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JAPAN TRADE CONCESSIONS

THURSDAY, JANUARY 23, 1992

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:00 a.m., in

rooai SD-215, Dirksen Senate Office Building, Hon. Lloyd Bentsen
(chairman of the committee) presiding.

Also present: Senators Moynihan, Baucus, Bradley, Riegle,
Rockefeller, Dascble, Breaux, Packwood, Roth, Danforth, Chafee,
Durenberger, Grassley, and Hatch.

[The press release announcing the hearing follows:]
(Press Release No. H-1, Jan. 17, 1992J

SENATOR BENTSEN SCULEDULES HFJRu'Go ON JAPAN TRADE CONCESSIONS, CHMRMAN
LooKs FOR TANoayE RESULTS-JOBs-FROM PRESIDENT PA(Cr

WASMNOTON, DC-Senator Lloyd Bentsen, Chairman of the Senate Finance Com-
mittee, Friday announced a hearing on trade concessions made by Japan during the
President's trip.

Bentsen (D., Texas) said U.S. Trade Representative Carla Hills will testify at the
hearing.

The hearing will be at 10 a.m. Thursday, January 23, 1992 in Room SD-215 of
the Dirksen Senate Office Building.

'"Time after time, we've reached nice-sounding aeements with Japan on our
trade disputes, only to find years later that no tangible progress resulted. Our trade
deficit with Japan today is four times what it was in 1980. By the Administration's
o in reckoning, that deficit costs us 800,000 American jobs. I want to know how
many jobs we can expect to regain because of the concessions Japan made during
the President's visit this month,' Bentsen said.

"Japanese companies have said they will try to sell 20000 American cars--about
one af ernoon's production by our Big 3 automakers-in Japan. How many jobs does
that mean? Many of these concessions won't be fidly implemented until 1994. But
many Americans are jobless and hurting today, and I want to hear what this latest
action plan with Japan will do to help them now," Bentsen said.

OPENING STATEMENT OF HON. LLOYD BENTSEN, A U.S. SEN-
ATOR FROM TEXAS, CHAIRMAN, SENATE FINANCE COMMIT-
TEE
The CHAIRMAN. This hearing will come to order. If you will

please take seats and cease conversatio, we will be getting under-
way.

Two weeks ago, the President of the United States returned fiom
a trip to Japan which he had billed as being devoted pincipally to
trade. That trip occurred in the midst of the most prolonged eco-
nomic downturn that this country has had since the Great Depres-
sion.



In the President's own words, the trip was about jobs, jobs, jobs,
as it should have been. By the Administration's own estimate, our
trade deficit with Japan is costing us 800,000 jobs in this country.

Those are jobs that are sorely needed in a country where 9,000
people huddle for hours outside of a new hotel being constructed
in Cicago--huddled out there in numbing cold, waiting to try to
get a chance for one of 500 jobs.

So that is the reason why I called this hearing today, to ask one
simple, but very critical question: how many of those 800,000 jobs
that this trade deficit with Japan is costing us will this trip re-
cover?

In the end, that is how you must measure its success. Frankly,
I am skeptical. We have been there before: the Maekawa report;
the semi-conductor agreements, the Structural Impediments Ini-
tiative; negotiations on electronics, government procurement,* and
auto parts.

Too often the pattern has been the same: great expectations, poor
results. But this latest agreement with Japan seems to break some
kind of a record.

Last Monday, only 11 days after the agreement was reached, Ja-
pan's Prime Minister said Japan's commitments were just a target,
not a firm commitment. Sounds familiar.

The President's team had barely gotten over its jet lag before the
commitments were being withdrawn.

Now I am not sure the Japanese Prime Minister was wrong. I
have looked at the documents. The commitments look pretty thin.
So, today I would like to ask the administration: is Japan back-
sliding on firm commitments, or were the commitments never firm?

On top of everything else, the Speaker of the Japanese Lower
House accused American workers of being lazy and illiterate. The
fact is that those claims are so outrageously wrong, they do not de-
serve the dignity of a response.

What bothers me most about this trip is that it was an after-
thought. It was originally billed as a foreign policy trip. It only be-
came a trade trip when the President got into political trouble and
his polls dropped.

He did not even bring along his Chief Trade Representative. I
think he should have. I think that big 747 should have had at least
one more seat.

I think it would have been a great opportunity to talk abouf how
Japan is not doing enough to help us in the Uruguay Round. (.)ur
U. Trade Representative is our principal negotiator in that
Round. I can promise you that the Japanese Prime Minister sure
had his chief trade negotiator there.

The problem is we can no longer make trade an afterthought. In
my opinion, this is a critical juncture in world trade. We are in the
midst of the Uruguay Round, trying to build a stronger, more open
world trading system.

Some of us have just been down in South America. An economic
revolution is taking place there as they open up markets, lower tar-
iffs, and do away with trade barriers.

We are witnessing most of the old Communist world taking bold
steps to embrace fiee enterprise.



We face some real opportunities today for trade, but it is not
"Japan bashing" to say that Japan has been the most serious prob-
lem within that system.

For the last decade and longer, Japan has been the primary ben-
eficiary of free markets worldwide, while it is been quite restrictive
in its own market.

Japan's acceptance of foreign manufactured produdls on a GNP
basis is the lowest of any industrialized or newly industrializing
nation. Today, Japan's surplus with the whole world roughly
equals everyone else's deficit.

I would argue that we will never make progress in creating a
stable, open world trading system so long as one of the biggest
countries in that system continues to reap the benefits of it while
largely refusing to accept the responsibilities.

I have heard some say that this most recent trip may not have
produced many results, but it was a good beginning. Anyone who
thinks that we are at the beginning with Japan has been sleeping
through most of the movie.

The fhct is we have let this problem drift far too long. Our trade
deficit with Japan today is fbur times what it was at the beginning
of the Reagan/Bush Administrations.

True, we have made some progress. The trade deficit dipped for
awhile, but it is back on the rise again and things have still not
changed fundamentally.

Do we need to strengthen our own competitiveness? Of course we
do. I have been saying for years that we desperately need a na-
tional economic strategy to make sure that our companies can com-
pete with those of any other country in the world. And I cannot say
that too strongly.

But it will not help to make world-class auto parts if the Japa-
nese Keiretsu refuses to buy them. It will not help to educate our
engineers and our inventors if Japanese companies can seize Amer-
ican intellectual property with impunity. It will not help to make
our farmers more competitive if the Japanese will not let in a grain
of U.S. rice.

The facts are that we are successfully competing against other
countries. We do have world-class products.

Since 1986, we took a $22 billion trade deficit with the European
Community and turned it into a $16 billion surplus. But that trade
deficit with Japan remains stubbornly high.

I think this trip did make a difference in one very important re-
spect. It underscored for millions of Americans that international
trade has a direct impact on jobs here at home.

So, today I want to focus on what this trip means to the millions
of Americans who are out of work and what further steps this ad-
ministration intends to take in the future.

I would like to call on my colleague, the Ranking Member, Sen-
ator Packwood, for any comments he wants to make.

OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S.
SENATOR FROM OREGON

Senator PACKWOOD. Well, better late to the game than never, Mr.
Chairman. We criticize the President for not playing up trade.
Then he decides to play up trade, and we say, ah- ha, politics. He



4

should not have done it. He should have just gone on a diplomatic
and military mission.

Well, this trip was not all that bad, at least from my standpoint
in Oregon. And I have got a number of statements that I am going
to put in the record here from paper manufacturers, wood manufac-
turers, auto parts manufacturers and others that think this was a
damn good trip, from their standpoint.

And I remember where we were with Japan, This country is not
going to change overnight; neither are we. We go overseas and say,
open up your markets, and they say, open up your textile markets.
And we say, oh, no, no. We do not mean that. We do not want to
let your textiles in, our apparel in. We even say that to Hong
Kong which does not have any trade barriers to U.S. exports.

I can remember 20 years ago when we could not sell any beef.in
Japan, and we are now selling beef in Japan. Oregon sells an in-
credible quantity of wheat to Japan. Oregon is selling finished lum-
ber products to Japan. We were not used to be able to get into the
market.

Are we going to be able to break them open for everything? No.
Are they changing? Yes. Was this trip a success fiom the stand-
point of a whole variety of industries in the United States and not
just agriculture industries? You bet it was.

Was it, from the auto companies? Hard to tell. Although I will
put in the record a statement fiom Mr. Stemple of General Motors
that he was optimistic about it.

But we have got to realize that no country is going to change
overnight. I will make you this prediction: that if Europe ever gets
its act together-it was going to be Europe 1992, 1 do not know
when it is going to be Europe now-but if they ever get their act
together, we will have more trouble in the long run with Europe
and protectionism collectively than in the long run we will have
with Asia.

Because in the last analysis, Europe will choose if they go protec-
tionist, and I fear they will; to keep out our products to a great de-
gree, and to keep out Asian products to a great degree. And the fu-
ture for all of us may lay in trade agreements East/West between
this hemisphere and Asia.

So, I do not think we ought to knock this trip. I think the Presi-
dent came off reasonably well. Did he get everything he wanted?
No. I do not get everything I always want. But on balance, how did
we come out Ii this? We came out pretty well.

And I would ask unanimous consent to put in a whole variety of
statements from different industries that accompanied the Presi-
dent on the trip, and also put in a statement from Mr. Davidson,
the President and Chief Executive Officer of Guardian Industries
Corporation of Michigan.

The CHAIRMAN. Without objection, that will be done.
[The statements appear in the appendix.]
The CHAIRMAN. Are there other comments? Senator Moynihan?
Senator MOYNTHAN. No, Mr. Chairman.
The CHAIRMAN. Senator Grassley.
Senator GRASSLEY. I will put my statement in the record.
The CHAIRMAN. Thank you.
Senator Baucus.



OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Senator BAUCUS, Yes, Thank you, Mr. Chairman. Mr. Chairman,
I think that all of us in this country have strong feelings and some-
what mixed feelings about the President's trip to Japan.

On the one hand, it was good to see the President finally address
himself to our trade problems with Japan. I think such personal in-
volvement is long overdue.

On the other hand, I must say that the entire trip smacks of a
political quick fix. And, historically, quick fixes just do not work.

The trip to Japan and the Presidential rhetoric associated with
it represent a sharp departure from the Bush Administration's po-
sition on Japan over the last 3 years.

In the past, the Bush Administra'io~.k has shied away from pursu-
ing an aggressive trade policy with Japan. For example, in April
of 1990, the Bush Administration declined to designate Japan as
an unfair trader under U.S. Trade Lav,¢

Now the administration opposes the efforts of myself and others
to extend the so-called Super 301 Provision of the 1988 Trade Act.
It takes this position even though it concedes that Super 301
opened the Japan market to exports of wood products, super com-
puters, and satellites.

The administration has generally opposed efforts to strengthen
U.S. trade laws that are critical to U.S. efforts to open Japanese
markets.

The administration has also blocked efforts to improve the com-
petitiveness of U.S. industries vis-a-vis Japan. In 1989, for exam-
pie, the administration killed a Commerce Department initiative to
make the United States the leader in the development of the next
generation of consumer electronics, high definition television.

And just last year, the administration threatened to veto Con-
gressional efforts to invest Federal money in developing commercial
technologies that would help U.S. industry compete with Japan.

The Bush Administration has opposed these initiatives, in my
judgment, because of a misguided belief that our competitors play
by the same free market trade rules as we do.

But, as the New Hampshire primary, approaches and the trade
deficit with Japan looms as a major blemish on the adininistra-
tion's economic record, President Bush has now broken firom his
hands off rhetoric and now largely blames the recession on Japan.

Unfortunately, the one lesson that is clear fiom three decades of'
trade disputes with Japan is that one shot initiatives never pan
out.

As a number of commentators are fond of noting, every United
States President since Nixon has declared victory over the Japa-
nese trade problem. But history has shown these declarations pre-
mature, and the victories hollow.

In fact, as has just been noted, in cases where we have made
trade gains with Japan-beef, semi-conductors, forest products-
the victories came only after years of sustained effort and a com-
mitnient by the United States industry to produce quality goods

Unfortuately, I fear that the Bush Administration has not made
a long-term commitment to solving our trade problems with Japan.



I hope the agreements with Japan on auto parts and computers
yield results, but I fear that they will soon be forgotten.

Prime Minister Miyazawa's recent statement indicates that they
may well be, and the Bush Administration has returned to its
tired, free market rhetoric.

I also note with dismay that President Bush did not even take
is very able Trade Representative, Carla Hills, with him on his trip
to Japan. If President Bush is serious about trade, he surely would
have taken is chief trade negotiator.

Further, if the administration was truly committed to solving the
Japanese trade problem, it would have worked with Congress to
fashion a comprehensive trade and competitiveness policy.

Such a policy must include passage of legislation to extend Super
301 Provisions of the 1988 Trade Act. Senator Danforth, Senator
Riegle, and myself have introduced legislation to extend Super 301.

This legislation would provide a framework for tough, directed
negotiations aimed at opening the Japanese market to U.S. ex-
ports.

In addition to extending Super 301, it is long past time for the
United States to pass the Trade Agreements Compliance Act. This
legislation, supported by a majority of this committee, would focus
upon enforcing the trade agreements we negotiate with Japan and
other countries.

This legislation would help provide a basis for dealing with the
kind of quibbling and backtracking we now see Japan engaging in.

A number of my colleagues on this committee would add to this
list legislation to restrain Japanese auto imports. This may have
merit. If Japan refuses to play by the rules of free trade, we should
reconsider our own policies. Free trade must be a two-way street.

But I have concerns that the U.S. auto industry has squandered
the protection the Congress has extended to it in the past.

The purpose of protecting the U.S. auto industry is to give it time
to become more competitive, not to give it a largess to be spent on
executive salaries and stock market speculation.

If we are going to extend temporary protection to the auto indus-
try, we must make absolutely sure that the industry uses the
breathing room provided by that protection to become more com-
peti tive.

Our agenda for competing with Japan must go beyond trade leg-
islation. The Bush Administration must work with Congress and
the U.S. industry to build competitive products that can be sold in
Japan, as well as in this country; it must be willing to invest Fed-
eral funds in developing commercial technology and raising our
educational standards. Unfortunately, all of this could not be com-
pleted in time for the primary season.

But the economic problems we face are profound. We all must be
willing to put politics aside, even in this election year, and work
to forge a sound trade and competitiveness policy.

The CiAmRMAN. Thank you. Senator Rockefeller.

OPENING STATEMENT OF HON. JOHN D. ROCKEFELLER, A U.S.
SENATOR FROM WEST VIRGINIA

Senator ROCKEFELLER. Thank you, Mr. Chairman. I will be brief.
I just returned from a week's trip to Japan, right after the Presi-



dent's, and I have got to say that it was not a great deal of fun
following that trip.

I happen to think that it was, unlike what Senator Packwood
said, politically motivated. And that did not necessarily disturb me,
because those things happen in politics. But I felt that Japan was
about the worst place that one could have taken a trip that was
motivated in that sense.

The Japanese understood that very well and, therefore, it was
very difficult for them to take the presence of' the President and
what he said in a serious manner.

I also feel, as I expressed to Carla Hills before-and I think she
is one of the best people in the administration-that not taking her
to Japan was a fundamental mistake.

Japan operates often, always, in fact, on symbols. If you do not
bring your trade negotiator, it is well understood that you are not
ultimately serious about the issue.

Japan understands very well that this is a problem with both
cotmtries; that we both have a lot of work to do. The SII talks indi-
cated what a lot of that was, and the SII talks were correct, really,
on both sides.

The administration objects to government actions, to my distress,
to help translate technology into high-quality marketable products.

They say that is industrial policy, which was, in fact, what we
have had in this country for 100 years up until it became politically
incorrect in 1981.

The Japanese, of course, do this. They have a managed economy;
that is why they are where they are. And it hurts us precisely in
the sectors that make us currently a world leader: in semi-conduc-
tors; the means to make them; computers; lasers; robotics; tele-
communications; ceramics; the composite materials.

So, making ourselves competitive in these sectors demands, on
our part, long-term action; retraining our work force and all that
we know that we have to do.

Instead of facing these problems and suggesting to the Japanese
Prime Minister that we are going to take on long-term commit-
ments in solving our problems as we want him to do in his own
situation, the President's visit was all based on short-term pal-
liatives.

The Japanese challenge, of course, is to change the way they do
business. They have to assume a leadership role in defending the
free market system that has brought them to the point where they
are, as the Chairmanhas indicated, instead of doing what they are
doing, which is undermining in Geneva right now our dumping and
subsidies laws, which is going to make passage of the Uruguay
Round, if it is concluded, very difficult in this Congress.

Here at home I think it is patient capital; it is long-term think-
ing. This is no time for cosmetic surgery. The relationship between
the two countries is in too much trouble, it is too important, and
it can be required successfully only with serious, long-term trade
and economic policies. That was not emphasized in this trip, and,
unfortunately, it was the first trip of the President to Japan-ex-
tremely important-and it fell short.

I thank the Chairman.
The CHAIMAN. Thank you.



OPENING STATEMENT OF HON. DAVE DURENBERGER, A U.S.
SENATOR FROM MINNESOTA

Senator DumR uNcEnER. Mr. Chairman, I am going to make some
brief remarks and ask that my full statement be made part of the
record.

The OFTAIRMAN. All right.
Senator DURENBERGER. Yesterday I told my colleague from West

Virginia, and others, that I watched the Democratic candidates for
President speak to the issue of health care up in New Hampshire,
And when somebody asked me who did I t iink their candidate
should be, I said it was the Senator from West Virginia.

And I would like to endorse his comments here this morning. I
think they are very, very thoughtful; thought-provoking, hopeflly,
if not here, then somewhere else. That is not just by way of a com-
pliment to him, but by those who agree with what lie said.

I, too, agree that it was a mistake fcr. President Bush to change
from a pacific relations trip to a pacific trade trip. I did not meet
anybody in Minnesota that would disagree with that.

But it was a bigger mistake to take the Big Three automobile ex-
ecutives with him, because I heard nothing but talk about that in
my home State of Minnesota. And why? Because it represents the
worst of protectionism in this country, and certainly the worst of
protectionism in my State of Minnesota.

It is U.S. protectionism, not Japanese protectionism, and so I can
understand why, now that the President is back, and the pr'esi-
dents of these companies are back that there has to be a response
that highlights Japanese protectionism as well. And we know it ex-
ists, we have got plenty of examples of it, and we can talk about-
that.

My State of Minnesota is a fair trade State. It has probably the
healthiest economy currently, or one of the healthier economies, to
put it realistically ,in America today because of free enterprise;-be-
cause of fair trade; because we have an opportunity to export our
agricultural products; our electronic products, our medical tech-
nology products, and on and on.

3-M, which is Minnesota and is America-and I wish to heck the
CEO of 3-M had been taken on this trip rather than some of the
other corporate executives, with the exception of Bob Galvin is
here. I am glad Bob went. But I wish the president from 3-M had
been invited to go along, as well.

3-M does more than 50 percent of its business today abroad, and
a large part of that is exports from the United States. And that is
nearly 100,000 American jobs; it is growing all of the time; it is the
kind of company that you say is a real American company, not just
a Minnesota company. And I do not think they like the Symbolism
that came from that trip, either.

During the Pr-esident's trip abroad, I was in Minnesota, and I
met with all the people I have just talked about. And what I heard
is, what we want is long-range thinking. What we want is a sense
of direction.

What we want is to seize the opportunity of the walls coming
down and the central planning systems crumbling and the Chair-
man of this committee and Senator Baucus and I saw in South
America and Mexico.



It is all crumbling. Why not take advantage of it, rather than
build our own walls up? People in my State want to see a success-
ful conclusion to the GATT Round.

People in my State want to see an end to European protection-
ism. That is why they are so anxious to see a successful conclusion
of the GATT Round, because of what is represents across the
world; though it is hard to do when U.S. industries are demanding
protection and more protection.

Minnesotans are getting a little tired of being taxed to support
an industry whose vehicles, or products, or services they are not so
sure yet they ought to be buying. And right or wrong, that is just
the impression. And we know it, and that is the way the folks in
Minnesota look at it.

They are already paying $2,500 to $3,000 more per imported car
than they were before. That is the price of past protectiomsm.

And I am not going to sit here and add more taxes on them
when-and this is my bottom line observation, I guess, and it ap-
plies not only to the leaders of industry, but leaders here as well,
and it is a compliment to the mental health of constituents of all
of ours-but the objection that I heard time, and time, arid time,
and time again to what particular the Big Three CEOs rep-
resented, focused around the salary issue.

But not one of the people of Minnesota begrudges somebody a $2
million salary, or a $4 million salary, or a $10 million salary-
$10.8 for Jack Morris, who is leaving us to go to Toronto--if they
have earned it.

Jack Morris earned it in the tenth inning of the final game of the
World Series, and that is how simple it is to the farmers of Min-
nesota, and all the little people in Minnesota. If you have earned
it, terrific. But not a one of them believes that any one of those
three guys is earning their way.

And the second thing that they worry about with us and them
is when you ask them about the performance, they scapegoat. They
have got somebody to blame for the problems.

They are sick and tired of us blaming other people, and they are
sick and tired of other people blaming other people. And when you
ask them about the size of their pay, what does every one of these
people say? Well, everybody gets this kind of pay. Not out where
I live. The margins are getting thinner all the time. And that ex-
cuse is out the window.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you. Senator Bradley.

OPENING STATEMENT OF lION. BILL BRADLEY, A U.S.
SENATOR FROM NEW JERSEY

Senator BRADIEY. Mr. Chairman, Senator Durenberger's com-
ment about Jack Morris reminded me of the time Babe Ruth was
asked why lie was paid more money than the President of the Unit-
ed States in 1927, to which lie responded, "I had a better year."
[Laughter.]

It seems to me that the problem with the President's trip was
the premise that it was a trip in which agreements were going to
be achieved that would re-invigorate the American economy.



The solution to the problems of the American economy are not
going to be found in Tokyo. They are going to be found in Washing-
ton. I think that that is a fundamental error of the trip.

Going to Tokyo to try to find the answer is a little bit like going
to the Sahara to try to find water. We have to look clearly at our
circumstance.

I am anxious to hear firom Carla Hills. I think she is really out-
standing. I would echo the sentiments of other Senators that I wish
she had been on the trip, and I will look to her explanation of what
was achieved.

But, to me, as I was traveling around New Jersey and watching
the trip from there and from here, there was a tinge of managed
trade that seemed to creep into the picture.

I might be a minority on this committee thai: holds this view, but
I do not think our comparative advantage is managed trade, indus-
try by industry, country by country.

I think it is in open trade and multi-lateral agreements. I think
there was a certain irony about the President's trip to Japan mov-
ing in the direction of managed trade precisely at the time that the
GAJTr negotiations were floundering.

I think that if the President is going to lead on trade, then he
is going to have to invest the same kind of personal energy and cre-
ativity in getting a solution to the GATT Round as he did with
L)esert Storm.

It is an issue that is more profoundly important to the future of
this country than any that we are discussing. It is going to take
that same kind of commitment and strength and energy to get the
leaders of the other countries in a room and get an agreement that
will not be reached, no matter how able our Trade Representative
is, if negotiations are among Tr-ade Ministers.

I hope that the message coming out of this Tokyo trip is a sense
of urgency to get on with the GATT Round and a recognition that
the answers to our economic problems are not to be found in Tokyo,
but in Washington.

Thank you.
The CHAIRMAN. Senator Roth.

OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S.
SENATOR FROM DELAWARE

Senator RoT'[H. Thank you, Mr. Chairman. I think it was Mike
Mansfield who, for many years, was the Democratic Majority Lead-
er of the Senate; who, for many years, under both Republican and
Democratic administrations, was our Ambassador to Japan, and
Mike Mansfield said that the bilateral relationship between the
Japan and the United States is the most important bilateral rela-
tionship in the world.

Now, whether one agrees with that or not, the fact is, we are
talking about the relationship between the two largest economies
in the world.

And I am very fearful that in this Presidential election year, that
rather than seek the kind of constructive answers to this trade def-
icit, this 'trade relationship, it will deteriorate into just Japan-bash-
ing in Amnerica, and in Japan, American bashing.



This may be very popular politically, but it does not solve a sin-
gle problem; it does not create a single job in America.

More importantly in many ways is that if we continue along that
route, we are putting at risk an international relationship that can
see a serious deterioration of the stability that now exists in that
region of the world.

Now, there is no question but that some solution has to be found
to this trade deficit. And just let me say you can make all the criti-
cisms you want about the Presidential visit, but 15 years ago I
called for the President of the United States to go abroad and make
trade the number one goal of this country. And I think he achieved
that.

For the first time, we had a President saying, trade is a principal
goal of this country; not other matters. Let me tell you, Mr.
Mitterand, who is President of France, has not hesitated to pro-
mote the sale of French planes and other merchandise.

And that is what we have to become. We have to become con-
scious of the need for trade. Because for every billion dollars of ex-
ports, we create something like 22,000 jobs. 'That is where the fu-
ture lies. So, I applaud the President for having the courage to
make that his principal goal. Anyone who thought we were going
to resolve all our problems, of course, were mistaken. It is ridicu-
lous even to think that.

But we do have to, here in this country, begin to realize that ev-
erything we do impacts on trade. And that if we are going to suc-
ceed, we have got to, as Max Baucus, in his statement, said, de-
velop the kind of policies that are going to promote U.S. exports.

Now, there are a lot of misperceptions that need to be corrected,
in my opinion. In Japan, there is the idea that we do not produce
quality goods. That is hogwash. We are a leader in many sectors.
We produce quality products, and I would say we produce some
damn good cars today.

Secondly, it is totally wrong to say that theAmerican worker is
not efficient. All figures I have seen show that American productiv-
ity is still number one.

So, we are not dealing fiom a position of weakness, as many of
the people would have you. As a matter of fact, as I recall, in the
case of Honda-I think it was Honda-they were saying that their
cars produced here were better than the cars being produced in
Japan. They were produced by American workers.

And, finally, I think Japan has to recognize that as an economic
superpower, it has got to do something about its imports of manu-
factured goods. The figures I have from 1987 show that Japan's
manufactured imports were only 2.4 percent of their gross product,
compared with 7.3 for the United States; and 14.4 percent for Ger-
many. So, they have to give us access, and they have to begin buy-
ing.

Just let me say, fiom our point of view, we have to make some
corrections, too. We have to, as I say, make trade our number one
goal.

And let ine tell you that when the heads of international Amer-
ican corporations come into my office, they complain that their
headquarters are not sufficiently trade-conscious.



And that is where we are going to do something about trade, in
the private sector. I agree with much of what Bill Bradley said, but
it is not going to be solved in Washington.

All we can do here is create an environment of trade; an environ-
ment of growth. But it is going to happen in the private sector and
I think it is critically important that business recognizes that.

Finally, Mr. Chairman, just one additional factor, I am opposed
to rotectionism, but I do wish the American consumer on his own,
or her own, would look for American products.

The Japanese will buy Japanese products if they are available;
the French will do the same, and many others. So, I think it is time
that we give American products the chance again, because a lot of
them are quality items.

Mr. Chairman, I applaud you for holding these hearings. And I
just want to join my colleagues in saying that I cannot think of a
to uglher, better negotiator than we have in Mrs. Hills.

The CHAIRMAN. Thank you. Senator Chafee.

OPENINd STATEMENT OF HON. JOHN 11. CHAFEE, A U.S.
SENATOR FROM RHODE ISLAND

Senator CHAFEE. Thank you, Mr. Chairman. I have a brief state-
ment I will put in. I would just like to make, if I may, a couple
of comments. I, for one, am very glad the President made the trip
to Japan.

If nothing else, it certainly did away with the view that [)etroit's
depression is due to Tokyo. I think it showed that our auto execu-
tives are hauling down outrageous salaries while not being coin-
petiti ve.

Just as Dave Durenberger said, we do not care what they earn
if they have a good year, but none of them had good years. In fact,
they are losing money hand over fist. We learned that while coin-
plaining that the model cars they wanted to sell in Japan did not
sell, they also pointed out that they do not have right-hand drive.
I think it would be hard to describe the appearance of the Big
Three top executives over there other than as a total fiasco. And
I want those companies to succeed.

By the way, Mr. Chairman, I wonder when was the last time
anybody in this committee ever had an automobile salesman call
them up and try and sell them a car.

I have had aluminum siding salesmen call me, and I have had
the Little League, the Salvation Army, and innumerable stock bro-
kers a)d real estate agents. But I have never had an automobile
salesman. I suppose now my phone will ring off' the hook. [Laugh-
ter.]

Senator CHAFEE. I just want to report I recently bought a Ford
Taurus, so I am set. jLaughter.]

The other car I have got is a Dodge Omni. That is shaky. I have
had Don Riegle try to sell me a car; but he is the only one. [Laugh-
ter. I

I want these companies to succeed. I might say the blame is not
all on the auto exr,,cutives, while I have the floor. If they do not do
something about the health care package that the UAW has gotten
out of those automobile companies, they will all go down the tube.



If you try to devise the worst, the most expensive health care pol-
icy known to man, you would have what the UAW has gotten out
of the automobile companies. They ought to change it, and they
ought to have managed care in there, The benefits would be the
same, and the costs would be greatly reduced.

So, I want those companies to succeed. But, at the same time,
Mr. Chairman, I do not think my constituents at home want to be
deprived of their choice: their choice to buy a Japanese car, if they
believe it is better quality.

Frankly, the reason Americans buy Japanese cars is because of
the quality. The quality of American cars has tremendously im-
proved, but there is the perception that is still there.

So, I believe in this choice, and I am not for restricting those
cars. I hope that GM, Chrysler, and Ford will be on the ball and
outdo them in every way. But I do not think out people should be
deprived of the right to choose.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you. Senator Riegle.

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

Senator RuGLE. Thank you, Mr. Chairman. While we are hear-
ing a lot of different comments around the table, I think they all,
in a sense, say one thing, and that is we have got very serious eco-
nomic problems in America today and we need a plan to deal with
them. The problems have been building up over many years.

Some of our problems are made worse by events outside our
country that have an impact on the U.S. economy. As others have
said there are also other events within our own economy that I
think also need to be dealt with.

Unfortunately, the trip to Japan was a failure, and even the very
tiny concessions that were given, at least verbally, or represented
from that trip have been recanted on. We have bad topleaders in
Japan minimizing and backing away from even those modest con-
cessions which were made. But I do not find that terribly surpris-
in .think one of the ironic footnotes is that our trade Ambassador,
who is here today, was not on that trip. Most people in America
do not know that. They thought it was a trade trip, but it was a
trade trip without our Trade Ambassador being present and apply-
ing the know-how and hopefully the muscle that would be needed
in such talks.

The same thing is true with respect to the Secretary of State.
This key U.S. figure was also not present on the trip. So, it is not
surprising that very little came out of the talks with our trading
partner, Japan.

I want to comment )Ifiefly on the trade issue and the trade prob-
lem, and then talk for a imnuute about what I think we need to do
here at home.

It does no good to bash America. We have got to rebuild America
and get a team strategy put together here. We need business, and
government, and labor sit down around a table and make some se-
rious decisions as to what sacrifices and what investments have to
be made to restore an economic strength. That is what other coun-



tries are doing. Japan has a plan in which it does identify economic
goals. The Europeans also have such a plan.

One of the great ironies of our government today is that the Ex-
ecutive Branch has an economic plan for virtually every other coun-
try in the world except our own. There is a plan for Mexico, and
a plan for Kuwait, a plan for the separate parts of the old Soviet
Union, and so forth. There is no plan for America.

With respect to the external problem, Japan has taken out of the
United States since 1980, $460 billion. It is an enormous capital
drain, which has forced entire industries to be wiped out.

This is true for consumer electronics which has experienced ter-
rific damage in computer chips and flat panel displays. Great dam-
age Pow is evident in the U.S. automobile industry, finally aviation
is next, along with other sectors and industries of the U.S. econ-
Ofl:y.

I think these are important industries for our future. I think we
need the jobs and the national income that come from these indus-
tries. We have got a record high unemployment level in this reces-
sion right now.

We have over 16 million people in the United States who want
to work and cannot find fal-time work. Over 10 million of them
caJnot find any work.

We also have 6 million additional people who are working part
time yet want to work full-time. If a person works even as little
as an hour a week, he/she is counted as employed based on the way
we derive the unemployment figures.

These unemployment figures represent a major problem for our
country. Yesterday, Tnited Technologies announced that it was
eliminating 14,000 jobs. Every day it is a different company in
America; large companies, medium-sized companies, and small
companies which is making the though decision to cut U.S. workers
from their payrolls and eliminate these value-added jobs.

We have got a major economic problem. The trade cheatinq over
the years by Japan, keeping its home markets closed, using dump-
ing strategies here, and using the Keiretsu arrangements both
there and here, have done great damage to the U.S. economy.
These practices do not contribute to fair competition; nor fair trade,
and we all know that.

The unfair trade practices are only a part of our problem and do
not make up for our own shortcomings. We have ot to do a much
better job here in America, in solving our economic problems. And
this is true in all industries, including the ones in my State.

I know Senator Baucus said before I came in that if' we are going
to have an effort to try to do something to deal with the trade
cheating fiom abroad, we have got to have conmnitmenf;s from in-
dustries within this country to do a better job with their own coi-
petitiveness. I absolutely agree with that view.

I think we have got to have an iron-clad understanding back and
forth among ourselves in terms of how we make ourselves number
one again in the areas of our economy that we think are important
for our National income fir the future.

Our people need jobs today. There was a scene on the television
the other day out in Chicago where a new hotel was opening up.
There were thousands of people standing outside, in bitter, sub-



zero cold weather, and with the snow flying, all people were bun-died up, waiting in line to try to file a resume with the hopes of
getting a job in that hotel.

We have engineers driving taxi cabs; we have teachers that areworking in hamburger stores, and other shilar examples across
the country. These people are reduced to job8 for which they areoverqualified because we do not reallylha* a p n, a strategy, forour economy so that we can make sure" that ther4 are enough good
jobs for or people here in the United States. ,

Japan, to its credit, has a plan. Part of its plan is to take advan-tage of weaknesses on our part and to use every manner of tradecheating that it can get away with. Japan has done this over the
,W years, and it is doing it today. We have to confi-ont this part of our

economic problems directly.
The apologetic tone of our government in kowtowing to our trad-ing partners and their wifair trade practices-is really unacceptable.

We cannot allow others to treat us unfairly, nor can we tolerate ourfailure as a Nation to have a kind of Team" America strategy wherewe assert ourselves, pull ourselves together and show what we are
capable of doing.

The closed markets in Japan have to open. And to say, even
though they backed away fiom it, that they would take 20,000 or30,000 American cars 2 years fiom now is unacceptable. Thisaniount is less than table crumbs. The number of additional carsthat Japan would take from us in the course of a year is equal tothe number of Japanese- cars sent to the United States in 2 days.I think Ameica has a job to do here at home. We have a job to

do with respect to confronting the trade cheating overseas.
I would like to hear fiom the Trade Ambassador today as to whatthe goal is for this year, quarter by quarter, on the reduction in thebilateral trade deficit with Japan. What is the target? How many

billions of dollars is the United States-Japan trade deficit going to
come down?

I have suggested in the legislation I introduced yesterday with
Senator Rockefeller, Dixon, Levin and Hollings that our trade defi-
cit with Japan ought to come down by at least $8.5 billion thisyear. It should also come down in steady steps over the next 5years, to a balance of trade where we have an orderly adjustment
in our massive trade imbalances.

We cannot aflbrd the continued hemorrhage of U.S. capital andjobs to Japan, or other places around the world. We just do not
have the economic strength to continue to encourage U.S. jobs and
capital flight.

If we allow additional industries to be destroyed, we are going to
be surrendering our economic future. Protectir)g our economic fu-ture is the responsibility of' this committee-one which I hope we
will continue to seriously address.

Thank you, Mr. Chairman.
The CHAIRMAN. Th ank you. Senator Danforth.

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

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



For the 15 years that I have had the privilege of serving on the
Finance Committee, the members of the committee have had a very
consistent statement to all administrations, and the statement has
been that international trade should be a much higher priority as
far as the Executive Branch goes.

Trade should not simply be the stepchild to a foreign policy, it
should not be a bargaining chip that is given away for foreign pol-
icy objectives.

And, therefore, I think that for the President of the United
States to go abroad, for the President to go to Japan, and for the
President to raise trade as a major item on his agenda in Japan
was exactly what we have been asking Presidents to do for at least
the last 15 years since I have been around. I think that was a very
positive thing.

I do not think that this was a trip for detailed negotiations, al-
though I am told there were some negotiations that went on. But
what was really significant was that the President of the United
States was saying that trade has to be a priority; a priority of our
country and a priority in our relations with other countries. And
I think that that is exactly right.

I am not sure about the entire entourage that he took with him.
I share some of the feelings much more eloquently expressed by
Senator Chafee. I think that some of the cring and the high visi-
bility that went on on the part of particularly the auto executives
was really embarrassing to them and demeaning to our country
and to the Japanese, as well.

I wish I could say that a single trip is the answer to the trade
problems of the United States. I do not really believe that. I think
that a trip is a trip. It is an opportunity to raise an issue, but it
really does not and cannot amount to the solution to trade prob-
leis.

I also wish that I could agree with Senator Riegle, that somehow
the problem is that we do not have a plan, and that if only plan-
ners got together in Washington and sat around a table, the right
plan would solve our problems, I really do not believe that, either.

I think that the objective of U.S. policy should instead be the en-
forcement of the rules that we negotiate; day in, day out enforce-
ment, almost matter of fact, routine enforcement of rules, not bash-
ing another country; not insulting another country; not having tem-
per tantrums; not saying things that are embarrassing to us or to
them; but instead, the enforcement of the rules of international
trade, enforcement for the sake of opening markets, not closing
markets.

That, to me, is effective trade policy. And that is where I hope
we will be moving, and that is where I think Senator Baucus is
moving with the Super 301. legislation that he has introduced.

I think that for some who have watched this trip and for some
who went on the trip and accompanied the President, the tip was
really a kind of an excuse or a setting of the groundwork for a
move toward protectionism.

I think, for example, that the answer to the problem of the U.S.
auto industry is not really access to the Japanese market. It would
be wonderful if we had more access. I think we should insist, ol
more access. 1 think that it is part of overall enforcement of the



rules. But I doubt that very many people think that. the auto indus-
try in the United States would be made well if only the Japanese
opened their markets to American cars.

And I think that much more damning to American enterprise, to
the American work force and American industry-much more
damning than the statement of any politician in Japan-is the
statements of politicians in the United States that basically we
cannot keep up; that America is not good enough; that we cannot
sell adequate products in other markets, and, therefore, our only
recourse is to raise the barriers to entry to our market. To me, that
is defeatism. That really is protectionism.

The decision, it seems to me, is protectionism on one hand versus
enforcement on the other, and I am for enforcement. And I hope
that this committee is going to be addressing the question of en-
forcement during 1992.

The CHAIRMAN. Thank you. Senator Hatch.

OPENING STATEMENT OF ION. ORRIN G. HATCH, A U.S.
SENATOR FROM UTAH

Senator HATCH. Thank you, Mr. Chairman. I wish to make a
brief statement and, if I could, provide a more lengthy statement
for the record, if that is all tight.

At the outset, I want to say, without reservations, that the Presi-
dent's trade mission cannot be summarily written off as a wasted
effort, and anybody who does that is doing it fbr political reasons.

Rather, the benefits were both material, as well as significant
from a policy perspective. For the first tiae, a President has placed
international trade and commerce at a high enough agenda priority
to justify his direct intervention.

Now, that, Mr. Chairman, is a major policy accomplishment. And
that sent a message that I do not think is ignored by the rest of'
the world, or by the rest of the business world.

I think it is something for which President Bush deserves a lot
of credit. Anybody who has ever made one of those foreign trips
knows they are difficult, and the people who think they are won-
derful have not made them. They are pathetic. And it is a lot of
work, a lot of effort, a lot of trial, a lot of jet lag, and a lot of dif-
ficul ty.

Indeed, the President has borrowed a page from the business
text books in demonstrating that you often need to get top manage-
ment involved to make a program work.

Secondly, the message has been conveyed to our trading partners
everywhere that the United States has arrived in the trade arena.
Gone are the days when a relatively small share of domestic con-
sumnption going to the foreign market kept trade from the top of the
Presidential agenda.

Today it is the strongest source of economic growth in our econ-
omy, currently outdistancing government and private business
spending, as well as consumer spending, in terns of rate of growth.

Many material benefits also emerged fiom the tip. Today an
agreement is being signed that will expand computer software and
hardware sales in both the private, and now the public sectors in
Japan.



Imminent is a paper agreement that the paper industry, which
appeared before this committee in October, is now praising, having
at last been placed on a more equitable footing in their attempts
to penetrate the Japanese market.

To be sure, inequities do remain in our Japanese trade relation-
ship, and they do trouble me as well as everybody else. But I am
not convinced that we are effectively using the many mechanisms
at our disposal in rallying against unfair practices where they
exist. And let me just catalog a few of my concerns.

First, we saw from the minivan case that Chrysler and others
successfully filed an anti-dumping petition under Section 731 of the
Taiiff Act of 1930.

They obtained from the ITC a preliminary ruling leading to the
requirement that a bond accompany each imported van fiom the of-
fending companies. If the final July 1992 ruling goes their way, the
U.S. companies will have duties placed on minivan importation.

Secondly, our successes in using Section 301 of the 1988 Trade
Act to leverage out concessions in the Japanese government pro-
Curement sector, as well as friom other countries, has not been suc-
cessfully pursued by the U.S. auto industry.

The Auto Parts Advisory Committee still seems inclined to let
the U.S. Trade Representative "self-initiate" a study. APAC, in my
opinion, needs to be more forceful.

Nor have we been creative and aggressive in applying our anti-
trust laws. This may yet be the best remedy for undoing some per-
ceived injustices, such as cartel buying by Japanese transplants in
the United States.

And, finally, we need to give the Structural Impediments Ini-
tiative more emphasis. In another formn, I have criticized the ligh
cost of American automobiles sold in Japan.

However, what caused this price differential-30 percent higher
than the U.S. cost? It was inaccessible distribution networks and
inspection costs, the types of barriers that should be eliminated by
negotiation.

And I do not think anybody expected the President to sit down
there and negotiate all of these details for the auto industry. That
is absurd. And those who have been trying to make a fuss about
that. they are absurd.

And, Mr. Chairman, I want to close by saying that I do not ap-
prove of managed trade or protectionist practices by anyone. It is
contrary to my personal economic philosophy.

However, I am committed to everyone getting Lis or her day in
court. To illustrate my philosophy, I am less impressed by a man-
dated sale of 20,000 vehicles to Japan, which is a form of managed
trade, than by the permanent elimination of barriers by negotia-
tion, which is what our Trade Representative has been doing, and
I think doing very, very well. One remedy is fbr the moment; the
other is forever.

And, Mr. Chairman, I have seen some of these people who were
invited on the trip come back and bad mouth the President. I have
respect for a number of those people, but I did not have any respect
with the way they conducted themselves.
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I do not think you do that, especially when the President makes
this kind of an effort. And I personally thought it was not only ri-
diculous, I thought it was offensive.

I think it is time for the automobile industry to show that it is
the greatest industry in the world, They have got the greatest
workers in the world; do not let us let the Japanese have the great-
est managers in the world, but rather, let us have these managers
who are belly-aching about these problems-let them walk up and
do something that is good for the automobile industry and use
these things that we have available for them to get it done.

Let us quit belly-aching and do something to compete. And then
let us use our laws to make sure that the Japanese people do what
is right, too.

Because they are not doing what is right in a number of areas,
and I, for one, am willing to help any Senator on this committee,
or any Senator in the Senate to try and help correct some of those
inequities.

So, let us all pull together and see what we can do for our coui-
try. And maybe if' we got rid of some of the politics, we would go
a lot farther.

The CHAIRMAN. Thank you. Senator Breaux.

OPENING STATEMENT OF ION. JOHN BREAUX, A U.S.
SENATOR FROM LOUISIANA

Senator BREAUX. Thank you, Mr. Chairman. I apologize for being
late. Thank you for having the hearings. I think they are incredibly
important. I thank Ambassador Hills for being with us, and obvi-
ously being very patient listening to us.

I had written the President a couple of weeks before the trip and
I wrote a letter saying one of the biggest problems we have with
some of the Asian countries, and particularly with Japan, is rice.

They have been absolutely unfair in not even letting us offer that
product to their country for sale. When our people had a food show
and even tried to show rice in Japan, they almost got arrested.

The Japanese tell us that, well, it is our tradition to grow our
own rice. It used to be our American tradition to build our own
cars, and build our own televisions, and build our own electronics.

We have opened our markets to them, but in this really abso-
lutely unjustifiable position on their part, they have refused us
even to be able to offer a product that we could probably sell to
them at a cost 500 percent cheaper then they could achieve.

The oint I want to make is that I had written the President two
weeks )efbre the trip and said, Mr. President, this is really an im-
portant issue.

Please consider taking one person from the rice industry, from
any State, to go with you on the trip to act as an expert advisor,
to be there as a counsel to show the Japanese that this is really
a serious issue; that we really feel very strongly about this issue.

I got a response from Fred McClure, who said that "we got your
letter. Thank you very much." I Never got any substantive re-
sponse; In effect, jno one from the rice industry was eligible to have
even one seat on the 747. Not just one seat to be able to be there
in an advisory capacity and send a signal to the Japanese.
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I am real sorry Ambassador Hills was not on the trip either. In
summary, I just really wanted to ask about the rice issue and see
what are we doing about this issue. It is just so frustrating.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you very much, gentlemen.
Madam Ambassador, you have seen the intensity of the feeling

of members. Without a question, this committee, with the primary
jurisdiction of trade, has always put strong emphasis on trade,
than has the Executive Branch. It means so much to the economy
of our country.

You heard the comments about you, too. And I must say that for
someone to have been in that job now for, what, almost three years,
and to have been through some of the toughest of negotiations and
to have that kind of bipartisan praise is quite a tribute. Now tell
us how you are going to live up to it. [Laughter.]

STATEMENT OF HON. CARlA A. HILS, U.S. TRADE
REPRESENTATIVE

Ambassador HILL.s. Mr. Chairman, thank you for your kind com-
ments and those of the committee. I am pleased to be here to talk
about the state of our trade relations with Japan.

I have sent up a written statement with an appendices. Because
of the shortness of the time that I have with you, let me just make
a few of the points that I did try to make in my written statement.

Perhaps I could cover three items. One is our trade policy cur-
rently with Japan. Secondly, I would like to say a word about the
President's recent trip in the context of or broader trade objec-
tives. And, finally, perhaps, just a sentence about the future of our
trade negotiations with the government of Japan.

I think you all know that our overall trade objective is and has
been to get markets open, creating export opportunities abroad so
that we can stimulate economic growth here at home and generate
jobs.

When the President took office 3 years ago, a top goal of his pol-
icy was to expand access to the world's second-largest market econ-
omy, namely, Japan.

We seek, as you do, an open and competitive climate in Japan
where the decisions to buy or to sell are based upon quality, price,
and service and not on Keiretsu, collusion, or protective industrial
policy.

And this was the message that the President delivered forcefully
to Prime Minister Kaifu in his Palm Springs meeting in 1990, and
this was again the message that the President delivered forcefully
to Prime Minister Miyazawa in Tokyo on his recent trip, all in an
effort to create this parity of opportunity with Japan.

The administration has steadfastly pursued a comprehensive,
three-prong strategy which includes eliminating barr-iers in specific
sectors, sectors that have been mentioned here this morning, using
all of the leverage at our disposal and our trade laws.

Secondly, reducing economy-wide barriers that are structural im-
pediments that have been addressed under our Structural Impedi-
ments Initiative, and, I think, effectively.



And then, finally, working hard in the Uruguay Round to nego-
tiate strong and effective multi-lateral rules, to lower tariffs, to in-
crease access for U.S. goods and services.

This strategy is paying off. During the Bush Administration, U.S.
exports to Japan have risen by 30 percent. Our trade deficit with
Japan has declined 18 percent. Japan is currently our second-larg-
est export market. It is currently our largest single buyer of agri-
cultural products. Last year their agricultural purchases topped $8
billion.

Since 1988, our overall exports to Japan have grown 50 percent
faster than our imports, andover the past 3 years, our exports of
manufactured goods, which has been mentioned this morning, have
grown by 45 percent, topping $30 billion. So, it is not a small numn-
per,

In 1990, American exports to Japan were greater than our ex-
ports to France, Germany, and Italy combined. In fact, our exports
to Japan are about 25 percent greater on a per capita basis than
our exports to all of Europe.

Tbis remarkable expansion of exports to Japan in a relatively
short period of time has created jobs--about 200,000 of them. And
yet, we agree, there is much more work to be done.

Our objective is clear and has been clear from the outset. Our en-
trepreneurs must have the same opportunities in Japan as their
entrepreneurs have in our market. And that is why the President
emphasized the need for market openings in his recent trip.

I daresay that if he had taken the trip and not addressed the
economic issues, he would have been criticized. And then he takes
the trip and emphasizes the economic issues, and he is criticized.

Let us look at what he accomplished in 4 days in Japan. He was
successful. He did achieve greater market access in the $9 billion
public sector market for computer hardware and services. We
signed that agreement yesterday. And the computer industry is ex-
traordinarily pleased. It projects that this market opening agree-
ment will be worth somewhere between $3.5 and $5.5 billion annu-
ally by 1995. That is good.

In addition as a result of the President's trip, we have greater
access to a $65 billion paper market has been mentioned-this has
been a focus of our attention for the past 3 years-And to a $4 bil-
lion glass market--and those in that market are applauding the
fact that greater access has been obtained.

And you mentioned the new car market. Well, we eliminated 14
standards and certification impediments, restrictions on the cre-
ation of dual distributorships, and the excessive dealer and dis-
tribution mark-ups. So, here again, we have achieved greater mar-
ket opening.

The President was also able to obtain a pledge from Japanese car
makers-this is the private sector. His presence enabled a pledge
to be obtained that Japanese car makers will double their pur-
chases of U.S. auto parts firom $9 billion to $19 billion by 1994.

We have always tried to introduce a willing Japanese buyer to
a good, competitive American seller. And that is all tis does. We
are not suggesting to you that this opportunity to sell more parts
is going to solve all of our problems, but I think it is a constructive
step in the process of opening an important market opportunity.



We reached an agreement with the Japanese government on 49
standards and certification issues; those non-tariff barriers, those
invisible barriers that have curtailed our exports of cosmetics, proc-
essed foods, pharmaceuticals, chemicals, and industrial machinery
in Japan.

And we reached agreement with the Japanese government to re-
invigorate the Structural Impediment Initiative by undertaking
new commitments.

It has been said, and I agree, that no single visit, nor any single
agreement with Japan is going to open the market to our standard,
which is to achieve the same opportunity for our entrepreneurs in
the Japanese market as their entrepreneurs have here.

But because of the President's efforts in Tokyo, the Japanese
market is, as a matter of fact, more open that it was. And Amer-
ican firms and American workers can expect billions of dollars of
increased sales into the Japanese market.

Some urge us to eifter into market sharing agreements with
Japan, or to limit its sales here in our market.

And I just have to say so sincerely that neither of these strate-
gies will accomplish our objective to ensure that the Japanese mar-
ket is as open to our entrepreneurs as ours is to theirs.

Protection stifles innovation , taxes consumers, particularly the
lower income consumers, by raising their prices and reducing their
choices; managed trade merely sets ceilings on what American com-
panies can achieve, and it most assuredly invites similar action
against us.

The only certain way to open the Japanese market is with
steady, persistent pressure; the precise strategy the President has
employed for his 3 years in office, and it has achieved demonstrable
results.

We sometimes forget how much concrete progress has been made
over the past 36 months. Some of the agreements reached since the
President took office include: a 1990 satellites agreement, resulting
in a $600 million contract for a U.S. company; the super computer
agreement entered into in 1990, where, U.S. manufacturers have
won three out of eight new contracts since that agreement was
signed, compared to two out of 43 in the prior 4 years; the wood
products agreement, which the industry says will most assuredly
increase their exports to Japan $1 billion annually; the cellular
telephone agreement, the services and equipment telecommuni-
cations agreement, all nudging toward $1 billion in sales in 1991;
the semiconductor agreement moves sales up from roughly about
$700 million to $2.4 billion annually today; and the major projects
agreement in construction increased our opportunities to exceed
$20 billion. U.S. firms have achieved contracts since that agree-
ment.

Moreover, through the Structural Impediments Initiative, we
have insisted that the Japanese enforce their anti-monopoly laws
and liberalize the retail distribution system, making it easier for
our companies to operate and to sell in Japan.

Another important avenue that ought not to be overlooked for in-
creasing access to the Japanese market is to bring our Uruguay
Round global trade talks to a successful conclusion.



And on this trip, President Bush raised with Prime Minister
Miyazawa the importance of the Uruguay Round, and that focus on
that Round was both timely and constructive.

In conclusion, let me say that the U.S./Japan relationship has
profound implications for global prosperity in the remainder of this
decade, and well into the 21st century. As the world's two biggest
economies, we do play a critical role in keeping markets open and
our global trading system functioning.

And this administration has been working steadily, and, I be-
lieve, effectively, to do just that.

I thank you.
The CHAIRMAN. Madam Ambassador, when y0u cited your num-

bers, I cannot help but have to look at the total numbers. Now, you
cited some individual areas where we made some gains. Fut when
I look at what it is in 1991. as compared to 1990, I see the trade
deficit with Japan increasing again.

I have noted the fact that; on semiconductors, we had an agree-
ment some 5 years ago that we were to work toward 20 percent of
the Japanese market.

The numbers that I get are 12 percent; the numbers that I un-
derstand your office now puts out are 14 percent. But I think much
of the 2 percent difference is how you figure it, and that you have
changed the way that you calculate the percentage.

I look at a situation where the trade deficit with Japan has now
increased to approximately 60 percent of the total trade deficit that
we have.

I have looked at what we have done in bringing down the value
of the dollar against the yen, and I have seen the dramatic change
in the enormous trade deficit we once had with the EC. We moved
that from about $22 billion, as I recall, some 5 years ago, to about
a $16 billion surplus today.

I look at the problems we have had in the [.ruguay Round in tiry-
ing to get the Japanese to help us. On the agricultural sector, as
I recall, they rejected the Denkel text even before the EC did. And
that has added to our problems.

I would like for you to comment on that.
Ambassador HILLS. Mr. Chai:,-nan, we also look at the total pic-

ture. And I would point out that since 1988 when Pr-esident Bush
took office, the deficit with Japan is down firom $52 billion to $43
billion. You rarely have a straight line in such matters.

The process of bringing a deficit down is going to he a
sawtootied process, but it is on its way down, and the overall defi-
cit is down, as you point out, from a high of about $157 billion in
1986 to, as you point out, $65 billion this year. We are not going
to have bilateral balance with each of our trading partners, just as
a family owes one creditor while it has revenues coming in.

The CHAIRMAN. I agree with that, Mrs. Hills. Btut it is such an
incredible differential difference with Japan compared with as the
progress that we have made with other countries. And that does
give me some concern.

Ambassador HIIAAS. We are looking for miulti-late,'al balance, and
we are trying to get into multi-lateral balance. And, as my state-
merit shows, I agreed with you that we have more work to do with
Japan.
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But I would like the record to show that we have made progress
globally, and with Japan. So, my point is: we are on the right track
and we ought not to change our strategy, which is working, for a
strategy which will curtail trade, will curtail our economic growth,
and create problems-grave problems-worse problems here at
home.

The CHAIRMAN. Well, help clear up for us as to whether or not
these so-called commitments that we heard about for Japan: were
those just targets, or were they firm commitments?

Ambassador Hii,s. It depends on the issue that you refer to.
The CI-AIRMAN. How about automobiles?
Ambassador HILLS. Automobiles is a commitment private sector

to private sector. It is simply a commitment by the private sector
to buy more auto parts and by the auto distributors to permit dual
distributors.

The CHAIRMAN. Firm or targets?
Ambassador Huxs. There is no enforceable agreement with the

private sector, but it was a public commitment. The dealer associa-
tion commitment permits a Ford, or a Cadillac to be shown on a
Japanese dealer's show room floor. The fact of the matter is that
our auto companies today do not have an automobile to ship to
Japan.

The best that we were told they could do was to divert an auto-
mobile from Europe to Japan; we were told that they could not ship
that tomorrow. But, by opening up the opportunity for them to
show their products, I think that is a plus.

The CHAIRMAN. Yes. But I am trying to understand if it is a coin-
mitinent or a target. That is a very simple question.

Ambassador HiuS. With respect to computers, we have an
agreement. A government-to-government agreement that will be
monitored, and it will be enforced. On the effort of the Japanese
private business sector to increase its imports of American manu-
factured goods, such as auto parts, that is simply a target. We will
watch that. If that target falls short, that will be one indicia of a
market being closed.

If they meet or beat their target, that will indicate an opening
of the market. We still have our trade tools, but we want to work
so we get the market open. We want to have increased access, and
I think the President's visibility in Japan highlighted the need to
accomplish just that.

The CHAIRMAN. Senator Packwood.
Senator PACKWOOD. Carla, let me know if my figures are right.

I am looking at U.S. Department of Commerce figures on the mer-
chandise trade deficit-and this is merchandise; it does not take
into account everything, it is just merchandise-with Japan.

I have got the following figures: 1987, $56 billion; 1988. $52 bil-
lion; 1989, $49 billion; 1990, $41 billion; and through November,
$39 for 1991. Is that the same figures you have got?

Ambassador Hius. Yes.
Senator PACKWOOD. Well, it is going down.
Ambassador HIILs. The trend line is definitely in the right direc-

tion. The projection for the overall year is that 1991 may exceed
the $41 billion that was achieved in 1990 by a small amount. And,
hence, we are concerned. We are working on that. Again, the bilat-



eral balance is not our exclusive focus but rather we also seek than
to get the market open so we have equal, competitive opportunity.

Senator PAoKWOOD'. And I will say again what I said in my open-
ing statement. I have got all kinds of manufacturers in Oregon that
are quite pleased although it did not relate in this trade. I have
got a company called A-DEC that manufactures dental equipment.
We probably are all familiar with it, unfbrtunately, as we go to the
dentist and see it. [Laughter.]

Twenty percent of their sales are overseas. They have about 10
percent of the Japanese market, and they compete in the Japanese
market with several Japanese manufacturers. And they say things
are going fine.

It took them about eight or 9 years to break into the market, and
they have broken in. They have the advantage of being able to sell
directly to the dentists, and it has worked out fine for them. I think
we are going in the right direction.

Let me ask you one specific question. We ourselves would almost
solve this problem of not selling American cars in Japan if Ameri-
cans were just satisfied enough to buy American cars, would we
not? You do not need to answer that. [Laughter.I

Ambassador HIILs. Thank you, Senator.
Senator PACKWOOD. I have no other questions, Mr. Chairman.
Senator RfEGrLE. Would you just yield before your time is--
The CHAIRMAN. No. Just a minute, please. Let me state that we

bave several other witnesses, and I do not want to cut the mem-
bers off, as I am not going to cut Senator Riegle off. But I wish you
would keep that in mind as we try to get through it.

Senator PAcKwoo). I would answer his question, though. I drive
a Chrysler van, by the way, and it is a beautiful car.

Senator RIEGixE. I know you do, and I congratulate you for doing
SO.

One of the issues-and we cannot discuss it here in the time we
have--is that Japan, over the years, has been selling cars here in
the United States at a lower cost than they sell that same car in
Japan by several thousand dollars.

And so, in fact, they are very attractive purchase-by-purchase,
because if you can buy a car that normally would cost and be pro-
duced, let us say, at a pjice of $30,000, and, instead, is being sold
for $20,000, you know, that is a very attractive purchase in and of
itself.

Those cars are sold at a much higher level in Japan because the
market is closed and other competition is not allowed in there. Not
just in the United States, but from other countries.

So, that two-tier pricing system stretching now out over a decade
is a fundamental part of this issue. It is complex because people
have to move down into the issue of what constitutes dmnping pric-
ing and fair pricing, and that is a part of the problem. And I thank
you for yielding.

The CHAIRMAN. Thank you. Are there others who would like to
comment and ask questions? Senator Baucus.

Senator BAUCUS. Thank you, Mr. Chairman. Ambassador, I first
compliment you, and the administration for your work tnder Spe-
cial 301 with respect to intellectual property infringements by the
PRC. You have worked hard at reaching an agreement with China,



and it looks to me like it is a good agreement. I compliment you
fbr that.

It is your work, though, on Special 301-with its targets and
deadlines-which leads me to my real question.

And that is, I am just surprised at the administration's continued
opposition to extending Super 301.

I am particularly surprised because, in your statement, you talk
about consistency, and hanging in there, and being tough, and so
on, and so forth.

You mentioned satellites, super computers, and forest products
as sectors where the Administration succeeded in opening tle Jap-
anese markets. As you well know, those successes occurred because
we named sectors tinder Super 301.

When we had Super 301, we had targets; we had deadlines. And
it is clear to me that-priotities and deadlines gy a long way, par-
ticularly with Japan, in reaching success.

Why does the administration oppose an extension of Super 301?
I mean, it is a market opening measure; it is not protectionism. It
is designed to open markets overseas. It does set priorities. We can-
not do everything; we have to set some priorities.

It does set some deadlines. This world runs by deadlines, and we
all know it is human nature to procrastinate. And the Japanese are
adta t at putting things off--the SII talks are a good example--if
we do not have deadlines.

So, why not extend Super 301?
Ambassador HILS. Let me explain. The Super 301 statute, as it

was drafted, requires USTR to file an action against a country on
a specific date. And that may be the very worst time in our ongoing
negotiations where we are trying to get the market open.

We are negotiating all of the time. I can understand why you
would want to have a Super 301, if you faced a Trade Ambassador
that was resisting using Regular 301 actions which can be filed at
any time, and which also have the same 12 month deadlines and
which are also a part of legislation that this committee passed. But
that is not what you face.

The statistics show that we have initiated more 301. actions than
any of our predecessor administrations; that we have resolved more
Regular 301 actions than any prior administration; and that we
have self-initiated twice as many 301 actions as the private sector
has brought.

I rarely commence a negotiation without bracketing that negotia-
tion with the Regular 301process. And I can tell you it is effective,
and I am grateful for"this tool you have given us.

But your Super 301, which must be filed on April 1st, is really
very ineffective, and after it is used, it takes me about 4 months
to get the trading partner back to the table.

All of our Super 301s entailed unnecessary friction and delay; I
could have brought a regular 301, and, I believe, solved each action
earlier: -You just have to believe me, because I was in the negotiat-
ing room. I am not enthusiastic about Super 301 as an effhctive
trade tool.

Senator BAUCUS. Well, a lot of your trade negotiations are. They
see it as good leverage. And I must say you have not filed a single
301 with respect to Japan since the expiration of Super 301.
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Ambassador HrIus. That is incorrect.
Senator BAUCUS. What has been filed?
Ambassador HII,LS. What I did is what I explained to you. I

bracketed each negotiation. I sit down with my counterpart and I
sa, how long will this negotiation take?For example with respect to amorphous metals, it was deter-
mined on the basis of a discussion with my counterpart that a fair
time to resolve the difference was 150 days--which by the way, is
a shorter period of time than allowed under Super 301. I said fine.
On the 150th day, I will file this action if we have not reached an
agreement. The statute does not require us to wait a precise length
of titne before taking retaliatory action.

So, we started the negotiation, and, indeed, we solved the matter
in 150 days. Similarly, with digital equipment, there we decided
that an agreement would take 120 days.

Senator BAUCUS. Well, it is clear that there is no perfect time.
I mean, if there is a statute that requires the administration to

take such action by such time, I am sure the administration would
like it to be a day later, or a day earlier,

Nothing is perfect in this world. But I think it is equally clear
that the statute has been effective. You yourself touted three areas
where it has worked: super computers, satellites, and forest prod-
ucts.

