deterrence against Bidrigging

(a) The Government of Japan will continue to make efforts to eliminate bi-
drigging on government-funded projects. In this regard, procuring agencies will
rigorously deal with any bidrigging cases, and will vigorously apply against
firms found to have engaged in such bidrigging administrative measures, in-
cluding suspension from designation, that are effective in deterring bidrigging
activities. Moreover, such procuring agencies will increase their vigilance
against bidrigging activities on their procurements, and will on their own judg-
ment report relevant information regarding such activities to the FTC.

tb) The FTC will enforce the Antimonopoly Act strictly against bidrigging in
all industries.

(c) The National Coordinating Committee for Implementation of Public Works
Contract Procedures (NCC) has revised its model guideline on designation sus-
pension, extending the period of suspension and expanding the district of appli-
cation of suspension in Ant monopoly Act violation cases. 'Flg‘hrough this revision,
in certain cases, the minimum period of designation suspension has been dou-
bled and it is to be applied on a nationwide level.

Upon the above-mentioned revision, governmental agencies and public corpo-
rations have been taking steps to revise their guidelines on designation suspen-
sion, and most of them have completed the revision of the guidelines in an expe-
ditious manner since June this year.

(d) In reviewing the fires provided in the Criminal Code, the Ministry of Jus.
tice is considering an increase in the maximum fine under the Criminal Code
96-3 concerning gidrigging. and will endeavor to amend the Criminal Code to
that effect at the earliest time possible.

2. Government Practices
(1) The Government of Japan has been making strenuous efforts to promote de-
regulation. On the basis of the recommendations of the Provisional Council for the
Promotion of Administrative Reform, a Cabinet decision on Deregulation Policy Pro-
posals was adopted. Based upon these Proposals, improvements in the system and
its implementation will be made as soon as possible, through such means as expedi-
tious considerations in the relevant Councils.
(2) Administrative Guidance
In order to ensure comprehensive and government wide transparency and fairness
of administrative guidance, the Government of Japan will ensure that administra-
tive guidance conforms with its intention that administrative guidance does not re-
strict market access or undermine fair competition. The Government of Japan will
implement its administrative guidance in writing as much as possible. It will make
the administrative guidance public when it is implemented, unless there are strong
reasons not to do so, for example, when it is related to national security or when a
publication of the administrative guidance caWses, or may cause, such harm as
might result from divulgence of trade secrets.

(3) Advisory Committees and Study Groups
The Government of Japan confirms the following principles:

ta) The results of the deliberations of government-sponsored ‘‘industry adviso-
ry committees und study groups’ shall be made public.

(b) there the subject of discussion is related to consumer interests, the com-
mittee or study group shall invite, as members, those who can effectively repre-
sent consumer interests.

1¢c) Where the subject of discussion is relevant to the interests of foreign com-

anies, the committee or study group shall make efforts to hear the opinions of
oreigners or representatives of foreign companies who represent the balanced
and general interests of foreign companies. .

(d) Study groups, in Japanese practice, consist of those who have outstanding
knowledge or experience on the subject of discussion and are able to make valu-
able contributions to the discussions. Likewise, when study groups address mat-
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ters relevant to the interests of foreign companies, qualified foreigners will be
considered for participation in such study groups.

(e) The substance £scussed in the committees and study groups shall not be
anti-competitive.

(f) The “visions"” developed by the Government shall not be used to enhance
the competitiveness of particular companies in the Japanese market.

(g) In the “visions” involving trade matters, the significance of imports shall

be emphasized.

(4) with regard to the exemptions from the application of the Antimonopoly Act,
they are excextional dispositions exempting certain special cases from the general
rules of the Ant monopoly Act. The exceptional treatment has therefore always
been kept to a minimum.

The exemptions from the application of the Antimonopoly Act should be at a min-
imum, and the necessity of existing exemptions will be reconsidered with a view to

romoting competition policy. The scope of exemptions will also be reviewed, even
n cases where they will be maintained, beginning with the exemptions, if any,
which impede import trade or investment.

No recession cartel based upon the Antimonopoly Act is currently in effect. The
FTC will not allow recession cartels to be used to impede imports.

4. Procurement Practices of Private Firms

(1) The Government of Japan confirms its view that procurement by private firms
should be left to the decisions of the buyers and the efforts of the suppliers under
free competition at the market place, and that any action in violation of the Anti-
monopoly Act hindering market competition must be resolutely eliminated.

(2) The Government of Japan believes that, as a matter of course, procurement by
private firms should be non-discriminatory against foreign goods.

(3) The Government of Japan, therefore, highly appreciutes the "Guidelines of
Procurement Policies,” announced by the Japan Federation of Economic Organiza-
tions (Keidanren) on April 24, as a voluntary effort of the business sector in Japan
and supports those guidelines. In addition, the Government of Japan will encourage,
from an international viewpoint, private firms to make their procurement proce-
dures transparent and non-discriminatory against foreign goods as soon as possible,
and will conduct statistical surveys of those procedures annually for three years fol-
lowing the publication of this report.

4. Effective Patent Examination

Regarding the patent srstem. consideration on the harmonization of patent sys-
tems is under way in multilateral fora such as WIPO and GATT. The Government
of Japan, together with the U.S. Government, will actively participate in, and con-
tribute to, the discussions there.

The Government of Japan has vigorously promoted comprehensive policy meas-
ures to expedite patent examination disposals, which include the continual increase
in the prescribed number of officials of the Patent Office (increase of patent examin-
ers; by 30 persons each in FY 1989 and in FY 1990), commencement of the world's
first electronic filing of patent applications (special measures laws including the re-
vision of the Patent Law; approved by the lfieet on June 7, 1990, and to start the
electronic filing in December, 1990), as well as the contracting with a specialized
outside agency for prior art search necessary for patent examination (10,000 cases in
the budget of FY 1989 and 20,000 cases in the budget of FY 1990). Through such
comprehensive measures, the situation of the patent examination delay has already
started to improve.

The Government of Japan will use its best efforts to reduce the average patent
examination period of Japan to 24 months within five years.

For the implementation of the above, the Government of Japan will make contin-
uous and significant annual increases of the prescribed number of patent examiners
and other officials of the Patent Office which are to be newly implemented under a
special consideration in addition to the on-going comprehensive measures.

Apart from the ordinary examination procedure, the accelerated examination
system, which terminates the examination in a short period, has been introduced,
and its active utilization is expected. 4

i
KEIRETSU RELATION*HIPS

I Basic Recognition
Certain aspects of economic rationality of Keiretsu relationships notwithstanding,
there is a view that certain aspects of Keiretsu relationships also promote preferen-
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tial group trade, negatively affect foreign direct investment in Japan, and may give
rise to anti-competitive business practices. In order to address this concern, the Gov-
ernment of Japan intends to make Keiretsu more open and transparent and to take
necessary steps toward that end. The Government of Japan will take measures in
its competition policy and enforce the Ant monopoly Act strictly, so that business
transactions among companies with the background of Keiretsu relationship would
not hinder fair competition and thereby have an exclusionary effect on foreign firms
attempting to export, market or invest in Japan.

