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Last Year's Drop 
In Japan Exports 
Is First Since 1952 

Trade Surplus Also Declined, 
But Pressure Isn't Likely 
To Lessen From U.S., EC 
- 

By JAMES B. TBEECE 
Special to THE WALL S ~ n e e t  JOURNAL 

TOKYO-Japan's exports fell in 1982 for 
the first time in 30 years, narrowing the 
country's trade surplus. 

But the news isn't likely to help defuse 
trade tensions between Japan and its major 
trading partners. Even though it narrowed 
from 1981, last year's trade surplus was Ja- 
pan's fourth-largest ever, according to the 
Japanese Finance Ministry. Moreover, Jap- 
anese imports fell for the first time since 
1975; the U.S. and the Common Market have 
been prodding Japan to take more foreign 
g-. 

The ministry ascribed the reduced sur- 
plus to the sluggish world economy and to 
restraints on Japanese exports negotiated 
wfth other nations. 
Figures Listed 

Japanese exports, denominated in doh 
lars, fell 8.7% last year, to $138.85 billion. 
Imports declined 7.970, to 5131.97 billion. The 
1982 trade surplus was $6.88 billion, down 
from $8.74 billion a year earlier. 

In December alone, the ministry said, Ja- 
pan's seasonally adjusted trade surplus 
grew to $255.8 million from $187.4 million in 
November. 

When the 1982 trade figures are com- 
puted in yen, however, the results are differ- 
ent. The trade surplus still narrowed on a 
yen basis, but exports rose 2.97~ and imports 
3.8% when calculated using the Japanese 
currency. 

Trade With US. 
Using the dollar-based figures, Japan's 

trade surplus with the U.S. declined in 1982, 
to 512.18 billion from $13.31 billion the year 
before. Exports to the U.S. fell 5.9% to 
$36.34 billion, while imports from the US. 
declined 4.5%, to 624.16 billion. The Finance 
Ministry said the US. received 26.2% of all 
Japanese exports last year 'but was the 
source of only 18.3% of Japanese imports. 

Exports to the U.S. of a number of sensi- 
tive products declined. These include steel, 
autos, tape recorders and other electronic 
goods. 

But American officials are likely to pay 
more attention to the 4.5% decline in U.S. 
shipments to Japan. Japan has introduced 
three packages of market-opening measures 
over the past 13 months, but the U.S. still is 
seeking greater access for two important 
items, beef and citrus frult. 
Statistical Differences 

Because of differences in accounting for 
shipping costs, the U.S. and Japan have re 
ported different trade-balance figures in the 
past. The U.S. has said its 1981 trade gap 
with Japan was $15.8 billion, in contrast to 
the $13.31 billion that Japan reported. Amer- 
ican officials had predicted that the trade 
deficit with Japan would widen in 1982. 

The Japanese trade surplus with the 
Common Market declined to 49.52 billion 
from 510.34 billion in 1981, the ministry said. 
Exports to the European Community fell 
9.6% to 517.07 billion, while imports to Ja- 
pan from the 10-nation group declined 12%, 
to $7.56 billion. 

European officials in Tokyo put the corn- 
munity's 1981 trade gap with Japan at $12 
billion and said last year's deficit was $14 
billion. 

Among the world's industrlalized coun- 
tries, only Italy, South Africa and France in- 
creased exports to Japan last year. France. 
New Zealand and Britain increased imports 
from Japan. 
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Reagan S a ~ s  c4 US.-,lapan Trade Disputes 
- 

Are Easing as Talks With Nakasone End 
Ry GERALD F. SEIB 

SlaffReporfcr of THE WALL STRF:ET JOURNAL 

WASHINGTON - Prime Minister Yasu- 
kiro Nakason~ closed two days of taiks in 
which the US. seemed to achieve its modest 
,:on1 of driving home the urgency it attaches 
to resolving trade rifts. 

President Reagan held a breakfast meet- 
ing with the Japanese leader and emerged 
to say the two countries have taken the 
"first significant steps" toward resolving 
bitter trade disputrs. Rut he warned that 
trade issues continue io " n e i ~ h  heavily on - ,., 1 mnsh p " 

For his Dart. Mr. Nakasone later told re- 
porters that his White House talks and a 

-rmy session with lawmakers on Capitol 
.;! had given him a "deeper understand- 

:;g" of how upset Americans are at barriers 
ti.;: close Japanese markets to some Ameri- 
.- .-+, 
L .L. 

The p r i m  minister even managed to 
joke about the barrage of criticism he has 
heard of Japanese trade practices. "Yester- 
day, in my meeting with members of the 
US. cabinet, the session was somewhat a 
shower of critical comments." he said. "But 
by comparison today's meeting on Capital 
Hill was a storm." 