Ambassador HIfAAS. Well, I could name 15 cases where I have
been, in my opinion, more effective with Regular 301.

Senator BAUCUS. Well, let us have both, Let us have both.
Ambassador Hiuas. Actually, I would have to say to you that I

think in the future we will create problems rather than solve prob-
lems with Super 301,

And yet, the remedy of a Regular 301 is indistinguishable fi-om
a Super 301, except that it may be filed in May or December or
any date, instead of a particular, specified date: April 1st.

Senator BAU(US. Well, we just respectfully disagree with each
other, because I believe in priorities and deadlines. We are going
to have to set; deadlines and dates and priorities if we are going
to accomplish our objectives. Thank you very much.

The CHAIRMAN. Thank you. Senator Grassley.
Senator GiAssixY. Mr. Chairman, is this round a five minute

rouid?
The CHAIRMAN. Yes, it is. I wish it was three, frankly.
Senator GiRASSLEY. I am not complaining. I am just asking.
In my opening remarks, which I will insert to conserve time, I

spent a great deal of time talking about enforcement of anti-trust
laws. I am pleased to hear that Senator Hatch brought up the
same issue in his opening statement.

Today, I am particularly interested in hearing our trade ambas-
sador's position on the role that she might play in the anti-trust
principles in the trade area.

For instance, when Attorney General Ban' was before the Judici-
ary Comnittee during his confirmation hearings, I questioned him,
and he agreed that the extraterritorial enforcement of our anti-
trust laws is an important tool for promoting free trade.

He has since moved to expand the class of international anti-
trust cases that the Department of Justice might bring. I appre-
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ciate his efforts, and wonder whether there might be also room for
more aggressive promotion of anti-trust principles by the trade rep-
resentative's office.

Madam Ambassador what do you perceive as your role in the
promotion of international adherence to the principles of competi-
tiveness that are embodied in our anti-trust laws, and in the en-
forcement of those laws?

Ambassador HtiLs, Senator, our mission is to coordinate trade
policy within the administration, so we work with the Attorney
General among many others, and then to carry out negotiations
pursuant to that policy.

The Attorney General is very able, and is looking at the question
of when extraterritorial application is appropriate. And I know he
is vigorously enforcing our anti-trust laws here at home, so that if
foreigners have made investments here, they must comply with our
anti-trust laws.

Senator Giwssrtm. And you see that as a useful tool?
Ambassador HIuLs. I think that the way that the Justice Depart-

ment is discharging their responsibilities is useful and effective.
Senator GRAssiEY. All right. I am particularly interested in

whether you think there is room for the use of the trade laws to
promote competitiveness in the Japanese markets in the event that
the Japanese Fair Trade Commission is insufficiently aggressive in
pursuing anti-trust cases.

Last session, the committee held hearings on the Japanese
Keiretsu fbrin of industrial organization. Numerous Japanese and
American businessmen, as wellas anti-trust lawyers, have told the
Congress that the Keiretsu style of organization is anti-competitive,
and contrary to anti-trust principles.

The 1988 Trade Act made clear that Section 301 applies to for-
eign government toleration of conduct that violates its own anti-
trust laws.

Do you think that Section 301, or any other trade law-even in-
cluding Section 337-should be used to discourage anti-competitive
Keiretsu organizations?

Ambassador Huiis. We have used our Structural Impediment
Initiative to get at the problems of the Keiretsu, and, I think, with
some effect.

Now, the Structural Impediments Initiative was a 3-year under-
taking. The Initiative was completed last year with a commitmer'
to review its process three times a year and then twice in the suc-
ceeding 2 years, and that is being done.

There is far more disclosure today--disclosure based upon our
type of securities law-in Japan than there was before we started
our discussion. A disclosure of the interlocks in the Keiretsu rela-
tionship will be constructive.

And I think that our negotiations in that area will be helpful,
and, as you mentioned, backed up the Justice Department in its
application of our anti-trust laws.

Senator G(RASSmY. You spoke of the Keiretsu as a problem. Do
you see the system itself as anti-cornpetitive?

Anibassador Hlums. Not necessarily. The question is whether it
operates in a given circumstance in an anti-competitive fashion. All
we ask is that our goods be offered competitive opportunity. When
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they are the best on the basis of price and quality, they ought to
be examined.

Now, it is true, as Senator Riegle has pointed out, that the Japa-
nese, in years past, have followed a strategy of sanctuary at home,
and super-competitive activity abroad. And that has been harmful
to our industry. Those practices are much diminished today. We
have our dumping laws to deal with those dumping practices when
they occur, and the Japanese have been the target of our dumping
laws. We do take action against unfair trade.

But the fact that there is ownership, one corporation of another,
is not, per se, a problem, so long as the interlock is transparent
and the competitive opportunity by foreigners offering their goods
is a real competitive opportunity.

Senator GRASSLEY. Do you think that our trade laws ought to be
changed to deal with anti-competitive behavior of Keiretsus, if' it
exists? And you say it depends, it might exist or might not exist;
it depends upon the specific tack they might be taking.

Ambassador HILIS. I think that the Attorney General is in a bet-
ter position to advise you as to whether our current anti-trust laws
are adequate to deal with foreign problems.

Senator GRASSLEY. Well, I am speakingof our trade laws and
what tools you might use if you thought that the Keiretsu system
was a problem, and, in some respects, anti-competitive.

Other than going in under anti-trust laws, can you use these
tools to combat the Keiretsu system?

Ambassador HILLS. Absolutely. Where it results in market clo-
sure, we would take action, and we would seek to get that particu-
lar market open. And that is what we have done. That is what we
have done.

Our successes, which have turned the trade figures with respect
to Japan so that our overall exports are up by 30 percent, are a
result of our looking at individual industry sectors, whether it he
medical devices or heavy equipment, or what have you, to get those
markets open.

The CHAIRMAN. Thank you, Senator. Are there other Senators
who wish to question the witness? Senator Rockefeller, I believe
you are next.

Senator ROCKEF,,jiR. Thank you, Mr. Chairman. Ambassador
Hills, when I was in Japan, I spoke with the Prime Minister, the
Foreign Minister, the Finance Minister, all about the question of
dumping and countervailing duties, and the actions of the Japanese
negotiators in the GATT Round. That was my main message.

I did not have a feeling that it was being heard, particularly, and
I also did not have the feeling, frankly, in discussions with the em-
bassy, that it seemed to be as high a priority there as I might have
expected.

Under the present situation, we can countervail against regional
subsidies. The text that I believe that Dunkel has placed betbre
you, would make that not permissible. Whether or not that is what
Dunkel has done and what the Japanese have caused, or a coin-
bination, what do you see the situation as to dumping and sub-
sidies and countervailing duties, and what is it that we are doing
about that with respect to the Japanese at the GATT Round?

54-177 0 - 92 - 2
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Ambassador HILLs. We have worked very hard, and I am glad
that you reinforced our efforts, in both of those categories. And I
am surprised that you did not get the feeling that our embassy was
pushing very hard too.

I can tell you that I have called in the Japanese Ambassador to
have a serious talk regarding both of these areas, and he is very
able. And I know full well that my messages have been passed
back to Tokyo.

There is a difference between the anti-dumping text, as you
know, and the subsidies text. The permitted categories under the
subsidies text do include regional subsidies. That was more of a de-
mand by the European community than it was by Japan.

In point of fact, our States provide some subsidies. So, it is an
area where we are working in Geneva to deal with the difficulties
as we see them. That also applies to the anti-dumping laws. With
respect to anti-dumping the European community and the United
States stood shoulder-to-shoulder. Japan was on the other side of
that issue, along with developing countries.

We are analyzing the text with our manufacturing sector now,
and we do believe that the rules against circumvention of our anti-
dumping laws, and that the greater specificity of the rules are a
plus.

We are disappointed that we did not achieve all of our objectives.
We are going to have to com pare the text as it turns out, because
now it is just a draft, with whether it improves the trading system
fi'om what it is today, or makes it worse, before we decide whether
or not it is something we can accept.

Senator ROGKEFELLER. Is it your impression that the Japanese
are or are not trying to undermine the separate topics of dumping
and countervailing duties?

Ambassador hlls. I would say that on the topic of dumping and
a countervail remedy against dumping, that the Japanese position
is opposed to ours, without question.

Senator RoCKEFEIiER. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you. Are there others seeking to question?

Senator Roth, you are next.
Senator ROTH. Madam Ambassador, let me say it is always a

pleasure to have you, because it permits each of us to address 1V.
Laugh ter. I

A number of people made a critical comment about the fact that
you were not on the trip to Japan. I wonder if you would care to
comment on that?

Ambassador HI[Ls. The U.S. Trade Representative's office was
ve y well-represented in Japan. My deputy, Ambassador Moskow,
was there the entire time. le was engaged, literally, around-the-
clock on the negotiations that did create market openings. I was in
daily contact with him.

I might remind you that the period of time when the President
was in Japan was the period of time that the Director General's
text was being reviewed by our industry, and we were approaching
a Trade Negotiation Comimittee meeting in Geneva.

We have a very fill plate at the current time, with many trade
missions and many trade challenges. We believe that, in this in-
stance, we deployed ow resources both correctly and effectively.
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Senator RotH. Well, I can imagine that if you had not directed
your attention to the Uruguay Round, there would have been crit-
ics of that. So, I share your comments.

One thing that concerns me-and I will keep it to this one ques-
tion-is the Uruguay Round and where it is going.

I have been particularly disappointed that Japan, as a leading
trading nation of the world, has not provided more effective leader-
ship in bringing those around to a successful conclusion.

In the area of agriculture, they have not been very forthcoming,
although I have heard that they may begin to take some steps.

But what can we do? Why is Japan, who has benefitted the most,
or as much as anyone fiom the liberal trade practices espoused by
this country, not taken a more leadership role, and how can we get
it to do that?

Ambassador Huli,s. I think we can only continue our effort to
raise trade concerns with the Japanese leadership. Their historic
role has been less to be leading on international negotiations, but,
in the future, that can be changed, depending on who is in power.

Senator ROTH. Do you see any signs of that coming about, any
recognition of their responsibility to open up the multi-lateral trade
discussions?

Ambassador Hrim,s. They were energetic in many parts of the
Round, and, in fact, led in some areas. Of course, they represent
their interests, as they see them. And you and I might disagree as
to how they define their long-term interest in these negotiations
that seek to enforce and strengthen the multi-lateral trading sys-
tem.

Senator RoTH. That is all the questions I have, Mr. Chairman.
The CHAIRMAN. Thank you. I see next on the list is Senator

Chafee. Would you care to speak?
Senator CF-AFEE. No questions.
The CHAIRMAN. Nothing. Senator Riegle.
Senator RIEGLE. Thank you, Mr. Chairman.
Madam Ambassador, what goal are you seeking, or what marker

has been set out there fbr a reduction in the bilateral trade deficit
with Japan this year?

Ambassador Hi,s. We focus less in what the number ought to
be, and more in terms of what the opportunity ought to be. We are
trying to get that market open across the board.

Senator R-E(GLE. So, there is no target, though, in terns of the
combination of all of those things-what we sell to them and what
they buy firom us. You do not have a target for how much that defi-
cit should come down this year?

Ambassador HIauS. We are looking for multilateral trade bal-
ance, and we may end up at the turn of the century buying more
from one country and selling more to another.

Senator RwIEGIE. I have set forward a proposition, as you know,
with fo)ur other Senators and a group of' House members tlat
would require an $8.5 billion reduction in the bilateral deficit with
Japan for this year.

That would be about 20 percent of last year's number. And we
would follow that reduction with equal steps over tie next 5 years
in order to get to that balance of trade 5 years out.
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We chose this time table because it allows an orderly transition
rather than an abrupt, immediate move toward restoration of our
trade balance. Could you accept that kind of a goal? Is that within
the range of what we ought to be targeting for and trying to
achieve?

Ambassador HILLS. I think the strategy, Senator, is not one that
I could endorse. What it seeks to do is to curtail our trade, rather
than to open the market.

And I think it is far more important not to constrain trade,
which will limit our economic growth and activity, but rather to
open global markets so we can expand our exports and our eco-
nomic activity for the reason that has been stated.

Senator RIEGLE. Well, let me just stop you. I know the philoso-
phy, because you have stated it over and over this morning. I want-
ed to know whether there is a goal or a target for overall trade def-
icit reduction with Japan. You have said there is not; that answers
that question.

Let me move to the next one. Has Japan practiced protectionism?
Are they practicing protectionism today?

Ambassador HtIus. In some areas-
Senator RIEmE. Can you give me just a yes or no?
Ambassador HILLs. In some areas they protect their markets, in

other areas they do not; just as we do.
Senator RIEGLE. Has it worked for them? Have the Japanese

gained great economic strength by the tactics they have followed?
Ambassador HILLS. If you take their history from the 1960s, I

think their strategy of sanctuary and selling abroad in a competi-
tive fashion has moved their producers along more rapidly. It has
taken a toll on their consumers.

Senator RrIao1LE. May I ask you this: why should we not treat
Japan in the trade area exactly the way they treat us? Why should
we treat them any differently on any single item? Senator Breaux's
mention of rice could be one possibility.

This is one product that is out there that I know has a special
heat to it. But if you take the idea of reciprocity across a whole
range of activities and products, why should we--after Japan has
had a bilateral trade surplus with us in their favor of $460 billion
since 1980-rnot say today that we will have exactly similar trading
relationships back and forth and where they are open, we will be
open; where they are closed, we will be closed. Why should we treat
them any differently than they treat us?

Ambassador HILLs. Because we would greatly restrict our trade.
We have a surplus with Japan in services. We have a surplus with
Japan in agricultural areas.

Senator RIEGLE. We have an overall surplus?
Ambassador HILLrs. Yes. In those sectors.
Senator Rupm, ,E. Oh. No. But not in total in all sectors.
Ambassador Hriuis. Not in total. But, again, Senator, we could go

back to bilateral balance, counti-y-to-country, U.S.-to-Japan, and
the correction that you urge is do not trade if there is any surplus.

Senator RTEou-J1,,. No. I say fair trade, and I say let us have the
same rules which apply to both counties in all areas. Let me just
cover one more thing.
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going in both directions either. That is why the Uruguay Round is
so important.

Senator RIEmELi@. Would you say we have more open market to
Japanese products than Japan has for us?

Ambassador HILLS. In some sectors we do.
Senator RwEGLE. I am taking it as a whole. Now, let us not dance

with one another. I mean, taken as a whole, is the Japanese mar-
ket as open as the United States market is?

Ambassador HiImLS. No, it is not.
Senator RIEGLE. All right. Thank you.
Finally, on the automobile situation, you have talked about the

fact that you think that there has been some improvement over
time.

I want to just lay out a point or two, because I think the openess
of the Japanese market to autos is very important. In the news the
last couple of days, Chrysler Corporation, one of the remaining Big
Three in this country, has just undergone another credit rating
downgrade.

This action comes on top of two previous credit rating down-
grades--one for GM and one for Chrysler-which was made public
about two weeks ago. As I am sure you know we have major finan-
cial problems in the US. auto industry, and the recession is
compounding the situation.

Japan, has followed the transplant strategy, thereby bringing
some auto plants over here. The Japanese owners operate those
plants based on well-established Keiretsu arrangements, involving
interlocking, vertical business relationships between Japanese com-
panies and financial institutions.

As a result, the Japanese market share of car sales in America
continues to rise. It has been rising steadily since the transplants
arrived in the U.S. The Japanese have 33 percent of the U.S. auto
market now. There is every reason to believe that in the absence
of any U.S. plan to reduce the adverse effects of the transplants on
our auto industry and our economy, the 33 percent market share
will continue to rise.

I must tell you that this is only one U.S. industry. I do not think
you have to love Lee Iacocca to care about wanting to save the do-
mestic auto industry in this country. I say that, because it is 4.5
percent of our GNP, and involves about 2.5 million American work-
ers.

What I am wondering is this: is there any way that we can try
to break apart this Keiretsu arrangement in a more accelerated
manner?

The data that we have shows that the transplant cars have less
than 20 percent of actual content coming from American compa-
nies. In fact, the lion's share of auto parts for transplant vehicles
comes fciioi other Japanese companies.

One of my concerns about the recent understanding with Japan
is that apparently Japan can buy autoparts fiom itself to satisfy
the arTangement made during the President's recent trip. Japanese
transplants in the U.S. can buy auto parts from other Japanese
companies here in America, who, in turn, are buying from Japa-
nese companies over in Japan.



Ambassador HrLrS. We are trying to get at the Keiretsu, but the
transplants here are regarded as American companies providing
American jobs and we do not want to close them. We want to offer
our products here and in Japan on a competitive basis. We do not
want to close a Japanese-owned company here because those Japa-
nese companies employ American workers.

Senator RIEGLE. Yes, they do. But, our workers essentially end
up doing the lower level work, as you know, when they are em-
ployed by Japanese transplant auto companies.

The CHAIRMAN. Senator, if you could close it up.
Senator RIEGLE. Yes. Thank you.
The CHAIRMAN. Thank you very much. Senator Danforth, do you

have comments?
Senator DANFORTH. I think that when you were answering ques-

tions relating to fixed targets for the trade balance with Japan, or
any other country, what you were saying was that our objectives
should be to negotiate and enforce the rules of fair trade rather
than to prejudge the result of what that fair trade brings us. Is
that the essence of it?

Ambassador HILLS. Correct.
Senator DANFOR'rm. I listened to your colloquy with Senator Bau-

cus. For those of us who want to enforce the rules and to do so very
systematically-which is a word you used in yor testimony-I
would hope that you would not just rule out thinking that we
might come up with how to have more vigorous and more system-
atic enforcement than we might have right now.

Maybe Super 301 is not the greatest idea that was ever devel-
oped. I thought it was a pretty good idea. [Laughter.]

Senator DANFORIT. But if you have a better idea for how to ac-
complish systematic enforcement, fine. I, myself, do not think that
ad hoc enforcement of regular 301 quite does it.

But I would hope that you would at least be willing to discuss
the matter with us before foreclosing either Super 301, or some-
thing that is a reasonable follow on for Super 301.

Ambassador Himrs. Well, as you know, Senator, I am delighted
to consult with you. And I can show you all the cases that we have
brought and share with you outside the television cameras why it
is we think that a strategy that is mandated at a particular time
works less well than one which has the flexibility of discretion.

And we have brought a number, as you uow, of 301 actions-
more than any other administration-and yet we have only been
here for 3 years.

But we are always happy to talk to you about alternative ways
to open markets. And, of course, we upheld the Super 301 statute
for its 2 years in existence and would uphold any other law that
you saw fit to pass.

Senator DANFORTH. I always appreciate your reasonableness.
Thank you.

The CHAIRMAN. Well, it is nice you want to uphold the law. I like
that. too. [Laughter.]

Senator Breaux.
Senator BREAuX. Thank you, Mr. Chairman. Thank you, Madam

Ambassador, for being with us.



Subject: rice. The Japanese support their rice farmers at a sup-
port price between eight and ten times the world market. The price
of rice to their retai consumers in Japan is somewhere between
three and six times the world's price.

And yet, for the last 20 odd years, they have absolutely refbised
any country-not just the United States, but any country--the abil-
ity to oiler rice for sale in their country.

Now, when I read Section 301 of the Trade Act, it says that, "If
the USTR determines that an act, policy, or practice is unreason-
able or discriminatory, and burdens or restricts U.S. commerce, an
action by the United States is appropriate and the Trade Rep-
resentative has discretionary authority, as under prior law, to take
all appropriate and feasible action, et cetera." Then it outlines the
action.

Now, my question is this: considering the Japanese practices in
this area, do they meet the criteria of a Sectien 301 petition, and
if not, why not?

Ambassador HILIs. There has been a 301 action brought, and
working with the industry, I think, as you are well aware, we con-
cluded that the best way to get the Japanese rice market open was
through the Uruguay Round.

Senator BREAUx. Well, these two petitions were not really
brought by our government. They were both rejected. In 1986, the
rice industry filed a 301 petition. And at that time, Anbassador
Clayton Yeutter said, "The Japanese rice program is itideflensible,
it is intolerable," yet he rejected the petition. In 1988, the industry
came back two years later and said, all right, the same thing is
happening. Let us file a new petition. They filed a second petition
in 1988, and we got basically the same words. I have the statement
fiom Ambassador Yuetter. "Their program is indefensible, it is in-
tolerable, but we reject the petition."

He did say in 1988, that, if, in the current negotiations in Mon-
freal at that; time, that "if they are not successful in bringing a so-
lution to this problem, I will entertain an immediate resubmission
of the Section 301 petition."

Well, here we are 4 years later. Their support price is eight to
ten times the world's price; three to six times the price that was
paid by their conswners. And they even try to arrest our people
when they tried to show the product over there.

Now, if a petition was before you today, I mean, like right now,
and knowing these facts and knowing the circumstances, would it
be something that would be positively received by your office, or
would it be rejected again?

Ambassador HiLIs. We would certainly study it.
Senator BREAUX. Study it? I think that is an indication of where

we are. I mean, I would say to my colleagues, that USTR says file
a petition. We filed a petition in 1986, and they said "everything
you say is true. It is intolerable what is happening over there, but
we are rejecting it." They filed it in 1988; same situation: the gov-
erninent rejected it.

And now our ambassador, with all due respect, is saying, "We
will study it." I mean, when I tell my farmers in Texas, and IXu-
isiana, and California about this, they laugh at me now. They say,
you want to do what?



Ambassador HILLS. We would have to read the petition, Senator.
Senator BIEAUX. Sure. I know that. But if the factual situation

that I outlined about the Japanese protection of rice is accurate-
let us assume it is.

Does it meet the requirements of a section 301 petition being fa-
vorably filed. And if it does not, why does it not?

Ambassador HILLS. I think it certainly raises a prima facia case.
I would want to look at the petition and what the Petitioners were
stating.

I still maintain that I think we will get a better outcome by
being successful in the Uruguay Round. Agriculture, rice, barley,
starch, corn, sugar, peanuts, worldwide, are protected. We have
bans or such low imports on some products so that they can scarce-
ly come in.

And Europe is, I think, the largest transgressor. That is why we
are giving so much attention to the Uruguay Round, and why it is
so very important to the global trading system. I am with you. I
want the rice market open.

Senator BREAUX. Let me read something about the Uruguay
Round-the Japanese thoughts on it. "If the Japanese accept the
proposed agricultural plan in the Uruguay Round, which may well
)e resurrected, it would mean that the government of Japan would

have to allow foreign producers to supply at least three percent of
the Japanese rice market a year. And they would then create a 700
to 800 percent tariff to replace their import ban." That is not too
promising, is it?

Ambassador HIlLs. It actually is promising in that it gets the
trading system on the right path. Those high tariff figures that you
mentioned would be subject to progressive reduction over time.

And there would be minimum access at the bottom, and a grad-
ual reduction of the tariff barrier at the top. When we talk about
3 percent growing to 5 percent of total consumption of rice in
Japan, yes, that does create increased market opportunity, and we
think it is going in the right direction.

Senator BREAUX. Thank you.
The CHAIRMAN. Thank you very much, Madam Ambassador. I

know that there are other questions that we would like to ask, but
we also have some other witnesses who have come a long way and
are very patiently waiting for their turn. Thank you for your at-
tendance.

Ambassador Hius. It is a pleasure to be with you. And if there
are other questions, as you know, I am very happy to answer them
away fiom this mike.

The CHAIRMAN. Surely.
Ambassador HILS. Thank you.
The CHAIRMAN. Thank you. I would say for the next round, since

we all had our opening rounds and so on, that we limit the ques-
tions to three minutes.

And the next witness will be Hon. Michael FaiTen, the Under
Secretary for International Trade, Department of Commerce. Mr.
Secretary, if you would come forward, please. Mr. Secretary, we are
pleased to have you. If you would please proceed.



STATEMENT OF HON. J. MICHAEL FARREN, UNDER SEC-
RETARY FOR INTERNATIONAL TRADE, U.S. DEPARTMENT OF
COMMERCE

Secretary FARREN. Thank you, Mr. Chairman. Mr. Chairman, I
have prepared a written statement, which I have submitted to the
committee. I will try to keep my opening oral comments brief. I

know you have other witnesses waiting. I can keep them brief, be-
cause I think Ambassador Hills did an excellent job of assessing
the successes that we have had out of this trip.

I think, frankly, you did an excellent job at the outset stating
what the problem is in terms of United States-Japanese trade. I
agree with Senator Packwood in his assessment in what we have
accomplished in dealing with that problem through the President's
visit.

It may be helpful to put things in perspective to look at what we
originally laid out to be the objective of the mission. And I will just
read a portion of the mission statement as it was released prior to
the trip.

"The mission will demonstrate the importance of open foreign
markets and free and fair trade to American jobs, economic growth,
and improvements in-our standard of living. The mission will ex-
press the basic fact that trade is, and must be, a two-way street.

' The mission is not a trade negotiation. Discussions will address
broad interests, based on the need for open markets and the will-
ingness and ability of American industry to compete globally on the
basis of fair trade principles and quality products."

In summary, the mission's message is that open markets create
jobs and provide economic growth. I think on the basis of that origi-
nal objective for the mission, we were quite successful.

The mission was not meant to solve or deal with our trade prob-
lems in the course of 11 days. And, in fact, the Bush Administra-
tion has been dealing with a broad range of trade issues for the
last 3 years.

The mission did, in fact, follow through on what the administra-
tion set out to do in 1989, which is to really create a business/gov-
eminent partnership in dealing with the issue of trade and inter-
national economics.

I think it did, for the first time, have the President go to four
separate countries and put on the table the question of trade and
economics as a number one priority.

I might point out that it was a four-nation trip. We were received
very well in the first three countries. I think they recognized the
importance of the message. In fact, they were quite receptive to the
message of open markets and the interest of the U.S. business coin-
munity to participate globally.

We did, obviously, get a different reaction in Japan. I think the
assessment of the trip has not properly reflected the facts. In fact,
I was somewhat frustrated that there was an assessment of the
trip by many people, particularly in the media, before they ever
had an opportunity to review the facts.

Before the plane landed at Andrew's, the trip was already being
called a failure, which I think is an unfortunate judgment, because
it may, in fact, have a long-term negative effect on what I think
could come fiom what we accomplished on this trip.
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The trip was not a departure from prior administration policy.
We did not want to move towards managed trade, by any means,
and we did not. If that were our interest, you would see govern-
ment-to-government negotiations on that basis.

This trip, in fact, included the business community because we
are convinced the problems of trade have to be dealt with private
sector-to-private sector. And that is precisely what we laid out.

If I can, for a moment, just run through what did occur on auto
parts and autos, because I know that has been focused on, and that
was an area that 1 particularly addressed in Japan during the
visit.

We laid out before we left precisely what we would like to see
come out publicly at the conclusion of the President's visit. And I
will point out what those issues were, and I think we were success-
ful on all points.

In auto parts, we wanted the government of Japan to conclu-
sively embrace the company voluntary plans that had been devel-
oped through the MOSS talks since the sumer of 1990. h'lese are
voluntary.

In fact, the statement from the Government of Japan really took
the form of the public announcements that the individual compa-
nies had made indicating that they hoped to achieve an annual
purchase of'$19 billion in auto parts by 1994.

The CHAIRMAN. Mr. Secretary, I apologize for interrupting your
statement, but we have a vote on the floor, and some of us will go
to that and return as quickly as we can. Senator Riegle will con-
tinue to Chair in the meantime.

Secretary FARREN. Thank you, Mr. Chairman.
We also wanted the government of Japan to put forward a coin-

mitmnent for the Japan Fair Trade Commission to assess the dis-
tribution network of auto parts, the manner in which Japanese
companies purchase auto parts, and frankly address the question
that was raised by members today on the operation of the keiretsu.
The did that.

e also wanted a conclusive commitment for the Government of
Japan to proceed with a sourcing study of auto parts, which Sec-
retary Mosbacher and his counterpart called for last fall.

We wanted an agreement on methodology; we also wanted a con-
mitment on the verification of the facts that would come out of that
study and responses from auto makers-both American and Japa-
nese auto makers. We accomplished that.

We also wanted a clear commitment beyond the Ministry of
International 'Trade and Industry in Japan to support an import
promotion program

Senator i IEGL. Let me just stop you at that point. I want to
refer to a comment in a journal fiom Ambassador Hills on the
question of the auto parts issue and breaking the Keiretsu, which
appeared in the Wall Street Journal.

She is quoted, and it is a partial quote, to the effect that, "if the
Japanese want to buy the auto parts from Japanese transplant
companies, that that would satisfy the auto parts aspect of the re-
cent US-.Japan w)(lerstanding."

I am very troubled about that comment and plan, because, as
you well know, the domestic content of the products of Japanese
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transplant operations in the United States is quite low. In most
cases it is far below the required 50 percent by U.S. law.

This raises the question of whether the auto parts' understand-
ing is one where the Japanese, in effect, could satisfy its require-
ments by buying auto parts from their own Keiretsu Japanese
partners.

I would be very troubled if that, in fact, is the understanding, or
is the arrangement. Can you clarify the terms of the understanding
regarding auto parts purchases by Japanese transplant auto com-
panies?

Secretary FARREN. Senator, we did not draw a distinction as we
reacted to the Japanese voluntary plans for $19 billion in pur-
chases. We did not draw a distinction between companies or plants
having equity ownership by American shareholders versus Japa-
nese shareholders.

Frankly, I think it is important for the U.S. Government to judge
a job in a factory in the United States to be a job of an American
worth getting equal treatment under U.S. Government policies.

Senator RIEGLE. Well, let me stop you.
Secretary FARREN. But if I can--
Senator RIEG LE. Yes. Go ahead. Then I want to follow-up on that.
Secretary FAnREN. There are two things that came out on auto

parts, and I would like to be able to run through the balance, too.
But addressing your question, there are two things that came out,
I think, that are significant. One, the $19 billion figure is subject
to debate.

As to whether or not that is significant, what implications that
will have for traditional U.S. auto parts manufacturers, for that
matter, what effect it will have on the domestic U.S. content for
Japanese-produced cars here in the United States.

I thixik the sourcing study will go an awfully long way to put
some clear facts on the table that will allow us to better judge the
significance of that voluntary objective of the Japanese companies
to purchase $19 billion.

What was more significant, for the first time, the government of
Japan, in their Action Plan-their unilateral document coining out
of our discussions-indicated that the long called-for objective by
the companies of 70 percent U.S. content in the transplants was
something that was within the national interest of Japan. They
cited it as something that was an objective, and that is worthwhile.

That. I think, will also give us a basis of judgment to work
against when the sourcing study is completed. Your nwnbers are
accepted by many; something less than 20 percent. Few accept the
current Japanese numbers as being a realistic figure.

But, more significantly, I was very pleased tlat Senator Grassley
and Senator Hatch raised the point of competition policy. We have
addressed it in the Structural Impediments Initiative.

It is something that we are pleased the Justice Department par-
ticipated in. Assistant Attorney General for Anti-Trust Rill has
been focusing on it; in fact, lie was one of the negotiators in SIT.

I think what is more significant on the operation of the keiretsu
is whether or not it does, in fact, violate accepted norms of com-
petition policy, not just by the United States, but in other industri-



alized countries. And that is something that we really need to ad-
dress.

And the sourcing study will go a long way to putting facts on the
table on Japanese buying practices. The openness of the
system-

Senator RGLE. Let me tell you what I have found on that. We
held a hearing the other day under the auspices of the Banking
Committee on the issue of auto parts supply and the keiretsu. U.S.
manufacturers do quite well in the area in making auto parts and
selling them to the rest of the world, as you well know.

Secretary FARR EN. $23 billion.
Senator RiEncri. We do very well. But we have this problem

where we cannot sell in Japan, despite quality products. Therefor
it is obviously that there is a barrier in the way that prevents U.S.
auto parts suppliers fiom gaining access to the Japanese market.
What we are finding in this country is that premiere auto parts
manufacturers are being shut down because of this situation. They
are being choked to death because they cannot compete on an even
basis, even in this-country, against the Japanese transplant auto
parts makers.

In other words, the plants that Japan has established here in the
United States to do auto parts have used anticompetitive practices
to kill off a large part of the indigenous U.S. industry.

I see that as both unfair, an& very damaging to the U.S. econ-
omy. If the profits were accruing to American interests and remain-
ing in our country rather than being rebated and taken back to
Japan, we would have a different situation, which would be more
to our advantage, economically.

Our auto parts suppliers obviously see the reverse of this sce-
nario. The reason the Japanese are conducting business in the U.S.
is that it allows Japan to accrue more financial strength over time.

I am greatly concerned that the Japanese can satisfy the auto
parts understanding by buying through from keiretsu members.

his practice is killing off the American auto parts firms. Yet, the
President agreed to allowing keiretsu purchases, something that is
greatly to Japan's liking and which will help its auto parts suppli-
ers, while providing great harm to U.S. companies.

The general comment from Ambassador Hills seems to acknowl-
edge a willingness to accept this reality that as long as the Japa-
nese are buying, even if4t is from the Japanese here in the United
States, they are satisfying the understanding. I do not think that
should be the foundation of the recent United States-Japan ar-
rangement.

Secretary FARREN. Well, the government of Japan, in their state-
ment coming out of the P'resident's trip, indicated that they
thought that it was important for Japanese auto makers to look to
traditional American suppliers for purchases in this $19 billion. So,
they cited that themselves as the objective.

Senator RIEGLE. Yes. But was that the message that Japanese
officials and businesses accepted? Is there a requirement; is there
a mandate; is there a commitment; or is there a firm understand-
ing with the Government of Japan on working at and buying from
traditional American autoparts suppliers?



Secretary FARREN. These are voluntary objectives. I think it is
dangerous to call any one of them a commitment.

Senator RIEGfLE. That is what I was afiraid you were going to say.
Secretary FARREN. The moral suasion of MITI, and, for that mat-

ter, the obligation of the companies having made those statements
publicly will certainly be something we will be looking at.

Senator RiEwro. Let me just stop you here. I have got to go, be-
cause we are about to finish this vote, and I need to make this
vote. So, we will stand in recess until the first member on this side
returns, which should be in a minute or two.

Secretary FARREN. Fine, Senator. Thank you.
Senator RIKGLE. So, the committee will stand in recess just for

a very short time.

AFTER RECESS

The CHAIRMAN. If you will please be seated and cease con-
versation, we will get back under way. Mr. Secretary.

Secretary FARREN. Thank you, Mr. Chairman.
Mr. Chairman, on auto parts I had pointed out that we wanted

a public statement on company-to-company plans wbici included
the voluntary objectives of the companies. We achieved that.

We wanted a commitment for the Japan Fair Trade Commission
to do an analysis on the auto parts area on the question of whether
or not there were exclusionary business practices and Anti-Monop-
oly Act problems.

We also wanted MITI's program for import promotions, which in-
cludes tax incentives and financing, particularly for small and me-
diumn-sized importers, to receive greater support from the Govern-
ment of Japan.

On autos, our objectives included what the auto companies had
told Vice President Quayle before he left for Japan in May, which,
by the way, also included business executives along on that; trip:
what was the number-one thing that U.S. Government could do to
assist U.S. auto sales in Japan? And that was to resolve the cer-
tification and standards problems that were outstanding, in some
cases, for 15 or 20 years.

In fact, the American Chamber of Commerce in Japan a few
months ago had simply thrown their hands up on some of' these
standards problems and said they were not going to bother to dis-
cuss them anymore because they assumed they were insoluble.

We, in fact, addressed all 14 issues and the resolution of those
issues has, in fact, been publicly praised by the three auto execu-
tives that were on the trip.

We also wanted the Japanese auto companies to come out with
their own plans on how to open up their distribution network. They
had already taken some steps to relieve some of' the contractual re-
strictions that their dealers have. We wanted them to go further.

Frankly, we wanted the same access for American companies
that Japanese companies enjoyed in the 1960's and 1970's when
they set up their distribution network here in the United States.

And we did make progress, frankly, through private sector-to-pri-
vate sector discussions under the auspices of the Japan Automobile
Manufacturers Association, to have the three U.S. auto makers in-



vite their counterparts to Detroit this coming month to continue
those discussions. To me, that does not spell the lack of progress.

We also wanted MITI to incorporate auto importers and distribu-
tors in their import promotion program, giving them access to the
tax and financial incentives that they have offered more broadly
within their business community.

We wanted a commitment fiom the Japan Fair Trade Commis-
sion to do an analysis of access to the Japanese market for foreign
auto makers, restrictions on distribution that make sales of U.S.
vehicles virtually impossible. There is a commitment for the JFTC
to do that.

And we also wanted the broad Government of Japan to embrace
what was an agreement between MITI and the Department of
Commerce to do a rather detailed economic study of access to the
Japanese market for foreign-made automobiles.

We had already reached an agreement on how to conduct that
study. We wanted it clear that the Government of Japan itself, be-
yond their own Ministry of Trade and industry, was supportive of
it, and wanted it concluded expeditiously.

That will go an awfully long way to put some facts on the table
as to just what the nature of the problem is for U.S. auto makei-s.

In summary, I think in the auto and auto parts area we made
real progress. I would also like to point out that in everything I
have heard fiom the three auto executives, and, for that matter,
from every auto executive that was on the trip-and I think you
will hear from Mr. Galvin fiom Motorola shortly-was that tley
were extremely pleased.

In fact, they indicated that it was more than just a first step, it
was a very worthwhile undertaking for them, and marked a real
commitment from the U.S. Government to work in partnership
with U.S. business.

We have heard repeatedly from corporations and trade associa-
tions that were represented on this trip, and more broadly, fiom or-
ganizations like NAM and the U.S. Chamber, that tlis was a suc-
cessful mission.

In reflecting back just 6 months ago, if you had told me that you
would have the Chairman of the National Association of Manufac-
turers, the National Federation of Independent Business, the
Chairman of the United States Chamber of Commerce, the Chair-
man of the U.S./Japan Business Council, and the Chairman of
every leading advisory group to the U.S. Government fiom the pri-
vate sector along on a trip to Japan-for that matter, Asia and
Australia-and that there would be no light between them on their
position, that they would be equally forceful and not look at simply
sectoral problems,but deal with things generically on the question
of opening markets, I would have questioned whether we could
have accomplished that. President Bush did. I think it is an ex-
tremely important step.

What troubles me about the criticism of the trip, we may blunt
the capacity of the U.S. Government to do it in the future, and we
may send exactly the wrong signal to the four countries we visited
andothers on what the meaning of this trip was all about.

Thank you, Mr. Chairman.
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[Thle prepared statement of Secretary Farren appears in the ap-
pendix.]

The CHAIRMAN. Mr. Secretary, I am delighted with what I hear,
insofar as progress has seemingly been made on the certification
process which has been outrageous for so many years.

But insofar as the unaninty of blessings for the trip, I do not
see that at all. From what I saw of the speech of Mr. Iacocca before
the Detroit Economics Club, it did not sound that way to me.

Now, let me ask you another one.
Secretary FARREN. Mr. Chairman, could I comment?
The CHAIRMAN. Please. I gave you quite a bit of time.
Secretary FARREN. Sure. I understand, sir.
The CHAIRMAN. All right.
Secretary FARREN. Thank you.
The CHAIRMAN. The plans of the Japanese manufacturers to sub-

stantially increase their importation of U.S. auto parts were based,
as I understand it, on the assumption that the Japanese trans-,
plants in our country were going to increase their production some-
50 percent.

Why did that have to be a part of the agreement? I have been
told it is. Does that not just mean that we are sort of trading,
where we come out even, and that we really have not gained any-
thing if that increase is coining from those Japanese transplants?
Help me understand that.

Secretary FARRE-,N. All right. Mr. Chairman, one, I think we have
to be cautious about what the nature of the documents and the
commitments were. It did not constitute a bilateral agreement. In
fact, we made it very clear that what the Government of Japan had
put out was a xmilateral statement.

In fact, when we looked at their unilateral statement, we insisted
they take out the number 20,000 automobiles, frankly, because we
thought it was an absurdly low number and we were very troubled
that they would put a number in there.

The CHAIRMAN. I am told it was an afternoon's production by the
Big Three-

Secretary FARREN. I understand. In auto parts.
The CHAIRMAN. Yes.
Secretary FARREN. On that, we noted-in fact, we noted it pub-

licly tight after we concluded the issuance of the statement-that
the important number there was the 70 percent figure on U.S. con-
tent, and that the $19 billion number which, in fact, was assuming
there would be an increase in capacity, was subject to considerable
debate as to its significance, and we were much more concerned
with the question of how Japanese manufacturers were getting to
a much higher domestic content in their transplants.

And the commitment during the trip to go ahead with the
sourcing study will give is the facts we need to judge just what the
nature of that domestic content is.

The CHAIRMAN. Well. let me ask you another question, because
I put myself under this limitation of 3 minutes.

We heard the Trade Ambassador talking about the gains that
had been made with Japan, the changes in the market. And yet,
Japan's global surplus in 1991 rose to over $80 billion-its highest



level since 1987. Its surplus with the United States increased to
$43 billion.

Japan's exports last year grew 10 percent; its imports, less than
1 percent. Does that not also suggest that whatever progress has
been made has been substantially curtailed, or stopped, or re-
versed?

Secretary FARREN. Mr. Chairman, what you point out is that the
Japan trade issue is not a U.S.-Japan issue; it is a global issue.

The CHAIRMAN. Of course it is a global issue.
Secretary FARREN. The balance with Euope and Asia was up

nearly 50 percent this year. Ours remained relatively constant. The
real victims of Japanese trade policies are the developing countries
that. require the second-largest economy in the world to have an
open market so they can export and provide their own economic
growth.

The message we heard in Korea, oddly enough, was a positive
one on our presence, and one for open markets. It was a message,
though, of please tell the Japanese to open up their market. Korea
has a $9 billion deficit with Japan.

The CHAIRMAN. I know what they have, and I know how many
Hyundai they sold to Japan last year. They sold four, as 1 recall.
I agree; it is a global problem. But, you know, I hired up to this
country, and this is the one I am concerned about. Senator Pack-
wood.

Senator PAcKWOOD. In addition to everything else Commerce
does, you are involved in some export enhancement programs.
What do you do with Japan? How do you try to enhance, in the
Commerce Department, exports to Japan?

Secretary FARRI N. Senator, we have significantly -increased our
trade promotion efforts. In fact, in the Structural Impedimtnts Iiii-
tiative area, we have received kudos, oddly enough, from the Japa-
nese for the success we have had in our trade promotion efforts.

One, since the start of the Bush Administration, we have in-
creased our staff in Japan from 45 to 61. We have increased our
budget of $3.7 million to $4.9 million. We have undertaken a nmn-
her of cooperative efforts with MITI-fiankly, with MITI funding
some of those efforts.

We have created a dialogue with MITI on a sector-by-sector
basis. We have created a Japan Trade Information Center, along
the lines of what we have done with Europe.

We have created a number of new doccuments that will assist
U.S. business on gaining access to Japan. Secretary Mosbacher also
created the Japan Corporate Program, a small group of 20 compa-
nies representing a wide variety of firms from a number of indus-
tries to serve as paradigms. And they have become very effective
in highlighting our market access problems.

In fact, the issues that were raised on glass were a result of
Guardian Glass being part of the Japan Corporate Program, and
working with them in identifying some of the impediments that
they confronted.

We frankly want to be able to show American companies that
you can export to Japan. You can make money. It is difficult, but,
frankly, we will have a self-fulfilling prophecy-even if we open up
the Japanese market--if American companies are so turned off to



the costs and the prospects that they are not prepared to market
in that country, and that is what we have tried to turn around.

Senator PACKWOOD. I walked over to the vote with Senator Bau-
cus, and I told him the experience I had had, and he had had a
similar experience.

About 2 years ago, I held hearings in Oregon looking for compa-
nies that were successful in selling in Asian markets, and usually
that would include Japan.

And I was stunned by the number of companies I turned up-
smaller companies. I knew the bigger ones. Ten, 15 employees, 20
employees. One of them with five employees selling some kind of
a gadget you insert in your throat when you are doing an oper-
ation, which they were selling 60 percent overseas, and operating
out of a town of about 300 people.

I am amazed at the ingenuity of people that get into markets.
When they have got a niche and they have got a product, they can
sell it.

Secretary FARREN. And we have got to get those stories out. That
is important. And MITI, oddly enough, agrees with us on that, and
it has been helpful.

Senator PACKWOOD. I have no other questions, Mr. Chairman.
The CHAITMAN. Thank you. Senator Baucus.
Senator BAUc!US. Thank you, Mr. Chairman. I must say, Mr. Sec-

retary, the experience I was referring to was not with respect to.
Japan.

I asked several ambassadors from Southeast Asia to come to my
State, met with businessmen, and that has worked out very well.
But that is Southeast Asia; it is not Japan.

I have a couple of questions. Number one, you say that this is
a global problem. I agree. We are not the only country that is con-
cerned with Japan's protectionism. I was in Europe several weeks
ago. The Germans are just outraged at Japan.

If this is a global problem, why not a multi-lateral, Article 23
kind of approach. If other countries are having the same kind of
problem with Japan as we are, does it not make sense to try some
sort of concerted effort. The Uruguay Round of GATT, even if it is
successful, is not going to address all the problems we have with
Japan.

In fact, most of the problems we have with Japan are outside the
GATT. So, why not an Article 23 approach?

Secretary FAI REN. Well, I think now that you have seen the
nwnbers come out, and the Japanese figures on the 50 percent in-
crease and the balance with Europe and Asia, you may see that
proposal once again coming out of Europe. You know, they did in
the early 1.980's suggest an Article 23

Senator BAUC'Us. That is right.
Secretary FARREN [continued]. Which asserts a denial of benefits

in the GATT system. At the time, the United States opposed that.
I think at the moment we perhaps still would, but I think it is
pressure that Japan will ultimately confront. And I think, perhaps,
that is one reason why MITI and others in the government realize
this is a problem they have to address.



Senator BAUCUS. Well, I hope you pursue it, frankly. I think
there has to be a concerted global effort if we are going to reach
any concrete results.

My second question goes to enforcement or the lack of enforce-
ment of any agreements, commitments, targets, whatever, that
were reached on the last trip. It sounds like none of it is enforce-
able, except, perhaps, for the computer procurement provisions. Is
that correct?

Secretary FARREN. Well, I think Ambassador Hills pointed out
that ultimately if the goals that the companies have set for them-
selves are not achieved--and they must assume they are reason-
able, they put them out themselves publicly-then that could serve
as an in(licator that the market is not being properly opened, and
that would allow our industry or the administration to look at var-
ious trade measures.

The President himself indicated in his closing comments in
Japan that we would: be prepared to look at all measures to enforce
the outcome of the trip.

Senator BAUCUS. Why did the agreements not seek greater com-
mitments, looking more, to enforceability?

Secretary F luRREN. Well, we are dealing with the issue of access,
not setting goals or targets. They did that for themselves, which I
think is a worthwhile effort for them to have an import vision rath-
er than an export vision.

We tried very hard to stay away from hard and fast targets, and
we also, at this point, tried to stay away from iron-clad agree-
ments.

If we were going to negotiate an agreement along those lines, it
would have been a very different set of discussions. They would
have been very difficult negotiations.

Senator BAtious. Are you saying that if you had sought agree-
meats, you would have come up with nothing because they would
not; want to agree?

secretaryy FAIRUN. I personally think, Senator, at this point, the
approachrwe are taking could end up with a lot more than we
would get in trying to get government-to-government agreements.

Senator BAUCus. Thank you.
T[e CiAtRMAN. Thank you. Senator Rockefeller.
Senato. ROc1(iFEuA,ER. Thank you, Mr. Chairman.
Secretary FarTen, both you and Ambassador Hills seem to be so

eCX)licitly concerned about not being tagged with anything that
smacks of managed trade.

And it is a word which is evidently terrifying, akin to the words
industrial policy or economic strategy. You talk about this agree-
ment as company-to-company. Youk now perfectly well that the
major companies would not agree on a company-to-company basis.

You know perfectly well that the Chairman of the largest auto-
mobile company in Japan was called into the Prime Minister's of-
fice, after having refused to go along with the deal, was told to go
along with the deal at length, directly, by the Japanese Prime Min-
ister--which is the government,--and then so did. And then the
press releases went out.

Now, I am not 'itical of that. You agree that that happened, do
you not?



Secretary FARREN. I have read in the paper that that happened,
Senator.

Senator ROCKEFELLER. Well, believe me; it happened. If it did
happen, one, it is not necessarily such a terrible thing, is it, that
the Prime Minister had to intervene, or that the President of the
United States came over with an enormous entourage, with a tre-
mendous amount at stake, both diplomatically, politically, or any
other way that you want to construe it? Is it perhaps all right that
that happened?

Secretary FARREN. Well, I think it is very important for Japan
to have an import vision.

Senator ROCKEFELLER. Answer me simply. You know what I am
trying to get at. That was a managed agreement. It was caressed
by the Prime Minister's office. Accept it; do not fight it. It is the
way the world is.

Secretary FARIuBN. I think it is within the national interest of
Japan, just as after World War II, we called in our business leaders
and said, begin to import, when we had a significant current ac-
count surplus ourselves.

Senator RocK*'EIr,Ea. So, we do it ourselves.
Secretary FARREN. I think it is a good thing to have occur. If the

government offers moral suasion and points out that the private
sector should do it because it is within their national interest.

Senator ROCKEFELLER. Well, I think this was more than moral
suasion the Priime Minister had in mind.

In any event, do you lbresee any circumstance under which the
U.S. Government would not make sure in the near and long-term,
and on a monitored basis that everything that was suggested in
Tokyo that was arrived at either company-to-company, or any other
way that you choose to phrase it, will, in fact, come about?

Secretary FARRFN. The President said that he would be prepared
to look at any and all measures to see that the outcome of the trip
was successful .

And I was criticized today in an editorial in the Wall Street Jour-
nal for making a very direct statement after the comments the
other day from the Chairman of Toyota and the Prime Minister.
Yes. We feel strongly that there will be a negative reaction to any
lack of success in the program that was laid out during the Presi-
dent's trip.

Senator RocKEFE iLrmu. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you. Senator Roth.
Senator ROTL. What I am interested in is what can we do as a

government to promote exports further than we have.
Take the case of Japan. You are a small business in my State

of Delaware. It is pretty hard to luow what opportunities there
are. In some areas, you have to make those opportunities, of
course.

For example, Japan has JETRO, which, as i understand it, is
sort of a government corporation that is aronl the world in large
numbers to seek opportiuity to promote opportunity to Japanese
business.

What can we do in this directionn to help all business, particularly
medium and small business to know that there is opportunity? We
passed legislation hopefully promoting trading companies. That
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failed. At least we have had no smashing success with new trading
companies. The big ones folded up.

How can we provide better opportunities and more information?
This new publication "Destination Japan" is fine. I have no objec-
tions to this. But it is general. But tell me about specific informa-
tion that helps our people begin selling. For every billion dollars of
exports, we create 22,000 jobs.

Secretary FARREN. Senator, we need an effectively funded U.S.
and foreign commercial service, which is why the President has
called, in each successive year over the last 3 years, for a $10 mil-
lion increase in our funding. The way we have been able to in-
crease our staff in Japan is reflective of how we have used that ad-
ditional funding.

We need an effective export/import bank and financing arrange-
ments.

We need to make trade a number one issue, which is, frankly,
one very positive thing out of this trip. Trade is now, at least, a
front page question. I think that is good.

We need to do more of what Secretary Mosbacher has done over
the last year: thirty seminars throughout the United States, over
5,000 attendees, most of them first-time exporters; an opportunity
to see what information is available fiom the U.S. Government and
the capacity, on our part, to deliver it.

Senator RoTH. Are we seeking specific opportunities and getting
that information?

Secretary FARREN. Yes. We literally offer tens of thousands of
counseling sessions every year to U.S. business firms to individual
companies on specific opportunities.

There is also a regular full-page advertisement in the Journal of
Commerce that lists trade opportunities that our organization col-
lects.

This is something done on a company-by-company basis, which
is why the company-company efforts coming out of this trip were
so significant.

Senator Ro'rm. My time is up. Thank you, Mr. Chairman.
The C(HAtRMAN. Thank you. Mr. Secretary, thank you very much

for your attendance and for your statement. It will be helpful to us.
Secretary FAiREN. Thank you, Mr. Chairman.
The CHAIRMAN. Our next witnesses will be a panel of two. First,

Mr. Robert Galvin, who has been a friend of mine for many years.
I think he is one of the most progressive and able business man-

agers that I have known; a man who has an intimate knowledge
of what it takes to try to crack the Japanese market. And we are
looking forward to hearing about the problems and the successes
and what he thinks was accomplished on the trip.

Second, Mr. Owen Bieber, a distinguished, organized labor lead-
er; a man who has an intimate knowledge of some of the concerns
and the problems facing the United States automobile industry,
and we are very delighted to have him.

Mr. Galvin, if you would proceed.

STATEMENT OF ROBERT W. GALVIN, CHAIRMAN OF THE
EXECUTIVE COMMITTEE, MOTOROLA, INC., SCHAUMBURG, IL

Mr. GALViN. Thank you, Senator. I appreciate this hearing.
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Let me start by daring to suggest what would be a remarkable
outcome of this hearing. You have heard from yourself, and you are
hearing from us. And I hope, incidentally, my brief statement,
which has some color to it, will be actually read by each of the
members of this committee.

And the outcome I hope comes out of this is that you would have
the objectivity to have looked at the totality of the effect of this
trip, and that you would ascribe to it a sufficient degree of endorse-
ment and approbation of success for the good of America.

I am probably as experienced a person at acting in the realm of
employing government service to open markets, and having, in a
part of a company that has succeeded in that, to see in this experi-
ence that we have had, since about December the 1st, and then the
trip itself, and what can be the aftermath of the trip, a seminal
success-a seminal succeeding process.

To the degree that one wants to be very pedantic and look for
very precise packaged situations, no, you cannot, and would never
have been able to find that.

But I respectfully suggest that those of us that have been labor-
ing in this field, and frankly trying to bring some of you-I speak
of the Senate itself-along over the last 25 years on this issue-
and we have all come a long ways--and administrations, that this
trip, which is illustrated by the profile that I have described there,
did things that were step function important for American busi-
ness.

And I direct you all the way to the third of my graphics to say
that, regrettably, the focus has been on what is terribly important,
but it what I factor as 5 percent of the importance of this trip--
it is a very important 5 percent--and that is the automobile part,
that I am sure we are going to hear from Mr. Bieber about very
eloquently.

But for all of the rest of American business, including setting the
stage for the environment of security and democracy where we can
practice our investments with confidence in Australia, Asean,
Korea, and Japan is a very big benefit to this trip. Very big bene-
fits in trade in Australia, Asean, and Korea.

For example, in anticipation of this trip, the Koreans moved
much faster towards an intellectual property position that is closer
to what we want. These kinds of very significant events took place.

This trip, if it is properly interpreted by American business as
being the success that it truly was, that it truly is continuing and--
will continue to be, will energize American industry substantially.

I have all kinds of stuff here from people who have written me
since I have returned and spoken to four separate audiences about
this matter and bad two separate press conferences.

Everybody that hears the balanced report-and this is a terribly
simplistic summary of it--says, my God, I did not realize it was
this good.

And I have got letters in here fiom competitors who say if there
is that much hope that we now have the President behind us and
we are going to get incrementally more energy behind the pressure
that is needed to pry open markets in Japan, I will go in and inake
a try again. That is the kind of letters I am getting from people.
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And people from audiences come up and say, gee, I am glad to
hear there is some hope in this thing, I thought the way I was
catching this from the press that things were not good.

So, I am not going to repeat my written testimony here. I will
be glad to answer a question or two, and consult individually with
any of you who have been very gracious to always be interested in
what folks like us have to say.

But this trip, sir, in the eyes of the businessmen who see the
whole picture and who are engaged in everything from auto parts
and allthe other manufactming and service businesses, look upon
this as a very, very important new platform in which Americans
can move.

My last comment is I think I know the Japanese, fi-om a trade
standpoint, as well as anybody in this country. And I think I kniow
the Japanese government officials as well.

They beard the President. They will act as a result of the influ-
ence and the pressure of now the aggregate of the entire U.S. (4ov-
eminent being behind them. And, incidentally, the power of your
concerns are very, very significant. And they happen to back up the
President, for the most part.

I know what is going on in the background in MITI and in some
of the companies. And I pay credit to the fact that certain compa-
nies and certain government officials are working assiduously to
achieve a new level of access, and, therefore, trade in Japan.

I have never been satisfied. I have always been out in front for
what ought to be the next and more aggressive stage of how much
more business should be done in Japan.

But I respectfully suggest that this experience was a very strong
step forward towards greater success of American business in
Japan.

[The prepared statement of Mr. Galvin appears in the appendix.]
The (HAIRMAN. Thank you very much.
Mr. Bieber.

STATEMENT OF OWEN F. BIEBER, PRESIDENT, INTER
NATIONAL UNION, UNITED AUTOMOBILE, AEROSPACE AND
AGRICULTURAL IMPLEMENT WORKERS OF AMERICA (UAW),
DETROrrI, MI
Mr. BIE0,3f. Thank you, Mr. Chairman. I appear here today on

behalf of' 1.4 million active and retired members of' the UAW. Let
me just say at the beginning, I do not intend to look at percent-
ages, or anything else.

I just want to talk about what I see coming out of the meetinigs,
and the effect upon the domestic auto industry, and to point out
to everyone here that that domestic auto industry plays a very,
very important role in providing jobs in the type of' economy that
we will or will not enjoy in this country.

We appreciate having this opportunity to share our views with
the committee on the discussions of automotive issues that oc-
curred during President Bush's trip to Japan.

The Tokyo Declarations, economic and trade relations component
was simply a statement of intentions and of hope, not firm commit-
ments. We all know that since the President returned from Japan,



we have had this view confirmed in statements by Japan and the
Prime Minister, and the auto company executives in both countries.

We do not expect the Tokyo Declarations Global Partnership
Plan of Action to contribute to reducing the more than $40 billion
U.S. trade deficit with Japan, or the more than $30 billion of' auto
trade deficit.

The U.S. trade deficit in automotive products with Jap)an is t -se-
rious problem for the American workers in the auto industry, d,
for that matter, the entire U.S. economy.

The importance of the auto industry extends to many other man-
ufacturing industries from textiles to robots, and to the t;a base o(f'
communities all across this great nation of ours.

The UAW saw the President's trip to Japan as an opportunity to
achieve meaningful progress in reducing the United S( e.-;4apa1
automotive trade imbalance.

We suggested that exports of cars fr'om Japan should he reduced
from the current level of' about 1.8 million annually to 800,000. n
the longer term, we proposed that the a.S. adopt a market sh e
limit covering imports froim Japan and transplant vehicles.

The European community has already negotiated such a )ar-
rangement with Japan. Our concerns about the future of u '
industry employment were not diminishbed one bit by PresY!e.t
Bush's trip to Japan.

The Plan of Action's target for increas-ed imports of , Big Three v,-
hicles into Japan is paltry. The Japtnes auto ansse,!)Ier, , l-
nounced the possibility that as many a.3 15,000 moue Big T.it ,,,,e
hicles per year could be sold in Japan.

With U.S. imports of vehicles fiom Japan running at more than
2 million, it would take more than 133 y-ars flor this increnO in,
U.S. exports to amount to a single year's worth of U '
from Ja lyan. This is not a prescription lotr balancirg U.' '"r
auto t~ra( e.

If all the expectations contained in tho Plan of'Action mu.) u trt
sections come to pass, total purchases ol' U.s,3. auto pr;, 1':1')
Japanese auto producers would increase from $9 bitjioz
$19 billion in 1994; a gain of $10 billion.

Unfortunately, even if these expectations are mot, t,, U .i.-
Japan auto imbalance would not be significandtly impvvo('. I) . o
the increase in low local content transplant production, he v ;,1 ,

of U.S. auto parts imports fiom Japan would remain vitu , v'y
changed in 1994.

In addition, it would be a mistake to ass.ume that incieu.1:,.,)
parts purchases in the United States by Japan)ese auto coii anie
will increase U.S. employment. The UAW remairis convinced tt tA.t
increased transplant production will displace Big Three pr(oduct-v6,
and not the imports.

And if this, indeed, is the case, then the additional purchases in
the United States by the Japanese auto producers will be lore
than offset by reduced Big Three purchases.

The far higher value of domestic sourcing fior a vehicle the B Big
Three compared to the transplants accounts fbr this result.

The products made in the United States by the Big Three coipu-
hies are not 100 percent U.S. value, and we fault them f1r their
sourcing of parts abroad. But they are far higher in local content
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than the transplant vehicles, and that is why American jobs in the
auto parts industry have been lost as transplants replaced tradi-
tional U.S. vehicles.

And that is why the $8 billion increase in local sourcing for the
transplants will not provide any relief to the domestic auto parts
industry.

As if this were not bad enough news for the U.S. auto parts in-
dustry workers, it appears that the Japanese auto companies in-
tend to direct the bulk of the additional purchases in the U.S. to
the Japanese parts companies that have moved production to the
U.S. and have traditionally supplied the Japanese auto assemblers
through their Keiretsu ties.

Thus, the increased local sourcing by the transplants may not
create jobs for workers at traditional U.S. parts companies. It is for
these reasons that the UAW has characterized the results for auto-
motive trade of President Bush's trip to Japan as nothing more
than promises.

American auto workers and the American people are tired of
promises. It is time for Congress to insist on balanced United
States-Japan trade. The UAW supports the Trade Enhancement
Act of 1992, S. 2145, introduced by Senator Riegle, and others.

That legislation would not simply set targets for improvements
in bilateral trade as the Japanese government and the Japanese
companies have done, and as President Bush accepted. It would re-
quire Japan to reduce its trade surplus with the U.S. by 20 percent
each year for 5 years.

And if Japan fails to meet these reductions, a quota would be im-
osed on the number of vehicles that can be imported into the U.S.
y Japanese companies.
Mr. Chairman, I have got about-
The CHAIRMAN. Mr. Bieber and Mr. Galvin, I did not mean for

you to be cut that short. So, if yoa want to take some more time,
you do it. And I will get back to you.

Mr. Bi i n m. Thank you, Mr. Chairman.
It is time for Congress to take the contribution of the automotive

industry to the nation to heart. We believe that prompt, favorable
consideration of the Trade Enhancement Act of 1992 would accom-
plish that.

In conclusion, Mr. Chairman, I appreciate the opportunity to
present the views of the UAW on the President's trip to Japan, and
the need for effective action to reduce the United States-Japan
automotive trade imbalance.

I also want to thank you and the members of the committee for
giving us the opportunity to be here this morning.

Mr. Chairman, I have submitted a much longer statement. I
would ask that that be incorporated into the record. I would be
happy to try to answer any questions that you, or other members
of the committee might have.

IThe prepared statement of Mr. Bieber appears in the appendix.)
The CHAIRMAN. Mr. Galvin, would you like to add to your state-

ment?
Mr. GA[,VIN. No, Mr. Chairman.
The CHAIRMAN. Let. me start out by asking you the first question

then. Because I quite agree with you, I do not know any other busi-



nessman who has had as much experience in trying to break into
that market, and in doing it with some success.

But I cannot help but remember back to the semiconductor
agreement in 1986 and what that agreement was with the Japa-
nese. And 4 years after that was signed, the U.S. industry testified
before this ,Committee that Japan had not met its commitments to
it. Why do you think it will be different this time?

Mr. GAIJVIN. Well, first off, sir, that was only the second time
that such class of negotiation had ever taken place, that I know of.
1 had the first industry-to-industry negotiation with the Japanese
for any industry in 1983, and we got acquainted with the process.

The semiconductor agreement that I personally negotiated with
Tanahachi and his associates from business in 1986 was the second
exercise of process. I respectfully suggest the process is excellent.