The Government of Japan will also imglement a wide range of policies to facili-
tate the entry of foreign enterprises into the Japanese market.

1I. Measures to be Taken

1. Strengthening the Function of the Fair Trade Commission

(1) The Fair Trade Commission (FTC) will strengthen its monitoring of transac-
tions among Keiretsu firms, including but not limited to, those which have cross
shareholding relationships, to determine whether these transactions are being con-
ducted in a way that impedes fair competition. If such monitoring reveals that the
effect of the cross shareholding may be a substantial restraint on competition, the
FTC will restrict cross shareholding or order transfers of shares held in the cross
shareholding to remedy the illegal situation; if the monitoring reveals that cross
shareholding is used as a means of effecting an unfair trade practice, the FTC will
take appropriate measures, including restriction on cross shareholding or transfers
of shares held in the cross shareholding, to remedy the illegal situation. Further, if
such monitoring reveals that anti-competitive practices are occurring, the FTC will
take l_":'xf\é)rorriate measures to prevent and remedy the anti-competitive practices.
Tl}‘e will include in its annual report any results and such actions as have been
taken.

In this connection, on June 21 this year, the ““Advisory Group on Distribution Sys-
tems, Business Practices and Competition Policy’ established by the FTC, consistin?
of scholars and business experts, issued recommendations with respect to the conti-
nuity and the exclusiveness of the transactions amonf; companies in the same Keir-
etsu group whether or not cross shareholding is involved. Main contents of the rec-
ommendations are as follows:

[1) Although continuous trade relationships may have been formed due to certain
reasonable motives, impediments to competition, such as entry barriers, should be
removed. For this purpose, regarding the exclusiveness in transactions among com-
panies where a continuous trade relationship or a shareholding relationship exists,
the FTC should establish guidelines setting out the conduct which may be illegal
:‘mder the Antimonopoly Act. The guidelines should include following types of con-

uct:

a. Cartels regarding customer restrictions, and market allocation cartels,
amon& competitors.

b. Group boycotts formed among competitors or among trading partners
which fall into Yrivnte monopolization or unreasonable restraint of trade when
they substantially restrain competition, or else which fall into unfair trade
practices.

¢. Unilateral refusals to deal, exclusive dealing, coercing to deal or mutuall
beneficial reciprocal dealing, and other anti-competitive conduct associated wit
continuous trade relationships, which fall into unfair trade practices.

d. When shareholding is used as a means of ensuring the effectiveness of con-
duct listed in a, b, and ¢ above, or when dealing is refused etc., because of the
absence of a shareholding relationship, the FTC should clarify its interpretation
that such conduct could be regulated from the viewpoint of unfair trade prac-
tices. Furthermore, when it is envisaged that unfair trade practices can not be
eliminated effectively without ordering disposition of stocks, the FTC can order
such disposition.

(2] Individual companies, especially big companies, should desirably enhance their
legal affairs division and make compliance programs, etc., to prevent violations of
the Ant monopoly Act and other exclusionary practices. It is also desirable to im-
prove transparency of Presidents’ meetings within corporate groups through such
means as providing the public with information on their activities.

On the basis of the recommendations, the FTC will set up and Yublish guidelines
by the end of FY 1990, which will clarify, as concretely and clearly as possible, the
criteria regarding the enforcement of the Antimonopoly Act with respect to the con-
tinuity and the exclusiveness of business practices among companies in the same

N
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Keiretsu group, with a view to ensuring that business é)ractices among companies in
Keiretsu groups will not hinder fair competition, and thereby contributing to the
promotion of fair and more open transactions among them without any discrimina-
tion against foreign firms. In formulating such Euidelines, drafts will be made avail-
able in advance to the agencies concerned at home and abroad, so that they ma
provide comments to the FTC before the guidelines are finalized. The FTC will
strictly enforce the Antimonopoly Act in accordance with the guidelines.

(2) The FTC will conduct regularl{. roughly every two years, close analysis of vari-
ous aspects of Keiretsu groups, including supplier-customer transactions, financing
arrangements among group firms, personal ties, and special emphasis on the role of
general trading companies in Keiretsu groups. The results of these analyses will be
published. The FTC will take steps, including stricter enforcement of the Antimono-
ﬁ'lé Act, to address anti-competitive and exclusionary practices uncovered in the

analyses. Furthermore, the FTC will survey the transactions amonF companies
in specific industries regarding such issues as the effect of cross sharehold
companies which have trade relations.

(3) The Chief Cabinet Secretary will issue a statement which affirms that the Gov-
ernment of Japan will implement a wide-range of measures so that Keiretsu rela-
tionships will not hinder fair competition and transparent transactions and thereby
the entry of foreign firms into the Japanese market will be facilitated as well as
calling upon Keiretsu firms for their cooperation to that effect.

2. Foreign Direct Investment

(1) The Government of Japan will issue a clear policy statement affirming its
strong commitment to an open foreign direct investment policy, encompassing the

rinciple of national treatment. This statement will be issued as soon as possible
ollowing release of the SII Final Report.

(2) The Government of Japan will submit, after due legal examination, a bill to
amend the Foreign Exchange and Foreign Trade Control Law in the next ordinary
Diet session.

The current Foreign Exchange and Foreign Trade Control Law enables the Gov-
ernment of Japan to restrict the foreign direct investment and importation of tech-
noloFy into Japan in any industrial sector on the grounds that the investment and
the importation of technology might adversely and seriously affect similar domestic
business activities or the smooth performance of the Japanese economy.

The Government of Japan, recognizing that these provisions are neither appropri-
ate nor fit to the present practices of the law and that such broad restrictions are
not needed on a general basis, will abolish these provisions of the law and replace
them with new provisions to ensure that restrictions will only be applied to those
cases which concern national security or related interests as described in Article 3
of the Code (Code of Liberalization of Capital Movements of OECD) and to cases in
sectors as reserved under the Code. Recognizing the objectives of the OECD Code,
the Government of JaBan continues to review carefully its reservations within the
framework of the OECD Code.

In relaxing or abolishing the provisions relating to the present prior notification
requirements for foreign direct investment and importation of technology into
Japan, the Government of Japan will positively examine the possibility of replacing
prior notification requirements with ex post facto notification procedures for cases
clearly excluding those which concern national security or related interests as de-
scribed in Article 3 of the Code and those in sectors as reserved under the Code.

(3) The low-interest loan facility offered exclusively to foreign comganies and Jap-
anese affiliates of foreign companies by the Japan Development Bank (JDB) and the
Okinawa Development Finance Corporation was drastically expanded in June. In
addition, a corresponding facility was also established in the Hokkaido-Tohoku De-
velopment Finance Corporation in June. Furthermore, advisory offices for the pro-
motion of foreign direct investment in Japan are to be set up in the overseas repre-
sentative offices of the JDB in order to support foreign companies investing in
Japan in cooperation with Embassies, Consulates-General and JETRO offices. Ap-
propriate offices of JETRO or these advisory offices in cooperation with Embassies
and Consulates-General provide information useful in arranging beneficial ventures
between foreign firms and Japanese companies and arrange seminars and missions
for potential investors (JETRO offices only).