Othemlse the meetings. ,a expected. 
didn't produce much substantive progress in 
overcoming disagreements. President &a- 
gan did announce that the two countries are 
forming a working group on energy; among 
other things, it will study how the U.S. 
might sell oil from Alaska to Japan. Cur- 
rently, American laws bar the export of 
Alaskan oil. 

And the president also disclosed that Ja-  
pan has been invited to send a specialist on 
a space-shuttle mission. 

In addition, Mr. Nakasone tried to assure 
Americans that Japan is serious about bear- 
ing more of the burden for its own defense. 
He told reporters that Japan plans to defend 
"several hundred miles" of ocean around it- 
self and to defend sea shipping lanes extend- 
ing as far away as 1,000 miles. US. officials 
have long pressed Japan to take on those 
missions. Like U.S. analysts, he voiced con- 
cern about increases in flights of Soviet 
Backfire bombers and other military planes 
in Asia. 

The meetings left unresolved some knotty 
trade problems, most notably U.S. objec- 
tions to Japanese quotas on imports of 
American beef and citrus, and the question 
of whether Japan will continue to restrict 
voluntarily its auto exports to the U.S. But 
this week's talks have made American offi- 
cials more confident that Mr. Nakasone is 
forceful and capable enough to push through 
solutions that might be politically unpopular 
in his country. 

"Everybody was extraordinarily im- 
pressed with this guy." said one senior 
American official who participated in the 
meetings. "His command of issues and de- 
tail is very impressive." 

In fact, US. officials were wary that if 
they voiced too much criticism during the 
visit, they wouldn't appear properly grateful 
for politicallv difficult moves Mr. Nakasone 
has made in hi. first seven weeks in office. 
Mr. Nakaso:>r 15 widely considered a 
staunchly proA.merican leader, and last 
week he unveiled a package of tariff reduc- 
tions and plans for regulatory changes-_de- 
signed to open Japanese markets further to 
American goods. 

In his formal statement, President Rga- 
gan praised those moves by the prime m n -  
ister and urged the Japanese people to sap- 
port him in canying them out. "NothIng 
would better prove to the American people 
the good intentions of our Japanese tra*g 
partners than tangible progress" in remov- 
ing regulatory obstacles, he said. 

He also said he and Mr. Nakasone had 
"excellent" talks, in which they established 
a "warm personal relationship." 

Mr. Nakasone echoed those views in com- 
ments to reporters. He said he and the presi. 
dent had established a "more solid basis" 
for resolving deep disagreements. He added, 
though, that the US.-Japanese relationship 
is "at a time of trial. Even among those peo- 
ple who believe the Japan.U.S. relationship 
stands on a firm foundation, there is con- 
cern about the present state of the relation- 
ship." 

The prime minister tried to offer the 
prospect of brighter economic events ahead 
for Americans. He noted that Japanese ex- 
ports have declined recently and predicted 
that Japan's trade surplus with the U.S. 
could dwindle as the U.S. economy im- 
proves. (Japan's exports fell in 1982 for the 
first time in 30 years, narrowing the coun- 
try's trade surplus. See story on page 291. 

He also said the yen could continue ap- 
preciating in value if American interest 
rates decline further. American executives 
had complained that an artificially low yen 
was boosting .:apanns ability to export 
goods. But Mr. Nakasone denied that Japan 
had tried to keep ils currency low, and said 
it had actually sw-' ?s much as $8 billion in 
the last year to si~aport the yen. 

Mr. Nakasone urged American and Ja- 
panese businessmen to set up additional 
joint ventures in the U.S. as a way of over- 
coming objections to Japanese imports. 
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Japanese Adopt 
Another Package 
To Open Market 

But the Plan, Aimed at Aiding 
Nakasone's Trip to U.S., 
Doesn't Cover Beef, Citrus 
- 

By A~ASAYOSHI KANABAYASHI 
And UBBAN C. LEHNER 

SLclffReporlers of THE WALL STREET JOURNAL 
TOKYO - Japan's government, as ex- 

pected, adopted another package of mea- 
sures to further open the country to foreign 
g-. 

The adoption was timed to smooth the 
way for next week's visit to Washington by 
the new Japanese prime minister, Yasuhiro 
Nakasone. 

But, though the package deals with sev- 
eral issues of keen American interest-it 
opens the way for increased imports of to- 
bacco, for instance-it doesn't meet a per- 
sistent U.S. demand that Japan increase im- 
port quotas for beef and citrus products. 

"It is difficult now to liberalize" imports 
of these two items, Mr. Nakasone said. He 
added, though, that he hoped for "success" 
In US.-Japanese negotiations on the issue. 