We did not get the full results done, but now, for the first time,
we have an agreement in this administration that they ought to
more aggressively use private sector-to-private sector negotiations.
I think the third time through we will do it better.

So, I focus, sir, on the process. We incidentally accomplished a
hell of a lot more because we had that process than we would have
otherwise accomplished, because you do have to pry open the mar-
kets in Japan. Once you get there, you can earn and keep your po-
sition.

So, agreed; I am disappointed that we are not at 20 percent yet.
I think we will get a Jot closer as a result of this trip than we
would have gotten if there had not been this trip. I think people
understand they have got to move harder and faster.

I say now let us put on the all court press. Let us have the auto
parts manufacturers sit down with their customers, as they are
ready to do. They like this general principle of what we are doing
here.

I cannot talk to the car makers. Auto parts people want to sit
down with their customers and do more than what had been pre-
sumed in the deal, I am not disappointed to hear people say that
there is not a firm target. I think the objective Should be lots more
than $10 billion in terms of auto parts. Let us go after it.

So, I say that we have the makings now of a process like the
semiconductor agreement to use in five or ten industries, including
the service business, sir. That does not get enough attention. Lots
of opportunities in services.

But in manufacturing, clearly, we could do a lot more and with
the backing of this Congress, which is just marvelous the way you
people have really dug into this class of issue, and now with the
presence of a President and key people like Mike and Carla, et
cetera, and Moskow, who did a inmavelous job for the USTR when
he was over there, I Chink there is a great deal of promise that we
can accelerate this situation.

The CHAIRMAN. Tell me. You hear so many Japanese officials
talk about. how t'e problem is that we are not competitive, that we
lack quality. How do you respond to that on semiconductors and
telecommunications?

Mr. GAJVIN. Well, the Japanese have to posture everything. I am
suret y ohknow, and some of your associates know, the character
and e quality, and it is good character and good quality of Japa-



nese-it is their character and quality. They have to posture all
these kinds of things.

But privately, they recognize that we are meeting them and beat-

ing them in all kinds of markets in the world, and we are serving
them very ably in many, many, many, many categories of products.

And, when we are given the chance-Americans in general-and
then work hard, we match up to them. So, that isa bit of rhetorical
obfuscation, sir.

And behind the scenes, the people that count recognize that
there are suppliers out there that could meet their needs. And if
they are forced into buying and they all need to be forced-do we
understand the character of the Japanese?

None of them can give up anything unless they are forced, be-
cause they have to keep harmony with all the rest of society.

The CHAIRMAN. I really had some questions for you, too, Mr.
Bieber. But maybe I will be able to come back to those. Go ahead.

Senator PAC(KWOOD. Mr. Galvin, what are the principle products
Motorola sells in Japan now?

Mr. GALVIN. Well, we are a very large supplier of cellular tele-
phones, and we are a very large--I brought this along for the sake
of having a display-a very large supplier of--

The CHAIRMAN. We ought to charge you for a commercial.
[Laughter. I

Mr. GALVIN. I did not start the question, sir.
Senator PACKWOOD. Are those cellular telephones the little port-

able things where it opens up and we use them here? It is a port-
able phone.

Mr. GALVIN. It is a portable phone.
Senator PACKWOOD. All right. Now, let me ask you something.

You do pretty well in Japan with that?
Mr. GALVJN. Yes, sir.
Senator PACKWOOD). As I recall, five or ten years ago, you were

saying you could not get into the market on those.
Mr. GALVIN. That is correct.
Senator PACKWOOD. How did you do it?
Mr. GAIVIN. We went to the U.S. Government and Bob Strauss

went over and pounded the table and got Dr. Shinto to give us a
request for quotations.-Anid- then we went over and we overcame
every damn obstacle that they put in our path with regard to speci-
fications and met the specs andgot the order.

Senator PA('KWOOD. And now you are doing swimmingly.
Mr. GALVIN. That is right. But you have to. force the market

open.
Senator PACKWOOD. I understand. It can be done.
Mr. GALVIN. It can be done.
Senator PACKWOOD. This is the normal answer I get from nmy

businesses in Oregon: we have succeeded at it. It is roughly the
same answer. I remember the experience of a lmnber manuf'ac-
turer. He was a Swiss ,nan, never been involved in lunber before.
He came and opened up a mill in Oregon. He was not doing very
well. He decided he could sell in the Japanese market, he thought.

And for 3 years-he lost money every year. The Japanese had in-
spectors in his own plant, that he paid for. But he would cut it to



their dimensions and he was cutting good wood, because they
wanted exposed post beam construction.

He has finally made it, and he sells 90 percent of his market in
Japan. It took him 3 years to get in, and it took him 5 years to
turn a profit. But he is doing quite well at it.

Mr. Bieber, let me ask you a question. Do you think in terms of
autos and auto parts and related thiings to automobiles we ought
to have a reasonable balance of trade with Japan?

Mr. BmEBpR. Do I think we should have?
Senator PACKWOOD. Yes. Yes.
Mr. BIEBER. Of course.
Senator PACKWOOD. In automobiles.
Mr. BIEBER. Yes.
Senator PACKWOOD. Why?
Mr. BIEBER. Well, because I think when you look at the auto-

mobile industry, the importance of it to our country, that it cries
out that we not just let this important piece of our economy go by
the way side.

In addition to that, I see other areas in which other governments
insist upon that fairness in trade, which gives them an opportunity
to get into other markets. I look at the European community as
one.

Certainly they are not leaving a situation where somebody can
come in, take whatever they want of the market, and not play fair-
ly in reverse.

Senator PACKWOOD. But you answered my question about auto-
mobiles. Would your answer be the same industry-by-industry, that
in each industry there ought to be roughly a balance of trade with
Japan?

Mr. BIFBER. Well, let me say this. Let me answer it this way. If
somebody can suggest to me-and I have heard all the testimony
this morning--how you are going to work out balance of trade with
Japan unless you do something with automotive, I need to be
shown that. Because when you look at 30 billion or 40 billion, it
says to me you have to do something in auto or you are not going
to work it out.

Senator PACKWOOD. And that is the reason, not because that you
happen to represent the UAW and the autos are hard hit.

Mr. BmIwnn. Senator, let me say this. I heard another Senator
who is not here this morning take a back-handed crack at the
UAW, and I will answer him. By the way, he is in error, because
the UAW led the parade in that managed medical care situation.

Senator, the UAW and the auto workers do not operate within
a vacuum. We cannot be successful or a failure without the rest of
the country being successful or a failure.

And if you look at the importance of the Ameiican auto industry,
I would suggest that my concern for that industry is also a concern
for the future of this county, because that is a big lynch pin of our
economy.

Senator PACKwooD. That has a stunning similarity to Charlie
Wilson's statement of' 40 years ago, about what is good for the
country is good for General Motors. It came out, he said, and vice
versa. And the famous statement was what is good tbr General Mo-
tors is good for the country. That is not quite what he said. But



what you are saying is what is good for the UAW would be good
for the country.

Mr. BjWtIR. No. What I am saying very simply is that to try to
suggest that this is only a UAW problem could not be further fiom
the point.

The point is that the American auto industry is the lynch pin of
our economy, and it is important to the future of this country. Un-
less we want to, in fact, continue down the road that we are, and
that is, do away with the domestic auto industry.

And it does not take an expert to come here and tell you what
you get: third world economies. The last time I looked, that was not
very good for anybody, including the leaders of those countries.

The CHAIRMAN. We will have another round.
Senator PACKWOOD. Thank you, Mr. Chairman. That is all right.
The CHAIRMAN. Senator Baucus.
Senator BAUCIUS. Thank you, Mr. Chairman. Mr. Oalvin, you

have done well in Japan. You said a few years ago you had a tough
time, and Bob Strauss went over and pounded the table, and you
met all the specs, and so forth.

In your candid judgment, why has the auto industry not done the
same?

Mr. GAIVIN. I cannot answer for the automobile people. They
lave got some superb spokespeople.

Senator BAUC(us. But you are a businessman; you know Japan.
Mr. GALNIN. Yes.
Senator BAUCUS. What has happened?
Mr. GALVIN. Well, our experience is not a bad role model, and

tlat is that one has to go and force open markets. And maybe that
is not what the energies are addressed to. And then, of course, you
have to offer what the customer wants.

Senator BAUCUS. Mr. Bieber, your answer?
Mr. BiRBIP, . Well, first of all-
Senator BAUCUM. Briefly, because I have another question.
Mr. Bi'mat. I will try very briefly. First of all, I would point out

that Mr. Galvin points out with the help of the American govern-
ment, they were able to do some things. We have not been able *to
do that. Qtiite frankly, we have a situation where we have not been
able to get a fair shot. We produce parts. You know, the thing I
think Pveryhody has to understand-

Senator BAUCUS. I understand. If I might, please, because we do
not have a lot of time here. Let us-

Mr. BiP iERi. Well, I mean, but I-
Senator BAUCUS. I am with you.
Mr. BIMEwR. All right. You may be with me. I think there is an

important point. Mr. Chairman, I would like a bit of time myself
if* I can come back to make that point.

Senator BAUcUS. All right. The point is this. I agree with you
that we need a very strong, vibrant U.S. auto industry, and it is
good for America.

I Just think we have to develop our manufacturing process, that
we have to produce more products in America that we can sell to
Americans and sell to people overseas. And the auto industry is
certainly a cornerstone of the productive effort we must make.



Now, without getting into who is at fault here, without getting
into questions of blame as to why the U.S. auto industry is in such
dire straits.

But putting blame aside for a moment, let us talk about solu-
tions. How do we get the U.S. auto industry strong so that 30-40
percent of the cars bought in Japan are American cars, instead of
30 percent of the cars bought in America being Japanese.

What should the auto industry and the UAW be willing to do in
exchange for some kind of relief? That is, if there is a VRA, if we
address transplants in some way, what do you think the industry
should do in exchange to show that the American people are not
getting a pig- i-a-poke?

To what degree should we say to the executives, bring down your
compensation? It is my understanding that in 1992, the total GM
executive compensation will equal the total GM profits. The same
dollar amount.

I was in Germany not long ago. BMW makes all their cars in a
way so the steering wheel can be on either the right-hand side or
the left-hand side.

Do you think it is unreasonable for the Congress, if it encourages
the administration to do something for the industry, to, in ex-
change, say, all right, X percent of your profits have to go back into
investment, you have to cut back your executive compensation, you
have got to do all these things to show that you are really doing
what has got to be done so that three, or four, or 5 years from now
we can lift the VRA?

Mr. BIEBER. Well, let me add to-
Senator BAUCIUS. Well, my time is up. If you could just in one or

two sentences add to that.
The CHAIRMAN. No. You go ahead and answer the question.
Mr. BIFBER. He asked the question. You ought tolet me answer

it.

Senator BAUCUS. Well, I am not the Chairman. Maybe the Chair
will let you.

The CHAIRMAN. You go ahead.
Mr. BIBi3,a. Thank you, Mr. Chairman. First of all, let me say

this. The UAW, nor this current president of the UAW, nor all of
his predecessors have to take a back seat to anybody in talking
about their displeasure with the high compensation of CEOs.

And I, quite frankly, am happy to hear other people concerned
about it this morning. So, anything you want to write that takes
that into consideration, you will have my support. And they all
know that, because I have told them that many times before.

Senator BAUCUS. What else?
Mr. BIEBER. Now, let me make the point. You raised a good

point. You said BMW builds a car that you can put a steering
wheel on either the right-hand side or the left-hand side. If we are
given an opportunity to sell some cars in Japan, we can do the
same thing.

But, Senator, I have to say in all fairness, if I was a CEO of an
American automobile company, I would not have made the invest-
ment for a right-hand drive car to sell in Japan when I cannot get
into the market. So, give us an opportunity to force an opening of
that market and the American products can compete.



I want to also point out another thing which is big, and that is
the auto parts industry. Now, I keep hearing about they can sell.
You cannot sell unless you can get into it. You cannot get into the
transplants here.

Why? Because their answer merely is our parts do not meet up
to the quality of Japanese standards. Then someone tell me how
we sell those parts in Europe that go into that same BMW car? The
Saginaw Steering Gear plant in Saginaw, Miclhigan makes steering
devices.

Our export to Europe has doubled-has doubled. And those same
devices go into those cars. Quality is high enough for BMW, but
somehow it is not high enough for the Japanese to look at in the
Japanese market, or here in the United States.

Senator BAucus. Well, my time is up. You did not really answer
my question, but my time is up now. That is all right.

The CHAIRMAN. All right. We will give you another shot. All
right. Let's see. Next we have Senator Roth.

Senator RoTH. Thank you, Mr. Chairman. One of my concerns,
Mr. Galvin, is that many people stop in my office who are involved
in international operations full-time, represent their major compa-
nies, say, in the Pacific Rim.

They come back and tell me that one of their concerns is that
their parent company-their home office-does not, put enough sup-
port and attention to trade. That, in their opinion, the American
market continues to be the first concern and international trade
only secondary.

Is that a problem? Is there anything we can do about that?
Mr. GALVIN. There are managements that have that perspective

and that certainly will restrain most companies from being success-
ful. I respectfully suggest that we could do some things to change
that motivation arotud.

I started my testimony here a few minutes ago by saying one of
the nicest things that could occur, if you could possibly stomach it,
is to say, you know, there was more benefit otit of it than we real-
ized on this trip, and we think American business should take
greater heart and have a greater sense of confidence that you can
succeed in Japan. We will back you up. Even the President says
he is going to back you up more.

I think that would awaken a substantial increment of that block
of American managements who have apparently been obliged to
say, as apparently the car companies might have been obliged to
say, lhey, we do not see enough hope that we cannot put our invest-
ment there.

Some of us moved ahead boldly and said, let us throw caution
to the wind, and we succeeded. I think more people have to under-
stand that now that they have got support of the follow-on of the
Bob Strausses, they are going to get some really good benefits.

Senator RoTIH. Mr. Bieber, I agree with you that a viable auto
industry is essential to our economy. And, as I said earlier, it i,-
my judgment that we are producing in the United States some
pretty damn good cars. But the problem seems to be one of percep-
tion.

That one illustration where, I think it is Toyota-I may have the
wrong car-is being produced at the same facility that a General
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Motors car is being made. And according to the story, the Japanese
car sold extraordinarily well; they could have sold a lot more. But
the American car, produced by the same workers, incidentally, at
the same facility, does not sell. What can we do to correct that per-ception?qr. Bxmn.R Well, Senator, you are absolutely right. Some of

those high-quality cars are produced in your State. And you are ab-
solutely 'right in the example you give. It is two, actually, not one.

One is a situation in Freemont, Califbrnia where the Prizm is
produced, along with the Corolla. Same parts, run and produced by
the same people.

The other is the Diamond Star Joint Venture in Illinois between
Chrysler and Mitsubishi. I have been in both of those plants. Iden-
ticaparts, run down the same line, put together by the same peo-
ple, and it is true the Japanese model has outsold the domestic
model.

Senator Baucus, before you leave, let me also say I agree with
you on the reinvestment.

And so, it is a perception problem. Quite frankly, we get a lot of
jollies in America out of, you know, sort of kicking our own back-
sides. And I marvel when I get into these discussions. I will say
to someone, well, why (10 you say the foreign car is better? Wel,
in 1968 1 had X type of American car. Well, compare it to 1968.

In 1968, the Japanese could not sell a car here either because
they had a poor car, and we had a poor quality car.

But let us look at 1992 to 1992. The incidence Of problems per
100 is almost identical, and it is almost zero. We builda very high-
quality car.

And I say the same thing to the media. Quit kicking the hell out
of the American product. I agree with you that we have a problem
there, and it is a perception problem.

And I think it behooves all of us to become salesmen. And for
whomever it was that said nobody called him this morning, I think
it was Senator Chafee, if I can be of help to anyone, I would be
happy to use my good office.

Senator R('i', Well, my time is up. But as I said earlier, I wish
the American consumer would begin looking first at American
products.

Mr. BIsnitE. I join you.
Senator Ro'rml. Thank you, Mr. Chairman.
The CHA PMAN. Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman.
You know, Mr. Bieber, it seems to me that you present a very

unusual argument for a salesman. If I get what your saying, it is
if we can sell enough cars in Japan that need a right-hand drive,
then we will produce a right-hand drive vehicle.

Well, I have never had a salesman come to me and say, if you
make such and such a requirement, we will produce it for you. I
like the salesman that will come to me that has the product all
made.

I just think you are harking up the wrong tree i you think that
the people are going to stand around in Japan and say, boy, we
think that Cherokee is marvelous. If you would only put a right-
hand drive, we would buy it.



I might say there is a great demand for right-hand drive vehicles
all over the world, and I just recently came back from a conference
in Jamaica. In Jamaica, it makesyou weep.

Ninety percent of the cars sold in Jamaica currently are Japa-
nese. And so, if you are waiting for the demand to get there before
you put the steering wheel on the right-hand side, you are going
to have a long wait, I suspect.

Mr. BIEBimR. No. I certainly did not want to imply that. First of
all, the right-hand steering wheel is going to be inserted into the
Probe, which will be sent back to Japan.

We have a helping hand there, by the way, because Mazda pro-
duces that car; a good quality car built by UAW workers. And so,
that is a helping hand in getting that car imported back into
Japan. There is somewhat of a selfish motive on the part of Mazda
to do that.

The point I was making, Senator, was this: that when you say
we do not build a right-hand drive car, that is correct. But we also
sell a lot of American cars in Europe where a lot of the countries
also have right-hand drive.

What I was trying to say was if you are looking at a market that
is totally closed, and I do not think anybody can really argue that
that market has not been closed-5,000 vehicles into it last year
certainly represents not an open market by any stretch of theimagination-then you would look, as any good business people
would, at what you put into an investment, Right?

My point is, if we had right-hand cars lined up from here to San
Francisco, under the current rules and the cmrent policy, theX
would not get into Japan, whether they are right-hand, left-han
or middle.

Senator CHAFE, E. Well, I do not want to debate this forever, but
it seems to me that it is tough for you to say that when others who
have worked hard on it, like Mr. Galvin, and has produced the
products that they want, they can sell them.

I am not just talking about his company, I am talking about
Proctor and Gamble, and a host of others. But let us not debate
that. Again, it seems to me that where the problem is is not in' the
sales in Japan. The problem is the sales in the United States of
America.

I think you pointed out that statistics currently show that foreign
automobiles-that is total foreign automobiles, not just Japanese-
now have 30 percent of the market in the U.S.

Mr. BIEBER. Yes.
Senator CHAF'EE. Am I correct in that?
Mr. BIEBER. Yes.
Senator CHAFEE. The great bulk of those foreign vehicles are, no

question, Japanese.
Mr. BjEBER. Right.
Senator CHAFEE. And the problem goes 6ght back to the one you

said, which was, your fblks produced lousy quality and now-
Mr. BIEBER. No. I am not going to accept that, that our folks pro-

duced lousy quality.
Senator CHAFEE. All right. Then-
Mr. BIEBER. I challenge you then to show me that-
Senator CHAFEE. Let me finish.
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Mr. Bwrn.-the statistics that say that.
Senator CHAFEIE. Well, that is what led to the downfall of the

sales of American-made vehicles. And it does all well and good for
us to sit around and kick the Japanese, but we had better look at
ourselves. You are producing good quality cars now, but you did not
for many years. Thus is the perception.

I looked at a Cadillac ad the other day, and across the bottom
it had words to the effect, "this will convince you that American
qualityis now good," or something to that effect; acknowledgingthat the problem was it was not price, it was quality.

Mr. BIEBER. But, Senator-
Senator CHAFEIE. Do not say that the Japanese also were produc-

ing low quality, and, thus, the Americans just flipped a coin and
took the Japanese. They chose the Japanese vehicles because, not
price, but quality. It is taking you a long time to catch up, however,
you are catching up. Infact, I believe you have caught up. But could
I ask you onequestion specifically?

Mr. BIEBEM . Well, would you let me answer what you
Senator CHAFES. Yes. Here is my one specific question. What

rate of absenteeism does an employer have to tolerate before he can
fire a UAW employee?

Mr. BiEBEBt. Well, let me suggest this, that that is going back to
the 1940s and 1930s, that argument, because if you look at what
has happened today, we do not have that kind of a problem any-
more.

We have joint committees that help people, because before that,
it led to absenteeism. There were problems. We have done all kinds
of work jointly with the companies on that. The absentee figmes
are very, very low today. Very low. And first of all, the
measurement-

Senator CHAFF *. Well, what about-
Mr. BIEBER. The measurement is not how soon you can fire a

person. The measurement is how do you help people who have a
problem, whether it is family, whether it is something else, how do
you help that person continue to be a good, producing, tax-paying
citizen, rather than just firing. Firing is not the answer.

Mr. Chairman, may I just have a second? Because I want to
make this point, Senator. Number one, you did irritate me when
you point and say that the people I represent are the cause of
this-the cause of quality.

Senator CHAFEE. I understand.
Mr. BIEBER. Let me suggest to you that at the time that you go

back to the poor quality, it is cOTect to say so were the imports.
Since 1980, we have designed and developed a totally new car in
this country.

It gives you an opportunity to build quality in. We have asked
the people on the floor to participate in how you raise the quality
of that vehicle so that today we do have a god quality product.

Senator CHAFEE. I agree.
Mr. BIEBER. People from your State help build good quality prod-

ucts in Rhode Island, and other places, that go into these cars and
the finished product. Now, only a fool-and I do not represent
fools-would suggest that you would deliberately set out to build
something less than top quality.
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I want to hitchhike once more on what Mr. Galvin said. Mr.
Galvin has had success, but Mr. Galvin has also had the oppor-
tunity of a state-out there that says you have to move to that.

That is my problem with what we came back from with from
Japan. Some of those figures are figures that we were told in 1981
and 1982 we would have by 1985. We need to say to the Japanese,
this cannot continue. Free trade and fair trade. Open up your mar-
ket.

The CHAIRMAN. Thank you, gentlemen. I have a hunch that you
will get a chance to speak with Mr. Riegle. Senator Riegle.

Senator RIEGLE. Thank you, Mr. Chairman.
Mr. Galvin, I have great respect for you and for your company,

as you well know. But I think you made a very important point
that needs emphasis, and that is, you had a very powerful
downfield blocker helping you.

Mr. GAIVIN. Yes, sir.
Senator RIE(uLE. As you told the story, your company is based in

Texas, and Bob Strauss was the trade ambassador during the
Carter Administration was also fiom your State--and someone
whom you knew.

You knew you had a tenible problem with the Japanese stiffing
you every single time you tried to penetrate that market.

You went to Mr. Strauss and he did the downfield blocking and
pressed hard on your issues. We all know that the Japanese are
very good at putting a few drops of oil in the areas where the
squawks are the loudest.

Your company happened to build fine products; you had the
downfield blocker you needed, and you are in that market now. I
do riot know what percent of your sales and profits is coming from
Japan. I hope it is a substantial amount. I suspect it is not a huge
amount in terms of your overall operation.

But, I daresay that if you were an entrepreneur industrialist in
some other part of the country that had not had access to Bob
Strauss, whom I know and respect as you do, to go in to him and
lay the situation on the line, you know that you would be here
singing a different tune today, you probably would not be selling
your products in Japan today, either. Would you agree with that.
That and the fact Bob Strauss was critical' to your success in
Japan?

Mr. GAI.VN. Yes, sir.
Senator RIEuJIE. All right. Many are aware that we do not have

the direct assistance of Bob Strauss or his successors available to
every U.S. imdustmy. If we did, we would not have the problems we
have with Japan.

If Bob Strauss had gone to bat for every other U.S. industry, or
if we had a Bob Strauss for every industry who could go over and
really confront the Japanese and get their response and a change
in their business behavior, we would not be having this hearing
today. We would be talking about some other subject. But, we do
not have this situation.

So, in fairness, I think we ought not to take that example where
you had special help, which I think you properly deserved. I think
because Motorola is a state-of-the-art company, it earned the right
to be able to penetrate the Japanese market with its quality prod-



ucts. I am glad that your company has been able to crack the Japa-
nese market to some extent.

I think that this is not true, for most of American products. It
is not true for our automobiles and auto parts. We sell automobiles
and autoparts in a lot of different places around the world.

The only place we cannot seem to sell them is in Japan. As far
as autos are concerned, our companies have produced a lot of right-
band-drive cars that come out of Europe and cannot be sold, in
Japan, either. It turns out that 60 percent of the cars from
abroad-the tiny nwnber that Japan takes in-are left-hand-drive
cars. So, you know, that is a red herring issue-that is a phoney
issue.

But what is not a phoney issue, it seems to me, is that our coun-
try is in some real difficulty today. I am told Texas is bouncing
back a little bit. I certainly hope it is.

But the rest of the country is really struggling economically.
Since 1980 Japan has taken $460 billion out of the United States.
How much more scarce capital can we afford to let Japan take out
of the U.S.?

Mr. Galvin, I recognize that you and Mr. Bieber, are strategic
thinkers and strategic planners, who run big organizations.

I do not think you can allow your country to have that kind of
a net capital drain over such a short period of time when so much
of it is happening as a result of targeting of strategic U.S. indus-
tries.

If Japan targeted Motorola today, and came in here with a $25
product and sold it for $15, far below what you could make and sell
it for, and continued under-sell month after month, year after year,
you would not be in business.

It does not matter how good your product is, Japanese predators
can drive you out of the market and business all together. They
have done this in a number of sectors in our economy. You have
seen it, evidenced by your nodding in the affirmative.

To combat this behavior, I believe we have got to have a broader
strategy. We cannot just do the Bob Strauss strategy, because that
is not big enough. In this respect, I would hope that we could get
a consensus that business, and government, and labor could sit
down around a table together, and work out an effective economic
strategy for America.

I want someone like Bob Graham at the table, and someone like
Owen Bieber, and someone beading our government-I wish it was
Lloyd Bentsen, fiom Texas, instead of Bush, because I think this
Chairman understands this problem-to work out the trade mis-
understandings and problems our country is facing.

The reinvestment questions that Max Baucus raised as well as
the need for additional help on the labor side are important pieces
for us to consider in the context of any broader strategy fbr the
U.S.; I am confident that the labor people will do their part. If
some sacrifice is needed, we all know this has been done before. We
did it in the Chrysler situation when we worked for the govern-
ment loan guarantees.

We need a strategy for America, and it cannot be for just one
coilany. It cannot only be Bob Strauss breaking the table for Mo-
torola.
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We have got to have a strategy that gets this country back to
work. We have 16 million people in this country today that want
to work and cannot find work. This situation is outrageous.

Japan is going to take $4 billion out of our economy this month,
it took $4 billion out last month and in total, the Japanese have
taken $460 billion out of the open U.S. market since 1980, while
maintaining their closed markets.

At the time we are talking about trade issues and problems, and
not acting, more American jobs are jeopardized. We have a national
government to look after the national interest, which is the well-
being and standard of living of every person in this country.

We can't afford to only help a few companies or an industry here,
or an industry there; We need to address the whole broad sweep
of issues affecting our country. That is why we need a national
plan. We need to stop the trade cheating in our market. We also
need an aggressive American plan here at home-built, designed,
and carTied out in this country. There is no other way to restore
the economic ground we have lost. The longer we dance around this
question, the further behind we are going to be, relative to other
economies in the global market.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator. Thank you very much.
Well, I think this has been very productive. Let me say I think

that once upon a time, if I understand the definition of the word,
it was probably considered "chic" to buy foreign cars. And Ithink
there was a legitimate complaint about American quality.

But I have seen the American industry invest $170 billion in im-
proving productivity and quality. There has been a major change
in the quality of American cars.

I think something that is going to come out of this hearing, and
something out of this trip, Mr. Galvin, is an understanding of the
importance of the American automobile industry to the overall
economy of this country.

I think it also is going to come back in style to have loyalty to
American products. And I think that lingeringperception of those
products not having quality is being dispelled. The difference in the
quality and the number of defects between Japanese cars and U.S.
cars is very slim now.

I think that message is beginning to get across. Frankly, I think
that is a better way of building back the American automobile in-
dustry in trade, rather than restricting imports. I believe that.

I think those are some of the benefits that are going to come out
of this tip. A better understanding of the importance of the Ainer-
ican automobile industry, of trade, and of what is happening to the
quality of our products.

If there are no further comments, thank you very much, gentle-
men.

[Whereupon, the hearing was concluded at 1:25 p.m.]
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ADDITIONAL MATERIAL SUBMITTED

PREPARED STATEMENT OF OWEN BIEJER

Mr. Chairman, my name is Owen Bieber. I am President of the International
Union, United Automobile, Aerospace and Agricultural Implement Workers of Amer-
ica (UAW). I appear today on behalf of the 1.4 million active and retired members
of the union.e appreciate having this opportunity to share our views with the
Committee on the discussions of automotive trade issues that occurred during Presi-
dent Bush's trip to Japan. Viewed in terms of results not rhetoric, the Tokyo Dec-
laration's Economic and Trade Relations component was simply a statement of in-
tentions and hopes, not fim commitments. In the time since the President returned
from Japan, we have had this view confirmed in statements by Japan's Prime Min-
ister Miyazawa and auto company executives in both countries. Wedo not expect
the Tokyo Declaration's "Global Partnership Plan of Action" to contribute to red uc-
jug the more than $40 billion U.S. trade deficit with Japan or the more than $30
billion auto trade deficit.

The economic discussions in Japan covered a variety of subjects in addition to
automotive trade. The Tokyo Declaration addresses each one in language that has
become all too familiar in the past 10 years of huge U.S.-apan trade imbalances.
The anouncements on paper products, flat glass, Japanese government procure-
ment of computers and legal services all have one thing in common: they should"
increase opportunities for U.S. exports to Japan by reducing the complexity of Japa-
nese import procedures for foreign producers and increasing "market access." My fa-
vorite, Mr. Chairman, is the reference to the "intensified efforts" of the Office ofthe
Trade and Investment Ombudsman to "improve market access" by resolving com-
plaints about Japanese standards and certification procedures. Automotive prob-emw in tisi area have been among the issues claimed to have been re-
solved In every Japanese government trade package announced since 1983.
Now we are told they will once again be resolved in the wake of the latest discus-
sions.

The U.S. trade deficit in automotive products with Japan is a serious problem for
American workers in the auto industry. We strongly believe that it is also an impor-
tant problem for the entire U.S. economy because of the significance of the auto in-
dustry to many other manufacturing industries, from textiles to robots, and to the
tax base of communities across the Nation. The more than $30 billion auto trade
deficit with Japan-has become a near constant in the U.S. trade picture.

The UAW saw the President's trip to Japan as an opportunity to achieve mean-
ingful process in reducing the U.S.-Japan automotive trade imbalance, and we gave
the Presid-ent a specific proposal to meet this goal. In a letter to the President dated
December 27,1991, we proposed that the current level of exports of cars from Japan
should be reduced from about 1.8 million annually to 800,000. This would make a
sizable dent in the trade imbalance. In the longer term, we proposed that the U.S.
adopt a market-share limit covering imports from Japan and transplant vehicles
with low levels of local content assembled by the Japanese auto companies in this
country. The European Community has already negotiated such an arrangement
with Japan. It sets a limit of 16 percent of the 'market through the end of this dec-
ade. The share of the U.S. market held by the products of Japanese auto compares
is more than twice that level.

The desperate condition of the domestic industry justifies reducing Japan's ex-
orts of vehicles and parts to this country. Hundreds of thousands of American auto

rkers lost their jobs in the 19805 due to the increase in imports, the growth of
al assembly by the Japanese companies (transplants) and the restructuring of the
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industry. During the ongoing deep recession, hundreds of thousands more jobs have
disappeared. They will return only if the economic and trade policies of the Bush
Administration change. Franldy, Mr. Chairman, we are extremely pessimistic about
such a change taking place.

Our concerns about the future of U.S. auto industry employment were not dimin-
ished one whit by President Bush's trip to Ja an. A brief review of the results of
that trip in the area of automotive trade will demonstrate the basis for this assess-
ment.

First, the target for increased imports of Big 3 vehicles into Japan is paltry. The
Japanese auto assemblers announced the possibility that, if everything goes right,
if the Big 3 make substantial investments in design and eineering or te Japa-

nese market (including building right hand drive models), they could sell as many
as 20,000 Big 3 vehicles in Japan in fiscal year 1994 (ending March 31, 1995). The
Japanese companies are tdready selling about 5,000 of these vehicles, so the in-
crease would be 15 000 per year' With U.S. imports of vehicles from Japan running
at. more than 2 million, it would take more than 133, years for this incremeint in
U.S. exports to amount to a single year's worth of U.S. imports from Japan. This
is not a prescription for balancing U.S.-J/apan auto trade.

Even the use of the term "target" for these Japanese import plans may he optimis-
tically misleading. The Japanese auto manufacturers, according to the document re-
leased by the two governments, "have expressed ... their willingness to help ex-
pand the sales of US automobiles." Toyota's announcement states that it is 'pre-
pared to negotiate with General Motcrs about the possibility of retailing GM vehi-
cles in Japan . . . Such an anangement might reasonably be expected to yield
sales of 5,000 vehicles a year."

These statements are not elementF, of a trade agreement with enforceable commit-
ments. They are nothing more than public relations jargon designed to sidestep the
real question: what will Japan (1o to reduce the aut4o trade imbalance? To that, ques-
tion, there is no answer in the announcements about vehicle imports into Japan.

The auto parts element of the Global Partnership Plan of Action is a bit more
complex than the vehicle section, but no more reassuring. If all the expectations con-
tained in the Plan of Action take place, total purchases of U.S. auto parts by the
Japanese auto producers would increase from $9 billion in 1990 to $19 billion in
1994, a gain of $10 billion. Auto parts purchased for the U.S. transplant operations
of the Japanese firms would grow from $7 billion to $15 billion, up $8 billion, while
exports from the U.S. to Japan would increase from $2 billion to $4 billion.

Tlie first paragraph of the Plan of Action includes the assumption that transplant
vehicle production in the U.S. will grow by 50 percent from 1990 to 1994. This
means growth from 1.5 million vehicles to about 2.3 million. With imports of built-
up vehicles into the U.S. effectively unrestricted, we believe this increase will come
at the expense of sales by the Big 3 producers, not imports from Japan. It. is in this
context that the promised increases in purchases of U.S. auto parts by Japanese
producers and their impact on U.S.-Japan trade must be considered.

Let me first discuss the impact these increased purchases of U.S. auto parts could
have on U.S.-Japn trade. The UAW has criticized the transplants for their high
levels of imported parts, In the document released in Tokyo, the Japanese auto pro-
ducers claim that 50 percent of the transplants' parts are sourced locally and 50 per-
cent are imported. The figures for local sourcing are higher than we believe to be
the case. Accepting these numbers for a moment, for the sake of argument, it is ap-
parent that two things will happen if transplant production increases by 50 percent.
First, the amount and value of imported parts that are assembled into the trans-
plants will grow. Second, local purchases will increase. Tle increased local sourcing
has been the only component of this increase in transplant production that the Jap-
anese companies, the Japanese government, the President and some U.S. auto parts
and supplier companies have mentioned in their descriptions of the talks in Japan.
That leaves out the import increase.

The ,Japanese companies also stated in the Tokyo plan that, for their U.S.-assem-
bled trmsplants, "in terms of percentage of local procurement in the total purchase
of parts, the percentage is expected to increase from about 50 percent in PY 1990
to about 70 percent in 1FY 1994." Since local sourcing in FY 1990 of $7 billion ac-
counted for 50 percent of parts value in the transplants. then imports of pmrts also
amounted to $7 billion. Even if local sourcing were, in fact, to increase to 70 percent,
the overall value of U.S. auto parts imports from Japan would remain virtually un-
chlnged in FY 1994 due to the increase in transplant production. In other words,
because of the planned increase mi transplant output, the promised i.
creases in local sourcing of auto parts will not result in any meaningful re-
duction in the overall amount of auto parts imports (and hence will not re-
duce the trade deficit with Japan).



The only reduction in the auto parts trade imblance projected by the announce-
ments from Tokyo would come from increased Japanese imports of auto parts from
U.S. suppliers. Here, the current level of imports is so low that its doubling from
$2 billion to $4 billion is hardly cause for celebration. Yes, the UAW would he
pleased to see an increase in auto parts exports to Japan, but the size of the in-
crease described in the Japanose action plan, if it occurs, will not make much of
a dent in the auto trade in balance. And, as with other items addressed in the talks,
there is absolutely no commitment to the higher export figure; it is simply "ex-
pected" to occur.

Now, let me turn to the impact on U.S. auto industry employment and production
of the "expected' increase in U.S. sourcing by the Japanese companies for their
transplant production. Again, we believe te announenionts are less than what
they appear to be. The employinit impact that results depends on whether in-
creased transplant production displaces Big 3 production or imports front Japan. In
addition, the impact on the U.S. economy will be different if the new work goes to
traditional U.S. parts firms or to newly transplanted parts firms from Japan that
are part of each Japanese auto coin pony's network of "keirptsu" suppliers.

Since imports from Japan lave kept a high and quite stable share of total U.S.
sales as transplant. production has increased, the UAW is convinced that increased
transplant. production will displace Big 3 production, not imports. If this is, in-
deed, the case, then the additional purchases in the U.S. by the Japanese
auto producers will be more than offset by reduced Big 3 purchases.

The far higher value of domestic sourcing per vehicle by. the Big 3 compared to
the transplants accounts fbr this perverse result. There is an incredible statement.
in the Toyota press release regarding its targets for U.S. auto parts purchass. It
says, "The huge volume of local purchasing at Toyota's U.S. plants is evident in
their high levels of local content, which compare favorablv with the levels at the Big
Three t.S. automakers." Mr. Chairman, I challenge Toyota to defend that statement
with hard evidence. lhe products made in the U.S. by the Big 3 companies are not
10(0 percent U.S. value, and we fault them for their sourcing of parts abroad, But
they are far higher in local content than the transplant vehicles. TIat is why Ater-
icar jol) iiI the auto parts industry have been lost as transplants replaced tradi-
tional U.S. vehicles. And that is why the $8 billion increase in local sourcing for
the transplants will not provide any relief to the domestic autoparts industry. It
will be more than offset by decreased parts purchases by the Big Thre,, if they con-
tinue to lose market share to the Japanese producers.

There is one more point I would like to make concerning the Japanese announce-
ment about increased U.S. purchases. There is a curious paragraph Chat. states, "lit
making these procurements, special consideration will be given to the U.S. parts in-
dustry, which is currently under a difficult situation."TIe only possible procure-
ments being considered in this paragraph are U.S., purchases, so why is "special con-
sideration of the U.S. parts industry" included? tIm only explanation I can make
is that the Japanese auto companies intend to direct the bulk of the additional pur-
chases in the U.S. to the Japanese parts companies that have moved production to
the U.S. and have traditionally supplie4 the Japanese auto assemblers.,, This pattern
of purchasing reproduces the keiretsu supplier relationships that prevail in.a hpan.
Apparently "special consideration" must be needed to give traditional U.S. parts
suppliers a bit more of the business than they would get without it. A University
of Michigan study found thn traditional U.S. auto parts suppliers only received 40

percent of the local parts sourcing of the largest transplant producer. Honda, while
apanese parts companies accounted for 60 percent. This means that the increased

local sourcing by the transplants will not create jobs for workers at traditional U.S.
parts companies. Their plants are increasingly likely to close. These closings will
isplace workers and disrupt communities across the country. We have seen more

than enough of this, Mr. chairmann , to know that it is extremely harmful to the indi-
viduals affected aid wasted of investments made over long periods in machinery
and structures.

It is for these reasons that the UAW has characterized the results of President
Bush's trip to Japan for autoinotive trad9 as nothing more than promises. At this
time, Mr. Chairman, American auto workers and the American people are tired of
promises. Tey expect their government to represent their interests in preserving
good jobs, improving their living standards and establishing trading relationships
that generate fair, balanced trade. These goals were not fiuthered by the President's
trip. It is time for Congress to insist on balanced U.S.-Japan trade. Year after year.
market access negotiations have failed to address the claims of competitive U.S. pro-
ducers that they do not receive fair treatment from Japanese finns. Th time for
more "market access" agreements has passed. We need effective, enforceable mes-
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ures to bring balance to U.S. trade with Japan and especially, to the automotive
trade that. accounts for three-quarters of the overall U.S. deficit with Japa l.

The UAW supports the Trade Enhancement Act of 1.992 (S. 2145), which has been
introduced by Senator Riegle and others. That legislation would not simply set "tar-
gets" for improvements in bilateral trade, as the Japanese government tad Japa-
nese companies have done and as President Bush accepted. It would require Japan
to reduce its trade surplus with the U.S. by 20 percent each year for 5 years. If
Japan false to meet these reductions, specific limits would be imposed. In particular,
a quota would be imposed on the nuniber of vehicles that can be imported into the
U.S. by Japanese companies. The quota would decrease by 250,000 vehicles each
year. It would decline further to offset any increase over the current level ofproduc-
tion of low local content Japanese transplants. These quota reductions could be di-
minished only if imports of high content U.S.-built vehicles into Japan increased
and/or transplant producers increased substantially their purchases of parts from
traditional U.S. suppliers.

Mr. Chairman, the U.S. auto industry is at a crossroads. The recession in the
early, 1980's cost hundreds of thousands of auto workers their jobs; the current re-
cession is producing similar dangers. The transplants are not a substitute for the
traditional domestic vehicles in terms of jobs generated, technological development
supported, U.S. manufactured goods purchased or taxes paid. It is time for Congress
to take the contribution of the automotive industry to the Nation to heart. We be-
lieve that prompt, favorable consideration of the Trade Enhancement Act of 1992
would accomplish that.

In conclusion, Mr. Chairman, I appreciate the opportunity to present the views
of the UAW on the President's trip to Japan and the need for effective action to re-
duce the U.S.-Japan automotive trade imbalance. I would be pleased to answer ay
questions you and members of the Committee may have.

PREPARED STATEMENT OF SENATOR BIm, BRADLEY

Thank you, Mr. Chairman. I appreciate the opportunity to discuss the Adminis-
tration's attempts to deal with or trade deficit, and current economic woes.

I believe, Mr. Chairman, that President Bush's recent trip to Japan was historic-
for the first time, an Ameican President stipulated that both our problems mad the
solutions to them are located outside the United States.

That is remarkable admission, one that has generated great debate about the
symbolic impact of America going, hat in hand, to beg for concessions from the Japa-
nese.

And while that symbol is disheartening, focusing on it may divert us from the real
calamity of President Bush's trip: that he believed he could go to Japan to fix our
economy.

There is no one in this room who does not kmow that this trip was a political exer-
cise, not an economic mission. But President Bush insists lie returned from Japan
with agreements that would reinvigorate the American economy.

This is not true. But more to the point, it could not possibly be true. The premise
was false. It was as if President Bush announced that he was going to the Sahara
desert to bring back water-what lie wanted simply doesn't exist where he went.

We do have trade problems with the Japanese, and they do need to be corrected.
Of highest priority is the question of access; American businesses face a wide array
of obstacles as they try to break into Japanese markets, barriers which are unique
to Japan and its economic structure.

The closed business practices of the keiretsu are a specific challenge. I met with
a businessman last week who related the difficulties he faced breaking into the Jap-
anese market, confronting a distribution system dominated by long-term relation-
ships between suppliers who do not allow penetration.

Addressing such systemic inequities is the foundation of good trade policy; de-
manding concessions in a by-industry, by-country manner is not.

The Bush Adrnimdstration's attempt to create a new mercantalism only highlights
the real problem: the United States is in a slow-motion depression, burdened by a
disinterest in long-tenn planning, global opportunities, infrastructure and edu-
cation. President Bush does not want to address structural issues, so he creates
scapegoats. One month it's credit card rates, the next its bank regulators, now it's

Mr. Chairman, the world has changed. Political freedom and the liberalization of
trade have created untold global opportunities. Tree billion people have entered
the world marketplace in the past few years alone as a result of the collapse of com-
munism mid the crumbling of market barriers. We must either take advantage of
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this or be consumed by it--and unless we get our own house in order, the result
will surely be the latter.

We must abandon the luxury of diversion. The Japanese Speaker must not resort
to calling American workers "lazy," President Bush must not ignore the failure of
his own domestic policies, and we' must all ignore the easy embrace of protectionism.

None of this gets us anywhere. I look forward to hearing from the Administration
today, to get their views on what specific steps we can take to improve our trade
relations with Japan and the world as a whole.

PRPARED) STATEMENT OF SENATOR JoHN ff. CHAFEE

Mr. Chairman, I would like to thank you for providing us with an opportunity to
examine the results of the President's recent trip to Japan. The press reports have
only focused on certain aspects of the trip and have not provided a complete picture
of the negotiations that were concluded in Japan.

It is clear that the Japanese have been out of step with the progress that has
been made in the world trade community over the last several years. They have not
opened their markets to all of our products while our markets have been completely
open to their products.

At the same time, we have made some progress in certain sectors, Our trade defi-
cit has been reduced by more than 30% since 1987 mid our exports to Japan have
increased by more than 700% during that same period. While more progress must
be made to open their markets, our increased exports to Japan over the last 3 years
have supported approximately 400,000 American jobs.

I believe this trip was another important toward free market trade between the
two largest economic powers in the world. I think James D. Robinson Ill, CEO of
AmericanE xpress said it best: "This is the first time the U.S. has come out uni ted-
the Commerce Dlepartment, the Treasury, the President, the business community-
to declare that trade is a national priority on a part with our security interests."

The action plan that was agreed to by President Bush and Prime Minister
Miyazawa will further promote bilateral trade and economic strength between our
two countries. It will expand markets for U.S.-made goods and produce American
jobs by breaking down trade barriers and eliminating trade protectionism.

As a result of the one on one meetings between the President and Prime Minister
Miyazawa, we were able to resolve over 50 standards problems that have impeded
access to Japanese markets for American businesses. The two countries also com-
pleted important negotiations to open the Japanese public sector market for main-
rame computers. In addition, a framework was developed for negotiations during

the next few months to open several other important Japanese markets, including
paper goods and flat glass.

The agreements on Japanese standards wifl provide the American auto manufac-
turers with a real opportunity to make progress in exporting autos to Japan. How-
ever, the American auto manufacturers must be willing to invest the capital nec-
essary to produce cars that built for the Japanese,

The most important change that must be made to American cars is to convert
them to right-hand drive. We cannot hope to sell cars in Japan when the are only
built with left-hand drive. I understand that Chrysler has already committed to de-
velop a riqht-hand drive Jeep Cherokee to be exported to Japan. This is an impor-
tant step in opening the Japanese market to autos manufactured in this country.

I know that many Americans, including many Members of this Committee believe
the Japanese need to do more to reduce our enormous trade deficit, but I hope we
will be able to avoid protectionism. We must continue our efforts to open foreign
markets by eliminating trade barriers rather than resorting to bad ideas like man-
aged trade or protectionism. In addition, government and industry in the U.S.
should concentrate on making America more competitive.

I look forward to hearing the views of our distinguished witnesses on the results
of the President's trip to Japan. Thank you, Mr. Chairman.
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INTRODUCTION

The President's business mission was a pathbreaking Presidential
initiative bringing together business and government to convey a
message of U.S. commitment to compete globally in open markets.
The composition of the mission showed the broad commitment of
U.S. business and workers to provide quality Oroducts in the
global market. The mission illustrates that business, commercial
interests, and jobs are part and parcel of our relations with
other nations, as international economic performance becomes ever
more vital to the long-term health of our economy.

The Administration has worked tirelessly since 1988 to open the
markets of Japan, Korea, and other east Asian nations to U.S.
exports. Some examples of previous market opening efforts of
this Administration in the Pacific include: semiconductors,
construction (major projects), and supercomputer agreements with
Japan; and telecommunications and tariff reduction agreements
with the Republic of Korea. As I will detail in my
country-specific remarks, we advanced our goal of market opening
throughout the region in areas like intellectual property rights,
trade in services, and trade in goods such as computers, paper,
glass, autos and auto parts.

Reflecting the importance of the Asian market, this trip marks
the first time a U.S. president has led a delegation of business
leaders on a mission focused on business and commercial issues.
But it is not the first time this Administration has focused on
commercial development and market opening. It is a continuation
of a series of similar missions by the Vice President and
Secretary Mosbacher. In May, the Vice President took a business
mission to Japan where he focused on increasing U.S. access to
the Japanese auto parts markets. In August, he led a delegation
of business leaders to Latin America. Secretary Mosbacher has
led ten trade missions overseas since early 1989. He has made
five trips to help push for open markets in Asia, visiting eight
countries. Three trade missions were included in Secretary
Mosbacher's visits.

Why was the Asia Pacific region chosen as the first destination
of a Presidential Business Delegation? Two way trade with Asia
totalled almost $300 billion last year compared to about $190
billion in two way trade with the European Community (EC). The
Asia-Pacific region is the fastest growing economic area of the
world and shows no signs of relinquishing this title in the near
future. For instance, growth in the Four Tigers averaged 8.7
percent in the 1980s; while the ASEAN nations grew at an annual
rate of almost seven percent in the same period. Almost every
major country in the region is engaged in major development
projects which represent tremendous prospects for U.S. firms.
Japan is engaged in a $3.1 trillion infrastructure development
program announced under SIT, and Taiwan is investing $300 billion
to modernize its infrastructure. For these and other reasons,
the region's importance to the U.S. economy and the opportunities
offered for U.S. products and services should only increase in
the 1990s.

The President was accompanied by CEOs who represented the broader
interests of the U.S. business community through membership in
various trade organizations, including the National Association
of Manufacturers and the U.S. Chamber of Commerce. Corporate
leaders from several small firms, particularly the chairman of
the National Federation of Independent Businesses which
represents over half a million small businesses, also joined the
delegation. We also had three winners of the Malcolm Baldrige



Quality Award along, which included two small business winners.
Finally, we had representatives from our Japan Corporate Program,
a program jointly sponsored by MITI and the Department of
Commerce. Upon their return, delegation members briefed
colleagues in the business community on commercial conditions and
opportunities in the four countries visited.

AUSTRALIA

The U.S. consistently maintains a trade surplus with Australia.
Australia was our eleventh largest export market in 1990, taking
over $8.5 billion in U.S. exports. U.S. merchandise exports in
1991 are estimated to be at roughly the same level, with the U.S.
having an estimated $4.4 billion surplus. We are Australia's
second largest trading partner. America is the largest foreign
investor in Australia, with cumulative direct and portfolio
investment in excess of $36 billion.

The objectives of the Presidential Trade Mission to Australia
were to highlight the benefits of a long-standing U.S.-Australia
trade alliance and assure the Australians of our continued and
strong commitment to the region and to the multilateral trading
system.

The Presidential Business Delegation visited Sydney, Canberra,
and Melbourne. The business delegation met with Australian
government and business leaders and discussed such topics as the
need for a successful conclusion to the Uruguay Round and
opportunities for trade and investment in several sectors ranging
from services to energy and minerals. Long-standing U.S.
concerns regarding intellectual property rights, local content
requirements, and government procurement were also raised with
Australian government officials. To diffuse Australian criticism
of the U.S. Export Enhancement Program (EEP), President Bush met
with Australian farm leaders and stressed the need to work
together to limit agricultural subsidies through the Uruguay
Round.

In his speech to the joint session of the Australian Parliament,
President Bush announced his proposal to negotiate a bilateral
Trade and Investment Framework Agreement (TIFA) with Australia.
The Australian government has responded positively to the
President's proposal and negotiations are expected to begin
shortly. Once the TIFA is in place, the consultative mechanism
will provide the U.S. with a useful forum to resolve various
bilateral trade issues and promote bilateral trade and
investment.

SINGAPORE

Trade has been the life blood of Singapore for centuries.
Lacking abundant natural resources, Singapore has prospered on
the strength of an inexpensive and productive labor pool,
location, and prudent economic management. The U.S. is
Singapore's largest trading partner. In 1991, two way trade is
expected to exceed $18 billion. The U.S. is the largest foreign
investor in Singapore; over 800 American firms operate there.

The reception in Singapore was warm and cordial. In fact, the
Delegation was asked to make certain that we repeated the
practice of bringing a business delegation on future visits
because the degree of cooperation between the two business
communities is very important to our overall relationship.

The visit of the Presidential Business Delegation to Singapore
successfully accomplished its three major objectives. First, it
highlighted to U.S. business the excellent export opportunities
provided by the Association of Southeast Asian Nations (ASEAN),



whose members have among the highest economic growth rates in the
world. Second, it reinforced our strong ties with Singapore, one
of our largest trade and investment partners in Asia, and
demonstrated our commitment to free trade. And third, because
Singapore has traditionally been a gateway into Southeast Asia,
this visit demonstrated to the other members of ASEAN -- Brunei,
Indonesia, Malaysia, the Philippines, and Thailand -- that the
United States Government and private sector will remain involved
in the region.

During his visit to Singapore, President Bush announced a number
of significant initiatives. First, he and Prime Minister Goh
Chok Tong announced that the United States and Singapore agreed
in principle to sign a bilateral investment treaty, which will
further reinforce our substantial investment ties. An
interagency delegation will go to Singapore in late February to
begin exploratory discussions on this treaty. That delegation
will also hold bilateral trade talks as called for by the Trade
and Investment Framework Agreement (TIFA), which our two
governments signed in October 1991. These talks will focus on
four issues: market access, services, intellectual property
protection, and antidumping and countervailing duties.

Second, the President announced the lifting of the sixteen year
long trade embargo against Cambodia. This action thus allows
American individuals and firms to assist in the reconstruction
and growth of the Cambodian market.

Third, he highlighted the upcoming trade-promotion tour of the
U.S. Ambassadors to ASEAN. The President and the Secretary of
Commerce also brought together the Business Delegation with the
U.S. Ambassadors to ASEAN and with business representatives from
the region to acquaint American industry with the trade and
investment opportunities provided by ASEAN. And fourth, the
President announced the establishment of the U.S.-Asia
Environmental Partnership, which will bring together U.S.
Government agencies, the U.S. business community and non-
governmental organizations, and their Asian counterparts to
address the serious environmental challenges facing Asia.

KOREA

Korea is the largest of the Four Tigers, and has a phenomenal
record of economic growth over the past several decades. Our
trade deficit with Korea has decreased from nearly $9 billion in
1987 to a little over $4 billion in 1990, and an estimated $1.5
billion last year. The U.S. remains the Republic of Korea's
largest trading partner, absorbing 25 percent of Korea's exports,
down from 30 percent in 1990. Korea is our sixth largest export
market. The U.S. is Korea's largest foreign investor, with $2.1
billion invested at the end of 1990.

During President Bush's visit to Korea, he and President Roh
reviewed our bilateral economic relationship. While a
Presidential Business Delegation is rather unique for the U.S.,
it is not unusual for many countries in Europe or Asia. In fact,
President Roh pointed out to President Bush that he has been
leading similar missions for some time, and was pleased that the
President "stole" the idea from Korea. President Bush commented
that although Korea has made progress in removing visible
barriers to trade, foreign firms still face significant
difficulties in doing business in Korea. He pressed Roh to
address such fundamental market access problems as
non-transparent standards and regulations, cumbersome customs
procedures, restrictive financial policies, and a frugality
campaign that has often had an adverse affect on imports.
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To promote the further growth of our bilateral economic
relationship and improve market access, the two Presidents
announced an initiative to "study and recommend ways to make it
easier to do business together." They tasked the Economic
Subcabinet, which is the principal consultative mechanism on
trade issues between the U.S. and Korea, to serve as the focal
point for discussions on this initiative. The next meeting is
being scheduled for Washington in March.

Under the new initiative, the Subcabinet would identify topics to
be investigated and agree on terms of reference for a joint
working group for each topic. We are now in the process of
developing suitable topics for discussion and action. We believe
that the Presidential commitment on both sides will ensure steady
progress in the reduction of trade barriers.

Liberalization in financial services was specifically addressed
by the Presidential Business Delegation in their meeting with
President Roh. Furthermore, given the concern of American
business over Korea's restrictive financial and investment
policies, Treasury Deputy Assistant Secretary for Developing
Countries, James Fall, was sent to Korea as a follow up to the
President's call for a response to these issues. This is a part
of the Treasury Department's ongoing series of bilateral
Financial Policy Talks (FPT) with Korea's Ministry of Finance.
Some progress has been made in FPT. For example, the Korean
Government opened the country's stock market to foreign
investment on January 1 and recently announced plans for interest
rate deregulation and the easing of foreign exchange controls.

JAPAN

It is impossible to discuss the economic importance of the Asia
Pacific region without talking about Japan. Some speakers, in
seeking to expand on the Four Tigers analogy, have referred to
Japan as Asia's "elephant." Others have referred to it as the
original Asian Tiger. No matter what verbal imagery we may
assign to it, Japan remains the region's dominant economic
presence.

A great deal of attention has been focused on our bilateral trade
relationship with Japan over the past several years. Japan is
our second largest trading partner (after Canada), and is our
second largest export market (also after Canada). The U.S. and
Japan are the two largest economies in the world, together
comprising over one third of the total world economy. Japan is
now the second largest investor in the United States (after the
United Kingdom), and is the third largest source country of
outward investment in the world.

While the U.S. trade deficit with Japan has dropped 30 percent
since 1987, and U.S. exports to Japan are up 70 percent in the
same period, the macroeconomic and other factors which have
traditionally been relied upon to bring our worldwide trade
accounts into balance have not been effective in correcting our
chronic merchandise trade deficit with Japan. For instance, our
trade surplus with the European Community increased from $6.3
billion in 1990 to an estimated $17.0 billion in 1991. This was
largely a result of economic recovery and the concomitant new
market opportunities within Europe, and of the competitiveness of
U.S. products. However, despite a strong Japanese economy over
the same period, our bilateral merchandise trade deficit has
stubbornly remained above $40 billion since 1985, including an
estimated $42.5 billion deficit last year. Japan's share of our
overall merchandise trade deficit has risen from 40 percent in
1990 to an estimated 65 percent in 1991.
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Our bilateral trade deficit with Japan is symptomatic of a larger
problem, one that impacts both American and Japanese workers and
consumers. The Japanese economic system -- especially in key
sectors -- is largely (and by design) self-contained, and
exhibits specific and unique structural impediments to the free
flow of goods and capital. Because of the singular challenges
posed by the Japanese market, this administration has worked hard
to develop specific approaches to cultivate and ensure commercial
opportunities for U.S. business, including:

" Aggressive pursuit of market-opening agreements in key
sectors in which U.S. businesses have been shut out;

" The Structural Impediments Initiative (SII) has been
developed and expanded to address structural barriers to
trade, such as inadequate public infrastructure investment,
restrictions on large retail store openings, lackluster
enforcement of anti-competition laws, keiretsu, and other
exclusionary business practices; and

o Greatly enhanced trade promotion and business counselling
efforts, including the Japan Corporate Program and the
expanded Japan Export Information Center.

Over the past year, as Japan's world trade surplus increased
markedly, tension grew in Japan's overseas markets. Last fall,
the "Business Initiatives for Global Partnership," or Business
Global Partnership (BGP), was announced. The President's visit
was well timed to take advantage of this effort in its formative
stages, as that effort can significantly benefit U.S. commercial
interests.

The Tokyo Declaration and the Global Partnership Plan of Action,
of which the Business Global Partnership is an important part,
outline the significant results of the trip. With a focus on
creating specific business opportunities, these steps should
increase U.S. export opportunities. Compared to any other
economic package resulting from a single presidential effort,
this represents a substantial success.

The Tokyo Declaration clearly and emphatically states that the
United States and Japan are resolved to enhance openness and
oppose protectionism. The Japanese government will expand
efforts to stimulate imports as outlined in the Global
Partnership Plan of Action (part II). The United States and
Japan have expressed support for efforts by Japanese companies
participating in the "Business Initiatives for Global
Partnership" (BGP). The BGP is a private sector initiative to
expand imports through company developed voluntary action plans.
We are encouraged by the announcement that 23 leading Japanese
companies in the electronics, auto, and machine industries will
increase imports from the world over JFY 1990 levels by $10
billion in JFY 1993. MITI and the USG will monitor the progress
of the plans and ensure that U.S. firms take effective steps to
benefit from this initiative.

The GOJ will employ tax incentives to promote imports by Japanese
companies and encourage local procurement by Japanese affiliated
companies operating abroad. The BGP will also enhance Japan
External Trade Organization (JETRO) activities which assist
foreign firms in establishing contacts with Japanese companies.

The BGP creates expanded opportunities for U.S. suppliers to
trade with Japanese companies and will assist U.S. firms in
pursuing export contracts and business arrangements under the
voluntary action plans recently announced by 23 Japanese firms.
We anticipate that many of an additional 88 Japanese companies



and 22 industrial associations (which account for approximately
50 percent of Japanese trade) will soon announce voluntary import
plans.

Japan has also agreed to many specific measures under the BGP to
promote imports and increase foreign direct investment.
Cooperation by USG and GOJ financial institutions will create
additional opportunities for U.S. companies to work with Japanese
firms on projects in developing countries.

Specific sectoral achievements include:

Computers

There is a wide disparity between the foreign share of Japan's
private sector computer market and the foreign share of the
public sector market. For example, industry figures show that
foreign manufacturers currently hold 41 percent of Japan's
private sector mainframe computer market but only 6 percent of
the public sector mainframe market. At the national government
level, foreign market share is only 0.4 percent.

U.S. and Japanese negotiators concluded a new procedural
agreement on Japanese public sector computer equipment and
services procurement, which requires public sector entities in
Japan to follow open and competitive procedures when procuring
such equipment or services. U.S. industry has praised the
agreement. It is estimated that this agreement will bring an
additional $2 - $3 billion a year in U.S. computer sales to
Japanese public sector entities.

Paper

Japan is the world's second largest producer and consumer of
paper and paperboard products. While it relies heavily on
imports for its raw materials, imports from the U.S. in 1990 of
printing/writing papers (higher value added papers) accounted for
only 0.2 percent of total Japanese consumption. This is true
despite the best efforts of competitive U.S. paper producers over
a period of years to penetrate the Japanese market.

The government of Japan has agreed to complete ongoing market
access negotiations with the U.S. Government by March 31, 1992.
Steps involved in this agreement will be combined with efforts by
Japanese paper distributors to increase their procurement of
competitive U.S. products under the BGP initiative. In addition,
the Japan Fair Trade Commission (JFTC) will conduct a survey on
competitive conditions in the paper sector. We anticipate that
this survey will address what we believe are long-standing
anti-competitive and exclusionary activities on the part of
Japanese manufacturers and distributors of paper and paperboard
products. Once barriers are removed, we estimate that U.S.
exports could increase $400 million annually.

Glass

Japan is the world's fourth largest market for flat glass. Only
three Japanese companies produce flat glass. All are members of
well established and strong keiretsu. The overwhelming
difficulty for U.S. exporters has been penetrating the keiretsu
network and closed distribution system. Steps the Government of
Japan has agreed to take to increase market access for
competitive foreign firms to export flat glass to Japan include
the following:

o MITI will facilitate the efforts of foreign firms to
increase sales in the Japanese market;
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o Japanese companies will be encouraged by MITI to include
imports of flat glass under their Business Global
Partnership plans;

o JFTC will survey conditions in the glass market from a
competition policy perspective;

0 All Japanese glass manufacturers will be encouraged by MITI
and the JFTC to put in place anti-monopoly compliance
programs by February 1992. A stated goal of such compliance
programs is to open the distribution system for glass to
competitive foreign glass manufacturers;

o The Ministry of Construction will facilitate efforts of
foreign firms to meet Japanese building standards for flat
and other glass building materials.

Semiconductors

The President's trip also resulted in a reaffirmation of the 1991
U.S.-Japan Semiconductor Arrangement. That agreement recognizes
the expectation of U.S. industry that foreign market share in
Japan will reach more than 20 percent by the end of 1992. This
figure is not a guarantee. In 1990, Japan's semiconductor market
was valued at about $20 billion. Current foreign market share in
Japan is 14.3 Percent. Foreign sales will have to increase by
about $1.2 billion by the end of this year to reach a 20 percent
market share.