J. Revision of the Take-Over Bid System
Regarding the Take-Over Bid (TOB) system, the Government of Japan submitted
to the Diet a bill calling for abolition of the prior notification requirement for
}‘OB‘sl.rprolongation of the take-over period and so forth. The bill was approved on
une lo. -

ing among
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4. Enhancement of the Disclosure Requirements

(1) In order to introduce-the so-called 5 percent rule, which requires the disclosure
of substantial ownership in shares, the Government of Japan submitted to the Diet
a bill. Together with the revision of the TOB system, the bill was approved on June
15. The new rule would also require continuing reporting as investors above the five
percent threshold acquire or dispose of blocks of shares in an amount equal to one
percent or more.

(2) with respect to the disclosure requirements related to the Keiretsu problem,
the Government of Japan will enhance them as follows:

[1] With respect to reporting of related-party transactions, the Government of
Japan will expand the scope of related-party disclosure requirements to such as
specified by the standard of FASB statement No. 57 in the United States, so that
they will include a company’'s transactions with its affiliated companies, major
.shareholders (holding 10 percent of the shares or more) and any other significant
related-parties, in addition to transactions with its parent company and with the di-
rectors of the companr concerned.

Such reporting will include the nature of the relationships, description of the
transactions, and their amounts.

[2] With respect to the consolidated financial statement required by the Securities
and Exchange Law, the Government of Japan will amend the rule so that the con-
solidated financial statement will be disclosed in the primary annual statement in-
stead of being provided as its attachment.

[3) The Government of Japan has implemented the rule for segmented financial
reporting on a consolidated basis from the business year beginning on or after April
1, 1990, under which sales amounts and operational profits and losses by industry as
well as sales amounts in home country and abroad will be disclosed.

[4) The Government of Japan will further improve disclosure requirements on un-
consolidated financial report as well to include sales amounts to each major custom-
er, defined as those accounting for over 10 percent of total revenue, in addition to
the current requirements for disclosure including amounts receivable and amounts
paﬁrab]e by major parties.

egarding (1), [2), and [4] above, the Government of Japan will implement the en-
hanced rules from the business year beginning on or after April 1, 1991.

The Government of Japan expects that these enhanced disclosure requirements

will promote transparency of relations among firms.

5. Reexamination of the Company Law
The Committee on Legislation will reexamine the Company Law with a view to
enhancing disclosure requirements and shareholders' rights, and to simplifying
mergers and acquisitions procedures.

PRICING MECHANISMS

L. Basic Recognition

_ Based upon the recognition that it is undesirable, in realizing a high quality of
life, for large and unreasonable price differentials between domestic and overseas
markets to continue to exist for a long time, the Government of Japan will imple-
ment the following policies to adjust the differentials:

é‘ Obtaining information on price differentials and providing it to consumers and
industries;

2. Regulation and strict enforcement of the Ant monopoly Act;

3. Promotion of imports and improving productivity;

4. Formation of more appropriate land prices;

5. Setting of public utility prices at more appropriate levels.

II. Measures to be Taken

1. Implementation of Measures to Adjust Price Differentials between Domestic
and Overseas Markets

The Government and the Liberal Democratic Party (LDP) established on Decem-
ber 4 last year the Government-LDP Joint Headquarters for Adjustment of Price
Differentials between Domestic and Overseas Markets to promote comprehensive
policy measures for the adjustment_of the price differentials from a consumer-ori-
en standpoint. The membership consists of the Prime Minister as Chairman,
with the Minister of State of Economic Planning Agency, the Minister of Interna-
tional Trade and Industry, the Chief Cabinet Secretary and the Chairman of Policy
Affairs Research Council of the LDP as Vice Chairmen, and other Cabinet Ministers
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and LDP leaders concerned. The Headquarters decided on 52 items as concrete
measures-to be taken for the adjustment of price differentials between domestic and
overseas markets in its second meeting held on January 19 this year.

These concrete measures can be grouped into the following six pillars:

(1) The government agencies concerned will endeavor to obtain information on
price differentials through such means as surveys of price differentials of goods and
services between domestic and overseas markets, and, where needed, to take neces-
sary measures such as providing the industries concerned with the information on
price differentials in order to adjust and narrow the gap.

(2) The government agencies concerned will endeavor to improve the competitive
condition in the distribution system by such means as deregulation and strict en-
forcement of the Ant monopoly Act.

(3) The government agencies concerned will endeavor to further promote import
and/or improve productivity of the relevant industries for the purpose of contribut-
ing to the adjustment and narrowing of the price differentials between domestic and
overseas markets.

(4) Efforts will be made to set prices for public utilities at more appropriate levels
by further improving productivity of the—industries concerned and by examining
from an international perspective their cost compositions and other elements of
price formation. - .

(5) Based upon the deliberations of the Ministerial Conference for Land Policies,
efforts will be made to rationalize land prices, especially in metropolitun areas,
through close coordination among the government agencies concerned.

(6) The government agencies concerned will promote other policy measures which
will contribute to the adjustment of price differentials, such as further deregulation,
strict enforcement of the Antimonopoly Act and the dissemination of relevant infor-
mation to the consumers.

The government agencies concerned will steadily implement the 52 measures in-
cluded in the above six pillars. In July 1990, the Headquarters will review the im-
plementation of the 52 measures to date and make public the results of such follow-
up at that time, including, where needed, a clearer schedule for further implemen-
tation. The Government of Japan will be prepared to explain implementation meas-
ures in the SII follow-up process.

The government agencies concerned will thereafter publish the state of implemen-
tation each time any measure is implemented.

2. Continuous Implementation of Domestic and Overseas Price Survey and the
Dissemination of Information to Consumers and Industries

(1) Pursuant to the decision of the Joint Government-LDP Headquarters, the Min-
istries of International Trade and Industry, Health and Welfare, Agriculture, For-
estry and Fisheries, Finance and Transport, which participated in the joint U.S.-
Japan price survey conducted by MITI and the Department of Commerce, as well as
the Japan Fair Trade Commission, have also conducted independent surveys under
their jurisdiction.

MITI held meetings with consumers and industrial representatives in eight major
cities to explain, as well as exchange views on the problem of price differentials.
MITI also gave publicity to the problem through advertisements on newspapers and
in pamphlets.

(2) Methodology for price survey

The government agencies concerned will continue to endeavor to grasp the

resent conditions of domestic and overseas price differentials to provide detailed
information to consumers and industries.

The surveys will be done mainly from the standpoint of consumers’' interest.
Methodolowu product focus, identification of price differentials and analysis of the
surveys will be undertaken transparentl{‘.

For the purpose of SII follow-up by the Government of Japan and U.S. Govern-
ment, these issues will be addressed and discussed in a deliberative manner.

Such surveys will not be mandatory, nor will they compel the disclosure of trade
secrets. The dissemination of comparative price information will not be done in a
manner which discriminates against imports or interferes with individual firm pric-
ing decisions.

J. Promotion of Deregulation

The Second Council for the Promotion of Administrative Reform made an exten-
sive study on deregulation, and the Government of Japan has been engaged in the
promotion of deregulation based upon the recommendations of the Council.
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Specifically, the Cabinet decided, in December 1988, on the General Plan for the
Promotion of Deregulation to promote the reform of public regulations, basing its
decision on the recommendations made by the Second Council. In addition, the Gov-
ernment of Japan decided to continue active promotion of deregulation in its Ad-
ministrative Reform Plan of 1990 (Cabinet Decision, December, 1989), and the agen-
cies concerned have been making the utmost efforts in accordance with this deci-
sion.

As the Second Council was dissolved on April 19 this year, the Government of
Japan, after considering the most effective scheme thereafter for the continued pro-
motion of administrative reform, including deregulation, decided to establish the
Third Council in the Office of the Prime Minister. The bill for that purpose passed
the Diet, on June 26. The Third Council will focus on the implementation of the
recomméndations of the Second Council and is expected to identify new areas for
deregulation.

4. Further Steps Based on the Final Report of the SII

In addition to the measures listed above, the Government of Japan will take con-
crete steps with respect to the structural problems identified in this final report.

Some of them are described below, and it is expected that those steps will allow
price mechanisms to work more effectively in the Japanese market.

These measures will be implemented in conj'unction with the six policy pillars and
52 measures decided in December 1989 and January 1990 by the Government-LDP
Joint Headquarters.

(1) Deregulation of the distribution system, including the Large-Scale Retail Store
Law, liquor sales, trucking and other businesses

The government agencies concerned will endeavor to improve conditions for free
and fair competition in the distribution system through various measures. These
will include the immediate relaxation of implementation und subsequent amend-
ment of the Large-Scale Retail Store Law and the Governnient of Japan encourage-
ment to private firms to make their procurement transparent and non-discriminato-

ry.

The Government of Japan has established the goal of 24 hour import clearance
system (from presentation of import declaration to import permit) for normal cargo
imports. This can have a positive long-term effect on the cost of imports entering
the Japanese market.

(2) Promotion of fair and free competition in the market through the enhance-
ment of the Ant monopoly Act and its enforcement -

In order to enhance enforcement against violations, the Government of Japan
plans to submit a bill to revise the Antimonopoly Act to the Diet during the next
regular session, to raise the surcharges against cartels so that they effectively deter
violations of the Ant monopoly Act.

More criminal penalties will be utilized in the future, by the FTC's accusation of
illegal activities violating the Anti.nonopoly Act to seek criminal penalties for them.

Appropriate measures will be taken so that the current damage remedy system
will be effectively utilized.

The FTC will not allow recession cartels to be used to impede imports.

(3) Increase of Japanese overhead capital

The Government of Japan notes that these efforts will include the substantial in-
crease in social overhead capital, including that which relates to the entry and dis-
tribution of imported products in Japan. -

Building on the principle “to boost domestic investment, improve social overhead
capital and to reduce the shortage of investment relative to savings and to the size
of the Japanese economy,” the newly launched *“Basic Plan for the Public Invest-
ment" which serves as guiding principles for steady accumulation of the gocial over-
head capital toward the twenty-first century, includes the aggregate investment ex-
penditure of about 430 trillion yen for the decade.

Through the firm implementation of the plan, the levels of social overhead ‘cap-
ital accumulation of Japan would be broadly comparable to those of other major in-
dustrial countries at the beginning of the twenty-first century.

(4) Efforts to rationalize land prices

The Government of Japan will implement a wide range of measures with respect
to the land problem. These include measures which encourage increased supply of
available land for buildings with necessary facilities such as public and commercial
facilities, including the establishment of a new system for identif‘ying and Promotin
the utilization of idle land, such as unused plant sites, by the end of 1990. Loca
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authorities will be encouraged to utilize the new system. The Government of Japan
will set a goal of converting idle and underutilized state-owned land to productive
uses by the end of FY 1991,

The Government of Japan will also review the land taxation system, as well as
the Land Lease Law and the House Lease Law in order to improve the legal rela-
tionship between lessors and lessees.

(Note) Full and precise contents of the measures above are deseribed in the related
part of this final report.

5. Submission of the Results of Price Surveys and Joint Activities

Recognizing that changes in relative prices can be significantly related to struc-
tural matters, the Government of Japan and U.S. Government wi{l cooperate on SII
follow-up action to track price differentials in the two markets.

(1) The Government of Japan will submit the results of price surveys relevant to
the SII follow-up process and discuss them with regard to Srl issues,

(2) The Government of Japan will conduct joint J)rice surveys with the U.8. Gov-
ernment, as agreed. These surveys will be discussed in the senior level SII follow-up
process, and utilize methodology and procedures as described in Section 2.(2).

PREPARED STATEMENT OF THOMAS T. STALLKAMP

Good Morning. | would like to thank you for the opportunity to present our views
this morning on the important issue of impediments to trade with Japan. I am Tom
Stallkamp, Chairman and CEO of Acustar, Chrysler Corporation’s separate automo-
tive parts subsidiary. This morning I would like to briefly draw some comparisons to
our own experience between European and Japanese sales of auto parts, give some
specific examples of the Japanese practice of “stonewalling” and show why we be-
lieve there are significant impediments that limit sales of U.S. auto parts.

Acustar designs, manufactures, and sells a wide variety of automotive parts in
electronics, electrical systems, interior trim, glass, seat trim, thermal products and
modular assembly. Our 1989 sales were more than $3.5 billion. Due to our heritage
of Chrysler and American Motors, our sales had been primarily to domestic manu-
facturers, GM, Ford, and Chrysler, but for the last three years we have been aggres-
sively seeking incremental sales to European and Japanese original Equipment
Manufacturers (OEMs) and Japanese transplants in the U.S. We are a profitable
and well-financed company with 25,000 employees, including 500 engineers, at 25
plants in three countries, and are the recipients of several quality awards from the
domestic OEMs.

Our success in export sales has been mixed. Let me give you an example:

¢ In 1989, we had identical displays in major automotive shows in Frankfurt, Ger-
many and Tokyo, Japan. Our European show was done entirely on our own and was
met with strong favorable reaction. We have received many requests for quotes and
have already received several hard orders from European OEMs. In contrast, in
Tokyo where we exhibited in conjunction with the U.S, Commerce Department, used
a Japanese trading company as a representative and spent considerably more
money, we received at best polite acknowledgment of “nice try,” but no requests for
quotes, no orders, no business.

This is not l[ust coincidental or an isolated example. We have been aggressively
seeking sales from the expanding Japanese transplants in the U.S. While we have
export business with VW, Renault, and Volvo, we have been able to get domestic
transplant business only from Diamond-Star, a Chrysler joint venture with Mitsubi-
shi Motors Corporation (MMC) Direct export sales to Japan are even more limited—
less than $3 million—and all of that is to Mitsubishi for a special transmission.