Non-automotive Standards

The forty-nine non-automotive related standards and certification
issues raised by U.S. companies in various industries have been
resolved or will. be resolved through the office of the Trade and
Investment Ombudsman's (OTO) intensified efforts. These steps
will improve market access in sectors such as industrial
machinery, chemicals, transportation equipment, processed food,
cosmetics, and pharmaceuticals. The Government of Japan will
continue to address market access issues raised by foreign
companies and others through the OTO.

SI'

The Structural Impediments Initiative (SII) has been a key
element in our trade policy dialogue with Japan since it was
announced in July 1989. SII produced many meaningful commitments
on the part of the Japanese government. Progress has been
significant in some areas, but in others greater efforts are
needed. SII is critical to our firms' ability to sell in Japan.
There can be no level playing field if exclusionary business
practices, investment restraints and business biases against
imports exist.

A successful SII complements the President's specific commercial
goals in Japan. We have agreed with the Japanese government to
reinvigorate SII. The dialogue will broaden, new commitments
will be undertaken and old ones will be implemented fully. We
hope to have our next meeting within the coming month.

Autos and Auto Parts

Automotive trade with Japan in 1991 comprised an estimated 70
percent of the overall bilateral trade deficit. Comparatively
speaking, in 1987 (the peak deficit year) automotive trade was 56
percent of the bilateral trade deficit. The 1991 U.S.-Japan
automotive trade imbalance accounted for about 45 percent of the
worldwide U.S. merchandise trade deficit.



Both U.S. auto parts and vehicle manufacturers have less than one
percent of the Japanese market while maintaining significant
market shares in other foreign countries -- even those which
possess indigenous, competitive automotive industries. Indeed,
excluding trade with Japan, we estimate the U.S. would show a $5
billion surplus in auto parts in 1991. Ford and GM sold over 3
million cars in the highly competitive European market last year.
Japanese vehicle manufacturers have been reluctant to procure
U.S.-made parts although the products are of high quality and are
competitively priced. The U.S.-Japan auto parts price survey
conducted in the spring of 1991 showed that U.S. parts, both
installed and uninstalled, are in many cases 200 to 300 percent
less expensive than the Japanese equivalent.

In the vehicle sector, access to the distribution system in Japan
has been a significant barrier to market access. During the
visit, each of the five major Japanese automotive manufacturers
indicated their intention to provide access to their dealership
network for U.S. auto manufacturers through company to company
arrangements. These actions build on earlier announcements by
Japanese automotive manufacturers to no longer require prior
notification or consultation from their dealerships before the
dealers undertook dual dealership array ,ements.

Outstanding standards and certif-ication issues identified by U.S.
industry have also been significant impediments preventing U.S.
firms from gaining further access to the Japanese market.
Several issues have been in existence for more than a decade.
Combined with both the contractual restrictions effectively
preventing Japanese auto dealers from "dualing," i.e., carrying a
competing manufacturer's product, and with exorbitant land prices
in Japan (which effectively preclude the establishment of
independent distribution networks), U.S. manufacturers have not
had effective distribution opportunities.

We reached a resolution of a majority of standards issues, and in
a few months all of the issues will be resolved. Twelve of the
fourteen outstanding issues have been resolved completely, and of
the remaining eight issues, six are in a resolution process, i.e.
we have reached an understanding on how to finalize them. The
remaining two issues will be resolved shortly.

Specifically, the expedited method for importing vehicles into
Japan, known as the "preferential handling procedure," now has a
potential higher unit cap of 3,000 units per model. Previously,
the limit had been 1,000 units. Also, Japan agreed to accept
auto emission test data from the U.S. (U.S. vehicles still tested
to Japanese standards), which reciprocates U.S. practice.

MITI has announced tax and financial incentives under the
Business Global Partnership, and the joint MITI-DOC vehicle trade
opportunity study is progressing. The contractual relationship
between dealers and auto manufacturers has been revised and now
no longer includes a clause requiring dealers to hold
consultations with the manufacturer prior to handling competing
products. The Japan Fair Trade Commission (JFTC) also announced
its intention to initiate a survey of competition in the
automobile and auto parts sectors before the end of March, 1992.

In the auto parts sector, the Japanese automotive manufacturers
announced voluntary plans to increase parts purchases by $10
billion by 1994. This is an increase from about $9 billion in
JFY 1990 to $19 billion in 1994. These are significant numbers
and represent a step in the right direction.
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The U.S. and Japanese governments also reached agreement on the
technical aspects of the joint sourcing study which will be
underway this spring. The first phase of the study will examine
the sourcing patterns of the U.S. and Japanese vehicle
manufacturers, including Japanese transplants in the U.S. The
second phase will examine the origin of the subcomponents used by
the first tier suppliers in manufacturing parts sold to the
automaker. The study will be useful in providing benchmarks for
claims of increasing U.S. content by Japanese manufacturers.

In the private sector, the Big Three announced their intention to
meet again with the CEOs of the five major Japanese auto
manufacturers. The visit was also an opportunity for the other
members of the delegation to open a dialogue with their
counterparts in Japan.

CONCLUSION

As the President said upon his departure for Asia on December 30:
"The sharp lines that once separated foreign and domestic policy
have been overtaken by a new reality. If we want to put people
to work here at home, we've got to expand trade and to open
markets."

That's what this trip was all about. It was not meant as a trade
mission, winning contracts for specific companies. It was not
conceived as a trade negotiation, aimed at solving individual
problems, although we did make excellent progress in various
areas as I have discussed above. It was quite simply a mission
designed to bring trade and economic concerns to the forefront of
our bilateral relations with these countries. As the President
has stressed in the past, economic security in the New World
Order will be as important as military security. American
industry is willing and able to play the same important role in
the pursuit of economic security as it did in the pursuit of
military security. American industry and American workers are
willing and anxious to compete globally on the basis of fair
trade principles and quality products. That was the message we
brought to Australia, Singapore, Korea, and Japan; and by that
measure, the mission was a success.

MINISTRY OF TRANSPORT
KASLUIGASEKI. CHIYODA.K U,

TOKYO, JAPAN

TTokyo, 23 Jan. 1992
The Honorable

J. Michael Farren
Under Secretary for International Trade

U.S. Department of Commerce
Washington, D.C. 20230

Dear Mr. Farren:

Th 'e~jporse to President Bush's trip to Japan in early January, 1992,
the United States and Japanese Governments reached agreement on measures to
facilitate the application process for the. Japanese Type Designation
Aprval (TDA) concerning the import of U.S. manufactured vehicles into
Japan. At that time we agreed to exchange letters between the Japanese
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X:iistry of Transport (?.3) and the U.S. Department of Commerce (DOC)

ulin.Ir, tere measAres and the resp:rsibilities associated therewith.

The MCT will actively assist the U.S. company to ensure a smooth
ap;cation process. The first tLme each US. manufacturer applies for TDA,

M'C.T will offer ccv!nseling and assistance to the U.S. company for a smooth
anl expeditious application process. MOT understands that DOC will cooperate
i- these efforts. In this respect, the MOT is ready to send a mission to

e;:plaiL TOD. s,st so that the utilization of this system by U,S. autmakers

nav be further prcrroted, The MOT understands that the U.S. Government will
ercorage u.S. a'tcnakers to utilize the TDA system as much as possible.

The MXT :.s cc; , itted to incurring travel and other related costs of MOT
officials associated wlth the testing, in U.S. manufacturer's facilities,

cf C',. vehicles sub,-,itted for app:lication to the TDA system, for expert to

t panese. market in cemplr.ance with Japanese standards, MOT is a2so

c t(,,' to 4ncurrin, g travel atnd other related expenses of : officials
aoai ] wlth the e-arination of the U.S. official testing institute for

a p~u-xs, ." it, dsnaion.

Two months after the Type Designation application has been filed with
the MOT, the MOT will notify the applicant in writing of its application

Status. At that time MOT will also inform the applicant of action, if a',y,

that needs to be taken to complete the approval process.

The MOT has, so far, taken measures to sirrplify the TCA system, for
example,

- -rs:rtean_,g of e aanation periods

-- Acceptance of data froT foreign official testi2.g institutes

--Prastic sir,, .ifcation of docurents required for aciring

TDA
The YCT will be rzady to continue to streamline the TDA system as far

as ~c~~bae &d as proble:%s arise.

The Ut.S, and anaese G:vern ments will continue to work for the

' t a. m-snizat~on of mrotor vehicle stzto:dlrds. The MCI and DOC and
ot;.er a - p~ia te v. czver'-.n, aSencies will work together to facilitate

. co :',i:te aticn into the TDA system, The U.S. Governmental will

ezora .e ,s. ,msnufacturers to utilize the Japan External Trade Office's

e aitient.- in New York as a local contact in addition to

MDT's v'ehi'e a.nd Z prnent Approval Division, Road Transport Bureau, and
NZit's .utoi',Kle Type Ai:roval Test Division, Traffic safety and Nuisance
. search Institute as nuc'-sPary to resolve any potential problems which

could a:,se in the fut-ure,
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In this regard, a fruitful and cooperative U.S.-Japan relationship will

be mairntained and enhanced in the future through deeper mutual

understanding.

Sincerely,

Kiyoshi Terashima
Vise Minister for

International Affairs

P.S.

Attached :s the list detalling the status of auto standard issues,

pr. uced on a non-paper b3is on Jan. 9, 1992. We will be following up on

these isuc. We will r> wcrking with you in the near future.

Status of the 14 points

1. issue: engine exhaust emissions test (OTO 453)

resolution: MOT will accept data that official
test institutes in the U.S. conduct
according to Japanese emission control
test modalities. MOT will start discussions
with the USG EPA on technical aspects of
these procedures.

2. issue: PHP (Preferential Handling Procedure) (OTO 454)
resolution: Preferential Handling Procedure (PmP) can

be applied up to 2000 units per year for each
type. Furthermore provided that application for
Type Zesignation (TD) is submitted by the appli-
cant at the time when the number of vehicles to

which PHP is applied reaches 2000,*PHP can be
applied to up to a total of 3000 units per year

for each type until the procedure of TD is
completed.

3. issue: catalytic converter overheat warning system
(oTo 457)

resclut'rion: MOT will enter into technical discussions
with USG agencies to resolve this issue.

4. issue: exterior rear-view mirror (to OTO 12/26/91)

understanding: MOT will accept foreign technical standard
data which Arerican carma)kers are now furnishing
for U.S. exports to Europe as equivalent to the
corresponding test procedures in Japan.

5. issue: head restraint test (OTO 456)

understanding: MOT will accept foreign technical standard
data which Anerican carmakers are now furnishing
for U.S. exports to Europe as equivalent to the
corresponding test procedures in Japan.
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6. issue: complete on/off function c'f front turn signal
lamps (OTO 459)

understanding: The US9 an GOJ agree to co-sponsor and
cooperatively support discussion to develop a
fixed variation of intensity standard for turn
signal lamps in the ECE WP 29.

7. issue: brake test (never submitted to OTO)
U.S. request: eliminate test and accept U.S. standards

and manufacturer's certificate
status: resolved

8. issue: lighting device test (OTO 461)
U.S. request: eliminate test and agree to common standards
status: resolved

9. issue: chassis stamp - vehicle identification number
(never submitted to OTO)

U.S. request: accept U.S. practice
status: resolved

10. issue: steering impact test (air bags)
(never submitted to OTO)

U.S. request: accept U.S. test
status: resolved

I!. issue: side-slip test (never submitted to OTO)
U.S. request: eliminate test or use :-ore modern testing

equipment
status: resolved

:2. issue: connonized vehicle inspection at local Land
offices (never sbtitted to OTO)

U.S. request: that Japan adopt a single vehicle
inspection syste- nationwide

status; resolution in implementation

13. issue: light-alloy wheel test (alminur wheels) (OTO 460)
U.S. request: accept U.S. SAE test as functional

equivalent and allow manufacturer to certify
status: SAr standards solution within 3 months

14. issue: rear side marker lamp must be within 400 mm of
the car's rear end (OTO 458)

U.S. request: eliminate requirement or relax to the
standard of the rear reflector (over wheel)

status: ECE WP 29 solution within 3 months
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JAPAN COUNTRY FACT SHEET

PROFILE:

A. Population: 123.61 million
B. Religions: Shintoism, Buddhism, Christianity 1 percent
C. Government: Type: Parliamentary Democracy

Head of Government: Prime Minister Kiichi Miyazawa
D. Language: Japanese

ECONOMY:
198& im I

A. GNP ($B, Nominal) 2,916 2,890 2,964
B. GNP Growth Rate (real, 1985 base) 6.2 4.7 5.6
C. GNP per capita (in dollars) 23,750 23,448 23,971
D. Government spending as a percent of GNP 15.8 15.6 15.4
E. Inflation (CPI, 1985 base, percent) 0.7 2.3 3.1
F. Unemployment (percent) 2.5 2.3 2.1
G. Foreign Exchange Reserves ($B) 97.7 84.9 77.1
H. Average Exchange Rate ($I=) 128.15 137.96 144.79
1. U.S. Economic Assistance 0 0 0
J. Output/hour manufacturing (1985=100) 90.7 92.8 94.6
K. Domestic Demand (percent growth) 7.6 5.9 5.8
L Household Savings Rate (percent) 14.3 14.1 13.8

TRADE:
A. Total Japanese Exports (SM) 265,917 275,175 286,948
B. Total Japanese Imports (SM) 187,354 210,847 2-34,799
C. Total U.S. Exports (FAS value, SM) 322,426 363,812 393,893
D. Total U.S. Imports (customs value, SM) 440,952 473,211 494,903
E. U.S. Exports to Japan (FAS, SM) 37,725 44,494 48,585
F. U.S. Imports from Japan (customs value, SM) 89,519 93,553 89,655

Principal U.S. Exports: automatic data processing machines and office equipment; wood,
in the rough or roughly squared; aircraft, spacecraft, and associated equipment; seafood
products; semiconductors and other electronic components

Principal U.S. Imports: motor cars and other motor vehicles, automatic data processing
machines and office equipment, parts and accessories of motor vehicles, scientific optical
equipment, and semiconductors and other electronic components

Best U.S. Export Prospects: Pharmaceuticals, telecommunication services, marine fishery
products, biotechnology products, medical equipment and supplies, industrial chemicals,
aircraft and parts, architecturaVengineering/construction services, sporting goods, computer
software and services, and building products.

Foreign Supplier Share of Japanese Imports In 1990:

1. S.E. Asia: 23.3 percent 3. E.C.: 14.9 percent 5. Indonesia: 5.4 percent
2. U.S.: 22.4 percent 4. Middle East: 13.2 percent 6. Australia: 5.3 percent



BOP Current Account Balance: 1989: $57.16 billion
1990: $35.79 billion

Trade Balances with leading partners, 1990 ($B):
1. U.S.: 41.07
2. S.E Asia: 28.12
3. E.C. (including the Federal Republic of Germany): 18.49
4. Federal Republic of Germany: 6.30
5. Republic of Korea: 5.75
6. Middle East: -21.46

IMPORT POLICY:

1 nTrffs The average Japanese tariff is low, but on specific items, particularly foodstuffs and
leather goods, both tariffs and quotas are trade restrictive. Japan has recently eliminated the
import quotas on beef and citrus, as well as the quotas on many processed foods.

2. Taes Since April 1, 1989, the commodity tax has been replaced with a general consumption
tax of 3 percent, 6 percent on autos, which is levied on the c.i.f. plus duty value.

3. Licnsing of Technology: Until recently, a report had to be filed with the Ministry of
Finance and other competent ministries through the Bank of Japan before signing a licensing
contract. In practice, the investor was notified that the Japanese Government had no
objection within one hour following notification, if the proposed investment was in
unrestricted industries. However, as part of the U.S.-Japan Structural Impediments Initiative
Agreement, this prior notification requirement has been replaced by cx post facto notification
for investment in unrestricted sectors. More stringent regulations apply to "designated
technologies" which have been determined to have significant influence on the security of the
nation and the national economy.

INVESTMENT

Foreign Ownership Restrictions: A 100 percent foreign capital is allowed in
principle except for the following sectors: broadcasting; telecommunications; electric power
generation; domestic rail and air transportation; arms; gun powder; atomic energy; aircraft;
space development; narcotic manufacturing; vaccine manufacturing; security guard services;
agriculture, forestry, and fisheries; petroleum refining and marketing; leather and leather
product manufacturing; and mining.

Total U.S. Direct Investmcnt in Japan (cumulative): 1988 $16.9 billion, 1989 $18.5 billion,
1990 $20.9 billion.

Principal Foreign Investment Sectors in Japan (1950-1989): Machinery, chemical,
commerce/foreign trade, services, real estate, petroleum, banking/insurance, and metals.

U.S. Share of Foreign Direct Investment in Japan: 50.5 percent (as of March 31, 1990)

Principal Foreign Investors in Japan (JFY 1989): United States, the Netherlands, Federal
Republic of Germany, Switzerland, United Kingdom, and Hong Kong.

Japan's Foreign Direct Investment in U.S. (cumulative): 1988 $53.4 billion, 1989 $67.3
billion, 1990 $83.5 billion.
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FOREIGN TRADE OUTLOOK - ECONOMIC OVERVIEW

The Japanese economy continues to experience success despite the recession in the United States.
Since 1987, Japan has enjoyed strong economic growth, highlighted by low inflation and
unemployment and led by strong domestic rather than external demand. The real GNP growth rate
in 1990 was 5.6 percent. Japanese monetary policy played an important role through 1989 in
sustaining expansion of Japanese domestic demand, while falling import prices and a measure of
deregulation kept inflation at bay. Troubled stocks and more stringent monetary policy have not yet
dampened perceptibly the strong growth in all components of domestic demand, except housing.
Consumer spending and corporate investment are the mainstays of the current boom.

More and more U.S. companies are realizing that the best way to respond to Japanese competition
at home and in world markets is to become involved in the Japanese market. Not only is Japan the
world's second largest economy ($2.96 trillion) after the United States, it is the largest economy in
Asia and the second largest market for U.S. exports after Canada. Japan has a highly educated and
efficient labor force, a stable government, an economy driven by high levels of household savings and
capital investment, a huge and growing domestic market, and continuing growth exceeding that of
the United States. Not only are there opportunities for U.S. companies in the Japanese market, but
market entry into Japan should be a vital part of any company's international marketing strategy.

Over the next several years, Japan will offer many new business opportunities -- in infrastructure
build-up, as the tremendous economic growth has brought a need for airports, roads, bridges, and
housing; in leisure, as the Japanese worker finds more time and money to spend off the job; in
retirement communities and health care with the "graying" of Japanese society; in changing and
broadening consumer tastes, as the average Japanese consumer has become more cosmopolitan with
greater exposure to foreign products; and in Japan's large JOfficial Development Assistance (ODA)
projects.

TIE JAPANESE ECONOMY

The Japanese economy, rebuilt from post-Second World War ruins, was the world's second largest
economy in 1990. Persistently huge external trade imbalances have evoked steadily mounting
international economic and political pressures on Japan to adopt policies that accelerate structural
adjustment. Frustrated trading partners point out that Japan is also home to inefficient transport,
agricultural, construction, and distribution sectors which are sheltered from foreign competition.
Transition to greater competition in these sectors is under way -- too slow to satisfy trading partners,
but remarkably rapid in Japanese eyes.

Imports into Japan are increasing, and the share of imported manufactured goods has risen from
about 20 percent in 1982 to about 48 percent in 1990 (SITC categories 5-8). Japanese external
balances, after a four-year upward spiral, declined in yen terms in 1987, and in dollar terms since
1988.

Following Japan's reversal of its easy monetary policy in late 1989, a climb in interest rates brought
capital costs from historic lows to levels more comparable with those in the United States. Together
with a change in expectations of earnings, the higher interest rates prompted reduced net capital
outflows from Japan. Japanese monetary policy tightening coincided with two distinct periods of
broad equity market depreciation, the first in the early spring of 1990 and the latter following the
Iraqi invasion of Kuwait in August 1990.



Japan has pursued relatively tight fiscal policies since 1982 to constrain growth in government debt,
which had expanded to about 35 percent of nominal Gross National Product (GNP) in that year.
However, under pressure from other Group of Seven (G.7) countries to contribute to the reduction
of international imbalances, the Japanese Government in June 1987 initiated a $35 billion
multisector public works spending package and followed up with tax culs worth about $10 billion.
Building on economic growth which began late in 1986, the package helped to reduce fiscal drag on
the economy. In the June 1990 report on the U.S.-Japan Structural Impediments Initiative (SI1)
Agreement, the Japanese Government agreed to formulate a ten.year plan to boost social
infrastructure spending significantly.

In cooperation with the United States, Japan is playing a leading role. in increasing Official
Development Assistance (ODA) flows, and became the world's largest donor in 1990. Japan has
committed to double ODA to at least $50 billion over the five-year period from 1988 to 1992 and to
improve the quality of that aid by boosting the share of grant and untied aid.

Japan ended most foreign exchange controls in the 1970s, culminating in a major simplification of the
Foreign Exchange and Foreign Trade Control Law in 1980. Currently, pursuant to the international
understanding launched under the 1985 Plaza Accord and refined since then, Japan actively
coordinates economic policies with the United States and its other G-7 partners. The appreciation
of the yen since 1985 has inciesed the price competitiveness of American products and is
contributing to the reduction of Japan's enormous external trade imbalances. At this point, although
import price reductions have had some impact in moderating domestic price levels, there remains
room for further improvement in terms of benefits for consumers. This situation could stimulate
additional demand for imports.

WIlY EXPORT TO JAPAN?

You have heard about the great market potential in Japan for goods and services. There are three
basic reasons why your firm's products and services should be in the Japanese market.

First, Japanese consumers, both individual and corporate, are,pending inrecord amounts. This
recent phenomenon is in addition to the high levels of capital investment and research and
development (R&D) outlays of the private business sector, and continues to fuel Japan's economic
growth. Already, many European and Asian competitors arc pursuing this trend and have come to
Japan in force.

Second, there is a massive infrastructure buildup under way in Japan as it strides into the 21st
century. Trillions of dollars are to be spent on airports, bridges, roads, port development projects,
heliports, buildings, telecommunications systems, resorts, retirement communities, marinas,
conference centers, and medical and science cities. Furthermore, the U.S. Government has
negotiated an agreement with the Japanese Government to ensure more opportunities for American
firms in the Japanese construction market.

Third, entering the Japanese market should be regarded as an indispensable part of the global
strategy of your business .- and without a global strategy, it will be very difficult to remain
competitive in your domestic market over the long term. Your firm should be in Japan (1) at a
minimum, to gather information on the Japanese competition and new Japanese technology; (2) to
exploit the growing Japanese market; (3) to compete with your Japanese competition in Japan,
thereby enhancing your competitiveness and your market share ultimately in the United States; and
(4) to establish relationships with Japanese business and government entities to enable your company
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to work in Japanese-financed development projects in third countries. Japan's Official Development
Assistance (ODA) program is now one of the world's largest providers of U.S. Agency for
International Development (AID)-type grants and loans. Finally, experience gained in Japan
responding to the severe demands of Japanese customers can result in improvements to your
products made and sold throughout the world. The observation that if a company can sell in Japan,
it can sell anywhere, is basically true.

YES, THERE ARE DIFFICULTIES, BUT THEY CAN BE OVERCOME!

So you have heard about great opportunities in Japan and its necessary role in your firm's
international marketing strategy. You have also been warned of the great difficulties your firm will
face. You have been told that your goods may be treated unfairly, that you will have to adapt your
product to the Japanese market, and that the distribution system in Japan is too mysterious and
complex. Beyond these problems, you recognize that you will face impenetrable cultural barriers.
However, only some of this is true to a limited degree, and these perceptions should not deter you
from taking advantage of one of the world's largest and richest markets.

Unquestionably, Japan is a difficult market to crack and, as in most countries, there are cases of
protectionism. Nevertheless, Japan is not the "closed market" of even a decade ago. There are now
vcry few formal barriers to trade in the form of quotas and tariffs. For those who have a quality
product and are willing to undertake the high cost of initial market entry in the world's most
expensive country, it is possible to achieve a substantial market share and to make significant profits.
7he regulatory system is still complex, but the Japanese Government has substantially removed the
legal and administrative restrictions on imports and foreign investment in Japan that traditionally
made doing business there difficult for U.S. businesses, In fact, the Japanese Government has
shifted its position towards encouraging imports and promoting investment. However, some knotty
regulatory barriers and discrimination do still exist. When a company cannot solve such problems
independently or through legal advisers in Japan, the U.S. Government, and particularly the U.S.
Department of Commerce, can often provide assistance. U.S. companies should not be afraid of
retaliation by the Japanese bureaucracy for seeking fairness and transparency in Japanese
administrative regulations. There are difficulties, but upon closer inspection, they are not as
formidable as they first appear. With a little hard work, they can usually be overcome. Many U.S.
firms now realize that they can no longer afford not to make a commitment to the Japanese market.
The ultimate benefits of getting established in one of the world's largest, most advanced, and
dynamic economies, more than repay the initial effort and long-term commitment.

MARKETING STRATEGY

The key to your success in Japan is the commitmen! of your resources - including your time, money,
and personnel -- to develop a market for the long term. If you prepare well, exercise patience, and
demonstrate commitment, then you will likely reap substantial benefits from your efforts. There are
six key points that every American firm wishing to do well in Japan must know, understand, and
remember before entering the market:

Product: The acceptance of your product in the Japanese market is based primarily on its quality
and after-sales service, not its price (although this is still an important consideration). Your product
may sell well in the United States and other countries, but that does not mean it will be well
received in Japan. The Japanese are the most discriminating shoppers in the world. The Japanese
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are very quality-conscious. Strict delivery dates must be met. Customer-oriented service is a decisive
factor. The Japanese consumer looks for innovation in technology, design, style, and fashion. Both
your product and corporate image are critically important.

Preparation: Substantial preparatory homework is required. You must make an effort to know the
market for your product and your potential competition in that market. You must carefully monitor
the activities of Japanese competitors and Japanese Government regulations and development
programs. Furthermore, you must be ready and willing to modify your product to meet local
marketing requirements. This modification would include metrification of products, manuals, and
sales literature. These steps may be necessary in order to meet some regulatory condition or simply
to conform to the personal preferences of the Japanese consumer or end-user. Your firm would do
no less when selling in the United States. You should have all relevant product literature translated
into Japanese. This may prove expensive, but it is necessary.

Presence: In almost every case, you MUST have a presence in the Japanese market if your firm is
to succeed. This can be in the form of a representative -- an individual or organization that serves as
a middleman representing you and your product, or an actual physical presence by your firm .. a
liaison or branch office, subsidiary, or joint venture. Whichever option you choose, a presence is
absolutely essential. Your firm needs someone in Japan to advertise your product, take orders,
resolve potential delivery problems or bottlenecks on the Japanese side, work with distributors,
replace defective or broken goods, and implement after-sales service. You need someone to
physically import the product, to arrange payment, and to keep you informed of what is happening.
This last point is often neglected by exporters. Products come and go in Japan. What is an
advanced product or in fashion today can be outmoded and unfashionable tomorrow. Your firm
must be continuously kept aware of market trends and product developments in Japan to remain
competitive.

Culture: An understanding of the Japanese business mentality and a willingness to accommodate
Japanese consumer preferences are extremely important. Simply put, learn about Japan -- about its
culture, history, and business practices. One of the most common mistakes American firms make in
Japan is that they do not listen to their people in Japan. It is wise to listen to your Japanese
representative when he or she makes a suggestion. Your representative is in the best position to
know what is going on in Japan, and therefore, to recommend the best course of action.
Demonstrate prudence, but do not disregard the comments or suggestions made by your
representative in Japan. A lack of responsiveness by you may result in an arriving shipment not
being cleared through customs or poor sales.

Education: Many products from the United States fit into a cultural or an industrial environment
that may not currently exist in Japan. This uniqueness is what often gives U.S. products the edge.
However, you often must educate your customers about the product's purpose, use, and quality.

Patience: Entering the Japanese market requires a long-term approach; negotiations are likely to
be lengthy, initial costs are high, and returns may be slow in reaching profitable levels. Do not
expect immediate results. Only by exercising patience will you succeed. A number of firms have
failed in Japan only because they lacked a sustained commitment and prematurely withdrew from the
market.



Distribution and Sales Channels

The Japanese distribution system is very different from our own; it is as inefficient as it is complex.
There are two basic methods of distribution for potential exporters to Japan. One is to use the
existing distribution channels of a trading company, manufacturer, or wholesaler. The other is to set
up your own distribution system -- which could be very expensive initially, but more efficient over the
long term. The decision as to which approach to follow must be based on an assessment of product
characteristics, the potential market size, the structure of the market (buyer universe), the degree of
complexity of the existing distribution channels, and your firm's resources, as well as your willingness
and ability to commit them to the development of the Japanese market.

If the market is one in which there is a large number of smaller end-users located throughout the
country, it may be necessary to rely on a network of wholesalers. Where the buyer universe is
relatively concentrated among a limited number of large firms, marketing may be direct or through a
single intermediary. A key factor for you is to answer the question, "Who has control over the
channels of distribution which provide access to my market?" Your firm must understand existing
distribution channels in order to utilize them or develop an innovative approach. To reach your
potential customers, you may have to rely on a trading company or wholesaler who controls related
distribution channels for your product.

Japanese distribution practices are often markedly different from those in the United States.
Multiple layers of middlemen may be involved in a system of highly institutionalized marketing
channels linking producers, retailers, and end-users. Wholesalers and retailers in Japan significantly
outnumber their counterparts in the United States. Many elements of the distribution system have
fewer than ten employees, cannot provide their own credit or maintain large inventories, and often
have financial, ownership, or exclusive arrangements with major Japanese manufacturers, industrial
groups, or trading companies. Distribution channels in Japan vary considerably from industry to
industry and product to product with particular differences between consumer and industrial goods.

In some capital goods sctcors, Japan has a number of small firms which function as subcontractors
for larger manufacturers. Small and medium-sized firms, employing fewer than 3(X) persons, supply
the majority (of manufacturing industries with most of their products. To sell to these firms, it is
often necessary to follow a multilayered distribution system. You need to determine the identity,
locations, and needs of* your customers before choosing the distribution channel. Your
representative can be of tremendous aid in identifying and accessing the proper distribution channel.

Introducing Your Product to the Japanese Market

The first move your company must make before entering the Japanese market is to determine
whether or not there is in fact a market for your product. Second, you must have a market strategy.
The Japanese customer is the most demanding in the world. Poor quality, inferior packaging, and
second-rate customer service will not be tolerated. In addition, when doing business in Japan, what
is considered unnecessary fluff in most countries is vital for the success of your company. You are
trying to sell more than your product to the Japanese. Your company's image, reputation, and
reliability are critically important. The Japanese insist on knowing your company's history, goals, and
vision for success. Perception and image are everything in Japan. The more information they know
about you and your company, the more comfortable they will be in dealing with you.
Communication is vital. Your potential Japanese agert/distributor/reprcscntative must be reassured
that you are making a permanent commitment to the Japanese market. If you have not convinced
him or her of your seriousness, your product will receive minimal consideration.



You should designate a manager who is responsible for Japan operations. Ideally, the Japan
portfolio should be the manager's sole responsibility; and if not resident in Japan, he or she should
visit Japan at least four times a year. In addition, when selling the product, a company
representative who knows the product should be in Japan to answer specific technical questions or
hold seminars and conferences. Too often, when a potential Japanese customer asks a technical
question about a U.S. product, the American company's marketing representative cannot answer the
question. Providing an informational brochure in Japanese is a good beginning, but quite often it is
not enough. The inability of your sales representative in Japan to answer technical questions about
the product indicates to your potential customers a lack of pride in your product. They will take
their business elsewhere.

The Japanese often praise the innovative design, technology, and creativity of American products.
However, many times they are critical of the low quality of the product or the reluctance of
American companies to alter their product to meet Japanese consumer tastes. Japanese consumers
will carefully examine the stitching of clothing and will notice if the color fades when washed. If
they detect a flaw, they are unlikely to purchase the product. American companies cannot stand pat
in the Japanese market either. Too often, an American company will have a good product that
captures Japanese interest, but the company does not continue to develop or modify the product to
mect the specific needs of the Japanese consumer. Meanwhile, Japanese and Asian competitors will
take the product, copy it, and improve it .- offering it at a cheaper price.

The type of product that you are interested in exporting to Japan will largely dictate the direction
you will take. Listed below are a few suggestions on how to expose your product to the Japanese
market. Please note, and this is of the utmost importance to succeed in Japan, that your goal here is
to introduce yourself to your potential Japanese counterpart -- your partner, if you will. This partner
is the organization, company, or person with whom you, the exporter, will work. Your partner's role
in this arrangement is to introduce and sell your merchandise to the Japanese consumer or end-user.
However, your cooperation, attention to detail, and involvement arc the primary conditions tor their
success, and yours.

The Agent/Distributor Service: The U.S. Department of Commerce offers the Agent/Distributor
Service (ADS) which is an overseas search to identify potential representatives for your product in
the Japanese market. U.S. commercial officers in Japan prepare a list identifying up to six Japanese
prospects who have expressed an interest in representing you in the market. Since the processing
time at the U.S. Embassy ranges from 30 to 45 days, you should allow for sufficient lead time. Art
additional benefit from this service is that the US. Government is introducing your firm to a
potential Japanese partner. Proper introductions by third parties are an integral part of doing
business in Japan, and many Japanese firms are reluctant to do business without an appropriate
introduction. When filing for the ADS, you should give as much information as possible about what
is unique or different about your product. Information on your company's function, history, and
goals is equally important. The ADS does not include a search for a licensee or joint venture
partner. Contact your local U.S. Department of Commerce district office for more information on
the ADS.

The Comparison Shopping Service and Market Research: The Comparison Shopping Service
(CSS) is a more comprehensive service for those companies which are prepared to make a more
serious initial commitment to the Japanese market. The CSS is a custom market research service
designed to help firms such as yours get the precise information you need to assess a given export
market. The CSS can provide key marketing facts about your specific product which cannot be
found in broader industry surveys.
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The CSS provides answers to nine key marketing questions about your product in Japan: (1) Does
the product have sales potential in the market? (2) Who is supplying a comparable product locally?
(3) What is the usual sales channel for getting this type of product into the market? (4) What is tho
going price for a comparable product in this market? (5) Are purchasers of such products primarily
influenced by price or other competitive factors, such as credit, quality, delivery, service, promotion,
brand, etc.? (6) What is the best way to get sales exposure in the market for this type of product?
(7) Are there any impediments to selling this type of product in this market, such as quotas, duti..,
or local regulations that might impede sales? (8) Who might be interested and qualified to represent
or purchase this company's product in the market? and (9) If a licensing or joint venture strategy
seems desirable for this market, who might be an interested and qualified partner for the U.S.
company?

Answers to these questions arc obtained from on-the-spot, personal interviews conducted by private
sector market research firms in Japan. The researchers conduct a CSS survey by interviewing
knowledgeable local sources, such as importers, distributors, cnd-uscrs, or local producers of
comparable products. The final CSS survey will be completed and sent to you in approximately 60
days. For further information, contact your nearest U.S. Department of Commerce district office.

There ar.: many industry subsector analysis reports that have been written by the U.S. and Foreign
Commercial Service of the U.S. Department of Commerce and Japan External Trade Organization
(JETRO). For a list of market research reports available, contact the Japan Export Information
Center (JEIC) at (202) 377-2425. In addition, if your firm wishes to contract for more detailed
market research, contact the JEIC to obtain a list of market research and business consulting firms in
Japan.

Trade Shows/Missions: These events offer excellent opportunities to introduce your product to
the market, expose your company and products to a large number of potential customers, enhance
and build your company's image, educate the market about your products, learn about the needs and
expectations of the customer, and learn about the competition. The U.S. Department of Commerce
regularly schedules showings of American products and invites interested Japanese buyers to attend.
For more information, contact your local U.S. Department of Commerce district office or the U.S.
Department of Commerce's Japan Export Information Center (JEIC). The various types of trade
shows include the following:

TRAMD EvErrs: Overseas promotions that are organized and recruited by the U.S. Department of
Commerce. The shows are industry specific and are of usually two types. Solo Exhibits are shows
which are initiated and staged by the Commerce Department and which feature only U.S. exhibitors
and their products. International Trade Fairs are shows in which the Commercc Department
establishes a U.S. section or pavilion, featuring U.S. products and exhibitors. Cost of participation in
trade shows vary, but for companies that have the resources, trade missions can be one of the most
cost effective ways of developing an export market. For more information, contact the Office of
International Operations at (202) 377-8422.

MATCHIMAKER TRA D DI.LEGA11ONSs: Overseas sales promotion trips arranged 8nd recruited by the
Commerce Department. Matchmakers are week-long, industry specific trade delegations. They are
often planned in conjunction with a recognized international trade fair. Commercial specialists at the
U.S. Embassy in Japan match American suppliers in one-on-one interviews with potential agents,
distributors, ard/or joint venture or licensee partners -- depending on the market penetration
strategy of the U.S. firm. Mission members are responsible for their own expen.ses and a
contribution to defray general mission expenses. For more information, contact the Office of
Marketing Programs at (202) 377-4231.
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FolvioN BUYVR PROGRAM: Trade missions of Japanese buyers who visit U.S. domestic sales
promotion events arranged and recruited by the Commerce Department. Foreign Buyer Shows
present a broad range of products and services with good prospects for Increased international sales.
For more information, contact Export Promotion Services at (202) 377.0871.

State Representative Offices in Japan: Thirty.eight U.S. states have their own representative
office in Japan. These offices are designed to promote exports from and encourage investment in
their respective states. You should contact your state government in order to determine what
assistance it can provide you. For a list of state representative offices in Japan, contact the Japan
Export Information Center at (202) 377-2425,

Industry Trade Associations: You should contact your trade association for information on
exporting to Japan. US. trade associations often have international departments or affiliations which
can provide information on marketing; testing, standards, and certification; and intellectual property
protection. Members of the association serve as excellent sources of information and may be able to
introduce your company to a potential partner in Japan. Also, your association may have a good
working relationship with a counterpart association or office in Japan. Some US. industry
associations with offices in Japan include the American Electronics Association, the Motion Picture
Association of America, Inc., the Pharmaceutical Manufacturers Association, the US. Semiconductor
Industry Association, the U.S. Electronics Industry, and the U.S. Automotive Parts Industry.

Export Trading/Management Companies: Trading and management companies are trade
intermediaries or middlemen that provide clients with a variety of export trade services. Each trading
company is unique in the combination of services it offers and the products it handles. Some trade
intermediaries deal in a wide range of trade facilitation services while others specialize in a few.
Such services can include, for example, advertising and promotion; consolidation of the shipments of
a number of suppliers to lower freight rates: supplying freight forwarding and international
documentation; finding suitable distributors and interested overseas buyers; providing credit checks
on overseas traders and buyers; market research; translation; and taking title of the goods. Available
through U.S. Department of Commerce district offices is a publication titled E. nort Yellow P aes
that lists contact information on 1,(XX) U.S. export trading companies, 'The choice between using a
Japanese or an American sales agent/distributor should be based on informed knowledge of the
market.

Japan has more than 6,000 trading companies. Japanese trading companies include many small,
specialized firms *scnmon shosha" that represent the primary Japanese equivalent to U.S. trade
intermediaries. Japanese trading companies also include general trading companies, "sogo shosha,'
that represent the vanguard of the Japanese economy. The sogo shosha account for 50 percent of
Japan's exports and 60 percent of imports. The nine largest Japanese sogo shosha have a combined
annual sales volume of about $700 billion. For the year ending March 1989, the Mitsui sogo shosha
alone had $126 billion in trade transactions.

Sogo shosha are organized along industry lines, not along geographical lines, Each sogo shosha is
part of a large industrial conglomerate ("keirctsu") centered around a major bank. Most have
manufacturing subsidiaries or affiliates and serve as conduits for technology transfer through licensing
agreements negotiated for their manufacturing subsidiaries. Sogo shosha deal with a multitude of
products .- Mitsui, for example, handles as many as 20,000 different items.

Sogo shosha act as trade intermediaries between buyers and sellers at all stages of product and trade
flow .. from upstream raw material extraction, through production, to downstream distribution to the
cnd.user. The sogo shosha search for volume growth in value.added, bulk commodity products.
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They are willing to play whatever role is necessary to make the project or transaction work. trade
catalyst, joint partner, consortia organizer, and support of major project management. Sogo shosha
have vast communication networks and have an extensive presence in foreign markets. For example,
one sogo shosha has 190 offices worldwide with 20 in the United States alone.

It is not unusual that 60-70 percent of a sogo shosha's assets are committed to financing suppliers
and customers. Sogo shosha derive financial strength from their keiretsu's bank (often a major
stockholder). Bank loans are used to acquire or establish firms to obtain a production base or enter
resource development. The sogo shosha also reloan funds to clients. In 1987, the sogo shosha
provided over $26 billion in trade credits and $47 billion in long-term loans and credit guarantees.

Sogo shosha tend to handle bulk items such as agricultural products, industrial materials, and textiles.
In the case of a product other than a bulk commodity or raw material, the use of a specialized
trading company or scnmon shosha should be considered. These smaller firms limit themselves to a
narrow range of products and handle most phases of the product's journey through customs to the
end-user. They often can provide greater assistance for products which require after-sales service
such as electronic instruments and medical equipment.

The third distinctive type of trading company is the "captive" type, which is owned by manufacturers
or merchandisers. It performs foreign trade functions for particular manufacturers and is primarily of
interest to firms that wish to export to their parent companies.

Japan's general trading companies have established an Export Promotion Office for U.S.
Manufactured Goods to advise American companies interested in trading with Japan and other
foreign countries. The companies' trade experts are located at 105 offices in 19 U.S. cities. These
offices are linked individually by a computer system that can give manufacturers and exporters
information on markets, financing, laws, regulations, exchange rates, and other factors with a bearing
on trading decisions. For a list of these offices in the United States, contact the Japan Export
Information Center (JEIC) of the U.S. Department of Commerce at (202) 377-2425.

Japan Chamber of Commerce and Industryi The Japan Chamtx-r of Commerce and Industry
(JCCI) offers manufacturing directories, phone numbers, contacts, and lists to help a U.S. company
find the most appropriate partner in Japan for a joint venture or product distribution. In addition,
many of the regional chambers of commerce and industry in Japan publish trade opportunities or
bulletins with foreign products and companies listed. Since 1984, the JCCI has had an office in
Kansas City, Missouri which can advise your company about opportunities in the Japanese market
and provide information on Japanese companies interested in possibly doing business with your firm.
The Osaka Chamber of Commerce and Industry (OCCI) and several municipal and business groups
sponsor the annual Global Opportunities Convention (G-BOC), which is held in Osaka, Japan.
G-BOC provides an excellent opportunity for your company to be introduced to potential Japanese
business partners. American companies can contact the JCCI for additional information on G-BOC.
JCCI contact points are located at:

JCCI JCCI
Commerce Tower Suite 2323 2-2 Marunouchi 3-chome
911 Main Street Chiyoda.ku, Tokyo 100
Kansas City, MO 64105 Japan
Phone: (816) 221-6140 Phone: 011-81-3-3283-7660
Fax: (816) 471.6523 Fax: 011.81.3.3216-6497



OCCI
2-8 Hommachibashl
Chuo-ku, Osaka 540
Japan
Phone: 011.81-6-944-6403
Fax: 011-81.6944-6409

Japanese Department/Chain Stores: In the consumer sector, an important feature of buying
patterns has been low consumer mobility combined with high population density. Surveys indicatethat most Japanese consumer purchases occur within a closely defined neighborhood, with the result
that a large number of Japan's retail outlets are neighborhood stores accounting for roughly half ofall retail sales. Most of these are served by three or more wholesalers, resulting in "pyramid pricing."
The emergence and growth of self-service discount stores and "superstores" are helping to reduce the
amount of layering and price markups. In addition, department and specialty stores are increasing
their volume purchases from abroad. Department stores in Japan typically carry 500,000 items and
make 80-90 percent of purchases from as many as 1,500 wholesalers, many of which supply goods onconsignment. Some stores are establishing central purchasing offices, and many of the large
superstore and department store chains now have direct buying offices in the United States:

Daici, Inc.
Suite 215
1025 West 190th Street
Gardena, CA 90248
Phone: (310) 515-0141
Fax: (310) 515-1086

Daimaru California, Inc.
19401 South Vermont Ave., A-204
Torrance, CA 90502
Phone: (310) 5169716
Fax: (310) 516-9578

Isetan Co., Ltd.
666 5th Avenue, 12th Floor
New York, NY 10103
Phone: (212) 767-0300
Fax: (212) 767-0307

Mitsukoshi, Inc.
465 Park Avenue
New York, NY 10019
Phone: (212) 753-5580
Fax: (212) 355-7161

Taka.Q Co., Ltd.
115 West 57th St., 3rd Floor
New York, NY 10019
Phone: (212) 489-4720
Fax: (212) 664-0138

Daimaru, Inc.
1114 Avenue of the Americas
New York, NY 10036
Phone: (212) 730-7138
Fax: (212) 840-7645

Ilankyu, Inc.
2951 28th St., Suite 3010
Santa Monica, CA 90405
Phone: (310) 396-8710
Fax: (310) 396-3026

Matsuzakaya America, Inc.
460 East 3rd Street
Ios Angeles, CA 90013
Phone: (213) 626-0133
Fax: (213) 626-7936

Seibu Corp. of America
55 East 59th Street
New York, NY 10022
Phone: (212) 826-1144
Fax: (212) 826-1148

Takashimaya, Inc.
1290 Ave. of the Americas, Rm 1731

New York, NY 10104
Phone: (212) 265-2577
Fax: (212) 265-1539
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Tokyu Department Store Co., Ltd.
24712 Madison Street
Torrance, CA 90505
Phone: (310) 530.8207
Fax: (310) 530-4173

The retail market is in the process of change. Significant alterations in Japan's Large Scale Retail
Store Law have eased restrictions on opening new stores. There has been a substantial increase in
the number of applications to open new retail stores since the reforms have been announced.
Import clearance procedures at airports and seaports have been simplified, and plans are in place to
improve and expand facilities in these areas.

Faced with deregulation and changing patterns of consumption, many Japanese companies are
modifying marketing and sales strategies to take advantage of these developments. Imports are
already benefiting from these trends as seen in increased sales by Japanese department stores and
other mass merchandisers and by a variety of new retailing ventures that match changing Japanese
lifestyles. There are also indications that some distributors are modernizing and consolidating
operations.

Other U.S. Governmental Assistance: See section titled "Where to Get Market Information and

Trade Leads."

The Japanese Government: See section titled "The Japanese Government."

Choosing a Business Panner In Japan

Selecting the appropriate partner in Japan is probably the single most critical factor for your success
in the market. Your partner should be someone with whom you can communicate comfortably-..
someone who can teach you the subtleties and finer points of the product market in Japan. Your
partner should be able to answer most of your questions regarding the sale of your goods., le
should be able to recommend alterations on your product which are required by government
regulation or which will make your product more attractive to the Japanese consumer. You need to
maintain a constant dialogue with your Japanese partner for an effective relationship. You need to
be a good listener. You should also anticipate and respond to the needs of your potential customers.
If you are not successful in establishing a good working relationship and trust with your Japanese
partner, you will not succeed in Japan.

Occasionally, an American exporter wishes to change agents/distributors/representatives. The reasons
for this decision may vary. If the U.S. product does not sell well within the first year, the American
exporter often incorrectly assumes that their Japanese partner has not done his or her job.
However, there are other factors which must be considered such as lack of patience on the American
firm's part, poor product quality or after.sales service, or an unwillingness to meet Japanese
consumer tastes. If you have established a good working relationship and trust with your partner,
you should be able to determine what the real factors are. Remember it is difficult to change
partners in Japan. Business in Japan is driven by personal relationships. Terminating the
relationship between you and your Japanese trading partner may alienate you from the business
community. Furthermore, it is very difficult to keep a search for another partner secret from the
original partner. The Impact on the existing relationship and overall business in Japan could be fatal.
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The following Is a 12-point checklist for your company in choosing a trading partner In Japan:

(1) Does your prospective partner have knowledge and expertise in your product area, and an
established network in the specific area that you want to sell to?

(2) Can you use the distribution network that your partner owns?
(3) What is the quality of your partner's employees, and what team will be working for you?
(4) What is the size of the sales force, and what percentage of their time will your product

receive?
(5) What is your partner's corporate culture? Are you his/her first experience with an

international company?
(6) What geographic coverage can your partner provide? Can he/she help you deliver the

product outside of the major cities?
(7) How does your partner handle strategic planning? Has he/she performed a thorough analysis

of what it will cost to handle your product?
(8) How is your partner positioned in the marketplace and what arc his/her long-term goals?

Are these compatible with yours?
(9) What is your partner's attitude toward advertising and investment? Is he/she a savvy

marketer?
(10) Is there a conflict of interest between your product and your partner's product?
(11) Do you have support from the senior management of the Japanese company and are they

accessible to you?
(12) Does the contract provide adequate intellectual property protection for your firm?

Which Is the Best Entry Mechanism for Your Company?

Selecting your best entry method requires an assessment of the potential market size, the structure
of the market, the complexity of existing distribution channels, your firm's resources, and your
willingness and ability to commit to the Japanese market.

In evaluating the alternatives for market entry, you should carefully weigh the alternative costs of
various distribution options against the potential market for your products. The type of product that
you are interested in exporting to Japan may make your decision easy. You should choose a
business partner who will profit from marketing your product or service and who is experienced in
importing your product line.

More Advanced Market Entry Alternatives

Beyond the agent/distributor relationship, if your firm is interested in establishing a permanent
presence in the Japanese market, other options include setting up a representative or branch office,
subsidiary, or joint venture. In choosing an entry option, your company should consider many points,
including the volume and type of business to be carried out, costs, and the degree of control you
wish to maintain. Not every entry alternative will suit your company.

You can also enter the market by appointing a Japanese manufacturer of a complementary product
line as your representative. This type of representation allows you to take advantage of product
compatibility with the Japanese firm's own lines and to utilize its distribution and service network.
Such arrangements have frequently led to mutually beneficial relationships, including licensing
agreements and joint ventures for partial or full manufacturing of products in Japan. Some foreign
firms use a freight forwarder to handle some of the details of importing, such as arranging for
transportation and customs clearance. Necessary technical services can be arranged through
contracts with specialized technical or engineering firms which possess the required capabilities.

12
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Establishing an Office In Japan

If your company can afford to do so and is serious about doing well in the Japanese market, you
should strongly consider the establishment of a representative or branch office in Japan. This sort of
presence will allow your firm the most direct control of its operations In Japan and will help ensure
the quality of after.sales services. This office can gather information on the competition, emerging
new technologies, and developing market trends.

Representative Office: A foreign wmpany that wishes to collect information or to facilitate
contacts in Japan should consider establishment of a liaison or representative office. This liaison
office may be established to develop market data, provide information to potential clients, and refer
customers to distributors or trading companies that can accept orders. The office can also work with
distributors to develop the necessary promotional and service mechanism. It is not necessary to
obtain special approval from the Japanese Government to establish a liaison office, but it must have
no income and is therefore not allowed to handle orders directly. Moreover, this option is free from
Japanese tax burdens, The liaison office may function by providing guidance and support to an
agent, and managing all marketing activities except for the formal sale.

Branch Office: To go a step beyond a representative or liaison office, you can establish a sales or
branch office. A branch office can engage in trading, manufacturing, retailing, services, or other
business. Until recently, to set up a branch office, a company had to file a notification with the
Ministry of Finance through the Bank of Japan between 3 months and 30 days before the office was
established and register with the Ministry of Justice within 3 weeks of the opening of the office.
However, as part of Sit, this prior notification requirement has been replaced by ex post facto
notification for investment in unrestricted sectors. A special license still must be obtained from the
appropriate Japanese ministry to engage in business in certain sectors. These include broadcasting;
telecommunications; electric power generation; domestic, rail and air transportation; arms; gun
powder; atomic energy; aircraft; space development; narcotic manufacturing; vaccine manufacturing;
security guard services; agriculture, forestry, and fisheries; petroleum refining and marketing; leather
and leather product manufacturing; shipbuilding; banking; and mining. A sales office may take and
fill orders, and is liable for payment of Japanese taxes. A sales office may carry out a full marketing
program, including arranging for advertising, recruiting a sales force, and carrying out all necessary
promotional activities.

Other alternatives include incorporating your own subsidiary company in Japan, joining with a
Japanese company in a joint venture arrangement, or acquiring stock in a Japanese corporation.
These options are likely to be much more complicated and involve more time and expense, but they
can offer an effective means for a company to manufacture locally, guarantee better protection for
proprietary information, and penetrate sonic markets which have subtle but substantial barriers to
imports.

A major problem for smaller U.S. firms entering the Japanese market is the high cost of establishing
a permanent presence which allows for the follow-up capability necessary to achieve full market
potential, You may wish to consider arranging for representation through the use of the previously
mentioned Agent/Distributor Service, your contacts established at a trade show or mission, your
state's representative office in Japan, or your industry's trade association. Another approach is to
pool resources of several firms which have complementary product lines and a desire to operate in
Japan, Such a group might establish a marketing association, consortium, or jointly owned export
management company, and set up a sales and service office in Japan. This operation may take the
form of a liaison office which handles contacts with agents, distributors, and customers. Considering
the importance of brand image in Japan, group members may wish to consider adopting a group logo
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which would be a universally recognized and accepted identity for their product line. This approach
is not widely used by U.S. firms in Japan, but has been successfully employed by a number a
European groups. Another alternative Is to piggyback your product with a complementary product
line of a firm which is successfully exporting to Japan.

In evaluating the alternatives for market entry, you should measure the projected sales and potential
market share for your products against costs of various distribution options. In Japan, the
justification for working with an intermediary is lower cost while sacrificing direct market feedback
and long-run profit potential.

For additional information on establishing an office in Japan, refer to the following publications:

Setting Up a Business in J 0a A Manual (1991), Japan External Trade Organization (JETRO),
New York Office - (212) 997-0400.

Guide to nvestment in Japan (1991), Industrial Bank of Japan (IBJ), Washington, D.C. Office
(202) &35.0455.

Qui to Direct Investment in Japa1.(1991), Japan Development Bank (1DB), Washington, D.C.
Office -- (202) 331-8696.

stablismb ent of a Re-resentat iv-Of fice .in.h. (1990), Japan Ixternal Trade Organization

(JETRO), New York Office .. (212) 9970400.

Direaoreign Investment in Japan (1987), American Chamber of Commerce in Japan (ACCJ).

getting Up & Otwrating a Businessjanan, andho)Jor Fore SiSiian (1988), by
H1elene Thian, published by the Charles E. Tuttle Compr, ny.

Establishinea Business in Japan (1986), U.S. & Foreign Commercial Service, U.S. Embassy Tokyo,
Unit 45004, Box 271, APO AP %337,0001.

Licensing

Licensing product technology is an alternative with considerable appeal. A firm can immediately
contribute to its bottom line with little investment or direct cost. What is often overlooked,
however, is the mi,ed opportunities and indirect costs of licensing.

Licensing is a very limited form of market participation. High potential returns from marketing and
manufacturing efficiencies are lost, and very little market information is gained. Often licensing
agreements prove to be short-lived as the licensee develops the ability to become a competitor to the
licensor in all markets, Indirect costs of managing and policing the licensing agreement are also
often overlooked. There are many cases of licensees under-reporting sales and under-remitting
royalty payments.

The key to success in a licensing agreement is having a partner whose goals coincide with your own.
Indirect expenses should be anticipated, and the contract should provide for a cross-technology
exchange between licensor and licensee. Important to the management of a licensing agreement is
having a well-qualified individual assume responsibility over the management of the contract. This
individual should maintain close contact with the licensee and stay abreast of the Japanese market by
visiting Japan periodically. A carefully constructed and executed licensing agreement can prove
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beneficial, but the risks and costs should be anticipated,

Until recently, according to the Foreign Exchange and Foreign Trade Control Law, nonresidents who
planned to execute or amend any agreement with Japanese nationals for the import of technology
had to give prior notice to the Ministry of Finance through the Bank of Japan and any other ministry
exercising jurisdiction over the affected Industry. In practice, the investor was notified that the
Japanese Government had no objection within one hour following notification, if the proposed
Investment was in unrestricted industries. However, as part of an SI commitment, this prior
notification requirement has been replaced by ex post facto notification for investment in
unrestricted sectors. Technology transfer agreements may normally be executed except in those
cases involving the transfer of specially regulated and/or designated technologies, in which case a
report must be filed with the Ministry of Finance and the appropriate Japanese ministries.

Special regulations apply to the following sectors based on the U.S.-Japan Treaty of Friendship,
Commerce, and Navigation and the Code of Liberalization of Capital Movements of the
Organization for Economic Cooperation and Development (OECD): broadcasting;
telecommunications; electric power generation; domestic rail and air transportation; arms; gun
powder; atomic energy; aircraft; space development; narcotic manufacturing; vaccine manufacturing;
security guard services; agriculture, forestry, and fisheries; petroleum refining and marketing; leather
and leather product manufacturing; and mining.

Moreover, the Japanese Government has specified the following 12 areas as the designated
technologies which have significant influence on the security of the nation and the interest of the
national economy: aircraft, arms, gun powder, atomic energy, space development, electronic
computers, electronic parts for electronic computers for ncxt generation, appliances for laser
processing and light communication, innovative materials, salt electrolysis by nonmercurial methods,
petroleum production at sea bottom, and leather and leather products.

In addition to the regulations mentioned above, international technology assistance contracts are
subject to screening by the Japanese Fair Trade Commission (JFTC). The licensor and licensee are
required to file jointly the report of the licensing agreement with the JFTC within 30 days after the
conclusion of the contract. The JFTC is authorized to act if the contract may be interpreted to
constitute unreasonable restraint of trade or unfair business practices. The U.S. Government has
sought the removal of this discriminatory filing requirement in the SI!.

Franchising

The franchising industry has become a multimillion dollar business in Japan. Originally developed in
the fast food area, it has expanded into a variety of new sectors. In 1989, there were 626 domestic
and foreign franchising chains in Japan with aggregate total sales of 7 trillion yen ($49 billion) at
131,267 outlets (franchised .. 115,750; directly operated - 15,517). The number of franchising
chains, 626, is about one-third of the franchise chains in the United States.

In general, the details of a master franchise agreement are not disclosed. However, certain
similarities among franchise agreements exist. Most U.S. franchisors usually do not try to recruit
actual shop operators in Japan directly from the United States. Instead, U.S. firms concentrate their
efforts on finding a master franchisee, which is usually either a Japanese company or a joint venture
between the U.S. franchisor and a Japanese company, or in some cases, a wholly owned subsidiary of
the U.S. company. The master franchise holder is then responsible for the actual recruitment of
Japanese franchisees. Usually, the master franchisee will pay the U.S. company a lump.sum payment
which is payable over a certain period of time, in addition to royalty payments whith average around
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5 percent of the sales. Since the quality and nature of services are quickly changing to suit market
demand in Japan, the life cycle of a new type of service organization or fast food chain tends to be
relatively short. Typically in Japan, once consumer interest or need is successfully identified several
companies with similar capabilities rush into the market and generate fierce competition. Therefore,
U.S. franchising operators should consider entering the Japanese market only after preparing a
feasibility study, developing a long-term Investment plan, and carefully evaluating the timing and life
cycle of the particular good or service.

Direct Marketing

A relatively recent development has been the significant growth of direct marketing in Japan.
According to Japan Direct Marketing Association (JADMA) estimates, total sales revenue of its
members in JFY 1988 (Japan Fiscal Year -- April 1, 1988. March 31, 1989) was $8.8 billion, an
increase of nearly 31 percent over the previous year.

U.S. direct marketers enjoy the benefit of a well-educated Japanese populace with a high level of
discretionary income and a great curiosity about the United States. Interesting, unique, well-made,
brand-name items, adapted to Japanese tastes or sizes, sell well in Japan. The following are two
marketing methodLs which illustrate how U.S. products arc being successfully sold through direct
marketing in Japan:

One marketing approach is to use a non-duty-frec-catalog aimed at travelers. Japanese going
overseas on holiday desire to minimize the time spent shopping for "obligatory" gifts and souvenirs
for friends, relatives, and co-workers. Japanese consumers will often know before going overseas the
gifts that they want to buy. Many travel magazines describe in detail the "best shops" in the major
U.S. cities that Japanese should visit, Airline companies and travel agents have been aggressively
promoting catalog sales of non-duty-free imported goods, especially cosmetics, accessories, gifts, and
food (excluding most brand-name luxury goods, which have an exclusive agent in Japan). Travelers
place the orders before departing anid the goods are delivered to their home after they return.
These goods are imported just like other imports (customs-cleared, customs duty paid, and
consumption tax paid), so the price is higher than if purchased by the traveler overseas, although
usually lower than the retail price at department stores in Japan. The primary value of this service is
convenience. There is great opportunity for firms with an innovative approach for reaching and
servicing this market.

Another marketing method is to utilize the foreign catalog sales corner at 50 major Japanese post
offices. This approach, employing the so-called International Mail Order Support Service (IMOSS),
allows customers to select merchandise from a foreign company's catalog, pay for the merchandise by
international mail order or credit card, and receive shipment directly from the seller located overseas.
There is no need for the direct marketer in this case to stock inventory in Japan.

One negative market condition affecting direct marketing is that the Japanese consumers desire to
inspect a product prior to purchase. Successful Japanese catalog companies maintain a showroom
where the customer can examine the product before ordering, Also, some of the largest catalog sales
operations are managed by wcll-established department stores and other reliable retail chains.

Japanese consumers are demanding about the condition and packaging of goods. Everything must
arrive in perfect order, just as if they had purchased the item in a store, It is very common that
goods arc returned for claims of damage. Direct marketing should not be seen as a way to get
around the Japanese customer's expectation of strongg after.sales product support.

16
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Without a well-established position, it is unrealistic for a U.S. company to expect to rent a mailing
list, send an English-language catalog directly from the United States to Japanese individual
customers, and be inundated with orders placed by these customers. U.S. companies aiming to enter
this market should at least be prepared to make an investment In service functions such as market
research and product support. In addition, a representative in Japan can act as a liaison with the
U.S. supplier to handle receipt of claims, customs clearance, public relations, and the preparation of
a Japanese-language catalog. Warehousing and delivery can be managed by the representative as
well.

'The Japan Direct Marketing Association: In response to the recognized need for assistance in
the direct marketing field and with the guidance of the Japanese Ministry of International Trade and
Industry (MITI), the Japan Direct Marketing Association (JADMA) was founded as Japan's first and
only officially recognized direct marketing association on October 11, 1983. The aims of JADMA
are: advancement of a standard of commercial ethics in the direct marketing industry; promotion of
fair business practices; consumer protection and education; a systemized structure for settling
consumer complaints; modernization of the direct marketing industry; representation of the trade's
interests with appropriate government agencies; conducting seminars and developing educational
programs; collection and distribution of information from both domestic and international sources;
and greater contact and cooperation with related trade associations overseas, In addition, JADMA
conducts research aimed at exploring the future potential for utilizing new media forms by the direct
marketing trade. JADMA's address is:

The Japan Direct Marketing Association
No. 32 Mori Building, 3.4-30 Shibakoen
Minato-ku, Tokyo 105 JAPAN
Phone: 011-81-3-3434-4700
Fax: 011-81-3-3434-4519

Pricing

The acceptance of your product in the Japanese market is based primarily on its quality and
after-sales service, not its price. howeverr, pricing analysis is a critical aspect of marketing in Japan
for your company. Markups at the various levels of the Japanese distribution system have caused
some imported items to be priced at levels which are noncompetitive with Japanese domestic
products, even though the landed price of the imported product was comparable. Prices of
competitive Japanese products can usually be taken as a starting point for tracing back through
distribution channels the appropriate margins for each link in the chain. You should carefully
examine the margins which are provided by both the domestic and foreign competition and compare
the cost of establishing your own channels. Negotiations with a prospective agent should be
conducted to determine a realistic selling price which would include reasonable and acceptable
markups. Your company should also attempt to eliminate from its export price all purely domestic
costs involved in marketing the product in the United States.