The transplants favor their established “family” suppliers who have been encour-
af\;ed to come to the U.S. by their parent firm. They control sourcing in Japan
through the use of:

(1) The “Keiretsu" system, often for non-economic reasons. A Japanese electronics
firm declined to use a U.S.-built microprocessor in an application for a U.S custom-
er, despite functional equivalence and a 66% lower price than the Japanese “in.
house’ version. -

(2) Selective use of specifications. We recently made a sales call on one of the Jap-
anese transplants, and were told that they would be very interested in doing busi-
ness with us. However, when we requested the drawin‘fs and specifications, we were
told that it was proprietary information, and we would have to purchase a car, take
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it apart, decide what components we wanted to supply, design a prototype, and then
they would consider purchasing it from us! By the time this could be done, the vehi-
cle would be redesigned and the parts would Yikely be significantly changed to make
the effort useless.

(3) The real engineering and design decisions for the U.S. transplants are still
made in Japan. Even though the Japanese have set up vehicle design and manufac-
turing facilities in the U.S,, they continue to control the critical detail part engi-
neering and sourcingefrom Japan. Selling to them requires a full-time presence in
Japan, which must in place prior to obtaining quotations. This makes “closing
the sale” much more costly and time consuming, and is eroding our technology base,
gitlsplacing high-value jobs from traditional U.S. manufacturers as transplant capac-
ity grows.

(4) Use of exclusionary, anticompetitive business practices and delalys in the U.S.
and Japan. A favorite ?,apanese expression is ‘it takes time to develop a relation-
ship.” That is an understatement! In contrast to the European OEMs or even the
Koreans, the Japanese use a protracted quotation, evaluation and testing process to
drag out sourcing. —

In response to the political pressure which has been applied through SII, MITI
has recently announced an Import Expansion program. However, it will provide
greater benefit to major Japanese manufacturers, than American companies, for
two reasons:

e First, structural impediments currently in place distribution barriers and the
Keiretsu system—which block volume access to the Japanese market by foreign
manufacturers, will naturally impede foreign manufacturers from taking full advan-
tage of the program.

¢ Second, the proposed tax CREDITS, against corporate income taxes equal to 5%
of the year-to-year increase in the value of imports will, in effect, be available
ONLY JAPANESE MANUFACTURERS. Other companies which increase im-
ports will only be allowed a tax DEFERRAL over a five year period.

For foreign auto companies, this is a serious disadvantage. For instance, if a car is
imported by Toyota from their Kentucky plant, it would generate a 5% credit for
Toyota, even on the Japanese content of the vehicle. A car imported and sold through
Chrysler would qualify for a smaller tax deferral, generating an interest savings of
about 1.5% Japanese manufacturers have all announced substantial re-export pro-
grams back to Japan from their U.S. subsidiaries. They have the volume distribu-
tion network to accomplish sales in the 20,000 to 40,000 unit range per manufactur-
er,tThe same is true for the Japanese parts transplants. They have access. We do
not.

Things may be starting to change, but it is important to look at the substance of
the announcements. Several Japanese parts companies with whom we interface
have privately acknowledged they have “Buy American” targets for North Ameri-
can content from MITI; however, these are not results targets, they are “make
effort’ targets, and are a direct result of the political pressure that the U.S. govern-
ment has been applying. This latest round is mainly another delay tactic. Past expe-
rience shows that elaborate quotation exercises are used by the Japanese to build its
case for continuation of sourcing to ‘“Keiretsu” suppliers both here and in Japan.
We cannot be satisfied with more quotation exercises and studies. There must be an
opening of export trade, particularly for higher technology parts such as electronic
transmissions, emission control devices, and other capital intensive products. Pur-
chase targets must be set and monitored. The U.S. must accelerate, not reduce, the
pressure for equal trade treatment. Now is not the time to back down. We must
continue to press the Japanese iovemment throuilé all existing means at hand. To
reduce our efforts now, just as the Japanese may be feeling the pressure to change,
would be a major mistake.

The automotive portion of the total U.S. trade deficit increased in 1989 from 42%
to 44%. The automotive portion of the bilateral deficit with Japan is over $35 bil-
lion, or 69% of the total, up from 64% in 1988. This is unsustainable, and yet shows
no signs of improvement. Efforts have been underway to open the parts market for
many years. It has obviously been a priority for the U.S. government, has been a
formal negotiation under the MOSS talks, has been part of the Structural Impedi-
ments Initiative and yet, no real results have been forthcoming.

A strong case can be made that the exclusionary g)ractices in which Japanese
companies engage are long-standing, damaging to U.S. industry and must end. It
was certainly the intention of this Committee that the tools which were provided in
the 1988 Trade Act be fully implemented. In fact, the Senate version of Super 301
contained a provision which provided for the Finance and Ways and Means Commit-
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tees to self-initiate cases under the provision, if the administration failed to full
implement the law. That provision was eliminated from the final version of the bill;
however, it seems clear that the intention of the authors of the amendment was
that priorities be addressed.

Given the proportion of the merchandise trade deficit that the automotive sector
represents, Chrysler fails to understand how it cannot be considered a priority. Uti-
lizing the Super 301 provision would put teeth in the current cosmetic attempts to
increase U.S. sourcing by the Japanese. An amendment to the 1988 Trade Act,
which was sponsored by Sen. Riegle, cited government toleration of systematic anti-
competitive J)ractices as actionable under Section 301. That is a priority practice
which should be included in Super 301 this year. Auto parts is a prime example of
one sector affected by this practice, which extends to other sectors as well. The
elimination of such impediments will permit natural economic factors to guide
sourcing decisions bf’ allowing us to compete on the basis of price and quality.

The Japanese will only respond to political or economic pressure. U.S. companies
can compete if permitted access to markets. Acustar has done so in some pretty
tough world markets. We ask only for removal of unfair one-way practices and for
some recognition of support from the U.S. government. With that, we can and will
be able to truly “open the doors” for trade.

PREPARED STATEMENT OF JOHN B. TAYLOR

Chairman Baucus, Members of the Committee, I am pleased to be here today to
discuss the Structural Impediments Initiative (SI). The central aim of the SII is to
identify and remove unnecessary regulations and other structural barriers that
impede the operation of free and competitive markets in Japan as well as in the
United States. The removal of such structural barriers is the surest and most last-
ing way to reduce trade imbalances, increase exports, and thereby reduce trade fric-
tions. It would also directly benefit the people of Japan and the United States, and
strengthen the bilateral economic relationsgip between our two countries. A strong
bilateral economic relationship between the United States and Japan is essential to
needed improvements in the entire multilateral trading system. Keeping this rela-
tionship strong will pay added dividends by expanding trade opportunities for the
United States in other countries. ‘

The SII approach is superior to the managed trade approach, which would require
the U.S. Government to second guess market outcomes and to attempt to achieve
different patterns of imports and exports. Unlike managed trade, SII is in keeping
with the trend to freer markets that has accelerated remarkably throughout much
of the world during the last year. Indeed, it would be ironic and disturbing to the
nations of Eastern Europe, if the United States—the Nation that has been a leader
in the move toward freer trade and more open markets in the postwar period—were
to turn towards managed trade at this critical juncture.