Adveilising

Successful marketing in Japan of your product requires appropriate advertising and market research.
In many instances, you can rely on your trading partner for assistance.

American exporters often find that advertising strategies that succeeded in other countries will not
work in Japan. Advertising which appeals to the emotions and senses rather than logic is successful
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in Japan. As a homogeneous and extremely literate country with a highly concentrated population,
Japan Is well-suited for the use of mass media advertising. With almost instantaneous
communication emanating from Tokyo and several regional communication centers, advertising
through mass media plays an important role in marketing in Japan.

Television, radio, and both mass circulation and specialized newspapers and magazines are available
for advertising. There are a large number of general and specialized business publications available
for reaching the target audience for the marketing of such goods as industrial products. Transit
advertising in railway cars and buses is particularly common because of the high degree of reliance
on public transportation, and the long commute encountered by many Japanese workers. Outdoor
advertising is also popular and use of direct mail promotions is growing at a rapid pace.

The Japan Fair Trade Commission regulates sales promotion with rules regarding the value of
premiums which can be offered in connection with sales promotion, the type and content of product
labels, and the claims which manufacturers can make about their products in advertisements. [.cal
governments have strict rules governing the design, size, and usage of outdoor advertising.

For a list of American and Japanese advertising and public relations firms in Japan, mailing and
mailing label services, or a selected list of business publications in which your firm could advertise,
contact the Japan Export Information Center at (202) 377-2425.

The Japanese Consumer

Your company should carefully consider the characteristics and preferences of the over 123 million
consumers in Japan. Japanese consumers are the most discriminating shoppers in the world. They
have become increasingly sophisticated in their tastes and demand high quality and good after-sales
service in the products they purchase. After-sales service in Japan is an "attitude." It is not
uncommon for a Japanese manufacturer to apologize for a breakdown in a piece of machinery it
serviced two years ago when the customer returns to purchase another product. The Japanese also
continue to be rather brand-conscious, but a trend toward individuality has been noticeable in recent
years. The Japanese make greater demands in terms of the appearance of a product. Packaging is a
very important factor in marketing. For example, the gift-giving market in Japan is very large.
However, great emphasis is placed upon the packaging with less importance placed on the gift itself
(typically in the $10.415 price range), In addition, for trade shows, the presentation of the product
and the booth is as important as the product itself. Remember, image is everything in Japan.

The standard of living in Japan is relatively high, although housing standards and the amount of
leisure time are lower than in other industrialized countries. Medical care in Japan is good, a
nationalized health care system is in place, and the Japanese life expectancy is among the highest in
the world. The Japanese education system is topnotch and the literacy rate is approximately 99
percent.

According to the Japan External Trade Organization (JETRO), Japanese families tend to spend the
largest part of their monthly income on food (27 percent), followed by hobbies and leisure (12
percent), housing (5 percent), and clothing (5 percent). Monthly expenditures on leisure have been
increasing recently as the Japanese economy becomes more consumer-oriented. Homes in Japan,
particularly urban areas, are very small. This fact should be taken into account by your company
because the lack of storage area in most homes limits the amount and size of Japanese purchases.
Furniture and appliances therefore must be scaled down in size in order to fit into most Japanese
homes. Likewise, since the Japanese tend to be smaller physically than Westerners, clothing and
shoe sizes should be scaled down to fit the local standards.
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The consumer market in Japan is segmented according to factors such as age, sex, Income level, and
lifestyle. While the mass media's nationwide influence and standardized education have contributed
to the homogeneity of the Japanese population, regional differences exist In areas such as climate
and cuisine. Tastes vary tremendously depending on age and sex in Japan, Like their American
counterparts, Japanese young people tend to enjoy trendy Items. Japanese college students have
more leisure time than junior or senior high school students. The average male white-collar worker
In Japan spends a portion of his salary on dining, alcohol, lunch, golf, cigarettes, hobbies and leisure.
A noteworthy trend of equivalent wage earning females is that they spend more money than their
male counterparts. These women, along with single males and students, are leaders in consumer
spending in Japanese society due to their high incomes and large discretionary spending habits.
After men join the work force, they become more conservative and usually have less money for
discretionary spending. Until marriage, young working women usually live at home. Once married,
they tend to leavo their jobs In order to manage their households, Including the family budget.
Another significant change in the consumer market is the graying of Japanese society as more and
more Japanese are nearing retirement. Retired persons tend to have more leisure time and more
discretionary income.

How to Please the Japanese Consumer

The following tips should help you satisfy the needs of your potential customers:

Give a High Level of Support to Customers. In virtually every product or service sector,
markets in Japan are competitive to a degree unknown in most other countries. Consequently,
Japanese buyers, agents, and distributors at all levels of the distribution chain are accustomed to
receiving a higher level of support than many foreign suppliers normally provide. Suppliers
commonly provide comprehensive personnel services, including actual staffing of retail points of sale
and training of the buyers' personnel, Suppliers also work with buyers to help develop uses and
applications for products.

Know Every Detail, Because large numbers of companies are struggling to increase market share
in all sectors, they have become adept at identifying small niches in their sector and being the first or
oest at creating products meeting specialized demands in those niches. Successful differentiation of
your product is necessary to set your product apart from the competition.

Design for the Market, The fragmentation of sectors into a multitude of small, specialized niches
and the willingness of Japanese companies to create products to fit those niches means suppliers
must work closely with all levels of the distribution chain to provide products specifically designed for
their target market. In the United States, a market is often created for a product; in Japan, the
product must be tailored for a specific market.

Expect Small Orders at First, Small initial orders are a natural outgrowth of competition,
differentiation, and the Japanese willingness to design for the market. The companies and people
involved with a new product must assure themselves that the item will meet the specific needs of the
customer by testing the market.

Emphasize Quality, Attention to quality standards is perhaps the most important aspect of the
Japanese market, The Japanese are accustomed to high quality and they insist on it. The concept of
quality applies not only to the product, but to its presentation as well. For instance, in day.to.day
life, how food is presented and the way gifts arc wrapped are just as important as the Items
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themselves. Your firm must do Its homework and be sure that items translated into Japanese are
properly prepared and free of grammatical and typographical errors.

Recognize Japanese Sense of Structure. Japanese are proud of their strong sense of unity,
organization, and structure. In group meetings, your firm should make clear through its actions who
is the *point person' or senior spokesperson for the. group. This action often can be accomplished
through the use of business cards. Exchange of business cards is a necessary formality in business
meetings, and It is advisable to have them translated into Japanese on the reverse side. Also, It is
often a good idea in Initial meetings to outline your company's structure and history.

Demonstrate Reliability. To succeed in Japan, it is very Important to keep promises made and to
respond promptly to communications from Japanese business and trading partners, especially when
problems or emergencies arise. Reliability extends to permanence in the marketplace. The Japanese
need to know that you will be in the market for the long term.

BUSINESS CUSTOMS AND PRACTICES

An understanding of and sensitivity to Japanese business and social practices is of great importance
in establishing and maintaining strong and successful business relationships in Japan. Many
Americans may assume that because meetings and correspondence are carried out in English,
Western rules apply. While Japanese business executives do not expect foreigners to be fully
knowledgeable about all business and social customs, you will find that accommodation to such
customs and practices is well worth the effort. Remember, you are not just trying to sell your
product, but also the image of your company and, to a large degree, yourself. Showing
understanding and sensitivity will only help in your efforts to succeed in Japan and will demonstrate
to your potential customers your seriousness about the market.

Japanese business executives place considerable emphasis on face-to-face contact. A personal call on
a potential business partner based on an introduction will be more effective than initiating contact by
a letter or a fax. The "cold approach* is definitely not the best approach in Japan. Time and time
again, American firms that make such overtures find that the Japanese companies they have
contacted do not reply. Rather, an introduction by an intermediary who holds significant status is of
tremendous assistance in establishing business contacts and cannot be overemphasized.

Initial contacts between Japanese firms are usually formal and made at the executive level, while
more detailed negotiations are often carried out at the working level. The main purpose of a first
meeting Is to get acquainted, establish the broad Interest of the calling party, and allow both sides an
opportunity to access each other to determine whether or not more substantive discussions are
desirable. Do not expect to have a contract signed by the time you leave the first meeting.
Remember, the objective of your first few meetings is to establish rapport and trust between the two
parties. A futile attempt to pressure your potential partner into a contract will only alienate,

Business cards (meishi) are exchanged extensively in Japan and serve as a useful reference and
ecoflfof contacts. The exchange of business cards, usually at the start of a meeting, helps to
formalize the introduction process and establishes the status of the parties relative to each other and
their place of business. You should attempt to familiarize yourself with the etiquette of exchanging
cards, as well as other Japanese social practices. The traditional Japanese greeting is the bow,
although most Japanese dealing with foreign business executives will expect to shake hands. A nod
of the head or slight bow by a foreigner in acknowledgement of a Japanese bow is appreciated.
Japanese business executives do not normally deal on a first name basis in business relationships, and
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initial business and social contacts are characterized by politeness and formality.

One source of confusion in business communication may come from the Japanese language itself.
The word "hai means yes in Japanese but its usage varies. "Hal' is often used to mean 'yes, I
understand what you said" rather than *yes, I agree.' It is usually safcr to assume that a Japanese
person is not making a decision but instead is acknowledging and understanding what has been said.
Also, the Japanese language is less precise than English and allows the Japanese to be deliberately
vague. The concept of saving or losing face is an important one, and the Japanese are able to avoid
confrontation, embarrassing situations, and direct rejection by their use of Indirect language.

The Japanese rely heavily on nonverbal communication. They tend to look to nuances, inferences,
and signals to convey intent. Thus, while American negotiators are inclined to focus on tactics and
press for agreement as a negotiating objective, the Japanese side prefers to probe, feel out the other
party, and be relatively certain of the other side's position before putting forward a proposal on
which both sides can agree.

Interpreters are widely used in business meetings between Japanese and foreign firms, While many
Japanese business executives speak some English, the use of a good interpreter can avoid
miscommunication. The effective use of an interpreter requires preparation, including the thorough
briefing of the interpreter in advance on the background of the meeting, and on any technical
aspects which may be covered in particular. Using an interpreter efficiently can make or break a
potential business deal. Always bring your own interpreter, even if the Japanese side is supplying
one and even if the Japanese side speaks English as well. Try to always use the same interpreter.
Have the interpreter debrief you after the meeting on his/her impression of nonverbal signals and
the mood of the meeting, and conversation among members of the Japanese side. After a meeting
(or trade show, if applicable), go through the business cards and other information that you have
collected, Have the interpreter translate the cards not already translated and clarify those that are.
especially titles. Get the interpreter's impression on who is in charge, whether the people you have
met have the ability to make decisions, and what the next move of the Japanese side may be. Speak
slowly and clearly, avoid idioms or slang that may be difficult to translate, and look at your Japanese
counterparts, not the interpreter, when speaking.

The group decision.making process which is universal in Japan may make it impossible to receive a
prompt response. The Japanese negotiator represents a group, and until internal agreement has
been reached on issues under discussion, no commitment can be made. For this reason, you should
not expect an immediate answer, but should recognize that negotiations normally extend over a long
period of time. It takes a longer time to cultivate business relationships in Japan than in the United
States. American business executives coming to Japan expecting to settle their business in just a few
days often depart in frustration, having made no progress.

The Japanese approach business negotiations in a tentative manner, developing a relationship in
stages: first, a limited arrangement; then, if the relationship is mutually satisfactory, it may be
expanded into a broader, more binding agreement. Since Japanese are accustomed to international
business dealings, the foreign preference for more formal and structured contractual obligations is
recognized. Therefore, contracts have become a universally accepted practice in foreign trade.
However, Japanese business executives emphasize good faith over legal safeguards in business
relationships and have little confidence in detailed contracts which attempt to cover all possible
contingencies.

The Japanese preference is for broad agreements and mutual understanding, so that when problems
arise they can be handled flexibly on a case.by-case basis. Thus, discussions with Japanese entities
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should be comprehensive. Before entering into a contractual agreement, both sides should
thoroughly and openly discuss the arrangement and their expectations to avoid misunderstandings
later. Japanese prefer the security of long-term, reliable, and exclusive business arrangements. Once
a commitment is made, it Is for the long term, and it becomes quite difficult to break an agreement
and find a new Japanese business partner.

Although all forms of payment are in general use in international transactions, an irrevocable letter
of credit payable on sight is the most common form of settlement. Deferred payments in
transactions with U.S. firms are comparatively rare. With Japan, trade settlements are customarily
done on the basis of promissory notes, typically 60 to 120 days, and banks will provide short-term
financing through discounting and rollover of notes,

In the instance of a commercial dispute settlement, the Japanese legal system tends to be slower and
more cumbersome than its U.S. counterpart. In general, Japanese companies are more apt to seek
out.of-court dispute settlements and avoid judicial proceedings.

The following are typical Japanese negotiating tactics:

(1) The Japanese usually respond to the other party's proposal .. rather than taking the initiative.
(2) The Japanese tend to single out specific elements and negotiate one element at a time

rather than packaging a deal.
(3) The Japanese tend to maintain a relatively quiet response mode at meetings after stating

their official position. They usually allow the other party enough maneuverability in order for
the other party to keep giving bit by bit.

(4) Once a concession is made, it becomes the new baseline (without a counter-concession on
their part) and they move on to the next item. Their strategy usually is to keep whittling
away one concession at a time.

(5) The Japanese use time and patience to wear down their opponent .. consciously planning on
long, drawn out periods of successive meetings.

(6) The Japanese negotiating team never has the authority to commit in a 'give and take* type
approach. They are usually only authorized to receive offers and communicate prior
authorized consensus positions.

(7) The Japanese tend to use the "bad guy' ploy extensively, that is, constantly referring to other
organizations such as government agencies/authorities concerning requirements or required
concessions.

How to respond:

(I) Do not expect rapid progress.
(2) Learn to be quiet and accept long pauses in discussions. Out wait the Japanese until they

respond constructively to your last proposal.
(3) Do not make successive individual concessions .. insist on a package deal.
(4) Do not make a follow-on proposal with further concessions until the Japanese respond to the

current proposal with concessions on their part. Set an agenda for the next meeting
accordingly. 4

(5) Do not fall for the 'cultural differences' ploy. Be polite but direct. You can expect the
Japanese to understand Western business practices and culture. They should be prepared to
compromise and accommodate on those issues which you identify as vital and absolutely
essential. However, you should likewise show an appreciation of Japanese culture. This will
help facilitate negotiations.

(6) Keep records on concessions by both parties.
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(7) Have a fluent Japanese speaker present at negotiations to preclude private discussions during
meetings and to insure the translations are accurate.

(8) Negotiate from a position of strength and confidence. The Japanese do not respond
positively to real or perceived weakness, nor do they respond to idle threats and intimidation.

BEST U.S. EXPORT PROSPECTS

Many areas in the Japanese market have substantial opportunities for U.S. exporters to Japan.
Today, exporting American goods and services, as well as investment in Japan, is a wise course for
many businesses planning expansion. The competition is Intense, but when an American firm
correctly identifies a competitive window In a Japanese product sector and has the capability to
effectively export a quality product to Japan, it will likely find an opportunity for successful sales. A
great effort must be made to gain initial market share. However, a firm with long-range goals is
well-positioned to find eventual profitability.

The following ten product areas are considered to offer significant export opportunities to American
firms. They were chosen because they offer (1) short-term growth potential or (2) a large market
receptive to additional U.S. suppliers. The list highlights product areas where Japanese demand is
strong, and American suppliers are competitive and have the greatest likelihood of expanding exports
to Japan. For many of these sectors, a brief Industry Subsector Analysis (ISA), which provides more
information, is available. For a list of ISAs, contact the Japan Export Information Center (JEIC) at
(202) 377-2425.

Note, however, that the term "promising export areas* does not necessarily mean that U.S.
companies in these sectors can successfully enter the market or that they are better-positioned to
satisfy market demand and to take a market share over other competitors. Rather, it more
specifically means that various commercial environmental factors indicate that there is increasing
demand in such sectors and that after having identified the opportunities for growth, domestic
companies are aggressively entering the market, as well as other Asian and European firms.
Therefore, competition in promising export product areas is very intense, with domestic companies
especially inclined to rush into these market sectors irrespective of the effect on short-term
profitability.

The name of each product sector is followed in parentheses by: (I) estimated market size in 1991,
(2) estimated market growth rate from 1991 to 1993, (3) estimated U.S. imports in 1991, and (4)
estimated average growth rate of U.S. imports in 1991.

Pharmaceuticals
($50 billion, 3 percent, $900 million, 5 percent)

Japanese physicians and other medical specialists look to the United States for the most advanced
products. However, in the over-the-counter market, U.S. brands are not very well known, Japanese
drv, manufacturers have stepped up their R&D activities, and European suppliers are consolidating
their distribution networks. Importation and sales, as well as local production, of pharmaceuticals is
one of the most tightly regulated areas. There are two interrelated Japanese governmental approvals
necessary: a 'shonin" for a product based on its efficacy and safety and a "kyoka' for the business of
manufacturing or importing, which requires a minimum level of personnel and facilities.
Pharmaceuticals account for approximately 30 percent of Japan's total medical expenditures.
Products for an aging society, including diagnostic and therapeutic drugs for elderly diseases, have
high growth potential. The most promising subsectors are in-vitro diagnostic test reagents and homeI
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tests, with an estimated market size of approximately $2 billion and $35 million, respectively.

Telecommunication Services
($60 billion, 8 percent, $2.7 billion, 10 percent)

The Japanese Telecommunications Law (TBL) was liberalized to allow competition with thetraditional common carriers, Nippon Telegraph and Telephone (NTI) and Kokusai Denshin Denwa(KDD). As a result, there are some 40 Type I (common) carriers competing with them. The TBLalso allows one-third foreign equity participation in the common carrier business. In particular,Regional Bell Operating Companies (RBOC) should have an excellent opportunity to participate inType I business. The market for land mobile communications services will grow rapidly in the future,which should present further opportunities in the next generation of services for cordless telephones.A most promising subsector is cordless telephone licensing/Japan-wide services with an estimated
market size of approximately $800 million.

Marine Fishery Products
($30 billion, 1.5 percent, $2.5 billion, 12 percent)'

Demand in this sector remains basically strong. The total Japanese domestic catch in 1990 decreasedfrom 1989 by 9 percent to approximately 11 million metric tons. Notable decreases arc seen insardines, 12 percent to 3.6 million tons; Pacific mackerel, 47 percent to 248,000 tons; Alaskanpollock, 2.3 percent to 883,000 tons; squid, 28 percent to 532,000 tons; bonito, 12 percent to 299,000tons; and tuna, 7 percent to 278,000 tons. Total imports in 1990 improved by 6 percent to about $11billion from A989. Imported seafood comprised approximately 30 percent of total seafoodconsumption. Notable increases were seen in fresh and live seafood such as shrimp, salmon, andtuna. Processcd seafoods, such as eel and pollock roe, also increased. The top seafoods importedfrom the United States include frozen Pacific salmon ($650 million), frozen snow crab ($260 million),frozen surimi ($2.40 million), frozen sablefish ($110 million), frozen king crab ($100 million), frozensalmon roe ($93 million), frozen cod/pollock roe ($90 million), frozen herring ($75 million), frozencod ($70 million), and live or fresh sea urchin ($67 million), The most promising subsectors includefresh and frozen salmon (an estimated market size of approximately $2 billion), frozen crab ($850million), and frozen mackerel ($100 million),

Bloiechnology Products
($700 million, 15 percent, $10 million, 10 percent)

Japanese look to the United States for innovative technologies and products in this field.Historically, Japan has had good fermentation technology. Large nontraditional biotechnologycompanies which have abundant financial resources are also making inroads. It is widely believed inJapan that biotechnology could trigger a second technological revolution, following in the wake ofthe electronic revolution. According to the Bioindustry Association, the market by the year 2000 willbe approximately 15 trillion yen (roughly $107 billion at 140 yen/US$). Both the JapaneseGovernment and private sector are accelerating their R&D in biotechnology. The most promisingsubscctors include pharmaceuticals and chemicals, with ,tiarket sizes of approximately $460 million
and $100 million, respectively.
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Medical Equipment and Supplies
($10 billion, 5 percent, $1.5 billion, 10 percent)

Japanese medical professionals generally look to the United States for innovative and advanced
products, but some criticize the lack of good after-sales service from U.S. suppliers. Competition
from local manufacturers, followed by German and Swedish suppliers, is strong. Japanese technology
is said to be superior to other countries in areas such as ultrasonic equipment and fiberscopes. The
United States dominates markets for implantable devices including pacemakers, artificial heart valves,
and artificial joints. Importation and sales, as well as local production of medical equipment, are
tightly regulated. There are two interrelated Japanese governmental approvals necessary: a "shonin"
for a product based on its efficacy and safety and a "kyoka" for the business of manufacturing and
importing, which requires a minimum level of personnel and facilities. The Japanese market for
products in this sector is steadily expanding. Products for the elderly and, in particular, cost-effective
diagnostic and therapeutic products have high growth potential. The most promising subsectors
include diagnostic imaging equipment and implantable devices.

Industrial Chemicals
($160 billion, 3.5 percent, $6.5 billion, 10 percent)

Imports from the United States constitute approximately one-third of Japanese chemical imports.
Many Japanese trading companies are aggressively seeking opportunities to develop new businesses
with U.S. chemical companies, even for very small market niches. Innovation is the key factor which
they want to see in these types of products. Even large trading companies, which need at least $15
million in annual sales to sustain one employee, look for new business with as little as $300,000 in
annual sales potential. For small to medium-sized Japanese trading companies, the prospective sales
figure can be as low as $150,000. Small to medium-sized U.S. chemical companies with unique
technology should have good opportunities. The most promising subsector is specialty chemicals,
with a market size of approximately $100 million.

Aircraft and Pans
($8.9 billion, 8 percent, $4 billion, 10 percent)

The number of U.S. manufacturing firms in the aircraft sector is limited and virtually all have offices
in Japan. These companies arc constantly evaluating the balance between competition and
cooperation with Japanese manufacturers involved in aerospace. The number of cooperative efforts
among American, European, and Japanese firms has increased markedly in recent years. While the
United States still maintains a commanding lead in aircraft and components, demonstrated by the
U.S. bilateral trade surplus, Japanese aircraft exports have been expanding in recent years. Another
important competitive factor is the entry of European manufacturers into the Japanese market.
Their aggressive marketing efforts pose a possible threat to the long-standing dominance of U.S.
products in the Japanese market. The most promising subscctors are military and civil aviation
aircraft with market sizes of approximately $2.9 billion and $3.4 billion, respectively.

Architectural/Engineering/Construction Services
($620 billion, 5-12 percent, N/A, N/A)

On May 25, 1988, the U.S.-Japan Major Projects Arrangement (MPA of 1988) became effective.
The MPA designated 17 major projects as special-measure projects offering opportunities for U.S.
firms in architectural design, engineering consulting, construction, and goods procurement. The
estimated value of these projects is $17 billion. In June 1991, the U.S. and Japanese Governments
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completed a two-year review of the MPA and reached an agreement to renew and revise the MPA
of 1988. The new arrangement expanded coverage to 17 additional projects, as well as 6 pending
projects. These 23 additional projects are worth an estimated $26.7 billion. The most promising
subsectors, along with an estimate of their market size in millions of U.S. dollars, are architectural
services for private projects ($7,800), resorts in western Japan ($28,000), Sports Island ($850), Kyoto
Station Building ($700), and Synchrotron Projects ($300).

Sponng Goods
($14.1 billion, 4 percent, $365 million, 5 percent)

The import market for sporting goods has grown by 6 percent per year for the last several years. and
this upward trend is expected to continue until the end of this century. Several factors are driving
this growth, including resort development, an increase in leisure time, the development of new
lightweight materials, and international competition such as the Olympics which are to be held in
Nagano in the winter of 1998. As a result of an increased interest in nature, outdoor activities have
become very popular, and the market for outdoor equipment should continue to grow. The most
promising subsectors, along with an estimated market size in millions of US. dollars, include golf
equipment ($2,700), outdoor equipment ($1,400), pleasure boats ($600), and fitness equipment
($500).

Computer Software and Services
($19 billion, 25 percent, $280 million, 30 percent)

A shortage of computer software engineers forces computer end-users to use packaged software
more, and to seek systems software to increase productivity of software development. To enter the
Japanese market, "Japanization" is a must, including localization, and translation of computer
software. The software to be introduced to the Japanese market should have a gool sales record in
the U.S. market. The most promising subsectors include personal computer software and baseline
software for mainframes, with an estimated market size of $1.2 billion and $1.1 billion. respectively.

Other promising export areas include the following sectors:

(1) Building Products
($6.7 billion, 3 percent, $1.1 billion, 2 percent)

(2) Laboratory Scientific Equipment
($4.1 billion, 7 percent, $720 million, 9 percent)

(3) Computers and Peripherals
($38 billion, 10 percent, $2.7 billion, 10 percent)

(4) Plastic Materials and Resins
($49 billion, 5 percent, $900 million, 17 percent)

(5) Automotive Parts
($92 billion, 5-10 percent, $680 million, 15 percent)

(6) Films and Videos
($1.5 billion, 3 percent, $425 million, 10 percent)

(7) Jewelry
($18.2 billion, 3 percent, $340 million, 4 percent)

(8) Telecommunications Equipment
($15.8 billion, 5 percent, $750 million, 35 percent)

(9) Apparel
($67 billion, 3 percent, $185 million, 6.5 percent)

(10) Household Consumer Goods .. Interior Industry
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($56 billion, 7 percent, $250 million, 20 percent)
(11) Machine Tools and Metalworking Equipment

($7.9 billion, 20 percent, $195 million, 30 percent)
(12) Industrial Process Controls

($3.5 billion, 5 percent, $120 million, 8 percent)
(13) CAD/CAM/CAE Systems

($2.5 billion, 15 percent, $1.1 billion, 20 percent)
(14) Processed Foods

($185 billion, 5 percent, $2 billion, 7 percent)
(15) Paper and Paperboard

($56 billion, 3 percent, $600 million, (-)1-(+)2 percent)
(16) Electronic Components

($33.8 billion, 13 percent, $6.2 billion, 20 percent)
(17) Electronics Industry Production and Test Equipment

($17 billion, 7.6 percent, $1.5 billion, 6 percent)
(18) Giftware

($25 billion, 5 percent, $125 million, 15 percent)
(19) Veterinary Equipment and Supplies

($3.2 billion, 25 percent, $200 million, 30 percent)
(20) Automobiles and Light Trucks/Vans

($90 billion, 5.10 percent, $510 million, 10 percent)
(21) Advanced Ceramics

($7.3 billion, 9.6 percent, $65 million, 15 percent)
(22) Pollution Control Equipment

($5 billion, 8 percent, $10 million, 9 percent)
(23) Cosmetics

($14 billion, 5 percent, $64 million, 50 percent)
(24) Health Care Services

($155 billion, 5 percent, $10 million, 10 percent)
(25) Wootden Furniture

($19.2 billion, 10 percent, $86 million, 30 percent)
(26) Air Conditioning and Refrigeration Equipment

($16.7 billion, 5 percent, $115 million, 10 percent)
(27) Made-Up Textile Products

($9 billion, 4 percent, $W million, 5 percent)
(28) Security Equipment

($1.5 billion, 12 percent, $5 million, 23 percent)
(29) Printing and Graphic Arts Equipment

($3 billion, 12 percent, $65 million, 15 percent)
(30) Coal

($7.4 billion, 2 percent, $755 million, (-)5-(+)2 percent)

JAPANESE GOVERNMENT PROCUREMENT

Of the 5.6 billion SDR (Special Drawing Rights -- I SDR is equal to $1.32 as of July 1991) in
Japanese Government purchases of goods and services (the total public market), about 320 million
SDR are open to foreign competition under the Government Procurement Code of the General
Agreement on TariffB and Trade (GATT). Government entities are interested in purchasing a wide
range of goods from telecommunications and computer equipment and scientific and testing
instruments to less sophisticated products and supplies.
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If you want to sell under the government procurement program, you should appoint a local agent or
representative (local representation, though not mandatory, is recommended strongly because of
short deadlines and the necessity to submit bids and other documentation in Japanese), be
prequalified by the government agency to whom you wish to sell, and then attempt to win the tender
under competitive bidding practices.

Most Japanese Government entities use permanent lists of qualified suppliers under a selective
tendering system. During the time period from December to February of each year, an
announcement will appear in the official Japanese Government gazette, the K with information
on procedures and criteria for becoming a prequalifled bidder for a particular agency. In order to be
placed on the lists, suppliers and/or their agents are required to apply during a specified period prior
to the beginning of the fiscal year, usually sometime in January or February. Foreign suppliers are
permitted to apply through the end of the Japanese Fiscal Year (JFY) ending each March 31.

Specific tender notices are published in the KaLa at various times 50 days prior to the time of bid.
Under the provisions of the GAIT Procurement Code, foreign companies arc permitted to bid on
specific invitations prior to qualification if there is sufficient time to complete the qualification
procedures.

To assist your firm in competing for Japanese Government contracts, the U.S. Department of
Commerce has extended its Trade Opportunities Program (TOP) to disseminate summaries of
translated tender announcements. Tender announcements appear in the Commerce s Ii
on a regular basis. Tender documents can be obtained directly from the tender requcstor (name and
address found at the top of each Commierce Business Qa ly listing). However, all Japanese
Government tender documents and all qualifying bids and contracts must be prepared in Japanese.
Nippon Telegraph and Telephone (NTT) tenders are one of the few exceptions which can be
submitted in English. The U.S. Department of Commerce district offices can help potential U.S.
bidders by identifying firms that can provide translation services. The chances of successfully bidding
on these tenders without some representation in Japan is very limited.

If you have an agent or representative in Japan, you can contact the appropriate Japanese
Government ministry through it. If not, the following companies may he of assistance:

Mr. Robert F. Connelly is, Eriko Tanaka
Procurement Services Int'l K.K. Procurement Services Int'l. USA
Asahi Sanbancho Plaza #206 31 St, Marks Pl. # 14
7-1 Sanban-cho New York, NY 10003
Chiyoda-ku, Tokyo 102 Japan Phone: (212) 674.2587
Phone: 011-81-3-3234.6921 Fax: (212) 541-8350
Fax: 011.81-3-3234-6915

Mr. Tom Frost Mr. Grif Frost
Frost International Corp. Frost International Corp,
3007 31st Avenue 1. 1-3 Iligashi, Shibuya-ku
Forest Grove, Oregon Tokyo, Japan 150
Phone: (503) 357-6783 Phone: 011-81-3-3499-5745
Fax: (503) 359-5650 Fax: 011.81.3.3499-5074
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Mr. Y. Watanabe Mrs. Mie Teno
Vice President Managing Director
Fujikascl Co., Ltd. Deltapoint International Ltd.
Takasa Bldg. 8F 9-20 [chibancho, Suite 603
4-13-16 Awaza Nishi-ku Chiyoda-ku, Tokyo 102 Japan
Osaka, Japan 550 Phone: 011-81-3-3221-1751
Phone: 011.81-6-532-7431 Fax: 011-81-3-3221-1753
Fax: 011-81-6-532-7435

REGIONAL OUTLOOK OUTSIDE THE TOKYO AREA

Osaka and the Kansalh The Kansai is the region centered around the cities of Osaka, Kyoto, and

Kobe, It boasts a population of 22 million, The six prefectures comprising the area ..Osaka, Shiga,

Nara, Wakayama, Kyoto, and Hyogo -. account for almost 20 percent of Japan's total economic

output. The Kansai's GNP exceeds $410 billion, which is a figure that represents approximately 3

percent of the world's output. If classified as a country, the Kansai would rank above Canada as

number seven among the world's largest economies. Osaka, the largest city in the Kansai with a

population of approximately 4 million, serves as th • commercial hub for the entire region. The
Kansai area, and specifically Osaka. is Japan's historical business center, Several major industries in

Japan, including pharmaceuticals, textiles and apparel, sporting goods, and chemicals, arc
concentrated in the Kansai.

The Kansai is also the center for a number of major construction projects. A recent survey

conducted by the Kansai Revitalization Center (KIRC) lists 822 major projects in the Kansai area

valued at over 35 trillion yen (approximately $250 billion). This major project development

represents tremendous opportunities for U.S. companies. These opportunities range from design and

construction services to supply of building materials and resort and leisure equipment.

Businesses in the Kansai benefit from lower operating costs, and a lower cost of living, than those in

Tokyo. For example, the monthly rent for a three-room office in Osaka is $670 compared to $2,300

in Tokyo, A typical condominium in Osaka rents for $800 a month compared with $4,000 in Tokyo.

Osaka is less than three hours to Tokyo by bullet train.

The U.S. Department of Commerce has an office in Osaka and is available to counsel U.S.

companies on business opportunities in the region. The American Chamber of Commerce in Japan

has a Kansai chapter, which has over 300 members. In addition, other groups such as the

International Business Association provide strong networking opportunities.

Nagoya and the Chubu Region: The Chubu region is located in central Japan and includes the

prefectures of Aichi, Gifu, and Mie. Nagoya, located in the Aichi prefecture, is the largest city in

the Chubu area and has a population of over 2 million. The GDP of the Nagoya area alone is as

large as the Republic of Korea's. The Chubu region is the home of such industrial companies as

Toyota, Noritake, Brother, Makita Power Tools, and Nippon Denso. This region is currently

attracting a significant amount of attention both domestically and internationally. Plans for a new

24-hour international airport have begun, and the airport is expected to be operational by the year

2005. Developments in the auto, aerospace, and new materials industries arc also bringing attention

to this area. A number of U.S. aerospace companies have been making significant investments in the

Nagoya area. Moreover, automobile parts suppliers and other high technology companies view

Nagoya as an excellent base for research and development centers.
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American business people In Nagoya recently created the American Business Community of Nagoya,
This group is similar to the American Chamber of Commerce in Japan (ACCJ) and seeks to provide
self.help for U.S. firms doing business in this region. To date, the group has nearly 30 members, and
representatives of such U.S. firms as General Dynamics, United Technologies, and Coca-Cola. The
U.S. Department of Commerce recently established a new office in Nagoya to assist U.S. companies
interested in investing in the area and seeking possible business opportunities in the region.

Fukuoka and the Kyushu.Yamaguchl Region: The Kyu.hu-Yamaguchi region, lying 700 miles
west of Tokyo, has a land area the size of Switzerland and an economy 1.5 times that of the
Netherlands and 2.6 times that of Taiwan. Local business leaders call Kyushu Japan's *Silicon Island'
because of the semiconductor industry there which accounts for 42 percent of Japan's total chip
output. In addition, a recent movement of the Toyota group to Kyushu, along with expansion by
Nissan, will bring an estimated 10 percent of Japan's car production to this island within the next five
years.

Regional business and political leaders have sought to stimulate economic growth through a wide
variety of innovative development projects, including high-technology research, waterfront
redevelopment, and elaborate resort projects. Public works projects in the Kyushu-Yamaguchi area
will amount to approximately $36 billion over the coming decade, and the Fukuoka area resort
projects are estimated to be worth $14 billion. Plans are being made to obtain funding from the
national government to start construction of a major new international airport within the next ten
years to serve as a new hub for western Japan as well as for nearby Asian countries.

Particularly good business prospects in the Kyushu.Yamagiichi region may be found in the areas of
electronics and computers, architecture, design and construction, and medical equipment and
technology, Exhibitions and seminars are organized by the U.S. Department of Commerce's
Fukuoka office in each of these areas during the course of the year.

Sapporo and Northern Japan: Northern Japan, consisting of Honshu's four northeast prefectures
and the island of Hokkaido, has a gross regional product larger than $275 billion. This
industry-centered region imports heavily from other parts of Japan, but U.S. products can be
extremely competitive. The secondary and processing sectors need lower priced American materials
and services to survive. Establishing distribution in this region is much cheaper than in Tokyo.
Sapporo, in tHokkaido, lying 700 miles north of Tokyo, is also an important center of commercial
activity.

The best sales prospects in northern Japan are home building materials, major project construction
and building materials, food processing machinery and supplies, agricultural machinery and supplies,
and tourism. Exporters of coal, logs, wood pulp, processed lumber, fish, fish products, feed grains,
and all other agricultural inputs should pay particular attention to the increasing demand for
domestic product substitutes. lokkaido is a good test market for recreational and consumer goods
and direct mail sales. The U.S. Department of Commerce office in Sapporo can provide consultative
and facilitative services, temporary work space, simple office services, and exhibition and seminar
space in its display area for American products.
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PROMINENT ECONOMIC ORGANIZATIONS IN JAPAN

The American Chamber of Commerce In Japan

Founded in 1948, the American Chamber of Commerce in Japan (ACCJ) has actively sought to
promote the development of commerce between the United States and Japan. In order to do this,
the ACCJ works with business and government organizations in Japan and the United States to
exchange ideas and opinions and seek resolution of problems and issues affecting the bilateral
relationship. The ACCJ performs two important functions for its members: (1) it apprises them of
the special problems they will confront while conducting business in Japan and (2) where possible,
assists them in solving those problems. Residing in Japan is not a requirement for membership.

The ACCJ produces several excellent publications, including the recently published Trade and
Inv etmen in ,itpan: TeCurrent Environment, Besides providing an evaluation of the current
trade and investment environment in Japan, this study also identifies the key success factors for those
American companies that have come to prosper in Japan, with the idea that others could use these
concepts and practices to guide future strategies for Japanese market entry or expansion.

The ACCJ committee structure, through which information is gathered and disseminated to all
members, is the keystone to the ACCJ's operations. For this reason, active participation in
committee activities by ACCJ members is highly encouraged. Current ACCJ committees exist on the
following subjects: China relations; direct marketing; employment practices; external affairs; financial
services; high technology; independent business; internal affairs; investment in the United States;
investments; licenses, patents, and trademarks; living in Japan; marketing; membership relations;
nominating; programs; publications; public affairs policy; taxation and legislation; trade expansion;
and Washington relations/Asian-Pacific Council of American Chambers of Commerce (APCAC).
The ACCJ's address is:

The American Chamber of Commerce in Japan (ACCJ)
Fukide Building No, 2
4-1-21 Toranomon, Minato-ku, Tokyo 105, Japan
Phone: 011-81-3-3433.5381
Fax: 011-81-3-3436-1446

Keldanren

Keidanren (Federation of Fconomic Organizations) was established in 1946. One of Japan's four
main business organizations (the other three being Nikkeiren, the Japan Committee for Economic
Development, and the Japan Chamber of Commerce and Industry). Keidanren is the most influential
in Japan's economy and industry.

Keidanren's principal functions are to adjust and mediate differences of opinion among its various
member industries and businesses, and to submit proposals to the government regarding policies
designed to stimulate the economy. It also promotes international exchanges on business matters
between private citizens. To carry out these functions, Keidanren has a number of permanent
committees and consulting organizations, including committees concerned with general policy, energy,
economic cooperation, and trade policy. It also has ad hoc committees on defense production and
space exploration.

Internationally, Keidanren conducts an active program of economic diplomacy on a nongovernmental
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level through conferences with American and European business leaders. As Keidanren Is the
spokesperson for big business In Japan, its proposals and demands have exerted a strong influence In
Japanese political life. Its views are often sought by the Japanese Government and Its
recommendations given important consideration. Keidanren's address is:

Keldanren
1.94 Otemachl
Chiyoda-ku, Tokyo 100 Japan
Phone: 011-81-3-3279-1441

Nela Doyu Kai

The Japan Committee for Economic Development (Keizai Doyu Ka) is made up of business
managers and executives of various Japanese corporations. The committee's purpose is to promote
progress and stability In the Japanese economy by making proposals aimed at benefiting the national
economy as a whole. It avoids taking stands on political issues.

At the time of its establishment in 1946, the coiamittee was composed of progressive business leaders
and industrialists concerned with the problem of reconstruction and democratizing the Japanese
economy. It was intended to provide an informal forum for developing and advancing new ideas.
Membership has grown to some 1,000 business persons. Various subcommittees exist, which conduct
research and issue recommendations under the guidance of a board of 200 trustees. The committee
has stressed the social responsibility of business and promoted the cooperation of business and
academia. It also cooperates with similar organizations in other countries and is particularly
concerned with promoting the economic development of Southeast Asia. Keizai Doyu Kai's address
is:

Keizai Doyu Kai
1.4-6 Marunouchi
Chiyoda.ku, Tokyo 100 Japan
Phone: 011-81-3-3211-1271

JAPANESE TESTING, STANDARDS, AND CERTIFICATION

One of the most important areas of concern for your company is meeting the requirements of
Japanese testing, standards, and certification procedures which cover a wide range of product sectors.
Unfortunately, obtaining information in these areas from outside of Japan is difficult. Japanese
approval procedures are often slow and cumbersome and can be discouraging to those unwilling to
make a major commitment of their time and energy. However, significant progress has been made in
specific product areas in the last few years, and steps to simplify the system continue. Problems with
Japanese standards and certification systems generally have fallen into one of three categories:

Lack of Transparency: Some of the committees that draft Japanese standards have shown
reluctance to allow foreign participation. As a result, foreign firms whose products could be affected
by new standards have had no meaningful input into the development of those standards.
Furthermore, in many cases foreign firms do not learn the details of the new standards until after
Japanese firms represented on the committees have, and thus the foreign firms lose critical lead time
retooling to comply with the new standards. This situation is beginning to improve as more drafting
standards committees are opened to participation by qualified foreigners.
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Lack of Acceptance of Foreign Test Data: In the past, Japanese authorities refused to accept
the results of tests conducted by manufacturers or independent U.S. test laboratories. Companies
seeking certification had no choice but to submit to testing and inspection by Japanese authorities,
exposing certain proprietary information. The Ministry of International Trade and Industry (MITI)
now accepts test results from U.S, testing laboratories for certification of electrical appliances. A
handful of U.S. labs have received Japanese Government approval to Inspect factories and give type
approval to U.S. products. MITI has designated the following U.S. testing laboratories to certify
products as meeting Japanese safety and quality requirements:

DSET Laboratories, Inc. Applied Research Laboratories
Box 1850 of Florida, Inc.
Black Canyon Stage 1 5371 N.W, 161st Street
Phoenix, AZ 85029 Miami, FL 33014
Phone: (602) 465.7356 Phone: (305) 624-4800

ETL Testing Laboratories, Inc. 1lazclton Laboratories, Corp.
Route 11 9200-T Leesburg Pike
Industrial Park Vienna, VA 22180
P.O. Box 2040 Phone: (703) 893.5400
Cortland, NY 13045
Phone: (607) 753-6711

Underwriters Laboratories, Inc.
1285 Walt Whitman Road
Melville, NY 11747
Phone: (516) 271.6200 ext. 877 or 614

Underwriters Laboratories (UL) is the only U.S. testing facility that has received MITI designation
to conduct product testing for type approval and to approve products under the voluntary Japan
Industrial Standards (JIS) system, allowing the product to be marked with a JIS symbol.

Progress also has been made in the acceptance of foreign-generated test data for health care
products, Japan now accepts the results of all pre-clinical tests conducted outside of Japan, if those
tests are conducted according to Japanese test protocols. However, the Ministry of Health and
Welfare (MIIW) is still reluctant to approve products based on clinical tests performed outside of
Japan, even if these tests are conducted on Japanese people. Test data developed in Japan is
required for medical implantable or invasive products or devices and pharmaceuticals.

Lack of Harmonization with International Standards: Japanese standards often differ from
international standards or from standards prevalent elsewhere. While some changes have been
implemented, Japanese standards continue to deviate from international standards in many instances.
The U.S. Government continues to raise discriminatory standards cases with the Japanese authorities.

Japan also has a system of voluntary government and industry marks with specific standards
requirements. Japan Industrial Standards (JIS), Japan Agricultural Standards (JAS), and other
quality marks are important for winning consumer acceptance for a product and are highly
recommended, but can create difficulties for foreign suppliers in those cases where they deviate from
international standards.

A JIS mark on your product is a quality certification mark in Japan. It means that products.with JIS
marks satisfy the quality level set by corresponding Japanese Industrial Standards. Although a JIS
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mark is not mandatory, It is recognized by Japanese consumers as signifying good product quality.
JIS mark approval is conducted by the Japanese Government on a factory-by.factory basis. Thus, the
quality is indirectly guaranteed by the Japanese Government.

Complying with Japanese standards and obtaining import certification can he arduous at times. Your
company should work closely with your agent/representative/importer in Japan in order to facilitate
this process, Much information on Japanese standards is only available through the appropriate
Japanese governmental ministry and/or only exists in written form in thc Japanese language.
Therefore, it is often up to your representative in Japan to supply your firm with this type of
information. Your agent/representative/distributor should carefully study the products to be
imported and all regulations concerned. All relevant information should he passed onto your
company since goods not conforming to regulations will not be certified to enter Japan.
Furthermore, there are cases where a product is controlled by more than one law, or different laws
apply to products of the same group, since each law has its legislative objective. Technical
regulations are concerned not only with technical specifications of a product itself but also with
packaging, marking or labeling requirements, testing, transportation and storage, installation, etc.
Your company needs to identify certification requirements for your product if appropriate.

Some Japanese standards and certification information is available in the United States and is in
English. To determine whether or not Japanese standards on your product exist in the United
States, please contact the following organization:

U.S. Department of Commerce
National Center for Standards and

Ccrtlfication lhformation
National Institute of Standards

and Technology
Administrative Building, Room A629
Gaithersburg, NiD 20899
Phone, (301) 975.4040

The National Center for Standards and Certification Information (NCSCI) provides information on
U.S., foreign, and international voluntary standards; government regulations; and rules of certification
for nonagricultural products. The NCSCI serves as a referral service and focal point in the United
States for information about standards and standards-related information. It responds to requests for
information by identifying relevant standards and/or regulations. Searches are made with the aid of
various indexes, by contacting professional and standards.developing organizations, and through
communicating directly with foreign standards bodies. The requester is referred to the appropriate
standards-developing organization for additional (technical) information and/or copies of the
document in question. NCSCI does not provide copies of standards.

The following is one private sector organization in the United States that has English translations of
many Japanese standards for purchase:

The American National Standards Institute
11 West 42nd Street, 13th Floor
New York, NY 10036
Phone: (212) 642-4900

Your product must be adapted to metric standards. The Office of Metric Programs of the U.S.
Department of Commerce provides exporters with guidance and assistance on foreign metric import
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regulations and on matters relating to U.S. transition to the metric'system. It can also give referrals
to state metric contacts. For information, call (202) 377-3754.

Another source of information on various Japanese standards and regulations is the publication
Standaris and CertificatiOn Sstems in Japan-- Measure for Improving Market ccea which is
produced by the Japanese lntra-Governmental Council on Standards and Certification Systems
(Printing Bureau, Ministry of Finance). This publication is available in the United States from:

OCS America, Inc.
5 East 44th Street
New York, NY 10017
Phone: (212) 599-4502

The Japan Standards Association (JSA) has established Kikaku Net, an on-line database which was
put into operation in October 1989. The system includes two comprehensive files, one for domestic
and one for internatlonal/overseas standards which have cross reference fields for each other. Many
of the fields are supported both in Japanese and English so retrieval is possible in boh languages.
This system is a convenient tool for your business in identifying existing Japanese standards and the
over 200 Japanese manufacturer's associations responsible for drafting specific industry standards.
Inquiries on Kikaku Net should be directed to:

Overseas Standards Center
Japan Standards Association
4-1-24 Akasaka
Minato-ku, Tokyo 107 Japan
Phone: 011-81-3-3583-8001 (ext. 245)
Fax: 011[81-3-3584-5159

Questions on access to Kikaku Net should be directed to:

Customer Service Manager
Database Business Department
Japan Information Processing Service Co., Ltd.
2-4.24 Toyo, Koto-ku, Tokyo 135 Japan
Phone: 011-81-3.35690-3202

The Building Center of Japan is a Japanese quasi-government organization which deals with
Japanese construction standard issues. If your firm wishes clarification regarding Japanese
construction standards, contact:

The Building Center of Japan
3.2-2 Toranomon
Minato-ku, Tokyo 105 Japan
Phone: 011-81-3-3434-7155 (International Section)
Fax: 011-81.3-3431-3302
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The following two organizations have been designated the General Agreement on Tariffs and Trade
(OAT) national inquiry points In Japan for standards Information:

Standards Information Service
First International Organizations Division
Economic Affairs Bureau
Ministry of Foreign Affairs
2.2-1 Kasumigaseki, Chiyoda-ku, Tokyo 100 Japan

The Standards Information Service at the Ministry of Foreign Affairs mainly handles inquiries in the
fields of drugs, cosmetics, medical devices, foodstuffs, food additives, telecommunications facilities,
motor vehicles, ships, aircraft, and railway equipment. It does not answer inquiries concerning
Japanese Industrial Standards (JIS) which are handled by the Japan External Trade Organization
(JTRO).

Standards Information Service
Information Service Department
Japan External Trade Organization
2-2.5 Toranomon, Minato.ku 107
Tokyo, Japan

The Standards Information Service at the Japan External Trade Organization mainly handles
inquiries in the fields of electric equipment, gas appliances, measurement scales, foodstuffs, food
additives, etc. Those inquiries concerning J3S on medical devices, motor vehicles, ships, aircraft, and
railway equipment are also handled by JETRO.

INTELLECTUAL PROPERTY PROTECTION

If you are seeking to develop trade or to license your technology in Japan, you should take the steps
necessary to obtain and protect your rights in patents, trademarks, copyrights, designs, trade secrets,
and other intellectual property rights in Japan, Failure to do so can limit your potential for success.

Japan and the United States are signatories of the Paris C)nvention for the Protection of Industrial
Property and other treaties governing the protection of industrial property rights. These treaties,
however, do not automatically prote4:t patents or trademarks your business has acquired in the
United States. You will have to file applications for patents or for trademark registrations in Japan,
but your U.S. rights can provide certain advantages if applications arc filed promptly in Japan. A
U.S. patent or trademark attorney, as appropriate, can provide advice, but you will also need to hire
a Japanese attorney, preferably one with which your U.S. attorney has an established relationship, to
prosecute the application for a patent or for registration of a trademark.

Japan and the United States belong to the Berne Convention for the Protection of Literary and
Artistic Works and to the Universal Copyright Convention. These conventions provide automatic
protection for copyrighted works, including computer programs, originating in either country or
produced by authors of either country. The owner of a U.S. copyright which is infringed in Japan
would be able to sue the infringer in Japanese courts. Registration for copyrighted works is not
required. Japan does provide for voluntary registration of computer programs and musical works,
which simplifies the evidence that must be produced in court.

U.S..produced semiconductor chips are protected in Japan under the Japanese Law Concerning the
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Circuit Layout of a Semiconductor Integrated Circuit. Under this law, foreign chip layout-designs
should Se entered in the registry maintained by the Industrial Property Cooperation Center.

Obtaining and protecting intellectual property rights in Japan can b time-consuming and costly,
While the cost or time involved in acquiring intellectual property rights might seem prohibitive, lack
of such rights would permit competitors both In and outside of Japan to copy your product or
production process which you want to market or license in Japan and to compete with your firm in
the Japanese market. Even when intellectual property tights have been acquired, pirating of
technology and designs can occur in Japan, as it does in many countries, including the United States.
Each company in a trading or licensing agreement should understand clearly what its rights and
obligations are with respect to the intellectual property rights owned or acquired by the other. Such
a clear understanding helps to create a good rapport based on mutual trust, thereby ensuring the
success of the trading or licensing agreement.

In 1989, 1990, and 1991, Japan was included on the 'Watch List' under the so-called Special 301
provisions of the Omnibus Trade and Competitiveness Act of 1988, because of deficiencies in its
intellectual property laws and problems of a practical nature involving protection of patents,
copyrights, and trademarks.

Patents: Japan's patent law differs from U.S. patent law in several important ways. First, under
Japan's patent law, patents are granted to the first inventor to file an application claiming a
particular invention, rather than to the first to invent as is done in the United States. Under the
Paris Convention, the date on which a U.S. applicant riled his U.S. application will become the
Japanese filing date so long as the corresponding application, in Japanese, is filed in Japan within
one year of the U.S. filing date. Prompt filing in Japan is also important because printed publication
of a description of the invention anywhere in the world, or knowledge or use of the invention in
Japan, prior to the filing date of the Japanese application would preclude the grant of a patent on
the application. Second, unlike the United States, where examination of patent applications is
automatic, an applicant must request examination of his patent application in Japan but has seven
years in which to do so. As is true in most countries of the world, but not in the United States, all
patent applications are published in Japan 18 months after filing. If, during the examination, the
Japanese Patent Office (JPO) finds no impediment to the grant of a patent for a particular
invention, it publishes the patent application a second time, including any changes that have been
made during the examination. Following this second publication of the application, any party may
oppose the grant of a patent by demonstrating that the standards for patentability are not met by the
invention.

Japan and the United States are signatories to the Patent Cooperation Treaty (PCI), which is
administered by the World Intellectual Property Organization. Under the PCT, an applicant can file
a single 'international application' designating the PCT member countries in which a patent is
sought. The international application has the same effect as filing individual national applications in
each of those countries. US. nationals can file an international patent application with the U.S.
Patent and Trademark Office of the U.S. Department of Commerce and designate Japan as one of
the countries in which a patent is sought. The international patent application under this program
does not obviate the need to file a separate patent in Japan. However, it does provide the applicant
with certain advantage,, regarding time limits and translations.

It takes a long time to obtain a patent in Japan. Like patent offices in other countries, the JPO
does not begin examination until 18 months after a patent application is filed, even if examination is
requested at the time of filing. The shortage of patent examiners adds to the problem as does the
number of patent applications filed by Japanese companies, causing a significant backlog of
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applications awaiting examination. An applicant can request accelerated examination under certain
circumstances, but this does not help reduce the period of examination in ordinary cases. The JPO
has added some examiners to its staff and has begun to hire subcontractors to perform initial
searches of patent applications. In December 1990, the JPO inaugurated the world's first electronic
filing system for patent applications. These measures, however, have yet to result in substantial
reductions In the time required to examine a patent application and grant the patent.

It must be emphasized that correct translation is necessary in the patent application process. The
JPO shows little sympathy towards translation mistakes or typos. Companies should ensure that
translations of their applications are perfect.

The average time required to examine a patent application in Japan was 32 months in 1990. That is
in addition to the 18 months prior to initial publication and the 2 months following publication for
opposition, indicating that, on average, It took 52 months to obtain a patent in Japan (assuming
there were no oppositions filed). During the examination period, no effective legal protection will
exist. By comparison, the average period required for the U.S. Patent and Trademark Office to
process a patent application is 18 months. In the U.S.-Japan Structural Impediments Initiative (SII),
the Government of Japan has agreed to reduce the period required for examination to 24 months
within 5 years. If the application is uncontested in Japan and all requirements are met, the patent is
granted and valid for 15 years from the date the application is published (but not more than 20 years
from the date the application was submitted).

Trademarks: To provide for protection for the brand names of products, Japan enacted the
Trademark Law of 1959. Under the law, the first person to file an application for a particular
trademark is entitled to the registration of the mark in connection with the particular class of goods.
Japan has just enacted a new law providing for the registration of service marks which comes into
effect in April 1992. Currently, service marks are protected only under Japan's Unfair Competition
Law. The trademark law permits the owner of a well.known foreign trademark or service mark to
oppose the registration of a mark if it can demonstrate that the mark is confusingly similar to its
own. One common mistake to avoid is to trademark just your product You should also trademark
the packaging and/or promotional materials that go along with your product. A trademark
registration is valid for ten years from the date of registration and can be renewed indefinitely for
ten year periods so long as the trademark continues to be used. If a mark has not been used for a
period of three years, it can be canceled.

On February 20, 1990, Japan agreed to the Nice Agreement Concerning the International
Classification of Goods and Services for the Purposes of the Registration of Marks. As is the case
with patent applications, a resident agent (usually a lawyer or patent agent) must prosecute the
trademark application. As with the processing of patent applications, Japan's trademark registration
process is very slow. It takes an average of 4 years to process a trademark registration in Japan,
compared with an average of 13 months in the United States. The only protection available for a
trademark in Japan prior to registration is under the Unfair Competition Law. Under this law, the
owner of the mark must demonstrate that the mark is well.known in Japan and that consumers will
be confused by the use of an identical or similar mark by the unauthorized user.

Cop)rights: Japan's copyright law is administered by the Copyright Office of the Cultural Affairs
Agency, Ministry ot Education, Under the Berne Convention for the Protection of Literary and
Artistic WorL and the Universal Copyright Convention, Japan provides protection for copyrighted
works, including computer programs, for nationals of member states of those conventions and/or
works first published in member countries. The protection lasts for the life of the author plus 50
years or 50 years from publication in the case of juridical entities, Registration is not required.
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Japan amended its copyright law in April of 1991 to exend protection for sound recordings from 30
to 50 years, to provide a rental right for foreign phonogram producers, and to provide criminal
penalties for copying previously unprotected U.S. and certain other foreign-produced sound
recordings released from 1968 to 1978. The one-year prohibition against rental starts to run from
the date of first sale anywhere in the world, not from the date of first sale in Japan; there is no
protection for foreign sound recordings produced before 1968.

In 1988, Japan enacted legislation, to facilitate the prosecution of suspected video pirates, although
loopholes remain. The law must be enforced more rigorously if It is to be effective in curbing abuses
which have cost U.S. owners of rights in video recordings an estimated $200 to $250 million each
year.

Semiconductor Chip Layout and Design: The layout-designs of U.S.-produced semiconductor
chips are protected in Japan under the Japanese Law Concerning the Circuit Layout of a
Semiconductor Integrated Circuit, This law Is administered by an independent registration agency,
the Industrial Property Cooperation Center (IPCC). Under the Japanese law, foreign chip
layout-designs may be registered in the registry maintained by the IPCC. The duration and the level
of the protection is essentially the same as under the U.S. Semiconductor Chip Protection Act.
Japanese layout-designs are eligible for protection In the United States under orders issued by the
Assistant Secretary and Commissioner of Patents and Trademarks.

Utility Model and Design Protection: The Japanese utility model system parallels the patent
system. It serves as an incentive to individual inventors and small and medium-sized businesses
(which lack large budgets for research and development) to Invent. While novelty remains an
important requirement, the degree of inventiveness for a utility model is less than that required for a
patent. Devices are protected as utility models, but not methods. Application procedures arc similar
to those for patents, but the period of protection is 10 years from the date of publication of the
application and no more than 15 years from the date of application,

Japan also protects registered designs under a system modeled on the British. To be registered, a
design must be industrially useful, novel, and creative. The design right lasts 15 years from the date
of registration. The application for registration is similar to that for patent applications.

Trade Secrets: Japan enacted amendments to the Unfair Competition Law in 1990 which provide
some measure of protection for theft of trade secrets such as know-how, customer lists, sales
manuals, and experimental data. The law provides for injunctions against wrongful use, but not
against use by innocent third party transferees of trade secrets.

If you are interested in protecting your product in Japan, you will need a Japanese lawyer (bengoshi)
or patent agent (benrishi). Consult with your attorney here in the United States, the
Martindale.Ilubbell Law Director. or for a list of selected lawyers and patent attorneys, contact the
Japan Export Information Center (JEIC) at (202) 377-2425, Other English-language intellectual
property protection publications available include:

'Patent Protection or Piracy- A CEO Views Japan,* Harard Business ReAew. September/October
1990, pp 58-67. Reprint Product Information and Orders: (617) 495.6192.

Palm Application Paperless Sstem: Guide Book. Japanese Patent Office (1990),

Guidcline for Accelerated Fxamination and Accelerated Appeal Examination System-fcL
Working-Related Patent (or Utility Model Applications. Japanese Patent Office (July 1989).



125

Eff Qf the JaPanes Paten Sy3m on Ameican Buiw: Submmittee Hearing. U.S.
Government Printing Office (June 24, 1988).

Guide to Industrial Propg in Jaan. Japanese Patent Office (1988).

Quline of Japanas Trademark Sytem: An Introuction to Foreigners. Japanese Patent Office
(1986).

Industrial Progrty Rights in Japan Japan External Trade Organization (Revised 1981).

EXPORT FINANCING

Expot-Import Bank of the United States

The Export-import Bank of the United States (Eximbank) can provide export financing assistance to
American companies through the following programs:

Working Capital Guarantee Program: This program helps small businesses obtain critical
pre-export financing from commercial lenders Eximbank will guarantee 90 percent of principal and
a limited amount of interest on loans or revolving lines of credit extended to eligible exporters. The
funds may be used for such pre-export activities as buying raw materials or foreign marketing. For
more information, contact the U.S. Division at (202) 566.8819.

Export Credit Insurance: Through Its agent, the Foreign Credit Insurance Association, Eximbank
offers insurance which covers political and commercial risks on export receivables. For more
information, contact the Insurance Division at (202) 566-8955.

(1) The New-to-Export Policy is available to firms just beginning to export or with average
annual export sales of less than $750,000 for the past two years. The policy offers enhanced
coverage and a lower premium than usually found in regular insurance policies.

(2) The Umbrella Policy is available to commercial lenders, state agencies, export trading
companies, and similar organizations to Insure export receivables of their small and
medium-sized clients.

(3) The Bank Letter of Credit Policy Insures commercial banks against loss on irrevocable letters
of credit issued by foreign banks for U.S. exporters.

(4) The Multi-Buyer Policy Insures all or a reasonable spread of an exporter's short- or
medium-term export credit sales.

(5) The Financial Institution Buyer Credit Policy insures individual short-term export credits
extended by financial institutions to foreign buyers.

(6) The Short-Term Single-Buyer Policy and the Medium-Tcrm Single-Buyer Policy allow
exporters to insure their receivables against loss due to commercial and specified political
risks on a selective basis.

40
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(7) Lease Insurance Policies offer a lessor the opportunity to expand its overseas leasing program
by providing comprehensive insurance for both the stream of lease payments and the fair
market value of the leased products,

Guarantee Program: This program provides repayment protection for private sector loans to
creditworthy buyers of U.S. capital equipment and services exports. Coverage is available for loans
of up to 85 percent of the U.S. exportt value, with repayment terms of one year or more. Eximbank's
guarantee is available for fixed or floating rate export loans in U.S. dollars or convertible foreign
currencies. For more information, contact the Export Finance Group at (202) 566-8187.

Loan Program: This program provides competitive, fixed interest rate financing for U.S. export
sales facing foreign competition backed by subsidized financing. Eximbank extends direct loans to
foreign buyers of U.S. exports and intermediary loans to responsible parties that make loans to
foreign buyers. Coverage is available for loans of up to 85 percent of the U.S. export value. The
interest rates are the official minimum matrix rates agreed on by members of the Organization for
Economic Cooperation and Development (OECD) and depend on the repayment period and the
classification of the buyer's country. For more information, contact the Export Finance Group at
(202) 566.8187.

Engineering Multiplier Program: This program stimulates the exports of U.S. architectural,
industrial design, and engineering services. Eximbank will extend loans or guarantees up to 85
percent of the U.S. export value of services invoking projects with the potential of generating U.S.
export orders of $10 million or double the original export contract, whichever is greater. It also will
guarantee commercial financing for approved project-related costs in the host country of up to 15
percent of the U.S. export value, For more information, contact the Engineering Division at (202)
566-8802.