The Council of Economic Advisers has taken a special interest in this important
new initiative. My personal attendance at all of the SII talks reflects this interest.
Significant economic issues cut across all six of the SII areas raised by the United
States—saving/investment imbalances, pricing differences, land use reform, im-
provements in the distribution system, exclusionary business practices, and cross
share-holding—as well as in the areas raised by Japan. I would like to focus briefly
on these economic issues in these opening remarks.

The first SII topic—saving/investment—is based on the premise that the overall
trade and current account imbalances in both Japan and the United States primari-
ly reflect the gap between domestic saving and domestic investment. Neither the
$’i52 billion deterioration in the United States current account from 1981 to 1987,
nor its 20 percent improvement since then, can plausibly be explained by changes in
the level of formal trade and structural barriers in foreign markets. while these bar-
riers remain unacceptably high in the Japanese market, it would also be implausi-
ble to attribute the $82 billion increase in Japan's current account surplus between
1981 and 1987 or its decline by more than $20 billion over the past two years to
changes in Japan’s trade or structural barriers.

Changes in saving/investment imbalances provide a much more satisfactory ex-
planation of these huge swings in current account imbalances, and any further im-

rovements in the current accounts will require additional reductions in the sav-
ings-investment gap. It is a matter of simple accounting that the overall current ac-
count position of any country is equal to the difference between domestic savings
and domestic investment. Not surprisingly, therefore, structural impediments affect-
ing savings and investment levels have figured prominently in our discussions.
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It would be unwise to pursue policies that reduce saving, especially at this time of
a saving shortage throughout the world. The United States side has, therefore, fo-
cussed attention on reducing the saving/investment gap in Japan by raising invest-
ment, and in particular by raising the level of Japan's investment in public infra-
structure. Japan's public infrastructure is in many areas quite primitive for a
wealthy industrialized country. For example, even today less than half of Japanese
homes are connected to sewerage systems. In the mid 1970s a target to connect 100~
percent of dwellings to sewerage facilities by 1985 was widely discussed in Japan.

Adoption of a medium-term plan to upgrade and extend sewerage systems and
other public infrastructure investment could result in a significant reduction in the
gap between saving and investment in Japan and an improvement in the living
standards for the Japanese people. An extrapolation of expenditures in previous ef-
forts suggests that a major extension of sewerage coverage alone could entail hun-
dreds of billions of dollars in public investment expenditures.

Of course, in order to avoid inflation and capacity constraints in construction in-
dustries, it would be appropriate to spread any major investment initiative over sev-
eral years and to phase in the program gradually. Capacity constraints have been
mentioned by the Japanese side during our talks. A clear and credible advance com-
mitment to undertake a major investment initiative would enable the market to re-
spond to the shift in demand away from exports towards public infrastructure in-
vestment without inflationary pressures. The market would respond by creating in-
centives for increasing capacity in the construction industry relative to export in-
dustries. The large unified budget surplus currently being run in Japan is a poten-
tial source of funding for major public investments.

Economic research and historical experience indicates that such a change would
significantly reduce the Japanese trade surplus. There is very little controversy
here; econometric models agree. To provide some perspective, note that a one per-
centage point increase in the share of Japan's GNP devoted to public investment
would constitute roughly $26 billion. while other forces might also affect the saving/
investment gap—for example, there might be some reduction in private invest-
ment—econometric models suggest that a significant fraction of the $26 billion
would result in a reduction in the Japanese trade surplus. The changes in trade
flows would take time, however, and one cannot rule out other developments—such
as macroeconomic fluctuations—that would adversely affect trade flows. Like other
SII changes this would be a lasting remedy, not a short term fix. It is important,
therefore, that progress be measured—especially in the short term—by the actions
taken, not soley by changes in tradeflows.

It should be emphasized that the saving/investment accounting identity applies to
overall imbalances, not to the bilateral trade imbalance between Japan and the
United States. Bilateral trade imbalances are determined by many factors in addi-
tion to saving and investment. It would be quite possible, for example, for the
United States and Japan, or any other two countries, to reduce their overall trade
imbalance to zero and still maintain a significant bilateral trade deficit between
them. Japan runs bilateral deficits with oil producing countries; if there is an over-
all current account balance, then bilateral surpluses would probably remain else-
where in its accounts. Such bilateral surpluses or deficits wourd not in and of them-
selves be evidence of barriers, but in any case when such barriers exist they should
be eliminated.

The Administration is also concerned with structural barriers that significantly
affect the product and country composition of trade flows even if they have no
impact on the saving/investment balance. It is cold comfort to individual companies
in the United States hampered by such imq‘ediments to know that there may be an
offsetting gain elsewhere in the economﬁ. he existence of large price differentials
for the same goods between Japan and the United States—confirmed and highlight-
ed by the joint United States-Japan survey—suggests that these barriers are signifi-
cant— '

We have therefore attached a high priority to making markets more competitive
and deregulating the distribution system in Japan. A more vigorous enforcement of
Japan’s Antimonopoly Law would make it easier for new firms, including foreign
firms, to enter Japanese markets. A more competitive distribution system would in-
crease the costs of exclusionary business practices and improve access to Japanese
markets. Progress in these areas can greatly improve market opportunities in Japan
for United States exporters.

There is considerable overlap of the economic effects of structural changes in the
different SII areas. For example, improvements in public distribution infrastructure,
such as roads, customs facilities, and airports, would increase competitive opportuni-
ties for new entrants to the Japanese market. At the same time, the public expendi-
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tures necessary to implement such worthwhile improvements would help to close
the gap between the level of savings and domestic investment in Japan. Another
example is land use policy. A reduction of the tax bias in favor of agriculture would
foster increased residential investment (again closing the gap between saving and
investment) and lower the cost of foreign direct investment in Japan. A more effec-
tive competition policy may reduce some of the exclusionary procurement practices
associated with cross share-holding relationships.

Our Japanese counterparts have provided us with a list of their structural con-
cerns regarding the U.S. economy. Our low savings rate and the need to improve
our education system figure prominently among their concerns. Thesé are, of
course, areas where the President has already made several important proposals
and it is in our own interest to take action. A significant increase in saving in the
United States would tend to reduce the current account deficit through the mecha-
nism I discussed earlier when discussing increases in Japan’s public infrastructure
investment.

The President’s proposals for deficit reduction is an essential item of action. Re-
ducing the Federal budget deficit is not only good domestic economic policy, it is
good international economic policy. The proposed Social Security Integrity and Debt
Reduction Fund, which would convert the Federal Government from a large net bor-
rower to a large net saver, holds the potential for a significant correction in our
trade imbalances. So do the President's proposals for a Family Savings Account, for
eased withdrawal requirements in IRAs, and for capital gains tax reduction; all
would provide incentive to increase private saving.

Some analysts have questioned the value of SlI, asking why the United States
should focus its attention on structural barriers in Japan that operate to hurt Japa-
nese consumers, especially when the benefits of their removal will spread worldwide
and not be targeted on the United States. The answer is simple: namely, that SII is
the best available route towards achieving objectives of the United States. Certainly,
it is far better than getting governments more in the business of managing trade
through export-restraining arrangements, subsidies to basic industries, or any of the
other ways that governments distort trade flows. Rather than try to mandate trade
flows and market shares; SII seeks to insure that domestic and foreign firms have
equal opportunities to compete and that markets, not governments, determine the
outcomes.

Just as the national saving and education issues that the Japanese have raised in
SII reflect concerns that are shared by many Americans, many American concerns
about Japan are recognized in Japan as areas where change must come. An outside
perspective can be helpful in focusing attention so that necessary changes can be
made more rapidly. In a broad sense, SII provides a forum for international micro-
economic coordination analogous to the mechanisms for international macroeconom-
ic coordination established over the past five years.

Our bilateral relationship with Japan should not be viewed as a zero-sum game.
By focusing on structural changes that already have a significant domestic constitu-
ency, the SII seeks to exploit a potential commonality of interest to allow for faster
and further progress than could be obtained by highlighting purely adversarial as-
pects of our relationship.

To date, that faster and further progress we seek has not materialized. However,
it would be premature to pass judgment on SII prior to the key milestones estab-
lished when the initiative was launched™

We have just over one month to prepare the first interim report. President Bush
and Prime Minister Kaifu reiterated the importance of progress at their meeting in
Palm Springs this past weekend. The negotiating teams need to work hard to insure
that meaningful and convincing progress on possible administrative, budgetary, or
legislative actions is contained in that interim report. This will lay the groundwork
for what we hope will be a substantial action-oriented final report in July.

The cooperation of the Congress in supporting the President’s budget, saving and
education initiatives is essential. We hope we will receive your support. Positive
action on the President’s initiatives would greatly improve economic performance in
the United States by increasing growth, employment, productivity and competitive-
ness. It would also increase the likelihood of success in the SII talks and of all the
international economic gains that would come from that success.

Thank you. I would be happy to answer your questions.
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PREPARED STATEMENT OF S. LINN WiLLIAMS

Representatives of the Governments of the U.S. and Japan concluded the third
round of SII talks on February 22-23. We devoted the first day to items identified by
us as structural barriers in Japan to imports and the secord day to items identified
by the Japanese as barriers in the U.S. to exports.

We should emphasize at the outset, as we always have, that SII is a unique bilat-
eral undertaking between sovereign governments and is an iterative process. It has
therefore, no set patterns or benchmarks. Many changes will take time to imple-
ment; and many changes, when implemented, will take time to show up in the trade
balance. The results of these improvements in market access, however, should be
felt relatively quickly by many U.S. industries. ’

The SII is also mutual. We are responsible ourselves for our competitiveness. The
Japanese participants have fairly identified U.S. practices that are or may well be
barriers to exports from the U.S. Their ideas for changes were interesting and have
been or will be considered in our own internal deliberations on our competitiveness.

It is also important to note that SII has had some effect already in Japan. The
new Japanese budget provides for increases in the personnel of the Japan Fair
Trade Commission, which administers the Antimonopoly Law, and of the Patent
Office. There is also a substantial program, including tax credits, for the promotion
of imports, and a modest increase for facilitation of customs clearance. Some
changes in land policy are underway. The JFTC appears to be enhancing its author-
ity and role within the Japanese Government. There are a number of studies under-
way, probably the most important of which concern the enforcement of the Anti-
monopoly Law, being undertaken by the JFTC, and domestic Japanese and world
price differentials, being undertaken by MITI. Although in some cases there were
efforts underway within Japan, SII has influenced these results.

Nevertheless, having begun the undertaking, the question is where in the process
we find ourselves; and we find ourselves not as far along as we had hoped. This was
a point emphasized strongly by the President in Palm Springs.

We started this process last summer with the political commitment of both gov-
ernments. We expected to discuss initially some concrete, detailed proposals at a
meeting scheduled in January. That meeting was delayed, at the request of the Jap-
anese Government, because of Japanese elections. It was rescheduled, again at the
request of the Japanese Government, to February 22-23; and we, therefore, expected
the February meeting to represent a substantial step forward.

During the first day, the Japanese participants explained what the Government of
Japan has done on SII issues and gave us some sense of what it is considering.

What we heard at that meeting, however, was not enough, in our judgment, to be
considered effective, lasting or credible. It was predominantly a defense of the status
quo with the prospect of minimal further action.

We had developed our own ideas on how the Japanese system might respond to
the structural issues we had raised. We presented our ideas, in some detail, during
the meeting. Our ideas have been given considerable thought by those in the Ad-
ministration who have some knowledge of Japan, and points requiring specific ex-
pertise have been checked with experts. Contrary to initial press reports, they were
not “demands,” and they were not “rejected.” We made clear at the meetings that
they were also not the only ideas that we would consider responsive to our concerns,
and we invited the Japanese to address the specific concerns in other ways.

It appeared in Tokyo that our levels of expectation and those of the Government
of Japan were different. We addressed those differences during the meeting. We
expect those differences to narrow, although we cannot assess at this point the
course or degree that will take.

We understand that the election in Japan is just over and the new cabinet just
formed. But we believe—and we stated in Tokyo, and the President stated in Palm
Springs—that it is time to focus. We have no doubt as to the good intentions of the
Japanese participants, but we sensed that they might not have, or believe they
have, sufficient political guidance to proceed on many points. We cannot accept that
everything in Sﬁois a difficult political issue requiring detailed political guidance;
and there was not much progress evident at the last meeting on the development of
specific steps that would enable the Japanese participants, in our view, to raise the
real political issues with their political leaders.

In Palm Springs the President requested that political guidance, and Prime Minis-
ter Kaifu appeared to agree to provide it.

Qur structural concerns remain the same: the savings/investment gap, particular-
ly focusing on increasing investment in infrastructure; land use policy; the distribu-
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tion system; exclusionary business practices; keiretsu business groupings; and pric-
ing mechanisms.

We have focused on these areas because we believe that changes in them will im-
prove current account balances and market access. We have also taken care to ar-
ticulate our points in these areas with two additional elements in mind.

First, we drew extensively on Japanese sources and on some of the internal
debate that is occurring in Japan on structural matters. Most of the specific ideas
we advanced in Tokyo can be found in reports of the JFTC, the Economic Planning
Agency and various Japanese business groups.

Second, we made an effort to identify constituencies within Japan that might
agree, for their own reasons, with the ideas that we advanced for our own reasons.
Let me briefly identify some of those linkages.