Operations and Maintenance Contracts Program: This program helps U.S. firms compete for
overseas contracts to operate and maintain new or established projects. Eximbank will provide loans
or guarantees for up to 85 percent of the U.S. export value of operations and maintenance
transactions with repayment terms of up to live years. The contract must provide a long-term benefit
to the oAicr, such as training local personnel to take over the operation or establishment of
permanent procedures to assure good operation of the project. For more information, contact the
Engineering Division at (202) 566.8802.

Foreign Credit Insurance Association

The Foreign Credit Insurance Association (FCIA) helps U.S. exporters shipping on short-term credit
(up to one year) to be assured of receiving payment while extending appropriate credit terms. Asan
agent of Eximbank, it insures U.S. companies against the risk of nonpayment by foreign buyers for
commercial and political reasons. The insurance can cover 90 percent of the commercial risks and
100 percent of the political risks or 95 percent of all risks, a decision that is made by the
policyholder. For more information, contact FCIA at (212) 306.5000.
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The Small Business Administration

The Small Business Administration (SBA) can provide export financing assistance to American
companies through the following programs:

Export Revolving Line of Credit Program: This program guarantees loans up to $750,000, the
proceeds of which can be used to finance foreign market development or labor and materials, needed
to manufacture or wholesale for export. The maximum maturity is 18 months. For more
information, contact the Office of Financial Assistance at (202) 205.6497.

International Trade Loan Guarantee Program: This program offers small businesses that can
significantly expand existing export markets, develop new export markets, or those adversely affected
by import competition. loan guarantees up to $1 million for facilities and equipment and up to
$250,000 for working capital. Maturities of loans may extend up to 25 years. For more information,
contact the Office of Financial Assistance at (202) 205.6497.

Small Business Investment Companies, Licensed by SBA., firms whose investment strategies
Include export activities may receive equity capital or term working capital in excess of SBA's
$750,000 statutory limit. For more information, contact the Investment Division at (202) 205.6734.

Business Loan Guarantee Program: Financing for fixed.asset acquisition or general working
capital purposes may be obtained; the program encourages private lenders to make loans of up to
$750,000 to borrowers who could not borrow on reasonable terms without government help. For
more information, contact the Office of Financial Assistance at (202) 205-6490.

The Overseas Private Investment Corporation

The Overseas Private Investment Corporation (OPIC) can provide export financing assistance to
American companies through the following programs:

Finance Programs: Medium. to long-term financing for overseas investment projects is made
available through loan guaranties and direct loans. Loans generally range up to $6 million and are
reserved exclusively for projects significantly involving U.S. small businesses or cooperatives.
Guarantees, as large as $50 million, are available for projects sponsored by any U.S. company
regardless of size, OPIC's financing commitment may range up to 50 percent of total project costs
for new ventures and up to 75 percent for expansion of existing successful operations, with final
maturities of 5 to 12 years or more. A special small contractor's guarantee program is also available.
For more information, contact Public Affairs at (202) 457.7087.

Lease Financing Program: This program offers loans and guarantees to foreign leasing companies
in which there is a significant U.S. private business interest. Terms of the guarantee are typically
from four to seven years. For more information, contact Public Affairs at (202) 457.7087.

Small Contractor's Guarantee Program: This program will guarantee an eligible financial
institution for up to 75 percent of an on.demand standby letter of credit or other form of payment
guarantee issued on behalf of a small business construction or service contractor. For more
information, contact Public Affairs at (202) 457-7087.
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The U.S. Department of Agriculture

The U.S. Department of Agriculture (USDA) can provide export financing assistance to American
companies through the following programs:

Export Credit Guarantee Programs: These programs are designed to expand U.S. agricultural
exports by stimulating U.S. bank financing of foreign purchases. The programs operate in cases
where credit Is necessary to increase or maintain U.S. exports to a foreign market and where private
financial institutions would be unwilling to provide financing without a guarantee. These programs
guarantee letters of credit from foreign financial institutions against default, For more information,
contact the USDA at (202) 720.4221.

Market Promotion Program: Authorized by the Food, Agricultural, Conservation, and Trade Act
of 1990 and administered by USDA's Foreign Agricultural Service, the Market Promotion Program
promotes a wide variety of U.S. commodities in almost every region of the world, Surplus stocks or
funds from the Commodity Credit Corporation are used to partially reimburse agricultural
organizations conducting specific foreign market development projects for eligible products in
specified countries. For more information, contact Marketing Operations at (202) 720,5521.

Japanese Endthles

The Expot-mport Bank of Japan (JEXIM): In order to increase Japan's imports, the JEXIM
has expanded the scope of eligible borrowers for low-interest financing. Products of American
companies are eligible for the Japanese Government import credit program. For information,
contact:

The Export-import Bank of Japan The Export-Import 1Bank of Japan
375 Park Avenue, Suite 301 2(W0 Pennsylvania Ave., NW.
New York, NY 10152 Suite 3350
Phone: (212) 888.9500 Washington, DC 2(XX6

Phone: (202) 331.8547

The Japan Development Bank (JDB): The JDB has sharply increased low-interest financing
offered to foreign companies for import-related facilities in Japan as well as for direct investment in
Japan by U.S. companies. For information, contact:

The Japan Development Bank The Japan Development Bank
Center for Promotion of Direct Center for Promotion of Direct
Investment in Japan Investment in Japan

1101 17th Street, N.W. 575 Fifth Avenue, 28th Floor
Suite 1001 New York, NY 10017
Washington, DC 20036 Phone: (212) 949-7550
Phone: (202) 331.8696

The Export-Imporl Insurance Division of the Ministry of international Trade and Industry
(EID/MITI): EID/MITI, which began operations in 1950, insures repayment of export credits.

EID/MITI insurance enables commercial banks, which normally would be unwilling to assume the
risk of certain types of financing, to fund overseas projects. EID/MITI has a wide range of short,
medium, and long-term insurance programs for Japanese and non-Japanese exporters, importers, and
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Investors, For more information, contact:

Ministry of International Tade and Industry
Export-Import Insurance Division
1-3-1, Kasumigaseki
Chiyoda.ku, Tokyo 100, Japan

In May 1991, the Export-Import Bank of the United States reached an agreement for cooperation
with the financial institutions of the Government of Japan (JEXIM, JDB, and EID/M|IT) to advance
mutual objectives in: (1) expanding the role of exports in the growth of global trade, (2) facilitating
the flow of trade and investment capital to developing countries, (3) assisting cooperation between
suppliers and banks of Japan and the United States, and (4) increasing the volume of exports from
the United States to Japan and other countries. It is expected that the cooperative application of
financing support by the respective agencies will enable projects to be financed which otherwise
could not proceed for lack of complete capital resources. In particular, it is expected that U.S.
exports will benefit from more effective access to financing supported by the Japanese agencies.

CUSTOMS CLEARANCE

Customs Documentation: While customs procedures have been sinmlhlicd in recent years, a
number of documents arc still required for clearance through customs. These include: (I) for
import quota items, an import license, usually valid for four months from date of issuance, (2) an
Import Declaration Form (Customs Form C 5030). (3) shipping documents su.h as a coiner ial
invoice, packing list, and an original and signed bill of lading. or, if shipped by air, *in air saybill, (4)
a certificate of origin if the goods are entitled to favorable duty treatment (preferential or GATr
rates; in practice, shipments from the United States are routinely assessCd th GAIT or temporaryr"
rates without a certificate or origin); (5) any additional documents ncccssmai ,s pt(R)f of ornpliance
with relevant Japanese laws and standards regulations. To be certain tha,iill required do,:cumncation
is provided at the time your shipment arrives in Japan. consult with %our agent importer,

CoMME'RcIAt. INVOI(ci All shipments regardless of ,aluc require Mt least tso copies ot the
commercial invoice, The invoice must be on shipper's letterhead and igncd by the shipper
or an approved representative. This document is used to determine the value of gohAls bing
imported and should include: the complete name and address ot the shipper, full description
of goods and tariff classification, number of units shipped. unit price. total price, and Ceuntr
or origin of gxxs.

PAcKING Llr : A packing list is tecommended and should proidc the olv, trig int,,rmrtion
exact description of all items in the shipment, the gross .rd ct wi'ht ot ,'a ii put kagv'! he
exterior measurements of each package, the total number oIt shipping ,110,ocrs and ci s
weight and gross mcasurcment. Units of measure must tc in metrrit okith I ci '1vn% .ind
gXXs.

BitL Oil LADING : Three signed origin.i hills of lading shoud :Ne Sc1 thr';,41I i akmg
channels, and at least two unsigned copies should he lor,,ik'd 10hc n I- 4-n'f I
sent by air, a standard set of ten (one original and nine cpi i shl I isiib

CIUR1I1CAmI OFORIGIN : A certificate of origin is required ,n Afwin t)( g ,Js -mt, 1w
granted duty concessions under GA'i'T" or the (cncralmwcd Sswfi i of Pftc r , , i , .h
documents are often authenticated by a loc l chamber t of nimeni tfcr,' b cyt AMlapa
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consular or diplomatic official.

IMPORtT LicpJ.Sl,.: Most goods now qualify as 'freely importable' and do not require an
import license. The only exception is for those commodities falling under import quotas in
which case the Japanese importer would obtain the license (se section on quotas).

Packing, Marking, and Labeling: Straw packing materials are prohibited. The Japanese
Measurement Law requires that all imported products and shipping documents show metric weights
and measures. There is no law requiring display of the identity of the place of origin. However, if
labels indicating origin are determined to be false or misleading, the labels must be removed or
corrected. Otherwise the goods will be returned to country of origin. False or misleading labels
which display the names of countries, regions, or flags other than the country of origin, and/or names
of manufacturers or designers outside the country of origin are not permissible.

There are no generic regulations for the marking of packages, but certain goods such as food, drugs,
cosmetics, clothing, and electrical appliances are covered by specific regulations outlined, respectively,
in the Food Sanitation Law, the Pharmaceutical Affairs Law, ordinances of the Ministry of Health
and Welfare, and the Electrical Appliance Control Law. As such regulations apply to specific
products, it is important to work with a prospective agent/importer to ensure your product meets
requirements.

In general, most labeling laws are not required at the customs clearance stage, but at the point of
sale, Consequently, it is most common for Japanese importers to affix a label before or after
clearing customs.

Health and Sanitary Requirements .--Inspection Certificates: Japanese health and sanitary
regulations are strictly enforced. All imported plants and soils, animals, meat, and viscera of animals
must be accompanied by a phytosanitary inspection certificate issued by the government of the
exporting country attesting that such shipments are free from infectious materials or diseases.
Additional information is available from the Animal and Plant Health Inspection Service, U.S.
Department of Agriculture, Hyattsville, MD 20782, (301) 436-8590 (Veterinary Services) and (301)
436.-8537 (Plant Protection and Quarantine).

Japan's F d Sanitation Law requires that an Import Notification Form must be submitted for all
flxo products at the time of import to ensure all standards governing foodstuffs have been met. The
use of chemicals and other additives in foods is severely restricted in Japan, The additive regulations
follow a 'positive list' approach which indicates only those additives which arc permitted, their
maximum tolerable amount, and the foods in which the additives may be used. Cosmetics are
governed by similar restrictions covering permissible ingredients. Additional information on specific
regulations is available through the U.S. Department of Agriculture, Office of Fooi Safety and
Technical Services at (202) 720.9408, or the U.S. Department of Commerce, Japan Export
information Center at (202) 377.2425.

Import Quotas: Japan has in effect two quota systems: a quantity allocated quota and a tariff
quota. The quantity allocated quota is applied to imports of some dairy products, fish, grain staples,
and coal. Imprt of these items requires an Import Quota Certificate issued by the Ministry of
International Trade and Industry through an import notice system granting allocation twice a ),car.
The quota certificate is valid for four months. Once the certificate is obtained, an application for
approval is then made to an authorized foreign exchange bank which issues the import license.

A tariff quota is in effect for cheese, maize, oats, malt, preparations of cocoa without sugar, some
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tomato products, pineapples, some alcohol materials used as base of alcoholic beverages, leather, and
leather footwear. For items subject to an import tariff quota, a lower primary duty rate is applied
until the quantity exceeds the quota threshold at which time a higher duty is assessed. To apply for
the primary duty rate an importer must obtain a quota allocation in advance from the Ministry of
International Trade and Industry. Current quota volumes and duty rates are listed in the yearly
publication of the Japanese tariff schedule.

Tariffs: According to the Japanese Government, the average tariff is now one of the world's lowest
at 3.4 percent. However, import duties on some agricultural items and certain manufactured g(oxds
remain relatively high. As part of their import incentive program, the Japanese expanded the list of
duty-free manufactured products in April 1990 by 1,004 items and reduced the tariff (n four more.
Consequently, almost all machinery imports are now tariff free.

Tariffs are administered by the Customs Bureau of the Ministry of Finance. Japan is a member of
the Hfarmonized System Convention and therefore shares the same classification system as the
United States up to six-digits. Duties are assessed on the c.i.f. value (cost. insurance, and freight) at
ad valorem or specific rates, and in a few instances are charged a combination of both.

Japan's tariff schedule has four columns: general, GAT, preferential, and teniporaryG oo&. from
the United States are charged GAT rates unless a lesser temporary r te has h,:en instituted.
Japan's preferential system of tariffs grants lower or duty-free rates to products ;mpored from
developing countries.

In addition to the customs duty. a 3 perccnt consumption tax generall cxtis ta ) (6 0 'pcrn tn
autos) is levied on all gxods sold in Japan and payment is required at the time of port dc.iration.
The consumption tax is assessed on the ci.f. value of the product plus the import duty, Refer to the
section on taxation for more information.

Duties and consumption tax are payable when making an import declaration at the time ofc -usloc
clearance by the importer. The Import Declaration Form (Customs Form C' 5t)30) is tilled out by
the importing company and is used as an import declaration as %%ell a'. a tax payment declaration
form.

Sample and Advertising Materials: Japan is a member (of the International ('onsntion to
Facilitate the Importation of Commercial Saniples and Advertising Materils under the ATA Carnet
System. Use of a carnet allows goods such as commercial and exhibition samples, prfessional
equipment, musical instruments, and 'IV cameras to be carried or sent tiemporarl into a reignn
country without paying duties or posting bonds. A carnel should be arranged for in advance by
contacting a local office of the United States Council for International Business or the New York
,fficc at (212) 354.4480. Fees are based on the value of gm)ds to be hippedd Processing time takes
generally five business days.

Advertising materials, including brochures, filns.a nd photographs, may enter Jipin dut iree, A
commercial invoice for brochures and literature for free distribution must hac either the .itoual or
estimated value of the cost of production. Do not use the term 'no charge.

Articles intended for display at trade fairs and similar events are also permitted to vntcr duty frec
but arc required to be rcexported within one )ear. A commercial inmotce for these go(ds should be
marked *no commercial value, customs purposes only' and "these goods are for euhiion and are to
be returned after conclusion of the exhibition.*
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Free Trade Zones and Bonded Areast Japan has one free trade zone at Naha on Okinawa. In
addition, there are five kinds of bonded areas: designated bonded areas, bonded sheds, bonded
warehouses, bonded factories, and bonded exhibition sites. Goods may be stored in bonded areas for
up to two years; however, storage fees are high. Duties are payable only when the goods are cleared
through customs.

TAXATION

Taxes in Japan are imposed by national and local governments and can be clarified into four groups:
income taxes, property taxes, consumption taxes, and transfer of goods taxes.

Taxes on Income
NATOQXAL TAXPs: Income Tax (Individual Income Tax) and Corporate Tax (Corporate Income Tax)
LocAL TAXES: Prefectural Inhabitants Tax, Enterprise Tax, and Municipal Inhabitants Tax

Taxes on Property
NAnoNAL TAxo : Inheritance Tax and Gift Tax
LOCAL TAxvs: Automobile Tax, Mine-lot Tax, Property Tax, Light Vehicle Tax, Special
Landholding Tax, Business Office Tax, and City Planning Tax

Taxes on Consumption
NANlOAL TAxps: Consumption Tax (general excise tax), Liquor Tax, Tobacco Tax, Gasoline Tax,
Liquefied Petroleum Gas Tax, Aviation Fuel Tax, Petroleum Tax, Local Road Tax, Customs Duty,
and Monopoly Profits Tax
LocAL. TAXAs: Prefectural Tobacco Tax, Golf Course Utilization Tax, Special Local Consumption
Tax, Municipal Tobacco Tax, and Bathing Tax

Taxes on Transfer of Goods
NA11ONALTAXPS: Bourse Tax, Securities Transaction Tax, Registration and License Tax, Motor
Vehicle Tonnage Tax, Stamp Tax, Tonnage Due, Special Tonnage Due, and Promotion of
Power-Resources Development Tax
LOCAL TAXEs Real Property Acquisition Tax, Hunter's Registration Tax, Automobile Acquisition
Tax, Hunting Tax, and Mineral Product Tax

The United States and Japan signed an Income Tax Trcaty on July 9, 1972. This agreement was
designed to prevent double taxation from occurring with respect to income taxes. The Japanese
Government reduced personal and corporate income tax rates and introduced an indirect
value-added tax (general excise tax) named the consumption tax in April 1989.

Consumption Taxi The commodity tax was replaced April 1, 1989 with a consumption tax of 3
percent, 6 percent on autos. The consumption tax, intended to broaden the tax base and thereby
improve the Japanese Government's ability to respond to growing claims on the national purse in
one of the world's fastest aging societies, evoked widespread popular opposition, as it is primarily
viewed by consumers as a sales tax. The impact of the consumption tax on imports into Japan has
not been severe, and imports have continued to rise strongly since its imposition. It is levied at the
time of each resale, starting with customs clearance into Japan at which time it is levied on the cost,
insurance, and freight (0.if) value plus import tariff. Most retail sales arc also subject to the 3
percent consumption tax.
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Tax Treatment of Forelgn.Owned Firmst Local branches of foreign firms are generally taxed
only on income derived from within Japan, whereas domestic Japanese corporations are taxed on
their worldwide income. Calculation of taxable income and allowable deductions, and payments of
consumption tax are otherwise the same as those for domestic companies, with national treatment for
foreign firms. The Corporation Tax Act classifies corporations as either foreign or domestic
depending on the location of the head office, without regard to the place of incorporation. The
U.S,-Japan Tax Treaty provides for the avoidance of double taxation.

Dividends distributed by a Japanese firm are subject to a 20 percent withholding tax. The tax treaty
reduces this tax to 15 percent for U.S. shareholders. Interest payable to a nonresident is normally
subject to withholding of 20 percent, but the tax treaty reduces this to 10 percent, as long as the
interest is not attributable to a permanent establishment in Japan. Royalties and fees paid to a
foreign licenser by a Japanese licensee are subject to a normal withholding tax of 20 percent,
reduced to 10 percent by the tax treaty.

Rate of Corporation Taxi As of April 1, 1990, the basic rate of 37.5 percent was established for
the national corporation tax. The rate is 28 percent for firms capitalized at or under 100 million yen
and with a taxable income of under 8 million yen.

Capital GaIns: Capital gains from the transfer of real property in Japan are subject to the normal
corporation tax (37.5 percent). In addition, capital gains are subject to the surtax at the rate of 20
percent with regard to gains on transfer of land in Japan possessed for not more than five years (30

,percent surtax if less than two years). Capital gains from the sale of securities are subject to the
normal corporation tax at the rate of 37.5 percent. A special tax.exempt provision concerning capital
gains on the sale of securities exists in Japan's tax treaty with the United States.

You should contact a U.S, business consulting or accounting firm in Japan for specific guidance on
tax issues. A list is available from the Japan Export Information Center (JIC) at (202) 377.2425.

TIlE STRUCTURAL IMPEDIMENTS INITIATIVE

The Japanese economy is undergoing marked structural change, Fast.growing domestic demand,
currently fueled by both personal consumption and capital investment, supplanted external demand
as the engine of Japanese economic growth in 1985.90. This change has primarily been a
market.driven response to the fundamental exchange rate realignment of the last five years.
Another central factor has been the focus on deregulation of the economy, particularly the
privatization of public telecommunications and railway companies and the simplification of product
standards. Despite progress in this area, Japan's economy remains heavily regulated, reinforcing
business practices that restrict competition and thus keep prices high. Price controls remain on
certain agricultural products, and bureaucratic obstacles to the entry of new firms into businesses
such as trucking, retail sales, and telecommunications also have slowed the economy's structural
adjustment.

To accelerate structural adjustment, on July 14, 1989, President Bush and Prime Minister Uno
launched the Structural Impediments Initiative (S1) to identify and solve structural problems in both
countries that stand as impediments to the reduction of payments imbalances. Under this initiative,
the U.S. side identified six areas of concern in Japan's economy -. savings and investment, land use,
distribution system, pricing mechanism, exclusionary business practik.cs, and affiliated.company
(keiretsu) relationships. The Japanese side in turn proposed study of American policies in seven
areas that bear on U.S. competitiveness.
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In the S1t Joint Report, issued June 28, 1990, both sides agreed to carry out reforms in these areas.
Japan committed to spend 430 trillion yen from 1991.2000 to address social Infrastructure needs,
which will help correct Japan's chronic imbalance of savings over Investment and foster further
domestic-led economic growth. Vigorous implementation by Japan of the competition-oriented
domestic economic reforms, st'ch as toughening anti-trust enforcement, casing of limits on large
stores, land tax reform, and more corporate disclosure, should help translate Japan's growing
productivity into higher living standards and stimulate greater demand for imports. Already,
liberalized rules for large retail store openings have led to many new store applications, including
several outlets planned by one major U.S. retailer.

FOREIGN TRADE BARRIERS

Over the past few years, the Governmnt of Japan has removed most formal barriers to the import
of goods and services. Import licenses, which are still technically required for all goods, are granted
on a pro forma basis with limited exceptions (fish, leather goods, and some agricultural products).
Japan's average tariff rate is one of the world's lowest, and Japan has offered to reduce its industrial
tariffs by one-third in the Uruguay Round market access negotiations. If successful, the Uruguay
Round will further reduce trade barriers in a number of areas such as agriculture, where an end to
the ban on rice imports is sought; manufactured goods, where the United States has i)rop(ed the
mutual elimination of tariffs for major industrial sectors; and the services sector.

In one of the most intensive periods of U.S.-Japan trade negotiations ever, U.S. and Japanese
negotiators in concluded agreements to improve sales opportunities for foreign supercomputer
manufacturers in Japan's public sector supercomputer market, remove restrictions for purchases of
foreign commercial satellites, resolve tariff and standards issues regarding wood products, and
enhance oplxrtunities for U.S. and foreign semiconductor manufacturers to sell their products in
Japan. In addition, the Government of Japan agreed to liberalize the market for telecommunication
products and services, strengthen copyright protection for American music recordings, and resolve a
dispute involving amorphous metals. Also, the list of construction projects covered by the Major
Projects Agreement (MPA) was expanded in July 1991. The revised MPA improves the
procurement procedures and has established a new complaints mechanism.

Current obstacles to selling into the Japanese market do not fit into conventional trade barrier
categories, Instead of tariffs and official discrimination against imports. American exporters face a
number of factors which raise costs and inhibit access. These include the tangle of government red
tape, the high cost of land, an outdated and fragmented distribution system, collusion among
Japanese competitors, and insular attitudes by both government and private business executives. As
described previously, through the SII, the Japa,,ese Government has committed itself to a number of
steps in the areas of distribution, exclusionary business practices, and land use which should help cut
the cost of new market entry for U.S. exporters.

US.-JAPAN TRAI)E AND INVESTMENT

The U.S.-Japan trade deficit reached an all-time high in 1987 at $59 billion, but has been slowly
decreasing. The I) trade deficit was $41 billion, a decrease of 16.3 percent from 1989. 11C
narrowing can be attributed to a continual increase in U.S. exports, as well as a recent decrease in
Japanese imports into the United States. The first year in which U.S. imports from Japan decreased
was 1990. While the US.-Japan trade deficit narrowed, Japan's overall trade surplus increased to
$52 billion.
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U.S. exports to Japan consist primarily of automatic data processing machines and office equipment;
wood, in the rough or roughly squared; aircraft, spacecraft, and associated equipment; seafood
products; and semiconductors and other electronic components. Imports from Japan arc comprised
mostly of motor cars and other motor vehicles, automatic data processing machines and office
equipment, parts and accessories of motor vehicles, scientific optical equipment, and semiconductors
and other electronic components.

U.S. foreign direct investment in Japan reached a cumulative value of $20.9 billion in 1990. This is
an increase of 13.6 percent from the 1989 total of $18.5 billion. Foreign investment in Japan in 1989
was primarily in the machinery, real estate, commerce/forcign trade, chemical, banking/insurance, and
services sectors. This figure is far below Japan's investments in the United States.

The Foreign Exchange and Foreign Trade Control Law and the implementing Cabinet Order
Concerning Domestic Direct Investment, Etc. (Cabinet Order No 261, Oct. II, 1980) do not require
official permission for direct foreign investment. Nevertheless, until recently, the prospective
investor had to give prior notification of the proposed investment to the Ministry of Finance via the
Bank of Japan, and to any other ministries with jurisdiction over the industry. In practice, the
investor was notified that the Japanese Government has no objection within one hour following
notification, if the proposed investment was in unrestricted industries. However, as part of SI1, this
prior notification requirement has been replaced by cx post facto notification for investment in
unrestricted sectors.

Japan provides foreign investors national treatment after entry with limited exceptions notified to the
Organization of Economic Cooperation and Development (OCD). In accordance with the
provisions of the OECD Code of Liberalization of Capital Movements, Japan retains restrictions in
the following business categories to protect the national security and interest: for national security:
arms, gun powder, atomic energy, aircraft, and space development: for maintenance of public order
and protection of safety of the general public: narcotic manufacturing, vaccine manufacturing, and
security guard services; and for protection of domestic industries: agriculture, forestry, and fisheries;
petroleum refining and marketing; leather and leather product manufacturing; and mining. In
addition, Article VII of the U.S..Japan Treaty of Friendship, Commerce, and Navigation exempts the
following sectors from the requirement for national treatment of investments: broadcasting,
telecommunications, electric power generation and other public utilities, domestic rail and air
transportation, banking, shipbuilding. and industries involved in the exploitation of land or other
natural resources.

Investments in the sectors mentioned above are restricted. Frior to the 1980 revision, foreign
investment in these areas was prohibited. Investment is now allowed, but investment and ownership
may be limited under the present law. U.S. investment has taken place in these sectors, but the
criteria for defining and controlling these sectors remain unclear. The fact that guidelines are not
made public potentially inhibits further investment. Foreign investment in the banking and securities
industries is subject to a reciprocity requirement,

The U.S. business community in Japan perceives that, in addition to the explicit legal and regulatory
restrictions on foreign direct investment, further restri( ions are implemented through "administrative
guidance." In general, business in Japan is more regulaltcd than in the United States, with much of
the regulation taking place in private through consultations between the involved government
ministry and industry. There is no counterpart to the U.S. Administrative Procedures Act in Japan
requiring that regulatory laws and practices be formulated in public. Administrative regulations can
impede investment, including foreign investment, in service industries such as trucking,
telecommunications, and finance.
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The Japanee Government continues to publish *visions* for the future development of promising
industrial sectors and to provide some funds for pre-competitive research in certain industrial areas.
The Japanese Government does not employ local equity requirements, export performance
requirements, or local content requirements. In addition, the Japanese Government has not forced
foreign individuals or companies to divest themselves of investments. Japanese law allows limited
foreign landholding, and foreign investors may repatriate capital and profits readily.

The acquisition of existing Japanese companies is difficult due in part to cross-holding of shares
among allied companies, and a low percentage of publicly traded common stock. The difficulty of
acquisition of existing companies inhibits some foreign Investment. While problems remain, the
American business community perceives the Japanese Government on the whole as welcoming
foreign investment at both the national and local governmental level.

Japanese foreign direct investment in the United States reached a cumulative value of $83.5 billion
in 1990. This is an increase of 24 percent from the 1989 total of $67.3 billion. At year-end 1988,
Japanese foreign direct investment in the United States totaled $53.4 billion .- for an increase of 26
percent from 1988 to 1989. This slowing trend is due to a variety of factors: overall interest rates
have risen substantially (although the impact on the manufacturing sector is not as great as others)
and stock prices have substantially decreased. It has therefore become difficult for some Japanese
companies to raise the necessary investment capital.

For more information on U.S.-Japanese investment, contact the following organizations:

U.S. Department of Commerce - Japan Export Information Center
Report: Investment Climate Statement for Japan (7/90)
(202) 377-2425

U.S. Department of Commerce- Bureau of Economic Analysis
U.S. Foreign Direct Investment Abroad (202) 523.0612
Foreign Direct Investment in the United States (202) 523-0641

U.S. Department of Commerce - Office of Trade and Investment Analysis
Investment Data (202) 377-4628

THE JAPANESE GOVERNMENT

The Japanese Government spending policy has given an indirect boost to the competitiveness of a
number of Japanese industries, In the past, the government directed considerable public and private
resources to targeted priority areas, but has been moving away from such industrial policy measures,
partly in response to criticism by Japan's trading partners of these export-oriented policies. The
Japanese Government continues to promote high technology cooperation among firms and plays a
direct role in organizing these efforts, using off-budget resources and small amounts of appropriated
funds to contribute to investment projects and government/private sector efforts.

The trade agencies of the Japanese Government (the Ministry of International Trade and Industry,
the Japan External Trade Organization, and the Manufactured Imports Promotion Organization) arc
under pressure from foreign countries to implement further market opening measures. These
agencies are now cooperating with the United States in the ,'oint Trade Expansion Program to
increase American exports to Japan. Unlike past market.opening packages, the Japanese
Government is now backing its pledges with substantial sums of money on a case-by.casc basis for
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impot promotion from the United States.

The Ministry of International Trade and Industry (MITI): MIT is responsible for the
formulation and implementation of the government's trade and industrial policy. With the Ministries
of Finance, Construction, Transportation, Agriculture, and Forestry and Fisheries, as well as the
Economic Planning Agency, MIT occupies a central position in what the Japanese call the economic
bureaucracy. MT is regarded as one of the three most powerful and prestigious ministries of the
central government (together with the Ministry of Finance and the Ministry of Foreign Affairs).
MITI has overall responsibility for trade matters, and it funds most of the government's export
promotion programs, However, day-to-day management and operation of these programs is the
Japan External Trade Organization's responsibility. MIT functions include both policy-making and
operations. On export-related matters, it supervises the export financing programs of Japan's
Export-Import Bank, operates several types of export insurance programs, supports research
organizations, and facilitates various types of overseas technical and cooperation training programs.

The Japan External Trade Organization (JETRO): Although legally placed under MITI's aegis,
JETRO administers the export programs of the Japanese Government with virtual independence.
MIT subsidizes roughly 60 percent of JETRO's total annual expenditures and, technically, has final
decision-making authority over JETRO management and programs. Originally established to help
Japanese firms export, JETRO now also assists American companies seeking to export to Japan and
promotes Japanese investment in the United States. JETRO publishes a number of market
information reports and other pamphlets useful to U.S. exporters. The degree of assistance you are
able to receive from JETRO may vary, Minimally, you should obtain a publication list from the
organization. Other JETRO trade promotion activities include:

EXPORT TO JAPAN OPPORuNriY DATABASE: This is a combination of two separate databases
aimed at providing small and medium-sized overseas exporters with opportunities to do
business with Japanese importers. The Potential Importer Database identifies Japanese
companies and the merchandise they want to import. This data is freely accessible from each
of JETRO's seven U.S. offices to help a potential U.S. exporter find a potential Japanese
importer. The Potential Exporter Database provides the names of U.S. companies interested
in exporting to Japan with full product descriptions. This database is available for use by
Japanese importers at JETRO's Local Internationalization Centers in 49 locations throughout
Japan.

J Aplw.u Toes I NFORW710N S V'l-M : Not to be confused with the U.S. Department of
Commerce TOP program, the JETRO TOPS (Trade Opportunity Service) is a closed-access
database system for matching potential business partners. The JETRO TOPS system matches
overseas exporters with Japanese importers from a database of tens of thousands of
companies. Registered companies are provided with a list of potential business contacts. To
register your company, complete the application form available at JETRO's seven U.S.
offices.

rRA w FAIS: Since 1985, JETRO has organized large-scale trade fairs in Japan for foreign
products and services. Exhibitors in these events have benefited from JETRO's extensive
network of contacts in Japanese industrial and distribution circles. In addition, JETRO has
recently initiated a pilot project involving small-scale exhibitions of foreign products,
exhibitions for spot sales, and import product promotion seminars in several Japanese cities.
JETRO publishes a comprehensive annual directory titled List of Trade Fairs in Japan
For this publication and other trade fair information, call one of the seven U.S. JETRO
offices.
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TRADe COMPULANTS: Exporters who believe they have encountered nontariff barriers or
other institutional problems related to trade should contact the U.S. Department of
Commerce. In addition, complaints may be brought to the attention of JETRO. When
JETRO deems it appropriate, trade complaints will be forwarded to the Office of Trade and
Investment Ombudsman (OTO), which was established by the Japanese Government for the
purpose of settling trade grievances. Complete information about the OTO is available at all
JETRO offices.

JETRO offices in the United States are located at:

JETRO, New York
44th Floor, McGraw-Hill Building
1221 Avenue of the Americas
New York, NY 10020
Phone: (212) 997.0400

JETRO, Houston
1221 McKinney
One Houston Center, Suite 2360
Houston, TX 77010
Phone: (713) 759.9595

JETRO, IjLs Angeles
725 Figueroa Street
Suite 1890
Los Angeles, CA 90017
Phone: (213) 624.8855

JETRO, Atlanta
245 Peachtree Center Avenue
Suite 2102
Marquis One Tower
Atlanta, GA 30303
Phone: (404) 681.0600

JETRO, Chicago
401 North Michigan Avenue
Suite 660
Chicago, IL 60611
Phone: (312) 527-9000

JETRO, Denver
1200 17th Street
Suite 1110
Denver, CO 80202
Phone: (303) 629.0404

JETRO, San Francisco
Suite 501
Qantas Building
360 Post Street
San Francisco, CA 94108
Phone: (415) 392.1333

The Manufactured Imports Promotion Organization (MIPRO): MIPRO is a nonprofit
organization established in 1978 by the joint efforts of the Japanese Government and the private
sector to promote the imports of foreign manufactured products by hosting various trade exhibitions
and providing a wide range of market information. MIPRO's activities are broadly classified into the
following three categories: (1) holding imported product trade exhibitions for buyers and the general
public, (2) disseminating information regarding imported products and the Japanese market, and (3)
promoting sales of foreign products to Japanese consumers to enhance their appreciation of the
quality of imported goods. MIPRO operates under the aegis of JETRO and maintains an office in
Washington, DC at (202) 659.3729.

JAPAN IMPORT PROMOTION MEASURES

In January 1990, the Japanese Government announced a comprehensive three-ycar plan to increase
Japanese imports. The import promotion package includes tax incentives for Japanese importers,
elimination of tariffs on approximately 1,004 manufactured products, low-interest loans for import
promotion activities and foreign direct investment in Japan, and a $100 million grassroots import
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promotion program.

Japanese manufacturers who increase their duty-free manufactured imports of capital, intermediate,
and durable goods in Standard Industrial Trade Classification sections 5-8 by a minimum of 10
percent will be eligible for a 5 percent tax credit of the value of the increase in imports. Alternately,
manufacturers may choose a maximum of 20 percent accelerated depreciation for imported
machinery. The Japanese Ministry of International Trade and Industry estimates that the incentives
will Increase manufactured imports by $3 billion in the Japanese fiscal year 1990.

A number of Japanese financial institutions have expanded eligibility to foreign companies and
increased low-intcrest loan quotas for import promotion activities. Qualifying U.S. firms are eligible
for manufactured export financing by the Export-Import Bank of Japan. Also, the Japan
Development Bank will offer low-Interest loans for foreign direct Investment in Japan by foreign
investors.

The Japan External Trade Organization (JETRO) intends to increase the number of trade and
foreign buyer missions traveling to and from Japan. Many trade mission participants will be recruited
by local JETRO offices. In addition, Japanese export consultants have been sent by JETRO to the
United States for two years to conduct seminars on exporting to Japan and provide individual
business counseling.

U.S. DEPARTMENT OF COMMERCE JAPAN EXPORT PROMOTION
INITIATIVE

A true test of success for any internationally oriented business is entry into the Japanese market, one
of the most profitable, yet difficult, markets. Ongoing efforts of U.S. trade negotiators, incremental
structural adjustments within the Japanese economy, and more recently, a significant commitment of
resources by the Japanese Government to promote imports have combined to create an increasingly
favorable commercial environment for U.S. business. To take full advantage of export opportunities
resulting from this process, the U.S. Department of Commerce has developed an export promotion
program designed specifically to assist U.S. firms in entering the Japanese market.

The U.S. Department of Commerce Japan Export Promotion Program has four main elements:

(1) The Department identifies Japanese domestic infrastructure and Official Development
Assistance (ODA) projects and alerts the U.S. business community of potential commercial
opportunities. The program emphasis is on projects which involve technologies where U.S.
firms enjoy a competitive advantage.

(2) Successful penetration of the Japanese market requires long-term planning and dedication of
significant resources to adapt to the special features of the Japanese market. Recognizing
this, the Japan Corporate Program (JCP) has been designed to assist U.S. firms enter and/or
compete effectively in the Japanese market. On November 29, 1990, the Commerce
Department announced the 20 companies selected to participate in the JCP, As part of a
five.year commitment to the program, the companies will arrange four visits a year to Japan,
including two by their chief executives; publish their product literature in Japanese;
participate in at least one trade promotion event in Japan each year; and modify products as
needed to enhance sales in Japan. The Commerce Department will work closely with these
firms over the next five years, providing them with market data, arranging introductory
meetings with prospective Japanese buyers, and recommending market development
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strategies. This kind of assistance is available to U.S. firms outside of the JCP through
services of the U.S. Department of Commerce's Japan Export Information Center (JEIC)
and U.S. and Foreign Commercial Service. The Commerce Department will incorporate the
knowledge gained from the JCP into counseling services for U.S. business, Ultimately, the
JCP is intended to foster a perception in Japan that U.S. firms can compete and to correct
the U.S. busin,s community's perception about the limited prospects for entering the
Japanese market.

(3) The Commerce Department has improved its programs to help U.S. firms find
representatives, secure market research, and participate in trade promotion events focused on
the Japanese market. In addition, the JEIC was created to extend business counseling and to
provide current and accurate information on exporting to Japan

(4) The U.S.-Japan Joint Trade Expansion Program, which involves data and information
exchange, market research, trade events, and trade facilitation services, was renewed for
another year in April 1991.

U.S. DEPARTMENT OF COMMERCE SPECIAL INFORMATION PRODUCTS
AND BUSINESS FACILITATION SERVICES FOR JAPAN

The following are U.S. Department of Commerce special information products and business
facilitation services that arc designed to help your firm export to Japan:

Japan Market Information Reports (JMIRs): The JMIR's are aimed at firms and individuals
that are new to Japan and need general background information on the business climate and services
available from the private sector in Japan. "he three JMIR's are titled D irectoryof Business
Support Organizations in Japan, stablishing a .usiness in Japan, and Enlish-LanguageBusines
Publications in Japan. To obtain these reports, contact the American Embassy in Tokyo at:

Japanese Market Section, IEIC
Foreign Commercial Service
U.S. Embassy, Tokyo
Unit 45004, Box 271
APO AP 96337-0001

Industry Subseclor Analyses (ISAs): ISAs are short introductions to selected Japanese markets
-- overall assessment, competitive situation, market'aecess (standards and regulations),
trade.promotion opportunities, trade publications, and statistics. A list of ISAs for Japan is available
from the Japan Export Information Center (202-377-2425). To obtain the reports, contact your local
U.S. Department of Commerce district office.

Country Marketing Plan (CMIP): The annual CMP provides information on the general
commercial and economic environment, policy issues, trade initiatives, and barriers to U.S. exports.
Contact your local district office to obtain the CMP for Japan.

Business Facilitation: The U.S. and Foreign Commercial Service/Japan (US&FCS/Japan) offers
individualized consultation services designed to help a firm enter the Japanese market.
US&FCS/Japan can also make appointments with associations, consultants, government agencies,
multipliers, or names supplied by the US. firm or source and photocopy pertinent information for
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the U.S. firm. US&FCS posts in Japan are located at:

U.S. Embassy, Tokyo
1-10-5 Akasaka
Minato.ku
Tokyo, Japan 107
Phone: 011-81-33-224.5060
Fax: 011-81-33-589-4235

U.S. Consulate, Osaka-Kobe
11.15, Nishitenma 2-chome
Kita-ku
Osaka, Japan 530
Phone: 011-81-6-315-5900
Fax: 011.81-6361-5978

U.S. Consulate, Fukuoka
5.26 Ohod 2-chome
Chuo-ku
Fukuoka, Japan 810
Phone: 011-81-92-751-9331
Fax: 011-81-92-713-9222

U.S. Consulate, Sapporo
Kita 1-Jo Nishi 28-chome
Chuo-ku
Sapporo, Japan 064
Phone: 011.81-11-641-1115
Fax: 011-81-11-641-0911

U.S. Consulate, Nagoya
10-19 Sakae 2-chome
Naka-ku
Nagoya, Japan 460
Phone: 011-81-52-203-4011
Fax: 011-81-52-201-4612

From the United States, the mailing addresses of the U.S. Embassy in Tokyo and the U.S. Consulate
in Osaka are:

Foreign Commercial Service
U.S. Embassy
Unit 45004, Box 204
APO AP 96337-0001

Foreign Commercial Service
U.S. Consulate General, Osaka-Kobe
Unit 45004, Box 239
APO A? 96337-0002

The U.S. Trade Center: Located in Ikebukuro's Sunshine City complex, the U.S. Embassy's U.S.
Trade Center is an ideal site for single or multi-company exhibitions, seminars, technical-product
demonstrations, conferences, receptions, and other promotional events. The Trade Center is
available for use by your company or by your representative in Japan. Your company may wish to
take advantage of these facilities which offer an impressive American ambience. To identify possible
upcoming events or to schedule one yourself, contact your local district office or the Trade Center
at:

U.S. Trade Center
7th Floor, World Import Mart
1-3 ligashi Ikcbukuro 3-chome
Toshima.ku, Tokyo
Phone: 011-81-33-987-2441
Fax: 011-81-33-987.2447

MAILING ADDRESS:
U.S. Trade Center
Unit 45004, Box 229
APO AP 96337-0001

WHERE TO RECEIVE EXPORT COUNSELING

Trade Information Center (TIC): The U.S. Government interagency Trade Promotion
-Coordinating Committee has established a comprehensive, one-stop information center for U.S.
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companies seeking information on Federal programs and activities that support U.S. exports,
including Information on overseas markets and industry trends. The center provides detailed
information on the resources available through the publication Export Programs; A Busines
Directory of U.S. Government Resources Also provided is a computerized calendar of U.S.
Government-sponsored domestic and overseas trade events. For more information, contact the TIC
at 1-800USA-TRADE.

U.S. Department of Commerce/International Trade Administration (ITA): ITA offers
assistance and information to help U.S. exporters. ITA units include country (International
Economic Policy - JEP) and industry (Trade Development .. TD) experts and domestic and overseas
commercial offices (U.S. and Foreign Commercial Service .. US&FCS), each promoting products and
offering services and programs for the U.S. exporting community.

Tim JAPAN EXPORT INFORMATION CENTER (JEIC): The Office of Japan is the country-specific (IEP)
expert on Japan in ITA. The Office of Japan performs two separate and distinct functions: trade
policy and trade promotion. The former involves the development and implementation of bilateral
and multilateral trade policy and commercial strategies. The latter function is performed by the
recently established JEIC. The JEIC offers business counseling and provides current and accurate
information on exporting to Japan. The JEC provides information on doing business in Japan,
market entry alternatives, market information and research, product standards and testing
requirements, tariffs, and nontariff barriers. The staff also maintains a commercial library and is
available to participate in private, and governmcnt.sponsorcd seminars on various aspects of doing
business in Japan. Contact the JEIC at (202) 377-2425.

Tm. e DvewrMe'r(TD): TD industry specialists work with manufacturing and service industry
representatives and associations to identify trade opportunities and obstacles by product or service,
industry sector, and market. They also develop export marketing plans and programs. To assist U.S.
business in its export effort, industry experts conduct executive trade missions, trade fairs, marketing
seminars, and business counseling. Seven major industry sector offices offer export promotion
services: Aerospace, Automotive and Consumer Goods, Basic Industries, Capital Goods and
International Construction, Science and Electronics, Services, and Textiles and Apparel. A
cross.sectoral unit, Trade Information and Analysis, provides statistical data and analyses useful in
export promotion. To identify an industry specialist, call (202) 377.1461 or contact the Japan Export
Information Center at (202) 377-2425.

U.S. AND FOR.IGN COMMERCIAL SeRvtce (US&FCS): Established to help U.S. firms compete more
effectively in the global marketplace, the US&FCS has a network of trade specialists in 68 U.S. cities
(district offices) and 67 countries worldwide. US&FCS offices provide information on foreign
markets; agent/distributor location services; trade leads; financing aid; and counseling on business
opportunities, barriers, and prospects abroad. District office trade specialists can provide the
business community with local export counseling and a variety of export programs and services,
including the Export Qualifier Program. In this program, specialists help firms determine their
readiness to export through a computerized program. Specific recommendations arc proposed to
help strengthen and enhance a company's exporting ability. For the telephone number of your local
district office, contact the Japan Export Information Center at (202) 377.2425 or call (202) 377-4767.

OPT-icu oPExPoRRT TRAINo CoMPANY Aiw^IRs This office has the Federal role in promoting the
formation and use of export trading companies and export management companies, and offers
information and counseling to businesses and trade associations regarding the U.S. export
intermediary industry. The office also administers the Export Trade Certificate of Review program,
which provides limited antitrust protection to U.S. firms for joint export activities that can lower
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expenses and increase profits. For more information, call (202) 377-5131.

U.S. Department of Commerce/Bureau of Export Administration (BXA): BXA is responsible
for control of exports for reasons of national security, foreign policy, and short supply. Licenses on
controlled exports are issued and seminars on U.S. export regulations are held domestically and
overseas. For information, call (202) 377-4811.

U.S. Department or Commerce/National Oceanic and Atmospheric Administration
(NOAA)/National Marine Fisheries Service (NMFS): NMFS specialists work with fishing
industry representatives and organizations to facilitate access to foreign markets. In cooperation with
US&FCS, NMFS asists exporters seeking to find and explore new opportunities for export of fish
and fish products, especially to the Japanese and European markets. It also provides inspection
services for fishery exports and issues U.S. Government certification, Contact the Office of Trade
and Industry Services at (301) 427-2379 and Export Inspection Services at (301) 427.2355.

U.S. Department of Agriculture/U.S. Trade Assistance and Planning Office (TAPO): TAPO
is a single contact point within the Foreign Agricultural Service for agricultural exporters seeking
foreign market information. The office also counsels firms that believe they have been injured by
unfair trade practices. Contact TAPO at (703) 305-2771.

Small Business Administration/Export Legal Assistance Network (ELAN): ELAN is a
nationwide group of attorneys with experience in international trade who provide free initial
consultations to small businesses on export-related matters. Contact ELAN at (202) 778.3080.

Small Business Administration/Small Business Institutes (SBI): SBIs provide international
trade counseling and management assistance to eligible small businesses. Contact the Office of
Business Development at (202) 205-7414.

Export-import Bank of the United States/Services for Small Businesses: Eximbank offers
briefing programs which are available to the small business community, including regional seminars,
group briefings, and individual discussions held both within the bank and around the country.
Eximbank offers a special toll-frce hotline to provide information on the availability and use of
export credit insurance, guarantees, and direct and intermediary loans extended to finance the sale of
U.S. goods and services abroad. Contact the hotline at 1-800-424-5201.

Export.Import Bank of the United States/City.State Program: Eximbank works with state and
local government agencies to offer export counseling and financial assistance to the businesses in
their jurisdictions. Cooperative programs currently operate in three cities (Columbus, Los Angeles,
and Tucson) and eight states (California, Maryland, Massachusetts, Nevada, Michigan, Texas, Utah,
and Washington) and the Port Authority of New York/New Jersey. New programs are being
established in North Carolina, Oklahoma, and Pennsylvania. For more information, contact (202)
566-4490,

Overseas Private Investment Corporation (OPIC)/Investor Services: Investor services is an
OPIC initiative designed to assist smaller U.S. firms with their overseas investment planning and
implementation needs. Fee-based services provide counseling to American firms on business plan
development, project structuring, joint venture partner identification, and location of project
financing services. Contact Investor Services at (202) 457-7091,
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WHERE TO GET MARKET INFORMATION AND TRADE LEADS

U.S. Department of Commerce/National Trade Data Bank (NTDB): The NTDB is a
comprehensive source of export promotion and international trade data collected by 15 U.S.
Government agencies. Updated each month and released on one CD-ROM. the NTDB enables a
vicr with an IBM-compatible personal computer equipped with a CD-ROM reader to access over
100,000 trade-related documents, The NTDB contains the latest Bureau of the Census data on U.S.
imports and export by commodity and country; the complete CIA World Factbook; current market
research reports compiled by the U.S. and Foreign Commercial Service; the complete Foreign
Traders Index, which contains over 45,000 names and addresses of individuals and firms abroad
interested in importing U.S. products; and other significant trade data. 'The NTDB is available at
over 600 federal depository libraries nationwide and can be purchased for $35 per single disc or $360
for a 12-month subscription. Contact your local U.S. Department of Commerce district office or call
(202) 377-1986 for ordering and other information.

U.S. Department of Commerce/The Economic Bulletin Board (EBB): The EBB, a personal
computer-based electronic bulletin board, is your on-line source for trade leads as %kell as for the
latest statistical releases from the Bureau of the Census, the Bureau of Eiconomic Analysis. the
Bureau of Labor Statistics, the Federal Reserve Board, and other federal agencies. Sub.cribtrs to
the EBB pay an annual registration fee of $35, which allo,4s two hours of free access to the system.
For access information, contact EBB at (202) 377-1986.

U,S. Department of Commerce/Trade Opportunities Program (TOP): TOP provides
companies with current sales leads from international firms seeking to buy or represent U.S. products
or services. TOP leads arc printed daily in leading commercial newspapers, such as the Journal of
Commerce and are also distributed electronically via the Economic Bulletin Board. The fee varies.
Contact: Your nearest U.S. Department of Commerce district office or (202) 377-4767.

U.S. Department of Commerce/Vorld Traders Data Report ,WTI)R): A method for checking
the reputation, reliability, and financial status of a prospective trading partner. For $100, an exporter
can obtain this information, along with a recommendation from commercial officers at the U.S.
Embassy as to the suitability of the company as a trading partner. Contact your local U.S.
Department of Commerce district office or call (202) 377-4767.

U.S. Department of Commerce/Business America (BA): The principal Commerce Department
publication for presenting domestic and international business news. t'ach hieckly issue includes a
'how to* article for new exporters; a discussion of U.S. trade Ix)licy; news of government actions that
may affect trade; and a calendar of upcoming trade shows, exhibitions, fairs, and seminars. An
annual subscription is $49. For informatiQn about BA, contact ITA's Office of Public Affairs at
(202) 377-3251, or for ordering a subscription, contact the U.S. Government Printing Office at (202)
783-32-8.

U.S. Department of Commerce/Commercial News USA (CNUSA): A monthly magazine
published by the U.S. and Foreign Commercial Service to promote U.S. products and services to
overseas markets, which is disseminated through 240 U,S, embassies and consular posts around the
world. Selected portions are reprinted in newsletters that are tailored in content and language to the
individual country and distributed to potential buyers, agents, American chambers of commerce
abroad, and other multipliers. U.S. firms can have their products or services highlighted for a small
fee. Contact your local U.S. Department of Commerce district office or call (202) 377-4918.
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U.S. Department of Commerce/Bureau of the Census/Center for International Research
(CIR): CIR compiles and maintains up-to-date global demographic and social information for all
countries In its International Data Base (IDB), which is accessible to U.S. companies seeking to
identify potential markets overseas, The information on the IDB can be purchased for $175.
Contact the Systems Analysis and Programming Staff at (301) 763-4811.

U.S. Department of Agriculture/Economic Research Service (ERS): The ERS staff provides
economic data, models, and research information about agricultural economies and policies of foreign
countries and bilateral agricultural trade and development relations. The ERS maintains files on the
production and marketing of major commodities, pricing data, use development and conservation of
natural resources, and overseas performance of the U.S. agricultural industry. It also publishes
regional agricultural and trade reports, commodity outlook circulars, and a variety of research
publications on country specific issues, Contact Agriculture and Trade Analysis Division at (202)
219.0700.

U.S. Department or Agriculture of Agriculture/Trade and Marketing Information Centers:
These centers, part of the National Agriculture Library, help locate relevant material from their large
collection on trade and marketing, and provide copies of research and data from their AGRICOLA
database. Contact the Information Center Branch at (301) 344.3704.

U.S. Department of Agriculture/Country Market Profiles: These profiles are country-specific
2-4 page descriptions of 40 overseas markets for high value agricultural products. They provide a
market overview, market trends, information on the U.S. market position, the competition, and
general labeling and licensing requirements. Contact the FAS Information Division at (202) 720.
7937.

U.S. Department of Agrlculture/AGExport Connections: The AgExport Action Kit provides
information which can help put U.S. exporters in touch quickly and directly with foreign importers of
food and agricultural products. Contact AgExport Connections Staff at (202) 720.7103.

V.S, Department of Agrculture/Computerized Information Delivery Service (CIDS): CIDS
provides instant access to USDA reports and news releases, making time-sensitive agricultural
information available to any location within seconds of release. Among the information available, for
a fee, through CIDS are trade leads, market reports. economic outlooks, and certain statistics. For
more information, contact (202) 720-5505.

U,S. Department of Labor/Foreign Labor Trends: These are a series of reports, issued
annually, that describe and analyze labor trends in more than 70 foreign countries. The reports,
which are prepared by the U.S. Embassy in each country, cover labor.management relations, trade
unions, employment and unemployment, wages and working conditions, labor and government,
international labor activities, and other significant developments. A list of key labor indicators is also
included. Contact the Office of Foreign Relations at (202) 523-6257.

U.S. Department of Energy/Coal and Technology Export Program: This program promotes
the export of U.S. clean coal products and services by acting as an information source on coal and
coal technologies. Contact the Office of Fossil Energy at (20)2) 586.7297.

Small Business Administration/Export Information System (EIS): EIS data reports pr.vide
specific product information on the top 25 world markets and market growth trends for the past five
years. Contact the Office of International Trade at (202) 205.7264.



146

GUIDANCE FOR BUSINESS TRAVELERS

Documents Required: A valid U.S. passport is necessary to enter and travel in Japan, and by law
foreigners are required to carry their passports at all times. A visa is not needed for visits up to 90
days (with a round-trip air ticket) unless you plan to establish a business or work for a Japanese firm,
in which case visa applications are available at the Japanese consulate nearest your U.S. residence.
Immunization and health certificates are not required upon entrance. If you will be staying longer
than 90 days, you must obtain an Alien Registration Card, available free of charge from the
municipal office of the city or ward where you are temporarily residing in Japan.

Arrival Procedures: Upon arriving in Japan, your passage through both immigration and customs
is usually automatic as long as your passport (and air ticket if arriving without a visa) is in order. An
oral declaration of personal effects is all that is required unless you arrive by ship, have
unaccompanied baggage, or bring articles exceeding the duty-free allowance. If you expect
unaccompanied luggage to arrive after you, in order to be exempt from paying duty later, a
declaration form should be filled out when you clear customs. The duty-free allowance is roughly
$1,400 (200,000 yen). You arc allowed to carry up to two cartons of cigarettes, 2 ounces of perfume,
and three 750 ml bottles of hard liquor into the country. Japan has very stringent regulations on
admitting plants, vegetables, and other agricultural produce into the country. Since customs
restrictions vary depending on country of origin, it is advisable to check before your departure with
the Japanese Embassy or your nearest Japanese consulate. A few luggage carts are available at the
airport, but elsewhere you must carry your own baggage. A few porters are available, but at
principal rail stations only. Light packing is advised. You should exchange U.S. dollars for yen
before leaving the airport, especially if you are arriving at night or on a Sunday. There is a currency
exchange counter inside the customs area of Narita Airport (Tokyo).

Business Hours: Businesses usually operate Monday through Friday from 9:00 AM until 5:00 PM.
Some may be open later on weekdays, and many are open until noon on Saturday. Banking hours
are from 9:00 AM to 3:00 PM Monday through Friday. Most stores are open from 10:00 AM to
8:00 PM, except department stores which close between 6:00 PM and 7:00 PM. Restaurants arc
open from 11:30 AM to 10:00 PM. Family restaurants as well as coffee shops start serving at 10:00
AM or earlier. Bats and nightclubs open at around 5:00 PM. Public transportation is not available
after midnight and taxis add an additional charge from 11:00 PM to 5:00 AM.

Holidays: In addition to the holidays listed below, Japanese firms and government offices observe
year-end and New Years Holidays, December 29th through January 5th; and the Bon Festival, when
many Japanese return to their hometown to honor the deceased, August 13th through the 16th:

January I New Year's Day
January 15 Adult's Day
February I1 National Foundation Day
March 21 Vernal Equinox Day
April 29 Greenery Day
May 3 Constitution Memorial Day
May 5 Children's Day
September 15 Respect-for-the-Aged
September 23 Autumnal Equinox Day
October 10 lHealth-Sports Day
November 3 Culture Day
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November 23 Labor Thanksgiving Day
December 23 Emperor's Birthday

Time: Japan occupies only one time zone. Japan Standard Time, observed all year, is 14 hours
ahead of U.S. Eastern Standard Time (13 hours during daylight savings time in thc United States).

Language: The average Japanese person does not speak English with any fluency. Although some
staff members at major hotels, department stores, and restaurants speak English, it should not be
expected outside of these situations, While in the business environment English is becoming more
widely used, you should hire an interpreter for important business meetings. The Japan Export
Information Center or the Commercial Section of the U.S. Embassy can recommend a specialist
agency to fit your needs. The fee for an interpreter varies from about $230 to $615 per day (30,000
yen to 80,000 yen) depending on ability, You should carefully screen applicants as there is no
guarantee of quality.

Climate: Japan is characterized by a change of seasons. Summers are muggy and hot, with a rainy
season that begins in June and continues until mid.July. The rainy season is followed hy a period of
clearer, hotter weather lasting almost without interruption until the stormy typhoon season in late
August and September. In general, fall and winter are much drier than the spring and summer and
little snow falls on the Pacific Ocean side of Japan'. main island of Ihonshu. Spring is beautiful in
Japan with cherry and plum blossoms in full bloom. Generally. the weather and climate in Tokyo is
similar to that of Washington, D.C.

Money: There are no restrictions on the amount l' money brought into or taken out of Japan.
Coin denominations are 1, 5, 10, 50, 100, and 500 yen and paper denominations are 1000, 5000, and
10,000 yen. Most consumer transactions in Japan are in the form of cash. Travelers checks can be
exchanged at major department stores, hotels, banks, and retail establishments. Credit cards arc
accepted at hotels, department stores, and many shops and restaurants. U.S. credit cards can also be
used in cash.dispensing machines in some banks and department stores to obtain yen. It is safe to
carry cash in Japan since there is a very low incidence of street crime, U.S. personal checks are not
practical to use on short visits.

Telephones: Public telephones are available everyvhere for domestic calls. hwal calls are 10 yen
per three minutes. International calls can be made inexpensively from designated public telephones
available in major commercial areas. Also available and convenient are prepaid telephone cards at
vending machines for use in public telephones. U.S. telephone operators can be reached for collect
and credit card calls.

Hotels: World.class Western.style hotels are located in all major cities and many smaller cities.
Hotels are more expensive in Japan but offer excellent service and many amenities. English is
universally used in these hotels. Business persons contemplating a trip to Japan should make early
reservations since space is limited. Smaller, less expensive "business hotels" are also an alternative.
There is a tourist information office and a hotel reservation desk at Narita Airport (Tokyo).

Transportation: Japan maintains a clean, sophisticated, and efficient transit syte.m. You can reach
almost any location by using buses, subways, and taxis. The national and private railways are prompt
and convenient, and the Tokyo routes can be navigated with a map and a little effort. Buses are
more difficult because the routes are more complicated and the signs mostly in Japanese. If at all
possible, it is best to avoid traveling at rush hour in Tokyo, as all modes of transportation are very
crowded.
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Tokyo train and subway systems are very convenient and relatively easy to understand; in fact, train
lines are color coded. Commuter trains are well connected with long distance trains. Maps of the
system are free of charge and are available at subway and train stations. Fares correspond to
distance traveled, and most local fares can be purchased at vending machines. Wall maps located in
the station identify, destinations and related fares. If you are unsure of a fare, it is best to get the
lowest fare and upon reaching your destination the ticket taker will inform you of the amount
remaining. Subway and commuter train service usually ends at midnight.

Taxicabs are expensive but plentiful, and available around the clock. There is an extra fee added to
your fare between 11:00 PM and 5:00 AM. Taxicab drivers rarely speak English. You may wish to
have a clerk at your hotel write your destination on a slip of paper to show the driver, In any case if
your destination Is not well known you should carry a map with the location marked in Japanese.
Do not open or close the passenger door of the cab .. it is controlled by a lever operated by the
driver. Taxi drivers do not receive tips.

Restaurants: Water is perfectly safe to drink throughout Japan. Japanese hold cleanliness in high
regard and even inexpensive coffee shops and restaurants are extremely well kept. A 10 percent tax
is applied to bills over 2,000 yen, and a service fee of 10.15 percent is included in all hotel, nightclub,
and restaurant bills. In Japan tipping is not customary.

There are many different types of restaurants in Japan, including hotel restaurants, fast.food,
Western-style restaurants, Chinese, and of course specialized traditional Japanese restaurants. Hotel
restaurants are usually very expensive. There are many chain and independently owned family
restaurants in Japan where food is good and inexpensive. The lunch meal is the best value in eating
out in Japan.

Upon entering a traditional Japanese restaurant or a Japanese home, shoes must be removed at the
entrance and are replaced by slippers. These should be worn as long as the floor is plain wood; in
the tatami (straw mat) area, slippers come off and you walk in stocking feet. When eating in
Japanese restaurants, an attempt to use chopsticks will bring attention, approval, and even
appreciation from waitresses and hosts. When offered sake, beer, or other drinks at a dinner party
or in a club, the glass or cup should be lifted an inch or two from the table. The custom is that you
fill your partner's glass or cup, not your own,

Emergencies: Throughout Japan, if police assistance is needed, dial 110. The police officer who
answers the phone probably will not speak English; however, he or she will transfer you to someone
who does. In the event of an accident or fire, dial 119 from anywhere in Japan. Pay phones usually
have a red button which is a direct line to emergency assistance.

Electrical Power: Japanese electrical power is 100 volts alternating current. The frequency is 50
Hz in Tokyo, while in Nagoya and west of Nagoya (Kyoto and Osaka) the frequency is 60 Hz.

Measures: The metric system is used in Japan, and temperature readings are measured in
centigrade.
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RELEVANT PUBLICATIONS

There are many English-language publications on Japan and Japanese business practices. The
following is a bibliography of the publications that proved to be most useful in compiling this report
and which are available through the contacts given:

Government Printing Office: The following publications are available from the U.S. Government
Printing Office. To place an order, write or phone:

Superintendent of Documents
Government Printing Office
Washington, D.C. 20402-9325
Phone: (202) 783-3238

A Bic gQuIde to Exrtin. U.S. Department of Commerce, 1986. Includes information on
exporting strategy, business operations, and the mechanics of exporting. (Stock Number
003-009.00487.0)

Japan: A Country Study (Area Handbook Series)., Department of the Defense, 1982. An
authoritative publication covering the history, culture, character, and structure of the economy, the
political system, foreign relations, and national security,

National Ngotiating Styl . Foreign Service Institute, U.S. Department of State, 1987. A handbook
containing valuable tips on negotiating with the Japanese and other foreign nationalities.

1991 National Trade rustipatc Report on Forcign Tradel3arriers, Office of the United States Trade
Representative, 1991. A comprehensive, country-by-country review outlining the basic trade issues
confronting U.S. companies doing business overseas.

U.S. Department of Commerce District Offees: The following publication is available through
your local U.S. Department of Commerce district office:

Counir Marketing Plan (CMPr. 1991, (Annual) Significant country data, best prospects and
industry analysis, outline of the commercial and financial environment (including regional outlook),
and barriers to trade. List of available market research and upcoming trade events also included.

American Chamber of Commerce in Japan: Selected publications available through the
American Chamber of Commerce in Japan are listed below. Order forms and publications are
available from:

The American Chamber of Commerce in Japan
Fukide Bldg. No. 2, 7th Floor
4.1-21 Toranomon
Minato-ku, Tokyo 105, Japan
Phone: 011-81.3-3433.5381
Fax: 011-81-3-3436-1446

American Chamber of Commerce in Japan (AC) Directory. ACCJ, 1991 (annual). A complete
listing of more than 600 U.S. corporations and 2,000 individuals that are members and associates.

64

54-177 0 - 92 - 6
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ACL Joual, A monthly magazine which contains timely articles about doing business in Japan.
Concentrates on U.S. business activities and marketing principles which have becn successful in
Japan.

The QM rent Environment for Trade and Investment in Japan. ACCJ, 1991. A major study that
evaluates the current climate for trade and Investment in Japan and analyzes the key factors for
success. Includes more than 30 detailed industry sector reports.

Employment Practices of American Companies in Japan. ACCJ, 1991. A thorough analysis of how
American companies in Japan treat their employees, based on a survey of the employment practices
of 204 ACCJ member firms. Covers employee relations, development and training, recruitment,
personnel policies, and local trends.

Exporting to Japan, ACCJ, 1989. An excellent publication that discusses 'rookie' mistakes in
exporting to Japan that cost time and money. Gives the new exporter an immediate opportunity to
benefit from the experience of others, while the veteran gets some helpful new tips as well.

Finding a Home in To!,o, ACCJ, 1991. A practical guide for the newcomer through the
bewildering world of Tokyo real estate.

Living in Japan, ACCJ, 1987. A guide for those who anticipate an assignment to Japan or have
been recently relocated there.

United States-Javan Trade, White Pape. ACCJ, 1990. A sector-by-sector look at the current status
of bilateral trade issues effecting U.S. companies in Japan. Industry background, current status, and
recommendations are given and the U.S, and Japanese Government actions are highlighted.

OCS America, Inc. Publications: The following publications are available through OCS America
(a worldwide publications distributor).

OCS America, Inc.
Rm. 1186 Nat'l Press Bldg.
14th Street & F Street, NW.
Washington, D.C. 20045
Phone: (202) 347.4233

1991-92 Directorv: JapanescAffiliated Companies in the U.S.A. and Canada. Japan External Trade
Organization (JETRO). A listing of major Japanese firms in the United States and Canada by state
and product category.

The Japancse Market: A Compendium of ffnrmation for the Prospective Exg porter -- 1991. Japan
External Trade Organization, Contains information on the Japanese market, consumers, business
practices, distribution system, labeling and marking, and import procedures.

Setting Up a Business in Japan: A Manual. Japan External Trade Organization, 1991. How.to
guide to establishing an organization in Japan.

STEP: The Business Pcrson's Guide to the Japanese Market. Japan External Trade Organization, 4
vol., 1990. Collection of four volumes which include successful market entry strategies, an
introduction to Japan and sources of information, a directory of Japanese importers, and products
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subject to tariff elimination and tax Incentive programs.

Trade Procedure Guide for Exort to Japan. Japan External Trade Organization, 1990. Answers
questions regarding Japanese import system and procedures, import procedures for importing major
items, standards, and how to sell products in the Japanese market.

National Technical Informatlion Service (NTIS): NTIS, in cooperation with the U.S.
Department of Commerce Japanese Technical Literature Program, offers a new Japanese directories
series. Orderforms and publications are available through:

U.S. Department of Commerce
National Technical Information Service
Springfield, VA 22161
Phone: (703) 487.4650
Fax: (703) 321-8547

Directory of Japanee Databases-.1990 NTIS, 1989, Provides a description of 43 Japanese
databases that are accessible from the United States,

Directory of Japanese Technical Renorts I IM0-1991. NTIS, Contains complete bibliographic
citations (including abstracts) of Japanese reports that entered the NTIS collection during 1990-91.

.iE!qctory of Japanese Technical Resources in the United States.- 1991. NTIS, 1990. Contains an
extensive listing of over 250 commercial services, government agencies, and libraries that acquire,
translate, or disseminate Japanese technical information,

Miscellaneous: The following sources are also useful references:

Access Nippon: Howow o Succeed in Japan. Access Nippon, Inc., 1991 (annual). Includes information
on the Japanese economy, business practices, getting along in Japan, specific Japanese industries, and
corporate profiles. Contact: Access Nippon Inc., Yamaguchi Bldg., 2-8-5 Uchikanda, Chiyoda-ku
Tokyo, 101 Japan. Fax: 011.81.3-3258-1487

LqpAn onpany Ilandboo. Toyo Kcizai, Inc. (quarterly). Provides a look at publicly traded
Japanese companies. Company description, industry outlook, key financial and corporate data, and
stock performance is given. Organized alphabetically by industry for fast reference. Published in two
sections. Available through Toyo Kcizai America Inc. Phone: (212) 949-6737 Fax: (212) 949.6648

Japan Economic Almanac. Nihon Kcizai Shimbun, Inc., 1991 (annual). Overview of Japanese
industry sectors, including a review of the year, information on the Japanese economy, and key
trends. Lists key government agencies and officials, and business organizations and asociations.
Contact: Nihon Keizai Shimbun, Inc., 1221 Avenue of Americas, Suite 1802, New York, NY, 10020

JEI Reports. Japan Economic Institute (weekly). Cover various trade and economic issues and
focus on one topic in-depth each week. Contact: Japan Economic Institute at (202) 296.5633.

Soft Landing in Japan: A Market Entry Handbook for U.S. Software Companies. American
Electronics Association (AEA), 1990. A how-to source book for establishing a presence in the
Japanese software market. Guide can be obtained by contacting AEA Infonet at (408) 987-4200.
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ARE YOU READY TO EXPORT TO JAPAN?

Before your first sale, you should be prepared for all facets of your export business. How would you
answer the following questions?

(1) Have you selected a team of qualified export advisors? (accounting, tax and customs advisor,
attorney, freight forwarder, banker)

(2) Have you developed a master international marketing plan?

(3) Do you have long-term commitment by top management to overcome the initial difficulties
and financial requirements of exporting?

(4) Have you carefully selected your Japanese distribution channel?

(5) Have you researched the markets in one or two geographic areas in which to concentrate
your initial export efforts?

(6) Have you considered the international market potential for each of your products?

(7) Do you intend to treat your Japanese distributors on an equal basis with their domestic
counterparts?

(8) Have you considered the Japanese market separately in designing your marketplace
techniques?

(9) Are you willing to modify products to meet Japanese regulations and/or cultural preferences?

(10) Will you print service, sale, and warranty messages in the Japanese language?

(11) Are you prepared to provide readily available after-sales service for the product?

(12) Do you understand Japanese laws, culture, and business practices?

(13) Are you prepared to file your patent and trademark applications in Japan?

If you answered 'yes* to each of these questions, you should avoid the most common mistakes of
potential exporters.

• U.S. G.P.O.:1991-311-890040333
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PREPARED STATEMENT OF ROBERT W. GALVm

PART 1

President's Pacific Trip Profile
(Emphasis Selected by Robert Galvin)

Security objectives - timely reassurances and new
initiatives were well conceived and achieved.

Democracy advocacy was well conceived and received.

Economic objectives for Australia, Asean Region and
Korea were properly prioritized, addressed and
fulfilled with new initiatives conceived on the trip.

Page}
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PART 2

Constituancy of U.S. Business Delegation
A/C

ACTPN

AUTO PARTS ADVISORY
COMMITTEE A

AUTO
MANUFACTURERS

U.S.-JAPAN j
BUSINESS
COUNCIL

NAM

JAPAN CORPORATE
PROGRAM PARTICIPANTS

INDUSTRY POLICY
ADVISORY COMMITTEE

COUNCIL

IBALDRIGE WINNERS

FEDERATION OF
INDEPENDENT

BUSINESSES (550,000)

U.S-KOREA BUSINESS COUNCIL

U.S. CHAMBER OF COMMERCE

The business delegates were appropriate and capable
representatives of the broad spectrum of almost all
American businesses.

Each of the twenty-one contributed valuable insights
and ideas before and during the trip to help shape and
refine the thrust of the President's multi-facited
objectives and programs. Pago 2



155

PART 3
Economic Issues: Japan Portion of the Trip

.j
Please note that I ascribe a weighting factor of 25 to Japantrade factors, out of the 100 total points of value of the trip,
Please note that the opportunities in Japan are diverse and areillustrated by weighting cars, auto parts, general manufacturing
and services as illustrated.

-mo"AUT.

+ CARS

++ PARTS

50o

400

++ GEN. MFG 8'0

++ SERVICES 80.

The President has significantly and evidently elevated hispersonal dedication to support American business interests in
Japan.

This will enhance the welcome support of State and Treasuryon top of the strong support from USTR and Commerce.
Page 3
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The President conveyed clear and responsible
messages to the Japanese re the lack of reasonable
access to markets and his personal determination that
substantial corrective, measurable results must be
forthcoming promptly and continuously.

The above factors substantially strengthen the American
hand.

Initial access and access-related agreements and
processes were reached: (Our government negotiators
served superbly. Credit should be given to certain
Japanese companies and agencies whose response to
the influence of this trip was positive.)

high performance computers and services
(government procurement)

0 paper goods

• glass

• auto parts

* telecommunications

• financial markets

* semiconductor furtherance

Page 4
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* major projects

* standards, certification and testing

* Import Board strengthened

And additionally,

* SII furtherance

* GATT cooperation

* Global Partnership Agreement

The understanding of critical fundamentals that drive the
process of market opening and market earning were
driven home.

About the Japan Market

* True openings rarely occur without outside
pressure and influence to pry a market open.

# Japanese customers expect and deserve
satisfaction of all of their requirements.

* The Japanese professional buyer must reach out
to deserving potential suppliers In cultivating partnering
arrangements as American firms did with Japanese firms
a generation ago.

Page 5



158

About the-American Supplier

0 Quality, delivery, etc. are paramount. The
President properly conveyed a balanced represen-
tation of America, the supplier. Many, many American
companies more than measure up today. The
presence of Baldrige winners and others testified to
that. At the same time, he acknowledgedighat'all
suppliers must always be willing to redouble efforts
and thus can ably deserve a principal place at the
supplier table.

About an Aded process to Further Open and Expand

* In addition to government-to-government
negotiations on general factors and sector-specific
opportunities, Private Sector-to- Private Sector
discussions should (and will) be expected to move all
parties to new levels of trade into Japanese markets.
These have been, and can be, engaged in lawfully and
in the broad interest of many industries with
government's cognizance.

Page 6
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PREPARED STATEMENT OF SENATOR CHAIUIEs E, GRASSLEY

Thank you$Mr. Chairman for calling this hearing today to discuss the results of
the President's trip to Japan.

The trade relationship between our two countries is one of great concern to me
since Japan holds the largest share of our worlds global trade deficit. My first reac-
tion is to lash out at the Japanese, however, I will reserve these coniments for a
later time and histead would like to address this matter in the context of a state-
ment that was printed in a book written by Anthony Robbins. I believe the informa-
tion contained i this statement has a great deal of relevance to the hearings today.
Let nm paraphrase from the book.

We have a set of false beliefs that are lending us down a road of economic frustra-
tion, and some say potential disaster. Our economy faces challenges in virtually
every sector. For example, a March 1981 Forbes article describes two cars--the
C'hrysler-Plvmouth laser and the Mitaubishi Eclipse-and notes that Chrysler aver-
aged only thirteen sales per dealerslp of their car while Mitsubishi averaged over
100! You may say, "what else is new?' The Japanese are beating the pants off the
American companies in selling cars. But the unique thin, g about these two cars is
that they 're exactly the same-f hey were built in partnership between these two coin-
pmies. Tlie only difference between the laser and the eclipse is the name and the
comUpanV who is selling it.

Research investigating the cause of the discrepancy in sales lis shown that. Peo-
pIe want to buy Japanese cars because they bleheve they have greater quality. 'le
problem in this case is that it's a false belief. The American company's car has the
same quality because it is the very same car. Why would consumers believe this?
Obviously, it's because the Japanese have created a reputation for quality, providing
us with numerous references to back it up-even to the point where we no longer
question its validity.

It may surprise you that the -Japanese commitment to increasing quality is actu-
all y the result of ain American export in the person of l)r. W. Edwards )eming. In
18i0 this renowned quality control expert was brought to Japan byGeneral
MacAurther, who was fitstrated with a war-ravaged Japanese industrial base
where he couldn't even count, on heing able to complete a phone call. At the request
of the Japanese union of scientists and engineers, Deming began to train the Japa-
nese in his total quality-control principals. Deninq tauglit the Japanese fourteenth
principle and a basic core belief ti'st is the fomidation of virtually all decisions made
in every successful, major, multinational Japanese corporation to this day. rflie core
belief, simply, is this: A constant, never-ending connittnient to consistently increase
the quality of their products in every aspect of their business every single day would
'ive them the power to donlinate the markets of the world. J)eming taught that qual-
ity was not. just a matter of meeting a certain standard, but rather was a living,
breathing process of never-ending improvement. If the Japanese would live by the
principles that he taught, he promised them that within 5 years they would*flood
the world with quality products and within a decade or two become one of the
world's dominant economic powers. The ,Japanese took him at his word, and today
he is revered as the father of the "Japanese miracle." In fact, each year since 1950,
the highest .honor a Japanese com pany cm receive is the national lemig prize.

In 1983 Ford Motor Company hired Dr. Deming to conduct a series of manage-
ment seminars. One of the atteidees was Donald Petersen, who would later become
chairman of Ford and put l)enting'a principles into practice throughout the com-
p any. Petersen decided he needed J)eming to turn the company around. Once
I)efniig was brought in, he changed the traditional Western belief from, "how can
we increase our volume and cut our costs?" to "How can we increase the quality of
what we're doing and do it. in such a way that quality would not cost more in'the
long term?" Ford reorganized its entire focus to make quality tile top priority as re-
flected by their advertising slogan-quality if job No. 1-and by implementing
Deiing's syste-ms, Ford within tlree years moved friom a staggering deficit to the
dominant industry position with a $6 billion dollar profit.

How did they do it? lpyv found that. Americans perception of ,Japanese quality,
while frustrating, had m-h c'ta to each them. fDeming taught the members oft lhe Ford
team that quality always costs less. lhis Wits directly the ( )positCo of whalt most peo-
pie believed: that you could only achieve certain levels of quality boeo costs got
out of hand.

The Japanese believed thnt (4uality costs loss, that if they created a quality prod-
uct they would not just have satisried customers but loyal custoiers--custonmers
who wouldhtbe willing tO wait in line and pay more faor their product.

In Japanese businesses, asi a result or i) eming's influence, there is a word that
is used constantly in discussions about business or relatioiships. The% word is
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"kaizen." This word literally means constant improvement. They often speak of the
"kaizen" of their trade deficit, the "kaizen" of the production line, the "kaizen" of
their personal relationships. The Japanese understand that tiny refinements made
daily begin to create compounded enhiancement at a level that most people would
never dream of.

This belief was an American export-and maybe it's one we need to repatriate in
order to change the direction of our economic future.

Having said all of this let me conclude with the following:
In view of recent figures showing an increasing trade deficit, we must carefully

re-evaluate our trade policies. Thle Japanese have been extremely protectionist of
their target industries until they reach a satisfactory level of export penetration.
Japan has been somewhat willing to ease import restrictions, but I do not feel the
,Japanese Government has gone as far as it should in addressing specific trade
grievances by western countries.This Committee has hlad hearings that informed us that the Japanese economy
is dominated by highly integrated and collusive economic structures, called
keiretaus. I'hese keiretsus include highly vertically integrated operations, in which
all parts of the entire chain of production, from miners of the metal to the manufac-
turers of components to the retailers, are represented in an enterprise. 'they also
include horizontally collusive arrangements among companies that produce the
same product, such as auto manufacturers. The effect of such collusion can be the
exercise of market power to allocate markets and control prices, which would harm
both American and Japanese consumers and competitors.

We must recognize that Japanese investments differ greatly from the pattern of
U.S. investment in Europe or of European investment in the United States, where
the purpose is to gain market entry by acquiring or developing local ties for mutual
investment flow between our two countries, In the case of Japan this same process
is largely a one-way street. U.S. companies or real estate are sold to the ,Japaneso,
but the opposite rarely occurs. It is this non-reciprocation that is at the heart of the
question about Japanese investment,

Japan has exported more than $J 1 billion in auto parts to the United States dur-
ing thepast 2 years while allowing only $840 million worth of U.S. parts into
Japal. Testinmny before this committee last October asserted the allegations of cor-
porate income taxes being underpaid by Japanese companies operating in the Undt-
ed States. In 1987, Japan's transplants had U.S. revenue of $182 million and hald
only $129 million in taxable income. If U.S. companies had such favorable tax treat-
ment in Japan, I am sure that they would have little trouble in competitig,

My preference is to actively seek to end foreign barriers to U.S. products. I am
hopeful that through continued negotiations, we may effectively end foreign restric-tions on U.S. goods, thereby stimulating domestic production. Hut, be assured I am
not willing to see the United States worker suffer as a result of unfair trade policies.

And finally let me state for the record that I totally disagree with the Japanese
Speaker of the House of Representatives when he stated that "the reason for theU.S,/Japan trade imbalance Ja iinferior U.S. workers md the fact that U.S. workers
are illiterate. Mr. Chairman I am not sure how to inter pret this remark. When we
make a negative comment about the Japanese trade deficit we're accused of Japan
bashing or making a racial slur.

For this Senator I can say that I'm willing to wager our industrial and agricul-
tural workforce with any in the world given a level playing field. I am also one Sen-
ator whose is tired of the Japanese reneging failure to open their markets to U.S.
Foods, their failure to live up to bilateral negotiations and then finding the Amer-
ican workforce and our husinpsses as an easy excuse for not selling more to ,lapan.

It's time the Japanese incorporate the word "kaizen" into their trade relations
with the United States. If not, Mr. Chairman, it may be time to find an English
translation for "kaizen" in this market. A word that comes to mind is "clo.qed."

I'IuEI'AiRNI) STATI,:ENT O)1 FSNATORI')I, ()IIlN (G. HxR"li'

"'IRAI 1011TRI.S l'PRSIIENTIAI. IIFADER1111P

Mr. ('inirman, the most important nwssage coming out of (he l reidelit's trip is
the need for presidential leadership in trade and commerce. /A the very nature of
foreig policy alter from securi tv to ecolonmic issues, presidents will have to adopt
a lesson from the private sector: top management involvement makes things hap-
pen.
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'rRiP AOCOMPLISIMENTS

I will be the first to say that the trip may have been too much of a media event-
and that maybe the expectations of the Amenican people had been unjustly raised.
Keep in mind, that this was the first time a President ever led a trade mission.
There was much to learn: that trade negotiations are not unlike research-they are
continuous, technically profound, complex and take time, They are all the more dif-
ficult because they demand countries to make deep changes in customary and often
cultural practices: witness EC protection of their automobile markets from Japanese
penetration.

Besides alerting this country's leadership that trade must now rank high on the
presidential agenda, there were several, impressive accomplishments:

-Access to both the computer software and hardware markets in the public
and private sector will be expanded, At the national governmental level in
Japan, U.S. penetration was less than one percent-although our private sector
share is about. '20 percent. I have heard from the computer industry. They are
satisfied that the agreement to be today will offer open bidding and an estab-
lislwd protest proce(ture for U.S. interests, will make a positive difference.

-A second area is paper. On October 16, 1991, this committee listened to the
grievances of the American Paper Institute. Despite overwhehning price mid
other competitive advantages, U.S. access to the Japanese paper market. was
only 2.2 percent. Our market, by contrast, had 14.7 percent. penetration. Ill
March, we will sign a new agreement only if there are no limits on U.S. pen-
etration in he Japanese market.

-- And, there were other successes that we have heard about, or will, in the
areas of agreement on standards and glass products.

Mr. Chairmani, let. me return to my theme of presidential leadership. I don't want
to minimize the role of' the trade negotiators. 'lese accomplisl mlnts didn't just
happen because the President decided to go to Japan. TVe groundwork had been
laid ), the US'I'R over many months of negotiations--the computer agreement took
18 months.

Even in the case of auto parts and auto sales, the Japanese Ministry off Inter-
national 'ra(le and Industry formed the "MITI Business loball Partnership" back
in November to examine ways of' opening the Japanese market to more Amieican
penetration.

TRADE INEQUITIES REMAIN WITIl JAPAN

Resolving the auto trade differences is not something that a presidential trip can
stummarily accomplish. As we know well on this committee, having sat. through
many hours of' testimony on keiretsi and other Japanese business practices, the
automobile issue is deeply enmeshed in the Japanese business culture.

But there is much more that we, both government and industry can and should
do to improve our market access. I am not going to devote time to the issues of bet-
ter worker education and trahining-everyone knows what we need to do.

Rather I want to state specific remedies that we can take, now.

TWo FOUNDATIONAI. APPROACUPS

There are two framework approaches that we take in managing our trald dis-
putes with the Japaese--nd others. We are working to negotiate away the mas-
sive struture of barriers in place in lapin, to which the -Japanese themselves rou-
tinely admit. And, we have put in place a number of statutory remedies that allow
for unilateral challenges to, unfair practices, involving both imports as well as our
ability to export and invest abroad. Lot me deal with the latter approach first.

The all-embracing Trade Act of 1988 has equipped our industries with two poteji-
tiil y powerful ineliatisivs: the so-called "Section 301" actions, which allow forr an
investigation of a broad catiegor of' u nfir pratctices, for which the U.S. can u,,i-
laterally impose sanctions. In addition, the lntenational Trade Commission, acting
under Section 731 of' the 'l'aiif' Act of 1930, cn i investigate( dumping allu'gatiolls of)
the basis of an industry petition. Both tools have been used quite ('effectively to le-
verage a change of " ehvior Il' foreig traders.

Still another and lesser used remedy has been our Anti trust laws. In my judg-
ment, speaking as a member of the ,Judiciary committeee , this is a watershed that.
may hold some surprising capabilities.
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TIlE MINIVAN DUMPING CASE

Without going into extensive detail, the recent International Trade Commission
preliminary ruling that Mazda and Toyota have dumped minivans in the U.S. sug-
geats an opportunity for U.S. auto makers to unify and attack perceived unfair prac-
tices. On the strength of this Section 731 action Chrysler and others were able to
require that a bond be provided with each minivan exported by these companies.
If the final determination, to be made this summer, agrees with the preliminary rul-
ing, then duties will be imposed on minivan sales.

SECTION 301 ACTrONs BY TIE AUTO 1N)U.cTRY

The U.S. auto industry has been less bold in using Section 301. The Auto Parts
Advisory Committee (APEC), created by the Trade Act of 1988 to inoilitor tutfair
auto trade practices, has done little more than to try to get the USTR to "self-initi-
ate" a Section 301 action, which the President's Export Council endorsed last Sep-
tember, but which the Administration determined to be "prenmture" in light of
progress made in getting Japanese cooperation.

-My point is that, if the grievances have credibility, a Section 301 action
must be brought by APAC. And I believe APAC has grounds for this action.
After all, the so-called "two-way" street in auto parts trade in 1990 tallied $10.3
billion in exports from Iapan to the U.S. compared $863 million the other way.

-Furthemnore, Commerce Undersecretary ,J Michael Farren has amply docu-
mented the virtual exclusion of U.S. replacement parts manufacturers fr;om the
Japanese market unless they have a contract for original equipment--compo-
nents that are placed on the car when it is assembled-with a major Japanese
manufacturer. Here, too, are added grounds for a Section 301 action.

As we know well, Section 301 has leveraged many changed-the most recent
being the agreement with the Chinese on inteUectualproperty protection, mnong
other trade accomplishments with China. I would go on record saying that a Section
301 can usefully avert ugly trade wars. In the case of Japan, it has opened govern-
ment procurements to all countries and has led to extended copyright protections
for foreign materials.

ANTITRUST ACTIONS NEED REVISITING

Late last year, this Committee heard a number of testimonies that bemoaned the
absence of antitrust actions in behalf of parties injured by unfair trade practices,
specifically those that emerge from keirel-t relationships.

I have considered such remedies and suggest that there is great potential. The
laws, as they are now written, can limit the effect of Japanese b uying cartels, that
foreclose U.S. export and suppliers to U.S.-based Japanese auto makers. '[here ap-
p eared to be little interest in the Justice Department in enforcing the antitrust laws
because of an understandingthat such laws applied to the domestic market, which
tended to suggest that exporters need not apply. Justice has taken this position
even though the Foreign 'irade Antitrust Improvements Act of 1982 makes action-
able any conduct. that Forecloses U.S. export competition. In my opinion, with
prompting from Congress, Justice can be brought into the fold.

TIlE ADMINISTRATION I3 I'R oC EDIN 0 PROPERLY IN I)IMN'rTI.NO JAPANESE
STRUCTURAl, BARRIERS

The President said during his trip that the former method of sector-by.
sector talks was not good enough. A frontal assault on thb Japanese busi-
ness structure was needed, giving renewed life to the Struciural Impedi-
ments Initiative (11).

In another forum, I have lamnented the $20,000-plus price ta on an American
Chevrolet being sold in ,Japan. What caused the price difference? ft was the inacces-
sibility of distribution channels and excessive inspection costs, which added over 30
percent to the car's price.

I have also criticized the outrageous price differences between auto parts sold in
Japan, often 193 percent hihr thlinn those sold in the t.S., according to on Inter-
national Trade ALmuistratin study. I am in complete agreement with APAC on
this point.

On both counts, it makes more sense to me to eliminate these barriers, once and
for all, than to negotiate a one-time, mandated sale of 120,000 U.S. vehicles to
Japan.

The fundatnental problem is that we can never (1o enough, quickly enough, iut
I am not unconvinced that, we haven't already laid a groundwork for change, and
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I am even less convinced that the automobile industry is unif'ing itself effectively
to de loy mid enforce the already established programs for dealing with Mfair trade
practices.

PREPARED STATEMENT OF CARIA A. uILLs

INTRODUCTION

Mr. Chairman and members of the Committee, it is a pleasure to appear before
you to review the current state of U.S.-Japan trade relations.

I would like to talk about:

o The Administration's trade policy with respect to Japan and the achievements
of that trade policy to date-
* The accomplishments of? the President's recent trip to Japan in the context
of our broader trade objectives with Japan; and
9 r'lhe future directions for our trade negotiations with the Government of
Japan.

V.S.--JAPAN TRADE POLICY

The central objective of President Bush's trade policy has bef, n to open markets,
creating new export opportunities abroad and stimuating growth, jobs, and prosper-
ity at home.

Since President. Bush took office 36 months ago, a top goal of that policy has been
to expand access to. the world's second largest market economy: Japan. We seek to
create an open and competitive climate in Japan where the decision to buy or sell
is based on quality, price, and service, not on "keiretsu," collusion, or protective in-
dustrial policies.

If we are to have harmony between our two great nations, our entrepreneurs must
be permitted to trade and invest in Japan as freely as Japanese entrepreneurs are
able to trade and invest here in the United States. This was thezimessage that the
President delivered forcefully to Prime Minister Kaifit in their Palm Springs meet-
ingand to Prime Minister Miyazawa in Tokyo earlier this month.

To create this parity of opportunity with Japan, the Administration has stead-
fastly pursued a comprehensive three-part plan of action, which includes:

9 Eliminating barriers in specific sectors using all the leverage at our disposal,
includbi our trade laws;
# lowering economy-wide barriers through our Structural Impedimenta Ini-
tiative or our SHt talks; and
* Working hard in the Uruguay Round to negotiate strong and enforceable mul-
tilateral rules, lower tariffs, and increased access for U.S. goods and services.

11..-JAPAN TADE TRENDS

Our policy is paying off. The results are showing up on the profit statements and
payrolls of America's competitive commies.

Daitring the Bush Administration, U.S. exports to Japan have grown 10 times fast-
or than U.S. imports from Japan. Exports to Japan have risen by 30 percent in the
last 3 years, while U.S. imports from Japan have increased by just 3 percent. As
a result, our trade deficit with Japan has declined by 18 percent since 1988.

Japan is currently our largest single buyer of agricultural products. Last year its
purchases exceeded $8 billion.

In the critical manufacturing sector, U.S. exports to Japan have been doing pnr-
ticularly well, growfig 60 percent faster then overall U.S. exports to Japan. Over
the past years, U.S. exports of manufactured products to Japan have risen by 45
percent andexceed 30 billion. TIhis compares to a 34 percent increase in U.S. manu-
factured exports to the world.

In 1990, American exports to ,Japan, which is our second largest exp art market
after Canada, were greater than our exports to Germany, Fralmce and Italy com-
bined. In thct, our exports to *Japan are about 25 percent greater on a per capita
basis than otu' exports to all of' Europe.

'his remarkable expansion of exports to Japan in a relatively short, period of time
has created m additional 200,000 export-related jobs. GlolallY, our exports have
also done well- since 1988, export. expansion overall has created 1.8 million U.S. ex-
port-related jobs. Without our strong export growth, the current downtum would be
twice as deep.
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We are encouraged by the fact our exports to Japan are growing. But there is still
muCh work to be done, Japm.s imports of mimufacturerl goods are still roughly 4
percent of its GDP, whereas in the United States it is 7 percent, and in mmy Euiro-
pean countries it is even higher.

The issue still remains: we must have better access to the Japanese market for
U.S. exports of all kinds.

TIM PRESIJ)ENTS MISSION TO JAPAN

It was in this context that the President embarked upon his mission to -Japan ear-
lier this moth, It was a bold initiative in the Administration's continuing effort to
address the disparity in access between our markets.

The President. accomplished much-during his visit, achieving increased access in:

* The $9 billion public section market for coniputer har(Iu'are and services. The
U.S. computer industry projects the value of this mtrket-opening agreement at
between $3.5 billion an d $5.5 billion annually by 1995.
" The $65 billion paper market in Japan.

' The $4 billion glass rnarket, which our entrepreneurs describe as a highly con-
cent rated and anticompetitive market.
* And, the mw car market, which has been encumbered with standards and
certification impediments, restrictions on the creation of dual dealerships, ald
excessive (list ribution and dealer markups.

The President was also able to:

* Oitain a pledge that Japanese car makers will increase the purchase of U.S.-
made arto parts from $9 billion to $19 billion hy 1994;
* Reach an agreement with the Japmese government on 49 standards and cer.
tification issues that. have curtailed our exports of cosmetics, processed foods,
rl arnIaceuticlls, chemicals and industrial machinery- markets in Japan col-

,ectively valued at mor than $23 billion annually; ald
* Reach agreement with the Japanese Government to reinvigorate the Struc-
tr (lIllpedinients Initiative by undertaking new commitnients.

No single visit to, and no single agreement with, Japan is alone going to open the
Japanese markt as much as we seek. But, as noted by a number of corn pansies and
trade associations, the President's recent initiative was a real success, because as
the President said upon his return at Andrews Air Force Base: "We accelerated the
opening of more ,Japanese markets to our exports."

Because of the President's etflrt in Tokyo, American firms and American workers
today can expect. billions of dollars of increased exports to Japan. And, as we know,
for each $1 billion in additional exports, roughly 20,000 new jobs are created.

Still, some urge us to enter market-share agreements with Japan or to limit its
sales here, But such actions seek to manage our trade or impose protections which
will onlv decrease our export opportunities and, honce, our jobs.

Neither will solve our difficulties. Managed trade merely sets ceilings on what
U.S. compares can achieve, not floors from which they can grow, And, it invites
similar action against us from our partners with whom we maintain a trade sur-
plus.

As for protectionism, it is, as Milton Friedman has said, "A reallygood label for
a bad cause." I rot#-ct4onism only hurts those it is supposed to help. It stifties innova-
tion by insulating producers from the competitive global marketplace, at the same
time It taxes consumperS, disproportionatey lower income consumers, by raising
pIrices and reducing choices.

PRESIDENT'S MISSION PART OF CONTINVINO EFFORTi

The only sure way to open aptn's markets is with steady, persistent pressure-
the precise strategy the President has employed for 3 years. The President's mission
was another step in that ongoing effort. -

We sometimes forget how much concrete progress has been made. Some of the
agreements since the President took office include:

* Under a Juie 1990 agreement. ,Japau opened its government procurement of
.at, lli#'.q resulting it) a $.00 million contract for a U.S. firm.
* Japanese government purchases of su/)ercompiters were opened to U.S. firms
as the result of a June 1990 agreement guaranteeing fair competition b)sed on
price and performance. U.S. makers have won three out of eiglht new contracts
since the agreement compared to two out of 43 in the previous 4 years.
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* In J.lne 1990, the United States reached an agreement that opened Japan's
market for wood products. It is expected to result in increased U.S. exports to
Japan of $1 billion or more annually.
0 Access to the Japanese telecommunications market was expanded under a
1989 cellular telephone agreement, two 1990 services and equipment agree-
ionts, and a 1991 services agreement. Since 1988, U.S. telecommunications ex-

ports to Japan have increased 180 percent to about $735 million in 1991.
* '11e United States and Japan implemented a new semiconductor arrangement
in August 1991; U.S. semiconductor sales in Japan now total nearly $2.4 billion
annually coin ared with lnst $920 million in 1986.
S1l1e 1991 Malor Projects Arrangement on Construction contains a list of 17

major construction) projects valued at $6.4 billion to be covered by special nieas-
ures that facilitate foreign access, with the potential addition of six more worth
$20 billion to be added in 1992. Since 1988, U.S. firms have won $375 million
in contracts, versus almost none previously.
* And, through tie SI process, Japan has made specific commitments to in-
crease investments in public sector infrastructure, more vigorously enforce its
antiniwnopoly laws, liberalize the retail sector, and increase sharelolder rights,
among others. All of these changes in Japan are making it easier for U.S. finns
to operate and sell in Japan. For example, the SI1 process resulted in the end
of onerous Japanese restrictions on the establishment of large retail stores, and
enabled Toys R Us to open last December to record sales,

TiE FUTURE OF U.S.-4JAPAN TRADE RELATIONS

I have focused the majority of my testimony on our bilateral relationship with
-Japan. But another important avenue for increasing access to the Japanese market
is to bring the Uruguay Round of global trade talks to a successful conclusion. Our
bilateral agenda with J apan should be facilitated by agreements concluded in the
Round covering the broadlrange of U.S. interests-agriculture, market access serv-
ices, investment, intellectual property and strengthening of the rules, including
those related to unfair trade practices.

President Bush used the opportunity of his visit to Japan to engage Prime Mill-
ister Mivazawa on developments in the Uruguay Round, mid the need for Jnpan to
exercise its leadership in concluding these important negotiations. This is clearly re-
flected in the Tokyo Declaration that resulted from the trip, as is the fact that we
have much work ahead of us to complete the Round.

CONCLUSION

The im orlance of the Round to our bilateral relationship underscores the fact
that the U.S-,lapan relationship has profound implications tor global prosperity in
this decade and the 21st century. We are at a pivotal moment in history that re-
quires that the United States tnd Japan go beyond interdependence and achieve
real partnership.

'het permanence of the amazing political and economic reform we are witnessing
around the world depends ili significant part on cooperative action by the United
States and Japan. As the world's two biggest economies, we play a critical role by
keeping out' markets open.

We must find ways to dispel antagonism on both sides of the Pacific and to work
constructivelv to build a truly free and open global trading system. A true economic
and political partnership between the United States and Japan, each with open
markets, can be a unifying force for the world and an engine of growth for our glob-
al economy, as well as our own.
API'EN)DIX.-AccoMImlliAIENrs OF TAmE NEGOTIA'rONS wi'rl JAPAN DURING 11TE

BuS! ADMINIST'AI'lON

RESt TS OP TiE PRESIDENT'S 'rIm IX) JAPAN

I am pleased with the many accomplishments of' the President's trip to Japan.
President Rush furthered our trade objectives in all three of the areas I outlined
above as forming tile basis for our trade negotiations with Japan,

Multilateral 'rade Issites
On the multilateral front. as n result of the President's trip, Japan renewed its

commitment to the Urug'uav Round and the process established 1w )irector (lenerl
1)innkel to conclude the Round. Both sides recognized that final' agieemeiit would
have to include substantial benefits in market access fol: goods and services. We will
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build on the President's discussions in our negotiations with Japan on all the re-
maining issues in the Round.
Structural Impediments

'Ilie President and Prime Minister Miyazawa also agreed to reinvigorate the
Structural Impediments Initiative by undertaking new commitments to address is-
sues affecting the business environments of our countries. S11 is our broadest bilat-
eral initiative, and we believe this agreement to add new commitments to $11 is
an important step to ensure that $11 remains a dynamic process, capable of ad-
dressing problems that become apparent over time. As noted above, $11 principals
are planning to meet shortly, in February, to discuss specific measures that each
government will undertake.

hle President's trip also furthered our efforts to remove structural impediments
to U.S. exports in a number of specific ways. As I mentioned earlier, one of our pri-
orities in the $11 talks is eliminating exclusionary Japanese business practices, I
am pleased with some of the progress that was made in this area earlier this month.
For exam ple, the Japan Fair Trade Commission has agreed to undertake investiga-
tions in four sectors from a competition perspective: autos, auto parts, paper, and
glass. 'lTese are all sectors in which we have been concerned about anti-competitive
practices in JaRan and for which we have been pressing for some time for JFrC
investigations. Such investigations should helpto bring about effective enforcement
of Japan's Antimonopoly Act.
Voluntary Announcements by Japanese Corporations9

I am also encouraged by the voluntary announcements individual Japanese
corporations of their intentions to increase imports as well as local sourcing by
transplants producing outside of Japan.

One of our priorities in our $15 negotiations has been opening up Japanese cor-
porate procurement: to competitive products from U.S. firms. Corporate procure-
ment has, franldy, been a tough nut to crack because the tendency for Japanese
manufacturers to source inputs from traditional Japanese suppliers stems from a
variety of cultural and historical factors, not usually government policies and prac-
tices per qe.

We welcomed MITI's Business Global Partnership program when it. was unveiled
last fall, and we welcome the announcements of the Japanese private sector of their
plans to increase imports and local sourcing.

Eighty-eight Japanese corporations and 22 Japanese trade associations have
expressed their support for increasing inports under MITI's Business Global
Partnership initiative, a program that was unveiled just two short months ago,
during my trip to Tokyo.
1 So far, 23 Japanese companies in the electronics, auto, and inachinery indus-
tries have announced their plans to increase their imports by $10 billion by
1993. More such announcements are expected in the corning months.

These voluntary plans are public statements of intent by major Japanese compa-
nies. As such, they reflect a recognition that Japanese corporations must do more
to ensure that the Japmese corporate market place is open to competitive foreign
products. We shall of course be following trends very closely to see if these plans
have the desired effect of opening up corporate procurement to competitive foreign
products.

New Bilateral Agreement
Among the most significant accomplishments of the President's trip, in my view

was the initialing of an agreement. on measures Japanese government entities would
follow when procuring computer products and services, a sector in which U.S. firns
are extremely competitive, both in ,Japan and globally.

The new agreement contains sigraficant procedural improvements, including re-
quirements that foreign mad domestic suppliers be accorded equal access to pre-bid
information; improved transparency; and the institution of m impartial bid protest
mechanism. It also explicitly states that. the new measures will be adopted with the"aim of expanding procuren'ments of competitive foreign computer products and serv-
ices" by Japanese government entities. As part of this agreement, the (overiment
of Japan also con firmed thnt it would take actions to eliminate or prevent anti-
competitive behavior relating to the distribution of computer goods and services in
the private sector.

The U.S. computer industry has done fairly well in the .Japanese private sector;
we believe the new agreement will help make cash registers ring for .S. computer
firms marketing to the -Japanese public sector. We have opened Up a public sector
market for computer products and services of $9 billion that is expected to grow to
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nearly $16 billion by 1996; our current sales in this arena are only about St0s mil-
lion. 1'he U.S. private sector has placed the potential value of the'agreement to for-
eign computer manufacturers at $3.6-6.6 billion for 1996 projected market size.

Other Sectoral Achievements
We achieved significant results in other sectors as well.

* In the paper sector, a $65 billion market in ,Japan, the Japanese Government
has agreed to formulate measures to increase access for U.S. firms by the end
of March.
# In the glass sector, a $4 billion market that is highly concentrated amid has
a history of anticompetitive practices, the Japanese government agreed to en-
courage Japanese glass users to increase imports, and committed to facilitate
sales efforts by foreign) producers.

f In legal services, the Governmentof Japan recognized the role lawyers play
in international transactions and indicated that it would redouble its efforts to
resolve impediments to the provision of legal services in Japan by foreign at or-
nes, (learly, more needs to be done. Nonetheless, this was an important public
afirmation.
* On semiconductors, both governments reaffirmed their commitment to make
further efforts for increased market access for foreign semiconductor producers
under the 1991 Semicondtuctor Arrangement.
* On auto parts, Japanese automakers voluntarily committed to increase their
purchases of U.S. auto Farts, from $9 billion in 1990 to $19 billion in 1994.
ley stated their intention to increase imports from $2 billion in 1990 to $4

billion in 1994, and to increase local procurements by transplants in the United
States from $7 billion in 1990 to $15 billion in 1994.
# On finished vehicles, the Japanese government resolved most of t he 14 auto-
motive standards and certification issues which the U.S. industry has i(lelitilied
as problematic; U.S. automakers had previously identified standards and cer-
tification requirements as sigt)ificant impediments to their sales in the J'apa-
nese market.. The Japanese automobile dealers' associations publicly confirmed
their willingness to sell U.S. automobiles in their existing dealerships, a monve
which could reduce significantly the costs of U.S.-ainde cars in the Japanese
market.

Other Trad.e-Related Accomplish ments
There are other significant accomplishments of the President's trip with respect

to our trade relationship with Japan that should not be overlooked.
9 Prime Minister Miyazawa pledged that the Government of Japan would sub-
mit to the Japanese Diet a budget for 1992 and a fiscal investment and loan
program aimed at. strengthening domestic demand, and hence imports, by in-
creasing public investment.
* '1,he Japanese Government took steps to expand government. procurement op-
portunities open to foreign bidders, which should double the value of contracts
openi to foreign bidders, bringing it to about $6.3 billion.
* F'uiher, we resolved 49 non-automotive standards problems impeding U.S.
sales of processed foods, cosmetics, industrial equipment, trasport machinery,
pharmaceuticals, and medical devices. For the U.S. exporters concerned, hliese
standards have in many cases been the single greatest, impediment to their Ilc-
cess to the Japanese nuu'ket.

OilIEi A('COMI[1.IIIMENTS TO DAT,

Prior to the President's trip, tis Administration reached a significant number of
other narket-opening agpmoents with the ,Japanese.

7eecom m unicatiolls
We have signed four separate agreements with the Japanese in this sector over

the past 3 years.

* i June 1989, we signed an agreement on cellular telephones and third party
radio which improved reign lirms' access to Japai's rapidly growing Inobile
comnnmiications market.
* In July 1990, the United States and Japan reached agreement t.o liberalize
Japanese regulations governiing both advanced telecommunications services-
international value-added network services (IVANS--mad network channel ter-
nimating equipment (NCTE).
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-On the services aide, the [VANS agreement committed Japan to
streamline theproces for U.S. firms to enter its market for such services
as voice mad. mid electronic banking, and provided for private
intracorporate communications networks between Japan and the United
States. It also eliminated a burdensome surcharge often placed on U.S.
firms by Japan's telecommunications carriers.

-On the equipment side, the NCTE agreement opened Japan's market
For devices that make computers and other office equipment compatible
with a digital telephone network. Previously, U.S. manufacturers of this
equipment had been permitted to sell only to Japan's telecommunications
carer'rs, which have traditionally bought almost exclusively from Japanese
firms.

* l June 1991, we concluded further negotintions that established transparent
p1oe(duires for a complaint imcllhanisill that will ensure that. ,apamlese carriers
cannot use unsubstantiated allegations of prohibited resale of leased circuits by
U.S. firms to deny service to those firms.

U. S. exports of telecommunications products to Japan have grown by
180 percent since 1988, and last year are estimated to have reached $735
mi i on.

Supercomputers
In June 1990, 1 exchanged letters with the Japanese Ambassador to the United

States confirming that the Japanese Government would require government entities
purchasing supercomputers to follow open, competitive, and transparent procure-
meat procedures. T'lhis a reement committed the Government of ,Japan to elimiiiiate
bids incorporating deep discounts; outlined technical factors to be used in evaluating
supercomputer bids; required procuring entities to evaluate bids on the basis of
overall price and performance; and established anew complaint resolution mecha-
nism to resolve procurement disputes.

As a result of the 1990 supercomputer agreement, the first award ever
made to a U. S. company under open competition occurred in August 1990.
Since June 1990, U.S. firms have won three out of the eight contracts that
have been awarded prior to the agreement, U.S. firms had made only two
sales out of 43 bids awarded,

Satellites
In ,line 1990, 1 also exchanged letters with the Japanese Ambassador that opened

the Japanese government market for non-R&D satellites to foreign suppliers. 'Ihe
Japanese Government sp ecified detailed new procedures for the procurement of sat-
ellites by government-controlled entities that required purchasing agencies to follow
open, transparent and non-discriminatory procurement procedures. As with the
aupercoinputer agreement, the satellites agreement also established a new proce-
dure for the resolution of disputes arising from the bidding process.

The first satellite procurement awarded since the 1990 agreement was
made in December 1991 to a U.S. firm. The prourement, which was for two
communications satellites, is valued at approximately $600 million.

Wood Prodcts
We reached a third agreement in June 1990 as well, which opened the .Japanese

market to imports of processed wood products and expanded Japanese demand for
such products. The agreement included commitments in the areas of tariff classifica-
tio, tariffs, product standards, and building code standards.

The U.S. industry estimates that full implementation of the agreement
should resist in about $1 billion annually in increased U. S. exports to
Japan of processed wood products.

Construction
Last July, Ambassador Murata and Secretary Mosbacher signed the 1991 ("on-

strucion N major Pro'jects Arrangemont. which sigificantly expanded the scope of our
1988 agreement on major ,Japaiese government construction projects. USTIR was ac-
tively involved in all stages of' this agreement. 'lw new agreeolent stipulated that
Competition in all, Japanese public works projects woldd he o0en, transparent, fand
nondiscriminatory; it also contai ned a new list of 17 additional construction poivcts
to be covered by special measures that facilitate foreigi access, with six more
projects that may be added later this year. This wings to a total of 40 the number
of projects covered by such special ineasures. The 1991 accord also instituted a new
procedure for independent review of complaints submitted by U.S. firms.
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Since 1988, U.S. firms have won at least $375 million in contracts to pro-
vide construction services to the Japanese public sector; prior to the first
Construction MPA, U.S. firms had virtually no access to tie public works
market in Japan. The 1991 Arrangement Improved foreign access to $26 bil-
lion in Japanese public works projects.
Semiconductors

We concluded a now bilateral Semiconductor arrangement last summer as well,
which took effect August 1. The new arrangement provides for continued improve-
ment in foreign access to the Japanese semiconductor market. For example, it. calls
for the Japanese Government to promote long-term relationships between Japanese
semiconductor users and foreign semiconductor producers. It also contains provi-
sions to deter dumping of Japanese semiconductors in the U.S. market. 'he ar-
rangement recognizes the U.S. semiconductor industry's expectation that foreign
market share should grow to more than 20 percent by the end of this year as a
sirable, and attainable, goal.

Sales by U.S. semiconductor companies to Japan ros from $920 million
in 1986 to nearly $2.4 billion last year. The foreign share of the Japanese
semiconductor market, which was just 9 percent in 1986, was calculated for
the third quarter of 1991 to be 14.3 percent.

Amorphous Metals
Our two governments reached an understanding in Septeniber 1.990 that required

Jaanese utilities to evaluate bids using standards similar to those aplied by U.S.
utities in purchainFg transformers. It also conmuitted ,Japanese utilities tfo buy
from Japanese transformer manuihcturers 32,000 amorphous metal tianf4iirniLrs
producedusing materials purchased fromn the United States.

#Japanese utilities are now ahead of schedule in purchasing amor)hous
met3 transformers.

77ie Structural npedinents initiative
Telre have already been a number of notable (levelopmknts from S11. Indeed, we

can point to perhaps 20 or so changes already in Japanese law or practice that
would clearly not have occurred but for 811. For example:

P Japanese law was amended to provide that large retail stores can be esaib-
lished in no longer thal 12 months and more than one hiousand now stores
have applied for permits. Toys R' Us hsn been an important U.S. beneficiary
of the amended law and has already opened two stores in Japan and plans more
than 100 by the end of the century.
* Thle government has introduced disclosure requirements that now require
firms to show who is doing business with whom, and has improved its enforce-
ment ofJapan's Antimonopoly Act.
* Expenditures in public infrastructure related to imports have increased. Ex-
penditutres on personnel have increased in areas that are important to the Unit-
ed States, aid which are as diverse as customs, the JFI'C, and patents.
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SUBMITTED BY SENATOR BOB PACKWOOD

STATEMENT OF WILLIAM DAVIDSON,
PRESIDENT AND CHIEF EXECUTIVE OFFICER,

GuARDIAN INDUSTRIES CORP.

In more than 30 nations, on nearly every continent, Guardian Industries Is a highly

competitive American manufacturer of advanced flat glass products - the types of glass used In the

architectural, construction and automotive industries. Our company has successfully taken a winning

formula of high-quality, low prices, superior service and technological innovation and become a

significant participant in nearly every major international glass market. Guardian is accustomed to

the challenge of entering new foreign markets. We have gained a significant share of highly

developed North American and European market and have rapidly grown to become the world's

fifth largest producer of flat glass,. Our record of achievement in adapting to the special demands

of manufacturing and selling our products in places as diverse as South America, Southeast Asia, and

Eastern Europe, is second to none.

We are proud of our reputation as an aggressive, low-cost producer of high-quality products.

We are also proud of our reputation as a company that Ps tenacious and not that is intimidated by

entrenched gla.s competitors. Guardian's efforts to enter foreign markets have not always met with

inunediate success. Members of ths committee are well aware of the very serious market barriers

we have encountered close to home - in Meaico, where a single producer dominates the market,

does not welcome new entrants in their home market, and generally favors a one way free trade

agreement in flat glass.

Yet experienced as we are in entering foreign markets, nothing had prepared us for the

situation we are currently confronting In Japan - a rapidly growing $4 billion a year glass market

that Is tightly closed to unwanted Imports, yet Is a market that we nst enter successfully if we are

to remain a world leader in the glass industry,

If.git years ago, the Japan Fair Trade Commission dcaracterized Its flat glass Industry as one

of the four 'major oligopolistic industries' in Japan, and concluded that it remained 'in a high state

of oligopoly'. Nothing has changed. 1lie Japanese market is controlled entirely by three companies:
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Asahi GIhM (50 percent market share); Nippon Sheet Glass (30 percent market share) and Central

Glass (20 percent market share). This cozy allocation of market Sare hu remained constant since

the early 1950s. Not surprisingly, the lack of competition In this market has enabled Japanese

manufacturers to charge exorbitant domestic prices, sometimes even as much as triple the price In

comparable international markets, thereby generating artificially high profits that are being used to

finance acquisition of market share around the world, including the U.S.

Guardian, as well as other U.S. flat glass producers, are capable of supplying the highest

quality flst glass to Japanese customers on a cost effective basis. In fact. most of the technological

innor ion in our industry in recent years has come from U.S. manufacturers seeking comparative

advantage In a very competitive U.S. market. However, the keiretsu" networks of close alliances

between manufacturers, fabricators, distributors, and customers, as well as exclusionary business

practices, continue to keep foreign competition out of the Japanese markeL

During the past two years, we have met many prospective Japanese customers who privately

expressed their desire for a more competitive glass market in Japan, but they are understandably

Intimidated by the market power of the Japanese producers. The methods used for barring unwanted

Imports vary, but include: a closed distribution system; excluslonasy business practices; and

antiquated building codes. The closed distribution system represents probably the greatest barrier

to competItion. Of the nearly 400 distributors of flat glass in Japan, only four will handle imported

gl.s, and they operate at the very low end of the market. Each of the Japanese producers posesses

its own network of exclusive distributors, cutters, and fabricators. None will do business with

another glass supplier. Since nearly all of the existing distributors are exclusive to or controlled by

one of the domestic manufacturers, a new entrant has no choice but to create or develop its own

distribution network. Yet attempts to do so have been handicapped by exclusionary business

practices. Many potential customers have been quite forthright In explaining to Guardian their

susceptibility to retaliation from, and in many cases explicitly threatened by, the Japanese domestic

manufacturers. Such exclusionary business practices include: refusal to sell glass products that

cannot be made up through imports; refusal to buy product from the customer or its sister

companies; use of keiretsu relationships to threaten the supply of vital raw materials; and predatory

pricing.
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Not long ago, Guardian received a letter from a potential Japanese customer stating that it

regretted nt being able to buy Guardian's glass, despite the good price and quality, because Japanese

glass manufacturers were threatening to cut off its essetial supplies if it purchased Guardian glass.

In another case, a trial order was canceled after an official from one of the Japanese glass

manufacturers threatened retaliation. These are typical of the many examples of antidcompeitive

practices the Japanese manufacturers employ to block unwanted imports.

Yet whje compeiilve U.S. flat glass manufacturers are excluded from the Japanese market,

Japanese manufacturers continue to enjoy unrestricted access to the U.S. glass market, mainly

through acquisitions. Asahi Glass, for example, already owns at least 20 percent of AFG Industries,

one of the largest U.S. producers, and has an option to acquire majority control of the company in

March of 1993. This would give Asahi alone 20 percent of the North Ameican flat giasi market.

In addition, Nippon Sheet Glass shares ownership of another major U.S. glass manufacturer, LOP,

with the British company, Pilklngton.

The Japanese glass manufacturers ability to generate excessive profits in their closed home

nmu'ke permits them to fund such acquisition of market &hare not only In the U.S.,but throughout

the world, and to significantly undercut U.S. competition in third country markets. Meaningful

access to the Japanese glass market, therefore, is critical for the future competitiveness and survival

of the U.S. flat glass Industry.

For this reason. Guardian has been working to establish a beachhead In the Japanese naket,

Yet our efforts have demonstrated that no foreign company, no matter how competitive, will be able

to succeed in Japan without the strong Intervention of the Japanese government. For this reason,

President Bush sought and obtained specific commitments from the Japanese government that, If

implemented, should result in a structural change in the Japanese flat glass market and opportunities

for competitive U.S. manufacturers. These commitments Include:

A commitment to implement an anti-monopoly compliance program that will ensure

that the distribution system is opened up to competitive foreign glass manufacturers;
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0 A commitment to ensure that building codes that act as non-tariff barriers will be

revised so that they do not discriminate against foreign manufacturers;

0 A commitment that the Japan Fair Trade Commission will conduct a comprehensive

investigation of antd-competitlve conditions In the Japnese flat glass inustry; and

S A comnunitmet to work with U.S. government officials in monitoring real progress

that will be measured in terms of growing market share of U.S. companies In the

Japanese flat glass market.

Guardian regards these commiunents as a major breakthrough for U.S. flat glass producers

that, frankly, could not have been achieved without Presidential attention. The agreement is the

result of serious and unflagging work undertaken by U.S. negotiators In confronting the market

access issue with their Japanese counterparts in the months and days leading up to the President's

visit, culminating in the President's personal intervention with the Prime Minister. For this success,

the Administration deserves unquallflod praise from the U.S. flat glass Industry.

The agreements the President brought back from Japan on the glass issue, however, must

translate Into real business opportunities. This will only happen if there is a vigorous follow up, not

only by companies like Guardian, but by the U.S. and Japanese governments. It Is absolutely

essential that U.S. government closely monitor real progress measured In terms of market share for

U.S. companies and continue to pressure the Japanese government to ensure real competition in the

Japanese market. Without a sustained effort on the part of the Japanese government to open their

market, it will be impossible for even the most competitive U.S. company to succeed.

For our part, Guardian remains committed to do whatever It takes to succeed in the Japanese

market. Given the opportunity to compete fairly, there Is no reason why we should not achieve the

tane level of market share we have gained elsewhere in the world. Today we believe we are the

most efficient and most competitive producer of flat glass products in the world. Ten years from

now, this will not be the case unless we are able to compete fairly in the Japanese market. We

canom ignore the largest single country market in the world after the United States simply beeoxw
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f is too dMcult to pnetrate. Nor can we continue to allow our most potent worldwide competitor

to use their home market as a profit sanctuary to f&M their expansion into our markets elsewhere

in the world, Unless we succeed in Japan, not only Guardian, but the rest of the U.S. flat glass

industry will lose Its ability to compete effectively with the Japanese around the world. Based on

the commitmenuts made daring President Bush's visit, we have stepped up our commitment of

financial and human resources to penetrate the Japanese glass market.

The agreement the President ws able to achieve on our behalf has give us an opportunity,

for wbich we are grateful. But it is only the beginning of a long process that will require continual

U.S. and Japanese government attention. We urge this Conunittee to strongly support the

adminsadon in monitoring the Japanese government's implementation of the commitments made

during President Bush's recent visit.

nTank you.
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GENERAL MOT-RS CORPORATIONNEWS

For Release 'S MIAY. JANUARY 12, 1992 5s1: Jim Crollin
331556-2027

DETROIT - The most sinificant change sigmale by President Bush'!

visit to Japan vith U.S. business leaders is a new era of governmant-business

cooperation, Ceneral Motors Ch.airan Robert C. Steapel said today.

"We started a meaningful process in Japan, and we mean to follow up on

it," Mr. Stempel said at the kickoff dinner for the annual Automotive News

World Congress.

"For the first time, Japan saw the power of a joint U.S.

government-industry Initiative," Mr. Stempel said. "It was a change and they

knew it. For a long time, Japan has depended on the U.S. government to keep

U.S. business 'in line' while Japan, Incorporated, expanded.

"This time, the Department of Commerce got it right. They understand

as the Japanese have long understood - that a thriving, vital automobile

industry is essential to a thri'ing, vital national economy."

Despite public debate over the value of the Japan trip, Mr. Stempel said

that if It "accomplished nothing other than to raise political and public

awareness of the Importance of a viable auto industry and a correspondingly

strong industrial base in this country, then I can tell you it was an

outstanding success.

"If enough of the American public say to themselves, 'Hey, one of seven

jobs in this country is dependent on our auto industry. Where are the jobs

going to be in the future?', then all the effort was worthwhile. And if

enough U.S. consumers cake the time tr check the outstanding, world-class

products being offered by the domestic manufacturers, I an confident hat GH

- more -
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will continue its more than 50 years f I leadership as the number-one producer

of vehicles in the world."

"The one thin I know the trip accomplished van to strengthen the ties

between Am4rican government aid American business," Hr. Stempel emphasized.

He credited President Bush and Department of Comarce Secretary

Robert A. ?osbachar for providing the initiative to further open up

international trade, changing the image of American goods and services and

demonstrating that the U.S. has high-quality, high-value products to help

reduce the chronic imbalance of trade between the U.S. and Japan.

H. said the term "open market" has a different meaning In te U.S, t h.n

it does in Japan.

"In the U.S. open market, 36 percent of the vehicles sold are imported,"

he said. "In what the Japanese call an 'open market,' three percent of the

vehicles are imports."

Hr. Stempel said the number of companies competing for a share of the

world automotive market is large and growing, but he expressed confidence that

U.S. auto manufacturers now have products equal to or better than foreign

manufacturers.

He stressed that the Anerican automobile industry is the leader in fuel

economy, and that today "the difference In quality among cars is not an issue."

"We don't have to ask the American public to prove their loyalty by

buying American products," Hr. Stempel said. "We don't have to ask then to

buy our cars or trucks because they feel sorry for us. We don't have to ask

them to buy out of a sense of patriotism or pity. We want tham to buy our

products because they have high quality and high value."
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WAS INGTO D .C., January 16, 192...The Auto Parts Advisory Cocmittee (APAC)

todjy indicated support for the a-n tuiced lncreused efforts by Japaneso

vehicle producers to procure parts from traditional U.S. suppliers. "The

$19 billion target included in ltit veek's agreement is a positive starting

point," according to Jack Reilly, APAC chairzin, vho accompanied President

Bush on the trade mission. He also enphasizqd the importance of ongoing

goverrant and business sector talks which will "insure that the momentuz of

this historic week will accelerate and ex-and."

Reilly, President and CZC of Tenreco Aut-cotive, had hith praise for what he

called "the President's clear coaritanent to markett access in a new era of

free, fair. anJ open trade. This message was delivered in a concise and

unequivocal way to the Jspanese."

Details of the plan produced y tha Japon Autocobit Manufacturers

Association (JAiA) include:

* An increase in U.S. parts purchases to $19 billion from $9 billion by

fiscal year 1994.

Increases In local content to *bout 7C percent by 1994, from the current

50 percent level.
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* A pledge to provide "special consideration" to traditional U.S. suppliers

in the Lvpl.ntation of the plan.

These targets are based on an assum.d 50 percent increase in U.S. production

by the Japanese vehicle makers in 1994 to over 2 million units.

'V intend to analyze the data carefully to understand their full Impact on

our industry," stated Rell.y, adding that "we are certainly encouraged by

this positive step forward." APAC will play an active role in monitoring

progress by assesing the previously released parts deficit forecast in

light of the announced increases, and actively supporting the Joint DOC/MITI

sourcing study scheduled for this spring.

"The ultimate measure of our cooporAtive success," Reilly said, "will be

visible in a reduction of the bilateral parts deficit, which both sides

agree is unsustaineble over the long toem."

APAC is a national advisory co=.±tee established by the Fair Trade ir. Auto

Parts Act included in the Omnibus Tradq usd Coopatitivonoss Act of 1988.

APAC's charter is to advise the Departnent of Commerce on issues related to

trade in the auto parts sactor betweqoi the II.S. and Japan.
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Englewood Cliffs,, ... The Motor and Equipment HanUfactureLvs

AG&oiation (Z4EMA) today welcomed tile announcement that Japlno

vehicle manufacturers have pledged to take additional seps in the

next ibtee yedra (JFY 1992-94) to eXpanld 1Urot nun of U.S. auto

parts, The Asociation oboturved that. Japaninnu induutryls expanded

$19 billion target. (or the year bksqinflq Apr il 1994 shculd
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Reilly noted that "the Preident's personal involvement in

encouraging more rapid progress toward resolution of major U#S.-

Japan automotive trade issues has sent a clear and constructive

message to Japanese government and industry leaders at a critical

juncture in U.S.-Japan relations. His commitment to build upon the

initial results or this unprecedented trip is especially

encouraging."