Japan's producer-orientation is pervasive. The Japanese Government subjects
nearly half of all bank deposits to interest rate controls. Many deposit rates are
held to below 1%. Meanwhile, Japan spends less of its GNP per capita on infra-
structure than most other industrialized countries. The benefits of these low inter-
est rates, low infrastructure expenditures and other policies are, in effect, passed on
to Japanese companies in the form of a lower cost of capital to those companies.
That is a comparative disadvantage to foreign companies. Adam Smith did not do
that. The Japanese Government did.

At the same time, the Japanese consumer would obviously benefit from higher
interest on family savings and greater infrastructure, as studies, articles and polls
in Japan have indicated. The concept of “‘sharing the wealth” of the Japanese econ-
omy more with the Japanese consumer did not originate with us. It is a matter of
the relationship of the Japanese Government to its own people; but we believe the
Japanese people would support, for their own reasons, what we are proposing, for
our reasons.

The distribution system in Japan, in our view, operates as a disincentive to im-
ports. There is a relative lack of infrastructure for imports, as contrasted to exports;
and, as a result of government policies, the system is expensive and closed.

Toys 'R Us, for example, faces the prospect of considerable expense and delay as
the result of the Japanese Government's implementation of a law, the Large Retail
Store Act, that permits its Japanese competitors to control its destiny in Japan. Jap-
anese companies, by contrast, can buy entire shopping centers in Hawaii and have
to obtain little more from the government than a zoning permit. When Japanese
cigarette producers started selling in the U.S, they gave away one box with each
purchase, a perfectly sensible way to penetrate a new market. When Pearle Vision
gave away one pair of eyeglasses with each purchase in Japan, however, it received
a warning that it may have violated a Japanese law that permits its competitors to
establish “codes of conduct” that prohibit premiums, and therefore discourage new
entrants into the Japanese market.

A better distribution system should make foreign companies and products more
competitive. At the same time it will also benefit the Japanese consumer.

It is in the structural barriers to market access, especially the area of exclusion-
ary business practices, that USTR has its greatest institutional concern. These prac-
tices fall into four categories:

(1) Practices that are or should be covered by principles of antitrust law;
(2) government-business relations; -
(3) procurement practices of private firms; and

(4) the patent system.

We believe that the enforcement of the Antimonopoly Law can be substantially
strengthened and made more transparent. Moreover, we believe that changes in the
law may be necessary to provide for higher and more certain penalties and to pro-
vide for realistic and effective private rights of action to enjoin illegal acts and to
recover the damages resulting from them. No plaintiff has ever succeeded in getting
a reimbursement of its damages under the two provisions of Japanese law that
permit private rights of action for monopolistic acts. In a recent ruling by the Japa-
nese Supreme Court, a plaintiff in a kerosene price-fixing case was denied damages
despite the fact that the JFTC had found the existence of a price-fixing cartel. A
Justice of the Japanese Supreme Court wrote that Japanese law should be changed
to permit recovery of such damages. In two recent, well-publicized instances of bi-
drigging and price-fixing by Japanese construction companies at the Yokosuka
Naval %ase and the Kansai Airport, the amount of the fine imposed by the Japa-
nese Government on the Japanese companies was substantially less than the profits
they made from their illegal acts. And when the U.S. threatened to sue to recover
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what it had been overcharged at Yokosuka, that was widely viewed in Japan as an
exceptional response.

The recent liberalization of beef imports was good news-for the U.S,, but it was
sobering to learn soon thereafter that several Japanese companies were operating a
cartel to import it. They were warned by the JFTC and may have now ceased their
anticompetitive behavior, but, by controlling prices, they increased the price to the
Japanese consumer and reducedv the reason for that consumer to buy foreign beef.

ne need not wonder why foreigners believe that Japanese companies collude and
have every reason to continue to collude. Collusion is profitable—and the bill is paid
by foreign companies in the form of lost business, and by Japanese consumers, in
the form of higher prices.

The Japanese Government bears considerable responsibility for this and other ex-
clusionary business practices by Japanese companies. These practices have been
shaped over decades by formal trade barriers and regulations, and by the engage-
ment of the Japanese Government with Japanese businesses in ‘visions,” study
groups, the promotion or tolerance of cartels and administrative guidance, all in an
effort to protect domestic companies and order competition within the domestic
market. Many of our most divisive bilateral trade disputes—satellites, supercom-
puters, wood products and semiconductors, to name a few—originate in these poli-
cies of the Japanese Government. In the SII, we seek, therefore, to control and
make transparent those processes, and to make the Japanese Government accounta-
ble, to its own public and to foreign companies, for its actions. ’

Japanese sources indicate that the procurement practices of most Japanese com-
ganies are relatively closed to long-term relationships with foreign companies.

hose procurement practices developed in a protected environment. Therefore, in
our view, we believe the Japanese Government bears some responsibility for making
even private procurement more open.

Long delays, pre-grant opposition and the narrow scope of patents operates to ex-
clude innovative foreign products from the Japanese market. Texas Instruments
waited almost 30 years before it received a patent for its semiconductor. During that
time, Japanese companies developed an entire industry. It took Allied Signal almost
11 years to get a patent in Japan on an amorphous metal product that, among other
things, increases the efficiency of electric power generators. Eighteen months after
Allied Signal filed for its patent in Japan, the Japanese Government began to sup-
port and subsidize the development of amorphous metals by Japanese steel compa-
nies. No Japanese utility has ever bought Aﬁied Signal's amorphous metal product
but instead has continued to buy a lower efficiency silicon sheet product from those
same Japanese steel companies. When Allied Signal's major patents run out soon,
Japanese companies, aided by their government, will be poised to exploit a market
that should have been Allied Signal's. U.S. companies and the U.S. Government will
have every reason to be skeptical about the openness of Japanese markets if Japa-
nese utilities finally buy their first amorphous metal products only when Japanese
companies enter the market.

Our substantial interest in significant measures to address exclusionary business
gractices that harm U.S. companies is fair and appropriate. Any success we might

ave in changing them would also benefit Japanese consumers and taxpayers, who
would pay less for a variety of goods and services, from construction and electric
power through satellites and wood hoyges. The issue is: will the Japanese Govern-
ment listen. N

These market access structural practices—exclusionary business practices, distri-
bution impediments and keiretsu—are not primarily ‘cultural,” nor are they
uniquely Japanese. They are practices that U.S. or European companies would prob-
ably engage in themselves ilP the laws and policies of their countries, or of open-
market economics, permitted them to.

These practices are primarily the result of Japanese government fx)licies. The ap-
plication of other policies can change them. It is a question of will, not of reach.

Similarly, the desire for consensus decision-making is not uniquely Japanese. We
know of no government official or politician who would not prefer to make every
domestic constituent happy and to have unlimited time to do it if their trading part-
ners would tolerate it. -

If Japan were a small isolated economy, these policies and practices might not
matter so much to others. If the %lobal economy were not becoming integrated at
increasing speed, there might be little enough world and time to move slowly at
home. But Japan is an important economic power, not a small, isolated country; and
this is a potentially historical time. It is time now for Japan and the Japanese
people to consider and assume the responsibilities of their market to the global trad-

ing system. O
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