HM. Reilly and MEMA President Robert Miller also highlighted MEMA's

appreciation for the luadurrihip which the Japan Automobilo

Manufacturers Association (JANA) and it, members have shown in

expanding their November 1991 commitment to acceleL'At the growth

of businnas with U.S. suppliers. Mr. Miller stated that "U.S.

automotive suppleus will redouble their efforts to work with JAY,'.

it.u-bers and their U.S. a(iliiateu to design, build, and deliver

world-clAs components bo we ca rchi(ve, and iopvfuly exceed, t.2e

,::j~a ud b LiJcx level fur , ,;t ,d i:i th2e recent t V. 5. -Japan

announccr-entI"

MEmmA i;dr atrd tAttltJt tht, 'vi:.cd JApI, e ple.I3( of ?19 bll Jun In

U.S. parts purchit;es by fisal yuar 1994 reprerunt1; a lC percent
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However, the now buying targets are linked explicitly to an

assumption that Japanooo producers will expand their U.S.

production by 50 percent to over 2 million units by 1994. "This

commitment will require careful study to evaluate its eventual

impact on traditional U.S. manufacturers, More significant in the

Japanese agreement to raise the percent of local procurement to

about 70 percent in JFY 1994, Crom 50 percent in JFY 1990, I would

say that pledge to work with traditional U.S. suppliers in moat

encouraging," Reilly said.

According to Reilly and Miller, "The HF.MA-JAA "One on One"

conference planned for Septenber 1992 will offer U.S. suppliers and

Japaneeso vehicle manufacturers an excellent opportunity to discuss

spec-Ific ways to meet the expanded purchasin,9 needi; of Japanese

producers, both inrediate asd medlun-term," ThLough this and other

jciL t IDiti.ttve5 witil JAP.t, 11NtA plans to encouvnqje the full

re t. o1 LIt ; oj a p) a L; ; zy pU )cuL. ,nt plan& and en

, cco' r-t .lrn of buInv*'- i'r4u! 6'fvntq Inv&'/nj Ja:,.ne,

\ori:c e ,uduk.:r5 anid U.S. autom.ct' Ve skipplier'n.

The ctor a:d Equipnent Manufacturers Aii;ocitto;n, founded i(i1904,
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J. P. Reilly
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Execuu" Otffcei

January 13, 1992

The President
The White House
Washington D.C. 20500

Dear Mr. President:

I wish to thank you personally, and on behalf of
the U.S. auto parts industry, for including me in
last week's historic trade mission to Japan. The
trip was successful in that it opened the door,
albeit only a little, through which American
companies can now continue to build relationships
and business.

The strong and unequivocal message you delivered
was consistently and forcefully conveyed by
Secretary Mosbacher and Under Secretary Farren, as
well. I believe the Japanese now clearly
undeLstand the commitment of the allied U.S.
government and business communities to free, fair,
and open global trading. This position must
continue to form the foundation of future
discussions between our governments and
industries.

While we have begun the process of change, I
remain concerned for the long term health of my
industry. Over 700,000 U.S. jobs and 4,000
American companies depend on the ultimate success
of our mission. We cannot afford to repeat the
history of previous administrations, which have
claimed victory on trade issues with Japan before
the battle was over. Rigorous and diligent
monitoring and follow-up are required to insure
success.

All members of the business delegation have an
obligation to keep you appraised of progress on
these issues. I intend to update you on the autc
parts situation on a quarterly basis (or more
frequently when warranted), and will continue to
work closely with my colleagues at the Department
of Commerce.

Again, thank you for your support on these
difficult, yet critical, trade matters.

Best regards,

Jo P.President , CEO
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PRESS RELEASE

FOR IMMEDIATE RELEASE CONTACT: MIchee Normn
January 0, 1902 22-682-8407

COMPUTER INDUSTRY EXECUTIVES APPLAUD U.S.
GOVERNMENT FOR QUICKLY CONCLUDING NEW PUBLIC

SECTOR MARKET ACCESS AGREEMENT WITH JAPAN

Washington, D.C. - Today, th chef exewuves of the twelve
leadingAnerican computer companies welcomed new from

Tokyo that the U.S. government his successfuuy concluded
negotiations with Japan on an agreement to Increase access for

foreign inkfon technology products Into Japan's public sector
market In partcular, the members of the Computer Systems
Policy Pmecl (CSPP) applauded President Bush for his quick and
concerted effort on this critic Issue.

'The otw ng effort by the Prosienr trade negoazors

demonstrMte a steadfast commitment to open market and fair
compefto' said John Sculley, CEO of Apple Computer and
chairman of CSPP. 'We look forward to working with the
government of Japan and Vie U.S. govmmernt to ensure that the
agreement's goals of fair and open market access are achieved.'

On December 3, 1991, the members of CSPP met with United
States Trade Representatve Carla Hills to formally present findings
from a 12 month study of Japan's public sector market, The data
Indicate that the problem is serious (fact sheet attached). For
example, CSPP has found that while foreign computer
manufacturer have established a major share position in Japan's
private sector market (41%), the foreign mainframne share of the
Japanese natvo¢a government market is only 0.4%.
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"The computer industry is pleased that the Bush Adminratfon was able to make
cutck and effectve use of the informstion we provided,' said Soulley. "We commend
the government for using our findings to negolate an enforceable agreement with
Japan tf'at will allow our indwt to increase market share In the Japanese public
sector market.'

The Computer Systms Pol-y Project (CSPP) was formed In 18 to develop and
adv lo Industry pmItIons on trade nod technology policy Issues, CSPP's members
include the CEOs of Apple, AT&T, Compaq, Conttol oats, Oray Resetch, Data
General, ODgitaJ, Hewiett.Packard, IBM, Sun Microsystems, Tandem and Unisys,
Kenneth R. Kay, a partner In the law firm of Reston Gates $Iis & Rouvelas Meeds, is
executive director.

Addf onal background Information ;s available upon request. Please contact Michele
Norman-at 1202) $62.8407,
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access to Japan's gftvwt t mat,* stated Jon L. fltckttt Preident of the
Cmpuer and BUSID as qupw kn Weaetorats AssCiaion (CIV(), at the

tooaiesio of neptlatIoae on an qrwmsnt affeottim Japn public sector
proclreeet practices. 'Tbe kifLtd york of 11.. mgoiators baa the
potential to make a diferxvnrce WorV.3. aptr and busbaesquipsent
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sector markt.0

Pickitt explained, KaUS. tmpute coupmnIfs art verysuoccesful
in the Japanese to rdal arketi there i no doubt about th~t Vpposa of tbar
products to the Japanese consumer. In Japan'xS gcvernuont mrkt, bwver, the

Same copaie have made only emalU advances. Ve believe this has been due to
Inequities In the procuraeot ste.

I is expected that implementation of the agrssmn, vblch addresses

procurement of both products and stryices, vill come in staes over the next
year, vith computer products affected first.

'Ve velcave sveb significant clumnes as a reduced reliance one sole

source contracts, vlc~h are currently primary *mehenxas for Japan'a public

sector procreents.' noted FIcktt. Also contaied in the agareewent-ctovering

&cctA of all foreign copies, not just U.S.-ez's iaproveaents in Japan's bid

protest procedures and methods *f coatuncAtIng pmetoutn opportunities.

CUXA is a 75-year-old trade association representing leading Industry

wua ctur'ers that collectively ireerate 5U of out natloa',s rmai national

product and eriploy over 1.2 ailion people In the United States.
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FOR IMMEDIA E EASE FOR MORE IN1FO /MATI0H

John Hatch, (202) 682-9110

WASHINGTON, D.C,, January 9 --The American Electronics

Association (AEA) said today that the agreement on Japanese

government computer procurement reached today by the United

States and Japan should significantly increase U.S. access to the

$6 billion Japanese government computer market,

William Krist, AEA Vice President for International Trade,

said access to this huge market has been high on AXA's advocacy

agenda for a long time. "AEA applauds President Bush for progress

on this issue, We will be closely monitoring the agreement.

"U.S. computer manufacturers now have just 0.4 percent of

the Japanese central government computer market. in contrast,

American computer firms claim 41 percent of the Japanese private

market," grist added. "This is proof positive of the high

quality and acceptability of our products in the Japanese

marketplace."

While AEA has not yet seen the final text, our understanding

is that key elements of the agreement included

* All suppliers - including foreign - will be given equal

access, including participation in study groups in the pre-

solicitation phase.

* Specifications for bids must be neutral between

potential suppliers.

(more)
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* Single tendering would be limited to exceptional cases,

* final selection of supplier(s) would be published.

* A bid protest system will be established.

* The Japanese government will request agreement support

from Prefectures,

* Unjust low bids will automatically disqualify the bidder.

* Effective date for implementation the agreement will be

April 1, 1992 for products and October 1, 1992 for services.

"Although much of the press focus has been on automotive

issues, the U.S. electronics industry is deeply concerned with

its six-year-old $20 billion annual trade deficit with Japan.

Our industry employs 2.4 million Americans. Our ability to be

successful in global markets contributes to the American standard

of living," Krist said.

"However, the new agreement is not going to solve all our

problems," Krist stated. "We call on the U.S. and Japan to

resolve remaining electronics access issues."

The agreement was a key part of President Bush's trade

mission to Japan. Electronics executives in the trade group

include Winston Chen, CEO, Solectron Corp., Robert Galvin,

Motorola Inc. and Raymond Marlow, President, Marlow Industries

Inc. They are ArA members and Malcolm Baldrige Award winners.

The American Electronics Association represents 3,400

companies in technology communities throughout the United States.

For almost 50 years, AEA has been the accepted voice of the

American electronics industry.
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43043 Weit Nine Mile Rod Northvlle. Miciigin 48167 T'icphont 313/347-0100

IWMkWATE. RELF-,S E

For iunher inform.non conm.: IM uary 9, 1992
Peter S. Walters, Group VIc Presidet
(313) 347-9102

Northvle, Michigan - Guardian Indusies Corp. ('Guardian') today welcomed the success of
President Bush's flat glass maket access negotanons in Japan. Guardian, among the world's largest
glass producers and a major cOmnpetive force in North lienca, South America Western Europe
and Eastern Europe has encountered a dghtly controlled and oligopolistic Jaanee flat glass sector
in its efforts during the last several years to iu.ae.se its sales of high quality flour glass products in
Japan. Float glass is used in the automotive ud construction sectors,

In commenting on this week's trade negoUtons. Wdliam Davidson, Guardian's President and CEO,
said "Prside3 Bush and his trade negondaors nz sig c progre= Ws week in obtaining
spe fic comitmew from the Japanese rovernrnz to tak step to open the Mare Our 0ass
produce are quaJit and price conperive and, if customer are allowed the opporrni y to pumrhue
Guardian glSu, we are confident tat we will build a meaningf presence in the YXnns market,
as we hve in all the other major glas nrakes of the world'.

Admuinisnon trade negoators obtaind commitments that the Japanese gove-rient would make
sipgflcant efforts to open the Japanese glss dLsmbudoa systm, eLmne eaclusionaxy bustns
pracc and ensure that its construction codes did not se've as barriers to market entry, Moreover,
the Japan Fasr Trade Commssion will uiinae a study by Much of 1992 concerning the inri.
compodUve nanre of tLe industry.

Davidson said, *although much progress must still be nade before unternati(onl glass competitors are
convnced their products will be allowed to coimpt fairly, it is nw cear that the lapanese
governmud recogaie that the Japanese flu glass industry has not allowed real competition and
thereby penalized lapane conuer. This recognition azw commitment to correct the siuaion was
au.complished a a direc result of President Bush and his A&ainistration'S peseveranc il addIesssng
these issus, DaYdson further stled, *Guardian will increase iu sale and distribudon cabUides
In Japan in rescs to the Japanese government's commitzent to open the glass takct. Guudian
will work closely with dte U.S. gov~erm 1t and cow motor crefully the eforu of the Ja arese
gov enment to undertake the coninrment it bas mde'.

Guardian, a divexsifie( manufacn~rer of ilft glass and tat glass products has btee expudiing
a gres.sively throughout the world in rec.. years. In :arly 1991 Cardian began commercial
production of float glaes t Hungary, afcr making one of the largeSt U.S. invest t mu in Eastcc
Europe to date. It currendy has :lo.u gls plants under cons tiod in mnia and ThIMad.

Furthermore, Guardian has developed a variety of products in the automotive glass fabrication area
that has led :o rectat addidonal investments to support the company's growing presence as a global
glass supplier to the world's automotive industry, Guardian began operating its fourth autornotve
glass fabrication plant in lae 1991 and began construction in September, 1991 of Its second Euroean
automotive glass facility.

Guardian, founded in 1932, is a le4dlng msnufnsrer and fabricator of flat glass products used in
construion ad automotive applications. The company curTently operates eleven flo glass

production lines in the U.S., Europe and South Axterica. Guardian also has two figure 1SIu lines
and extensive glass fabricadon faLciides in the U.S,, Canada and Europe. The company Also
amsfacuers a broad line of fiberglass insulation products, molded plastic products. vd oil

production equipment.
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FOR IMMEDIATE RELEASE Contact: Stove Lovett
(202) 463-2724

U.8. WOOD PRODUCTS INDUSTRY APPLAUDS PRESIDENT'S EFFORTS TO OPEN
JAPANESE MARKET

"The National Forest Products Association applauds President
Bush's decision to personally become involved in the effort to
open fully Japan's market," said .Barry Cullen, President of NFPA.
"Despite world-class competitiveness, the U.S. wood products
Industry has found access to the critically important Japanese
market seriously restricted by a profusion of tariff and non-
tariff barriers."

The National Forest Products Association noted that these barri-
ers to U.S. wood products take two forms: tariff barriers on
processed wood products that limit the ability of U.S. producers
to sell value-added wood products in Japan, and a host of complex
regulations that discriminate against imported wood products vis-
a-via Japan's domestically produced building products.

Steve Lovett, Vice President of NFPA, noted that Japanese tariffs
on wood products range as high as 20% and tend to increase on
more highly manufactured products. "The President should insist
on Japan's immediate elimination of wood products tariffs: they
serve only to protect inefficient producers," Lovett said.

Lovett also explained that a series of Japan's regulatory re-
strictions serve to discriminate against the performance of North
American wood products in favor of building materials that Japan
produces domestically. The North American industry is seeking
"an opportunity to compete in all construction markets based on
the performance or our products -- rather than restrictive codes
that irrationally hamper use of wood products," Lovett noted.

Bob Donnelly, chairman of NFPA's International Trade Council and
a member of the Bush Administration's Japan Corporate Program,
added that: "Immediate elimination of wood products restrictions
in-Japan would show Japan's support for an open world trading
system and benefit the Japanese consumer by permitting them to
use high-quality, economical and aesthetically pleasing wood
products. At the same time, North American producers could
increase the sale of value-added wood products by hundreds of
millions of dollars if Japan would fully eliminate its barriers."

A 1990 Super 301 investigation concerning Japan's wood products
barriers resulted in an agreement to open further the market, but
"serious problems remain," said Cullen. "We are very pleased
that the President is making this effort to open Japan's market.
U.S. wood products firms cannot compete fairly internationally
without complete access to the world's second largest market."

NArIONA1 FOREST 11ROt)(TS ASSOCIATION
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NEWS
92-03 CONTACTS:

LAURA BROWN (202) 637-3087
FOR IMMEDIATE RELEASE JUDGE MORRIS (202) 637-3145

ASIA TRIP LAYS GROUNDWORK FOR 'NEW ERA'
IN U.S./JAPAN TRADE AND ECONOMIC RELATIONS, NAM CHAIRMAN SAYS

Urges U.S. Firms To Commit To Asia Paoifio Market

WASHINGTON, DC, Jan. 13, 1992 -- "Trade between the United

States and Japan means a lot more than cars. Despite what you're

hearing, this trip was a real success for the bulk of American

manufacturers and their workers," National Association of

Manufacturers Chairman Dexter Baker announced today upon his

return from Asia with President Bush.

"The groundwork has been laid for a new era in U.S/Japan

trade and economic relations. It's now up to American companies

to seize these new opportunities," Baker continued.

"Kozo Watanabc (Japanese minister of international trade and

industry) and other leaders of Japanese industrial sectors

revealed in our discussions a genuine desire to find ways to

purchase more American products. Believe me, they will go to

great lengths to avoid the specter of protectionism.

"I am convinced our negotiations in Japan will yield new

market opening opportunities for a broad range of U.S. products -

- including glass, computers, paper and chemicals as well as

autos and auto parts," he said.

"The real sleeper success story of the trip is the

U.S./Japan accord to boost economic growth," Baker continued.

to us to run with the ball.

"I believe that American companies who commit to the Asia

Pacific market, including Japan, will do very well. Thanks to

our President's initiatives, American manufacturers and service

companies are now more welcome to 'come on over' to Japan and

compete," Baker concluded.

01
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/U ft INEI, RELEASE
ANEMiWAPER INSriTUT
*wMmflsoM"%^ Nw~fIY o.I*54

FOR R IH~AIUASS

Contact: Thoms).. Liner
(212) 340.62

NEW YOMIC N.Y.. Jaxuazy 9,.19M - 'The United Sts ,p~wkxawy Is vey

played that liy the and of March 1992, through cooperative and luNtinfr cosai= oms the

Government of Japan and the Government of the United States of Ameiw ill agr"eon

mamma to subsandiay ncrease maks en owfor foreign fnO m hig ft peprprodut

t apWbAn.pam nwswas I nduded In tdesjoint oortmunqw . r.)li &a Presidnt

Bush's vist to JapWn, mid Anthony P. Osnunia, chalmnnz of Amed= PapewI Wtute and

chairman, President and chief exectadve cffm, owater IncorpowatedDurlaCounecutoi

The Amerlmn Paperinstitute (APT) Is fthe naonal trade usoclatim f heUA .pul p pe

andpsperboard Idusry. In addto&dtoecommunique stan thet 'aaFair Trade

CouMMssOn (JPTC) has decided to Initiate a survey on conditom in n epper secor from

the campetitfo policy pcrspecdvs, before the and of March, 10991'

MORE
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Ito U.S paper industry, with total ipments exceeding $L2Woo is a tron& low

cost, oompedtin producer serving wordwide markets. It Is dadied to the p r is that

open markets are beneci to all countrW" said Dr. Irene W. Moiter, AN vWI president,

iLternationaL Although Japan Is thi wold's second lges pmp and o prboard

con ming country, In 1991 U.S. paper and paperboard exports to Ja account for wly

2.2% oJapaese consumption.

'The globally competitive U.S. paper Industry," said Mr. Ga "m been seeking

greater access to the Japanese market for a number of years witoWtsi flant results. Mw

ongoing disasuons on access for paper products, which have been in proPes for several

moniln between the representatives o( US. and Japanese vmmnnns are strong

supportedby the AP hUS.prdsqr.0

Member company es of API are committed to being Ion#.tem, nale suppliers oa

high quality paper protucas to Japan and expect that an agreeaft between the U.S. and

Japanese FNvenment will enable U.S companies to becom= ier ignifat

participants In the Japanese market for paper products.

For further nfornation from APL please contact Dr. Ne W. Mister, vice

presided, international (212) 340-064
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INTMWATIONAL PAPER ENCOURAGEDBY THZ PROSPECT OF GREATER ACCESS TO JAPANESE AIAK(ETS

For T ediate Realjo2
Tuesday, January 14, 1992

PURCHASE, N.Y. -- Znternational Paper Chairman and Chief ExecutiveOfficer John A. Ceorges today said company officials are"encouraged" by the contents of the Joint communique issued duringPresident Bush's trip to Japan. The Communique containednegotiating deadlines concerning greater access to Japanese markets
for U.S. paper producers.

During talks last week with President Bush, Japanesegovernment officials pledged that by March 31, 1992, the twocountries will agree on measures to substantially increase marketaccess for foreign firms exporting paper products to Japan.

The U.S. paper industry is the most competitive in thedeveloped world, and yet U.S. exports of paper and paperboardproducts to Japan account for only 2.2 percent of Japaneseconsumption, Georges noted. He added that Japan is the world'ssecond largest consumer of paper and paperboard products, butimports less than 4 percent of its consumption of these products.

"We are pleased that the Bush Administration has aggressivelypursued negotiations with the Japanese government to identify andseek to eliminate the barriers to U.S. paper products," Georgessaid. "We hope these negotiations, to be concluded by the end ofMarch, will result in substantial opening of the Japanese market tothe sale of U.S. paper products. International Paper exports over$1 billion a year of paper products and is fully prepared to meetthe service, quality, and performance requirements of the Japanese
market."

International Paper, headquartered in Purchase, N.Y., is aworldwide producer of a wide variety of paper and forest products.The company is a major producer of printing and writing papers,paperboard and packaging products, and wood products. The companyalso operates speciality products businesses and distributes paperand wood products. International Paper has manufacturingoperations in 25 countries and exports its products to more than120 notionls.
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Contacts Hark Lindley
(312) 649-7867

8TONW CONTAZHER CHAIRMAN OPTIZIOTXO
PAPER fNDUSTRY WILL DETNEIT rROX PREZIDEHNO TRIP TO JAPAW

CHICAGO, January 13, 1992 -- President Bush's visit to Japan

offers the prospect of a substantial increase in United States

exports of paper product to Japan, said Roger W. Stone, Chairman

and CEO of Stone Container Corporation.

Stone's comments came as a result of last Veok's signing of

a oommunique between the United States and Japan that states that

the Japan Fair Trade Commission (JrTC) will initiate a survey on

condJtions In the paper sector from the competition policy

porspeotive, before the end of March 1992. The communique is a

result of ongoing discussions on access for paper products, which

have been In progreei for several months between the

representatives of the United States and Japanose governments.

In 1991, the U.11. paper industry produced over $122 billion

worth of products, a substantial portion of which was sold around

the world. "In papeinaking, the U.S. is world class," said

Stone. "We are low cost producers and our quality and technology

are unsurpassed."
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The U.S. paper Industry has been seeking greater Acess to
the Japanese market for a number of years without significant
progress. Although Japan is the world's second largest paper and
papearboard consuming country, in 1991 ibporto represented only
2,2 percent of consumption. *President Bush's agrooment opens
the door but continued pressure wil be necessary to got through

that door#" Stone said.

Stone Container is a najor International producer and
exporter of paper and paper packaging products, It has a
significant presence in the Japanese market. Its product line
Inoludep containerboard, corrugated containers, kraft paper,
paper bags and saks, market pulp, and various wood products.
Its U.S. shipments to other world markets were about $300 million

in 1991.

Headquartered In Chicago, the company has manufacturing
facilities and sales offices in the United States, Canada,
Mexico, Western rurope and the United Kingdoms It also maintains

sales offices in Japan and China.

Mi
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UNION CAMP MI~lU PEMZEN BUSH s TRIP AS
SIGNIFICANT GAIN FOR INCREASING ACCESS OF U.S.

.APER PRODUCTS ~jAUB02_WRIBTgIrd 0. HaCdin

el*. *a t 45.~ t th itv. r~~t &h
WM')iE, N-7f January 13--Union Oemp Corporation roq~rdt Prooldent

1 S for th~e 0.6"' upper 1'ndliltz.y
Bush's trade 'negotiations in apan izi behalf nt th* U-9. Papor
Industry 'a'~ pin inoening~ axs, ',to the Japanese

r~aretihe void 'm on ' rgest cons'unier'.. of atPar and
A6 440IO lo a~

papebo~rs Ta 61;1twnvo s en the Japanese and U. S,
0 4 *'. -""governizents to reach' an agreement a nd.of MAr ab for open

'~,'*$ !# ?V%fl55* vg*'it ths urdie1laarkot trado'in 'paperproducts represonts aaor breakthrough for

v.. apor Or ruc~tf r. jr'~

an~~t rt 1 6 0We ". Craig MCl;llandg preai an ho prtn officer,

attfde %unohCap;on o 'e* Vrl's--ed ii producers of

11heboia ad u66jeid'jie pape*r,.if deja Ily 0o It ond to enter

the Japanese market' witWhigh 'qadityj low- Cort produoad paper

products on an lnt tonsl co'pe tie.basis, We have t"e

expezienoe and capabilit ' 'An 'a'pfort b~iarkes to provide reliablo

6ervica and technololc ally superi4' prdu sand we anticipate

th~at the Proposed trada agreement. will provide a significant

opportunity to expand our presence i this hi gh-potential m~arket.*

union tam~p corporation Is 'a tniGJber 'of the Amerian Vpar

Xnatitute 'representing the 'U.S. Paper Indus8try "in this trade

initiative which Is stro)igly. supported by monmber companies.
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- January to., 1#Tp
Cortaots Diane O11baryr

,~Home# ~415) 673-64
7~ 041i

Uan ?rancihoa *- otlatoh Corp., Chairman Richard 0. Hdo
Said today ht In highly satisfied with the poe'Ltive' resultp and
potentially favorable, opportunities, s for 'h '... pae ", Inds

which Presidant Bush and Prime Minister Niyagawa, eohieveci during
the President'& visit to japan-- Potlatch -is a major .exporter or
bleached Paperboard to Japan and haa*ee trying to develop
coated Prinltin~g papers business in Japan* ~ "

14addan stAt*d that "the 1apanss9 agreement ui(. the United
states to establish specific reasure : ato"NUbbtantially Increase
M~arkcet aooes. for foreign firms I oXportiig V-a per pro Iducts to japan
by Maroh 31f 10921 WAS *xtraordinarily'ouzagilg, The U.S.
paper Industry In conpetitive W'or1ldwIdseo?''Otn o"dte
Provident hab opened en opportunity "Uhifh we hope Wil permit

increasing aced.y to the Japanesa moar ket#"'

Potlatch is A diversified forest DprodUcts banurecturer with
tiaberlarhdo In Arkanshs, Idaho and minnaott,



COMMUNICATIONS

STATEMENT OF THE AMERICAN NATURAL SODA ASH CORPORATION (ANSAC)
The American Natural Soda Ash Corporation (ANSAC) is a Webb-Ponerene ex-

port association which represents six U.S. producers of soda ash (FMC, General
Chemical, Rhone Poulenc of Wyoming, North American Chemical, Tenneco, and TO
Soda Ash).

Market barriers in Japan have restricted U.S. sales of soda ash since the early
1970s, when U.S. firms first began significant export shipments to Jnpan. 11 1991,
U.S. sales in Japan declined sharply from 1990 levels. U.S. firms sold approximately
281,000 metric tons in Japan, down from 326,000 tons in 1990. Tlhe estimated de-
cline in U.S. market share was from 23.4 percent in 1990 to 20.4 percent in 1991.
These figures include "captive" sales attributable to the Asahi Glass-Tenmeco joint
venture; if captive numbers are excluded from the totals, U.S. sales in 1991 were
246,000 tons versus 311,000 tons in 1990. ANSAC believes that in the absence of
market barriers in Japan, its 1991 sales should have been higher by 96,000 metric
tons valued at about $22.2 million. ANSAC estimates that market barriers in Japan
have deprived the U.S. industry of an estimated $191.6 million in lost revenue since
1991. In preparing its annual National Trade Estimate Report. the Office of U.S.
Trade Representative has repeatedly cited soda ash as a sector in which U.S. firms
are encountering significant market barriers in Japan.

The barrier confronted by U.S. producers in Japan is a group consisting of the
four Japanese soda ash producers (Asahi Glass, Central Glass, Toyo Soda and
Tokuyama Soda) and their affiliated trading companies, which have regulated U.S.
access to the Japanese market through anticompetitive actions including control of
the distribution channels and terminal facilities, pressure on Japanese distributors
and consumers and (at least until 1983) joint arrangements on customer allocation,
sharing of profits losses and distribution. Japan's Fair Trade Commission (JFTC)
has investigated U.S. allegations on two occasions; in 1983 it found the existence
of an illegal cartel, which it ordered to cease, and in 1987, it found the existence
of certain potentially "problematic" practices, and formally admonished Japanese
soda ash producers to take care not to violate the Antimonopoly Law. Despite these
two actions and a long series of bilateral U.S.-Japan discussions, ANSAC believes
that U.S. sales of soda ash in Japan are still regulated by the Japanese producers
and their affiliates.

The problem is significant from a U.S. policy perspective for several reasons.
First, current U.S. trade policy is designed to redress the trade imbalance by main-
taining exchange rates which permit expansion of competitive U.S. exports. Soda
ash is a product area where the United States is extraordinaril7 cost-competitive,
even vis-a-vis Japan, the country with which the U.S. has the single largest trade
imbalance. But a U.S. trade policy which places priority on exchange rate policy
cannot succeed if competitive U.S. exports are blocked by anticompetitive business
arrangements.

LOST SODA ASH SALES, JAPAN 1984-1989
[000's Mt.]

1984 1985 198 1987 1988 1989 1990 1991 Cum.h

Actual salesI ..............191 211 240 231 270 298 311 248 1972
Estimated sales with no tade
bantlers.................. 305 420 420 420 420 420 240 2385 3196

(198)
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LOST SODA ASH SALES, JAPAN 1984-1989--Continued
low$ M]

1084 18 to8 1967 1988 1980 190 19 1 Cioe

Lost sales 000's Mt ............. 114 209 180 189 150 122 98 139 1224
Lost sales $ millions .................... 182 34.4 28.8 30.2 24.0 19.5 15.2 22.2 191.6

'ANSAC eiwi do no l n b alogby A&N#Twv o W contur
tRsvlosd to dodu" Annual "Capw" Ton exporbd forn US.to Japan by Aahl-Tentnco Jnf4 JNwnlue,

Second, the soda ash trade problem underscores a broader problem in U.S.-Japan
trade relations-the fact that Japan's weak antitrust enforcement enables powerful
groups of private Japanese producers and distributors to restrict U.S. exports to
Japan. In part because such restrictions do not involve overt government protection-
ist measures, the U.S. government has found it difficult to address this problem in
an effective manner.

BACKGROUND

The United States enjoys a substantial comparative advantage over Japan in soda
ash. Because of abundant deposits of natural ash, the U.S. cm produce higher qual-
ity soda ash, at a lower cost, than any other country in the world. Japan must man-
ufacture soda ash by' a variety of synthetic methods, utilizing imported raw mate-
rials and energy. Th1s disparity gives U.S. firms a commanding cost advantage.

Japan Unlted Stato.

Energy (CalJM on) .............................................................................................. 31,500 28,500
Labor (PeopI.f ton) .......... . ............ ..................... 1.05 .44
Raw M aterials (Y M Wn) ................................................................................. 15,000 2,750

In the 1970s, U.S. firms began seeking to exploit this cost advantage by expand-
ing their sales position in Japan. However, they found that a cartel consisting of
the four Japanese soda ash producers, Asahi Glass, Toyo Soda, Tokuyama Soda and
Central Glass, together with their affiliated trading companies, controlled the Japa-
nese distribution system and were able to regulate U. S.sales in a manner which
prevented U.S. firms from achieving significant increases in sales.

In essence, the four Japanese producers agreed to import soda ash jointly to main-
tain "order" in the domestic market. They used designated trading companies affili-
ated with them to conclude all import transactions with U.S. exporters. They estab-
lished a joint facility, Toko Terminal, dedicated to the handling of imported soda
ash. They shared profits and losses according to an agreed ratio, agreed on prices
of soda ash to consumers, and annually set a figure for the volume of imports which
would be permitted, a figure which was given to the trading companies dealing with
U.S. producers. (The functioning of this system is described in ANSAC's 1986 white
parer, Japanese Market Barriers in Soda Ash.).S* producers and the U.S. government complained to the Japanese government
about the cartel's restrictions on U.S. sales. The Ministry of International Trade and
Industry ("MITI") contended that no cartel existed, arid that U.S. companies' low
level of sales was attributable to their lack of price aggressiveness, quality problems,
and concerns about their reliability as suppliers. However, in March 1983, the
Japan Fair Trade Commission ("JFTC"), after investigation, found that a cartel con.
sisting of the four Japanese producers was restricting import sales, and it ordered
this activity to cease.

In 1983, in the immediate aftermath of the JFTC finding, U.S. sales increased
substantially. This was attributable (1) to the JFTC decision; (2) to a new dis-
tribution channel established pursuant to which Suin4toino Shoji, a Japanese trad-
ing company, undertook to distribute U.S. soda asr; and (3) to the formation of
ANSAC, which improved U.S. economies of scale; and (4) to the fact that local pro-
ducers were experiencing difficulty in satisfying local demand.

CONTINUING PROBLEMS

By mid-1985 U.S. sales of soda ash in Japan were clearly stagnating and U.S.
producers began to receive numerous indications that the Japanese producers and
their affiliated trading companies were still regulating the market to restrict import
growth. Specifically:
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1. U.S. firms were told by a number of Japanese consumers that a percentage cap
had been placed on their purchases of U.S. soda ash (e.g., 30%, 20%) by their tradi-
tional suppliers qnd that no additional U.S. tons would be purchased regardless of
theprice or othezi terms. They were also told that an overall limit of 210-220 thou-
sandtons had been placed on U.S. import volume.

2. U.S. sales executives visiting individual accounts in 1985 were told by some
Japanese customers that they could not purchase U.S. soda ash without pre-clear-
ance by their traditional suppliers, who would give them a quota of U.S. purchases
which was allowable. In one case a Japanese customer was told that "20 percent
was enough for the Americans." The threat--explicit in some cases and implicit in
all--was that if these limits were exceeded, the supplier would not supply the cus-
tomer in the event of an interruption in U.S. supply. 'his prospect is particularly
daunting to glassmakers who may incur major costs if they are forced to shut down.
furnaces and other facilities.

3. ,Jnpanese distributors who were engaged by U.S. firms to distribute soda ash
encountered pressure from a variety of sources. A company which was employed by
ANSAC to enter the bagged soda ash market (a particularly profitable sector) re-
ceived v phone call from MITI saying that he should not go Into the bagged ash
business because it would "not be good forJapan." (Prior to this, many attempts
to engage distributors for bagged ash had failed). In 1,986 a Japanese company was
warned by one of the Japanese producers that if it did not cease distributing U.S.
ash, this firm would cease purchases of all products from this company.

4. At the end of several calendar years, ANSAC received soda ash orders from
Japanese trading companies who would only place the orders upon assurances that
the purchase would not cause total sales for the year to exceed the average for the
prior year. At the end of 1986, one trading company, placing such an order for 7,000
tons, said "we want you to do as well as last year but we don't want to give you
growth." t the end of 1988 an order was placed by a trading company which was
inordinately concerned whether the order would be counted as part of the U.S. total
for 1988 or for 1989-a concern which is commercially irrelevant, but quite relevant
if someone is trying to administer a quota.

5. In 1991 ANSAC offered one of Japan's largest consumers of soda ash a price
of $35 a ton less than the domestic supplier price, which would have saved this pro-
ducer $1.5 ndilion a year. This company rejected this offer-for the finest, highest
purity soda ash in the world-in order to buy "Japan first" at much higher prices.

COMMERCIAL DEVELOPMENTS

U.S. soda ash enjoys competitive advantages in Japan that are not always shared
by other U.S. export problems. U.S. quality is very good-on a par with Japanese
qualit.yv-a fact wbiclh MITI has acknowledged on occasion. The U.S. industry has
made a major resource commitment to serving the Japanese market:

# The U.S. industry maintains several months' inventory of soda ash in Japanese
warehouses to allay customer concerns about availability.

9 ANSAC has contracted for a vessel dedicated solely to delivering U.S. soda ash
to the ,Japanese market. The contract forbids the carrying of other cargo and meats
the return voyage to the U.S. is in ballast. This is to ensure that there is absolutely
no danger of contamination en route.

U.S. producers have engaged Sumitomo Shoji, a major Japanese trading com-
pany which is not affiliated with the Japaese producers, to distribute U.S. soda ash
In Japan.

The greatest single U.S. competitive advantage, however, is rice. The U.S. cost
advantage was substantial even during the years of the strong dollar, and has wid-
ened as the dollar has weakened against the yen.

When U.S. finns entered the Japanese soda ash market in the early 1980's, the
market price for soda ash was 55-60 yen/ton (prices vary from customer to cus-
tomer; there is no single "market price"). U.S. firms and their Japanese distributors
used price discounts as a lever to expand their share of the Japanese market, and
have been the price leaders since the early 1 980's. By 1988, prices had fallen to 30-
35 yen/ton. U.S. price discounts have varied by account and by month, but have
ranged from 2 to over 20 percent. Japanese firms have generally not met U.S. dis-
counts completely, but after 1985 they increasingly lowered their prices to a level
several yeniton above the U.S. offering price, a move that was often followed by fur-
ther U.S. discounts.

In the fall of 1985 and spring of 1986, Japanese firms accused U.S. producers of
dumping soda ash in Japan, which caused the U.S. government to ask U.S. soda
ash producers to provide assurances and evidence that they were not dumping in
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Japan (these were given). The Japanese reversed themselves in mid-1986 and began
arguing that U.S. soda ash was not price competitive in the Japanese market. A Fre-
quent argument used by MITI was to convert U.S. prices from yen to dollars, and
to point out that in dollar terms, U.S. prices were rising. This was misleading be-
cause soda ash sales in Japan are not transacted in dollar but in yen, and U.S.
yen-based prices had consistently fallen.

ANSAC's efforts to expand its sales in ,Japan led to some incidents which were
of interest because of the light they shed on the nature of the Japanese market.

* As ANSAC expanded its sales force, it contacted increasing numbers of small
customers. These firms usually reported that they had one traditional JIapanese sup-
plier and that they never received competitive offers from other Japanese soda ash
producers, One larger customer indicated in 1987 that it had not received a competi-
tive offer from another Japanese firm for over 20 years. This apparent lack of com-
petition among Japanese firms suggests a continuing market segmentation, whether
formal or informal, between Japanese producers,

* Some Japane e customers refused to buy any U.S. soda ash on any terms what-
soever, and one such firm refused an offer of four free truckloads of ANsAC soda
ash in early 1987.

* Some Japanese soda ash customers have pleaded with ANSAC not to cut the
price of soda ash to them, despite the obvious economic benefits, because of the
problems this would create with those firms' relationship with local suppliers.
ANSAC has received very sharp expressions of displeasure from customers to whom
ANSAC unilaterally extended price cuts on existing sales volumes without prior con-
sultation.

Toko Terminal. The Toko Terminal was established by the Japanese soda ash pro-
ducers and its affiliated trading companies as Japm's only port. facility dedicated
solel to handling soda ash. In 1983, as part of its order against the Japanese cartel,
the JFTC directed the Japanese producers to cease using this facility in a manner
which restricted U.S. imports. ANSAC has utilized Toko Ferndnal (as well as other
port facilities), but has encountered periodic problems with the handling of its prod-
uct, in effect, by its principal Japanese competitors. To cite one current example,
Toko Terminal's owners have raised the importing and storage cost charged to
ANSAC to $60 per ton when the typical world cost is $10-1S/ton. Beginning ill 1987,
ANSAC has periodically requested that it be allowed to purchase an equity position
in Toko Termial to acquire a voice in the management of the facility. Toko 'ermi-
nal's owners have refused to consider this proposal.

The Sumitomo arrangenient. Prior to tod-1988, U.S. soda ash was sold in .Japan
through two main distribution chanels. FMC soda ash was sold by Sumitomo Shoji,a trading company which is independent of the Japanese producers' group. ANSAC
soda ash (apart from the FMC tonnage) was sold through Stauffer ,Japan Ltd., a
subsidiary of Stauffer, and through a variety of Japanese distribution companies.
However, in 1988, Stauffer Japan was acquired by a foreign firm, requiring ANSAC
to restructure its distribution system. In July 1988, ANSAC named Sumitomo its
sole distributor in Japan.

Sumitomo was chosen because of its record of aggressive sales of U.S. soda ash
in Japan on behalf of FMC. In perhaps a negative acknowledgement of Sumitomo's
marketing capabilities, the Japanese soda ash producers reportedly expressed dis-
pleasure over the new arrangement. Several large Japanese tradhig companies af-filiated with the Japanese producers regard the designation of Sumitomo as a threat
to their traditional business, tnd have reportedly counseled consumers to refuse to
deal with Sumitomo as ANSAC's new agent. ANSAC has been pressured to pay
commissions to unwanted middlemen and/or offer price inducements before cus-
tomers will accept Sumitomo.

U.S. GOVERNMENTT ACTIONS

In March 1986, ANSAC presented a White tPaper on the renewed problems in
soda ash to the Office of U.S. Trade Representative. USTR Clayton Yeutter re-
sponded by appointing a special negotiating team consisting of Clyde Prestowitz and
Joseph Massey to look into the issue (Prestowitz resigpid from the goverIuuient
shortly thereafter). MITI responded to the U.S. industry's charges by iudicntinq ( I
that there was no evidence of a cartel or a resurgence in anticompetitive practices,
and (2) that U.S. staniation in sales was attributable primarily to the lack of price
competitiveness of U.S. firms. A series of papers were exchantged on these issues.

The soda ash issue was the subject of considerable attention by both the executive
and legislative branches between 1986 and 1991. USTR and the Department of
Commerce raised the issue on numerous occasions both informally and in formal dbi-
lateral discussions. U.S. Ambassador Mike Mansfield personally raised soda ash
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with Japanese officials on several occasions. Wyoming Senator Malcolm Wallop vis-
ted Japan on two occasions (mid hosted Japanese Ambassador Mateunaga in Wyo-
ruing) to express his concerns on the soda ash issue. Members of the -Senate Fi-
iiance, House Ways and Means and Energy and Commerce Committees have writ-
ten to and spoken with Japanese officials on the issue.

THUE SECOND MJ.Fr INVESTIGATION

In November 1987, the J'TIC announced the result of a second investigation of
the soda ash industry. It found that no violation of the Antimonopoly Law had oc-
curred nor that evidence existed that the soda ash cartel had continued beyond
1983. it did ind, however, that certain practices existed which "could become prob-
lematic depending on circumstances." The JFTC formally summoned the heads of
the four Japanese soda ash companies and warned them to "take care not to violate
the Antimeonopoly Law." It also indicated that because of the past history of cartel
activity and the changing structure of the market, it would continue to monitor te
soda ash market, and would "severely respond" to any violation of the Antimonopoly
Law.

It wase evident from discussions with U.S. and Japanese officials that the principal
Sbproblemntic" practice was that under which Japanese customers p re-clear their

purchases of U.S. soda ash with their traditional Japanese suppliers. One JFFIC offi-
cial clbaracterized this practice as neither legal nor ilegnl, but "gray area"-]hei ice
the cautionary warning to Japanese producers. The practice would not l)e regarded
as illegal unless it could be proveni that the p reducer used actual coercion in a spe-

eiric case to prevent a customer from buying U.S. ash.
Subsequent efflorts by ANSAC to seekcilarification of the JF'TC's finding and to

ascertain what concrete follow-up measures would be taken have received a vague
response.

VOLUME OF U.S. TRADE AFFErTED BY JAPANESE RESTRICTIONS

Japan has five soda ash plants all operating on modifications of the traditional
lime soda process. Of these only one is competitive on a world scale: the Asahi ?lant
at Kitakyushu. The other four, Tokuyama, Central Glass, Tosoh formerlyy 'royo
Soda) and Asali's Chiba plant all have whole operating costs in excess of urrent
returns.

Had the Japanese market been opened following the 1983 JFTC decision, at least
one of these plants would have shut down. There would have been financial pres-
sure to operate these units profitably, aid breakeven operating rates would have
been achievable only with one plant closing. The four non-competitive plants only
cover operating costs by diverting profits from other products made at the same site.

The closure of one of the Japanese plants would have increased American soda
ash sales to 420 000 mt. or 67 million dollars per year. 1 Even if one subtracts ton-
nages attributable to the Asahi-Tenneco joint venture in 1990--91, between 1984 and
1.99J an additional $191.6 million dollars would have been added to the American
trade balance.

Had the 1983 JFTC ruling resulted in full market access for American soda ash,
an additional 71 million dollars 2 would have been spent in Japan on soda ash dis-
trilution, additional commissions for sales activities would have been 6 million. 8 On
the inventory side an additional 33 million dollars' worth of inventories would have
been maintained vand an additional finance cost of 4 million dollars 5 incurred.

li the United States, the additional sales in the Japanese market would have
added employment for 482 more people and an increase in the American balance
of payments of between 16 and 36 million dollars per year.

SIGNIFICANCE OF THE RESTRICTIVE JAPANESE PRACTICES

Beyond the actual volumes of trade affected, the soda ash problem in Japan is
significant for several reasons. First, the United States currently suffers a massive
trade deficit, and if that. deficit is to be eliminated, it is essential that competitive
U.S. exports not be foreclosed from foreign markets by artificial barriers. Cmrent
U.S. policy emphasizes maintafig a competitive alignment of exchange rates to
ensure that U.S. exports are fully price-competitive abroad. Soda ash is a product

I tni average price of $160 CIF is assurned.
2Based on an average distribution cost of II yen per kilo and at exchange rate of 180 yen/

dollar.
' Based on an average commission of $6.00/MT.
4 Bamed on invenories of 90 days sales.
6 Based on an interest charge of 12%/yr.
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in which the United States enoys a clear comparative advyntage--4uperior cost,
quality, and availability-and if sales of U.S. soda ash to Japan cannot be signifi-
cantly expanded despite these advantages one must question the basic premises un-
derlying current U.S. trade priorities. If the markets of major trade surplus coiu-
tries like Japan are not price-elastic, then a trade policy whose centerpiece is the
exchange rate may not achieve its objective;.

Second, the soda ash highlights a pervasive problem in U.S.-Japan trade rela-
tions-the fact that Japan's weak antitrust enforcement enables powerfid groups of
manufacturers and distributors to regulate access to the Japanese market, n phe-
nomenon that has been evident not only in soda ash, but sectors as diverse as con-
struction, auto parts, semiconductors consumer electronics, textiles, cement, and
steel. Japan's "privatization of protecdonism" is one of the principal reasons that in
spite of the strong yen, the virtually complete lack of formal import restrictions, and
the proximity of highly cost-competitive industries in Korea and Taiwan, Japan's
imports of manufactured goo-ds remain negligible by world standards.

The U.S. government has not devised an effective way to deal with anticompeti-
tive foreign practices that block competitive U.S. exports. As a practical matter such
activities are beyond the reach of U.S. antitrust remedies. The absence of overt for.
eign government policy measures makes the U.S. government reluctant to confront
the foreign government involved. The soda ash case shows the limits of cooperation
with local antitrust authorities.

The soda ash problem is an important one however, because if Japan will not per-
mit increased U.S. sales of soda ash-a product area where U.S. firms enjoy a clearcompetitive advantage-it is unclear how the U.S. can expect to redress the current
bilateral trade imbalance. As Wyoming Senator Malcolm Wallop put it, "if the Japa-
nese won't buy U.S. soda ash, then what will they buy?"

STATEMENT OF TIlE AMERICAN PAPER INSTITUTE

The American Paper Institute (API), represents U.S. manufacturers who account
for more than 90 percent of U.S. production of pulp, paper and paperboard.

Members of API are encouraged by the joint communi ue on a U.S.-Japan Global
Partnership Plan of Action, issued by President Bush and Prime Minister Miyazawa
on January 9, 1992, which calls for the Government of Japan and the Government
of theUnited States to agree, by the ,end of March 1992, on "measures to substan-
tially increase market access for foreign firms exporting paper products to Japan."
This is a step in the right direction and the U.S. paper industry welcomes the short
deadline for putting forward practical measures to open the Japanese market to
U.S. paper products.

Bu t,in the last analysis, it will be the agreement, itself and the follow-up imple-
mentation which will determne whether the pledge made in Tokyo during President
Bush's visit translates into significantly enhanced access to the Japanese market for
U.S. producers of paper products.

The announcement in the joint communique pertaining to the paper industry is
the latest action in ongoing bilateral discussions which began .arly last year, deal-
ing with Japanese barriers. These discussions, aiming to increase imports of paper
and paperboard, and handled in the U.S.-Japan Trade Committee, are viewed by
the industry as addressing problems raised within the broader Structural Impedi-
ments Initiative ("511") Agreement.

The U.S. paper industry believes that there is much that the Japanese govern-
ment can do to change the anti-import business culture and practices that have con-
sistently favored imports of raw materials and resisted imports of value-added prod.
ucts. This will require active encouragement and incentives to Japanese importers
on the part of the Japanese government.

There is clearly much room for growth to bring the level of penetration of the Jap-
anese market by U.S. paper and paperboard producers up to a level that we believe
is consistent with the U.S. industry's cost and quality competitiveness as well as its
performance in other international markets.

The U.S. industry has been a significant supplier of pulp-a raw materinl--to
Japan, but has tried umsuccessfully for many years to significantly expand sales of
paper and paperboard products in Japan. Japan is the world's second largest pro-
ducer and consumer of paper and paperboard. Although its natural resources re
limited, import penetration of paper and paperboard products in Japan is the lowest
in the world. In 1990, Japanese imports of paper and paperboard products from all
sources were 4.1% of Japan's total consumption of these products; imports from the
U.S. accounted for only 2.2%. For products hke printing/writing paper, where an
independent study undertaken for the U.S. paper industry last year demonstrated
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U.S. producers' superior cost competitiveness (on a delivered basis), U.S. penetration
il I190 was only 0.2% of Japanese consumption of 9 million metric tons. In the
packaging area, the United States is the world's largest exporter of kraft linerboard.

et again, our penetration was only 2.2% of total luerboard consumption there. In
fact, U.S. exports of kraft linerboard to Japan fell from 172 000 metric tons in 1983
to an estimated 108,000 metric tons in 1991, a decrease of 37%. By contrast, U.S.
exports of kraftliner to the rest of the world during that period grew by 60%.

hle U.S. paper industry has the fiber resources, energy and capital, as well as
good corporate management and U.S. producers are prepared to be long term reli-
able suppliers of high quality paper and paperboard products to Japanese cus.
tomers. Despite an expVnded commitment of resources by U.S. paper and paper-
board producers to selling in the Japanese market, an array of "systemic" barriers-
in addition to remaining Japanese tariffs on our products--prevent the U.S. paper
industry from increasing its penetration of the Japanese market.

An i dependent study undertaken in the United States last year for the American
Paper Institute concluded that. the printing/writing paper market in Japan is char-
acterized by strong vertical integration through share holdings--which often in-
cludes paper producers, distributors and end users within the same keiretsu, or cor-
porate group. And, there are close horizontal relationships between different paper
producers Within the same keiretsu. This translates into effective market control,
resulting in distributors' reluctance to handle imported papers which compete with
their owners' products. In addition, financial institutions in the various keiretsus
have strong relationships with paper producers, distributors and printers, as share-
holders mid/or lenders, reinforcing the producer-distributor relationship. The Japa-
nese system of rebates by producers to distributors during cyclical downswings also
discriminates in favor of domestic producers. API has provided detailed information
to U.S. negotiators regarding these structural barriers.

For this reason, the U.S. paper industry welcomes the important decision by the
Jiapan Fair Trade Commission (JFC)-also announced in the .January 9 joint'com-
mIntique-Yto initiate a survey on conditions in the paper sector from the com-
petition policy perspective, before the end of March 1992." The U.S. paper industry
hopes( fta this study by the JF'IC will be a thorough in-depth review of practices
affecting competition, including as they pertain to import competition.

Where anti-competitive practices which violate Japanese Anti-monopoly Law and
Guidelines are found to exist or are suspected, the Japanese government must fol-
low up with swift and meaningful enforcement to halt those practices.

We firmly believe, however, that a study alone, regardless of its conclusions, can-
not. alter Japanese business practices. We believe that the commitment to undertake
this study should be just the first step in a sustained effort by the Japanese govern-
ment to send a strong signal to the business community that exclusionary practices
which hinder imports will not be tolerated.

We believe that appropriate agencies of the Japanese government should review
a number of Japanese structural features which impede imports of paper and paper-
board and, therefore, need to be forcefully addressed. Key among these are:

(1) The complex, multi-layeted and opaque distribution system for paper products.
This is coupled with the fact that foreign producers of paper and paperboard are
generally unable to deal directly with Japanese customers. Rather, they are rou-
tinely instructed to deal through middlemen; -

(2) Conditions in the Japanese paper industry which make the Japanese market
unresponsive to the normal forces of supply and demand which operate in other
maJor world markets. These conditions include bank financing practices which prop
up non-comipetitive--i.e., inefficient and high cost-paper and paperboard mills and
wlic lipermnit those producers to build new capacity. This leads to frequent. and sig-
nificant overcapacity, depressing the Japanese market and making it unattractive
to more competitive foreign suppliers, and;
(3) Relationships between members of the same keiretsu, or corporate family,

which foster exclusionary business practices limiting imports.
We believe that healthy competition from imports would strengthen the Japanese

paper industry and greatly benefit Japanese consiuners of paper and paperbonrd.
i'he U.S. paper industry views the comnitments made in Tokyo regarding the

paper sector as a positive development. Likewise, a January 6, 1992 announcement
of a voluntary initiative undertaken by the members of the National Paper Mer-
chants Association of Japma with the Japanese govermuent-a so-called Business
Global I 'atnership IProgram--to cooperate with those foreign paper companies who
seek access to the Japanese market is a hopeful sign. In the laai ,nalysis, however,
only a significant increase in imports of U.S. paper products will 3how the serious-
ness of the Japanese government s and distributors' intentions.
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U.S.T.R. is the lead agency in the bilateral discussions on the paper sector and
the U.S. industry is preparedto work actively in the coming weeks with U.S. nego-
tiators. In the marketplace, U.S. companies are prepared to be reliable long term
suppliers of quality paper products. Our industry is hopeful that this cooperative
U.S.-Japan effort willfinally-after more than a decade of effort-result ii substan-
tially increased access to the Japanese market for U.S. producers of paper and pa.
perboard.

STATEMENT OF TE AMERICAN INTERNATIONAL (ROUP, INC.

I appreciate the opportunity to submit this statement to the Senate Finance Com-
mittee on the results of President Bush's recent trip to Asia. I had the pleasure to
be a member of the business delegation that accompanied the President during his
visits to Singapore, South Korea and Japan, and participated in or attended many
of the discussions he conducted with business and government leaders in each coln-
try.

My own company. A10, has long had an extensive network of insurance and fi-
nancial services activities throughout Asia. We have the largest business presence
of any American insurance organization in both Japan and Southeast Asia, and
have been in the region for decades. We are a major life insurer, property-casualty
insurer and investor in all of the countries visited by the President.

At every stop on the trip, the President sent a strong message that free and fair
trade are the rules to which all nations must adhere. It was the first time that any
American President had token a business group with him on a foreign state visit.
This in itself sent an important new signal that the United States intends to elevate
trade and economic issues to the highest levels in ouir relations with other countries.

In Southeast Asia, the most pressing concern among the region's leaders and peo-
pie is whether the United States would remain an economic force in the face oF its
declining security interests, or whether we were disengaging and relinquishing
these markets-the most rapidly growing in the world-to other competitors. I am
confident the President disabused the ASEAN leaders of their concerns with a very
strong message that we intend to remain and to strengthen our economic presence
in Southeast Asia. He was very direct about our commitment and the necessity of
our continued deep involvement in the region.

As Chairmnn of the U.S.-ASEAN Council for Business and Technology, I chaired
the business roundtable discussions in Singapore which provided the President with
a forum to discuss, not only the U.S. comnutment to ASEAN, but also the specific
concerns the United States has about barriers to trade and investment in the
ASEAN nations, His message was received clearly.

In addition to the Presidential initiatives announced in Singapore, such as the
new environment project and nix agreement to negotiate a Bilateral Investment
Treaty, our joint Business Council developed an action plan to move the ASEAN na-
tions toward freer trade, greater market access and full national treatment. The
plan, which was made possible only by the President's presence, is attached to this
statement. It contains a series of joint business and government undertakings to be
implemented over the next several months.

In South Korea, the President stressed the same themes of market access and na-
tional treatment, Agreements were reached on intellectual property rights, semi-
conductors and financal services. For our industry, one direct and very positive out-
come was a commitment b the Koreans to speed up the product approval process
for foreign insurers operating in that market. Again, I believe the visit to South
Korea was very successful, and that the President's message was forcefully delivered
and received clearlyby the Koreans.

Obviously, most*of the press interest and public attention focused on the Japan
portion of the President's trip. In my view, the meetings with the Japanese were
very constructive. They were tough, frank negotiating sessions, but specific commit-
ments were made in the Tokyo Declaration and the accompanyingP 1an of Action
in a remarkable number of areas of Freat importance to the United States. Much
of this, I believe, was lost in the media attention on the auto industry's particular
agenda. For example, the l)ecl'ration has a provision referring to the reinvigoration
of the Structural Impediments Initiative, including new commitments to address
specific aspects of' the Japanse business environment that impede market access,
foreign investment and competitiveness.

President Bush made clear to the Japanese that in a range of areas market ac-
cess is inadequate. In our industry, I believe the Tokyo discussions wiil ultimately
lead to a climate which is more likely to enable foreign insurance companies to do
meaningful aniounts of business with large Japanese corporations. AIG companies
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are the largest underwriters of commercial and industrial insurance in the United
States; but despite 46 years of experience in the Japanese market, it has been vir-
tually impossible for us to compete in this sector. While change in this area will
take time, I believe it will ultimately occur and benefit the entire industry. The
leadership shown by the President on this trip was a major factor in gaining the
attention of the Japanese on this important issue.

Unfortunately, but perhaps inevitably, the trip raised unrealisticallyhigh expecta-
tions. The purpose of such a trip could never have been to completely resolve all
major outstanding bilateral issues of trade liberalization and market access. No
President could have achieved this in only a few days of high-level discussions, and
no one should have expected him to do so. Some of these trade issues have been
under negotiation in the GATT for over 5 years.

What President Bush did accomplish, in my view, was something much more im-
portant. He set the stage for future discussions and he raised key economic issues
between the United States and its Asian trading partners to the highest possible
level. We will not see the rests of this trip in 10 days or 10 weeks. But, with sus-
tained effort and intensive follow-up, we will see concrete accomplishments over
time.

Finally, I think much of the coverage of this trip has focused on a misconception
that U.S. business waspusling for "managed trade." This is most definitely not the
case. There is a sharp difference between managed trade, which would quickly lead
the world back into an era of regionalism and protectionism, and what we are advo-
cating as far as Japan is concerned. We do not believe in managed trade or in quo-
tas. What we should be moving toward is a system under which countries take on
the responsibilities of the world trading system as well as the benefits. If the world
trading system is to survive, then countries are going to have to play by the same
rules, reducing barriers and voluntarily importing goods and services that are more
economically and efficiently produced elsewhere.

Not all countries view it that way. Some nations believe it is their right or duty
to build up as large a surplus as they can. This approach will inevitably lead to the
collapse of the world trading system. Countries that are in surplus should vol-
untarily open their market to imports of goods and services better produced in other
countries, rather than continuing to protect inefficient or marginal domestic indus-
tries.

The United States behaves this way to a greater extent than any other nation in
the world. I believe we have the right to expect our trading partners to adopt the
same approach, and to raise the issue at the highest political levels wherever they
do not. This is what the President did on his Asian trip, He delivered an important
message of our national will to Asia, the most competitive and dynamic market in
the world. The message was transmitted forcefully td was clearly received by the
leaders of our trading partners.

Attachment.
U.S.-ASEAN COUNCIL FOR BUSINESS AND TECINOOOY, INC.,

Washington, DC.

ACTION PROGRAM BUILDING MOMENTUM: MAXIMIZING PRESIDENT BUSH'S VISIT TO
ASEAN

The visit of President Bush to Singapore brought to the forefront U.S. economic
and strategic interests in ASEAN. It has focused the attention of leading business
associations and goverinent agencies in the U.S. on the potential to expand U.S.-
ASEAN trade and investment. The programs proposed below will build on the Presi-
dent's visit, and establish and action agenda to pursue the great potential of ASEAN
for American companies.

The programs will include both promotional activities as well as efforts to put
in place a comprehensive policy framework for continued strong economic and
commercial links between the U.S. and ASEAN.

PROMOTIONAL ACTIVITIES

U.S. Ambassador's Tour-1992. Five American Ambassadors in ASEAN. along
with their senior commercial officers, will visit six U.S. cities in March 1992. The
focus will be on informing American companies of the business opportunities in)
ASEAN. Seminars are scheduled in Portland, Chicago, Detroit, Atlanta, and
Houston. A meeting with the financial community will be held in New York. In
addition, the Ambassadors will meet with community leaders, local government offi-
cials, and members of Congress. Extensive regional and national press coverage is
being organized. This tour should become an annual event.
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ASEAN CEO Visit to USA. Business leaders from ASEAN will be invited to the
U.S. for meetings with counterparts (in particular members of the Presidential Busi-
ness Delegation). The group Will visit the Los Angeles, St. Louis and Washing-
ton in May 1092. Purpose is business development and increasing awareness of
ASEAN opportunities and concerns.

Trade and Investment Missions. Missions that are sector-focused on the key
growth areas in ASEAN will be organized in 1992. Programs include: Environ-
mental Technologies, June (Pilippines and Malaysia); Clean CoalTechnology,
June 6-16 (Thailand, Indonesia); Machine Tools/Manufacturing Technologies,
July (Thailand Singapore, Indonesia); Food Processing & Packaging, August
(Philippines, Tailand, Malaysia): State of Ohio Governor Voinovich Mission,
September (Singapore, Indonesia, Thailand); Environmental Technologies, Sep-
tember (Singapore, Indonesia); Oil & Gas Equipment and Services--State of
Oklahoma Governor Led Mission, October (Singapore, Malaysia, Indonesia);
Food Processing & Packaging, November (Philippines, Singapore, Indonesia);
Environmental Technologies, December (Thailand, Malaysia)

ASEAN Missions to the United States will also be orgamized, including: Environ-
mental Technologies, May; Food Processing & Packaging, June; Machine
Tools/Process Controls, August.

ASEAN Ambassadors Tour. The ASEAN Ambassadors have frequently trav-
elled as a group to various U.S. locations. The Council will organize an ASEAN Am-
bassadors tour to four cities in September 1992. as a follow-up to the U.S. Ambas-
sador's visit. Both business and political leadership will be involved in the program.

U.S.-Aia Environmental Partnership. Announced by President Bush in
Singapore, this program coordinates the efforts of U.S. Government agencies to ro-
mote U.S. investment and trade in the environmental industry. The Council wilres-
tablish a task force to monitor this initiative and ensure active business participa-
tion in its planning and implementation. The Council will also work with the
ASEAN Section to engage ASEAN private and public sectors in this broad program.

Briefings and Meetings in 1A N. The Council will launch a series of brief-
ings between senior U.S. Government officials and regional representatives of Coum-
cil member companies resident in ASEAN. These will be coordinated through the
Council's Singapore office.

POLICY INITIATIVES

A New Strategy for ASEAN. In early 1991, the Council hosted an initial strat-
egy meeting from the private and public sector to discuss a broader strategy for pro-
jecting U.S. interests in ASEAN. The Council will convene another such meeting in
early 1992. The NSC should coordinate government participation with the Council
on defining and implementing an economic and commercial action agenda with
ASEAN.

Bilateral Investment Treaties. The Council will work with USTR aid State,
providing private sector perspectives on the Singapore-U.S. BIT negotiations. The
Council will actively encourage other ASEAN countries to consider the negotiation
of these agreements.

Trade and Investment Cooperation Committee. The Council will coordinate
with USTR in recommending agenda items for the next meeting of the TICC. 'l'he
Council will serve to organize U.S. and ASEAN private sector involvement in the
meeting of the TJCC (planned for April, 1992), and will hold a plenary meeting in
conjunction with the TICC meeting.

Trade and Investment Framework Agreements. The Council will strongly en-
courage other ASEAN countries to enter into TIFA agreements with the U..S., as a
prelude to a U.S.-ASEAN free trade arrangement.

Double Taxation Treaties. Lack of these treaties seriously inhibits the competi-
tivenesm of American companies in ASEAN. New treaties are needed with Thailand,
Malaysia and Singapore, and the existing agreement with the Philippines should be
updated.

High-level Visits. The U.S. Government should reciprocate the President's visit
to Singapore with invitations to other ASEAN leaders to make official visits to the
U.S. As a start, Prime Minister Mahathir should be invited in early 1992.

These initiatives will be over and above involvement in on-going government-to-
government consultations, including the Post Ministerial Conference, the ASEAN-
U.S. Dialogue, and the Economic Coordinating Committee.
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