The package, the third to be introduced 
in the last 13 months to improve trade rela- 
tions with the U.S. and Europe, was a p  
proved by a group of cabinet ministers. It 
includes tariff cuts and a promise that prod- 
uct-standard and certification procedures 
will be overhauled. 

U.S. trade negotiator Bill Brwk late 
Thursday praised the Japanese govern- 
ment's actions. 

Mr. ~ m k  said he welcomed, in particu- 
lar, the decision of Prime Minister Naka- 
sone to complete a review of Japan's certifi- 
cation and testing procedures for imports. 

Brock said this is a "generic" trade prob- 
lem, the solution of which could lead to a 
substantial increase in U.S. exports of man- 
ufactured goods to Japan. 

The u.S., other sources said, expects Ja- 
pan to solve this problem by the end of the 
year. They said this point will be empha- 
sized during Mr. Nakasone's visit to Wash- 
ington. 

The Jzp,viese package comes accompa- 
nied by anraer  exhortation from Mr. Naka- 
sone that the Japanese public must CooW- 
ate in opening the domestic market to for- 
eign-made goods. 

Respondirig to criticisms that Japanese 
businesses and consumers tend to "buy Jap- 
anese," the premier said: "I appeal to the 
broad spectruy of the Japaxse  p p l e  to 
lend their understanding and cooperation in 
maintaining firmly the posture of welcoming 
foreign manufactured goods m d  investment 
without discrimination. We need :u cmtinue 
to cultivate the image of a 'Japan .. + h  is 
open to the world.' " 

Japan's two previous market-openL,, 
packages received mixed reviews in the 
U.S. and Europe. Mr. Nakasone said he 
hoped Japan's major trading partners would 
"Nly appreciate these ongoing and continu- 
ing efforts." 

Whether that appreciation will be forth- 
coming remains to be seen. In addition to 
avoiding the issue of beef and citrus im- 
ports, the package consists mainly of prom- 
ises of future action, and there have been 
complaints from Washington that Japan has 
been slow to implement past promises. 

One of the key promises in the latest 
package, the liberalization of product-stan- 
dard and certification procedures, calls for 
a cabinet ministers' group to study current 
procedures and propose new legislation by 
the end of March. But the legislation 
mightn't be enacted for months or years. 

Still, some observers in Japan said the 
latest package is better than its predeces- 
sors. "I'm very encouraged by the provis- 
ions of this package," declared Lawrence 
Snowden, president of the American Cham- 
ber Of (htUIIerce in Japan. "Leaving aside 
beef and citrus and assuming the prime 
minister's office keeps the pressure on to 
make sure it's actually implemented, 
there's a lot of room in this for us to make 
some real gains (in selling to Japan). It's a 
very good package.". 

The package, which runs for 23 pages ir: 
the English version, includes: 

-An acceleration of plans to allow for- 
eign cigarettes to be sold at all 2 5 0 , m  li- 
censed retail outlets in Japan, up from 20,- 
ooo currently. Licensed retailers in Nagoya 
and all other major cities except Tokyo and 
Osaka will be able to sell foreign cigarettes 
by the end of March. The liberation will ex- 
tend to Tokyo and Osaka by the end of OCtO- 
her and to most of t!e remaining outlets by 
March 31, 1985, a year earlier than pre  
viously scheduled. 

The package also lowers the duty On to- 
bacco products to 20% from 35%. 

-An "acmss-the-board review" of "Stan- 
dards and certification Systems," by the 
cabinet group, leading to proposed legisla- 
tion. Although the package doesn't include 
specific promises, there have been hints that 
the legislation will allow foreign manufac- 
turers of many products-although probably 
not automobiles-to essentially "self-cer- 
t i f y  that their products comply with vari- 
ous Japanese standards, as Japanese manu- 
facturers of many products do when export- 
ing to the U.S. 

- A  strenghening, through 2 number of 
~ teps ,  of the Ombudsman's Office, set up 
Izs. year to help foreign businesses cut red 
t d y  and overcome other obstacles to selling 
in Japan. A prestigious "advisory council" 
to the office will be established. 

Also, foreign companies filing complaints 
with the Ombudsman will be allowed to do 
so "by proxy." That means, according to 
the ministry official, that they can file the 
complaints anonymously if they fear retalia- 
tion by the government agency that is the 
subject of the complaint. 

-An improvement of 16 specific "import- 
testing procedures," including same that 
have proved particularly irksome to foreign 
businesses. For example, a foreign pharma- 
ceutical maker seeking to change import 
agents in Japan has to resubmit all its test 
data and obtain new product authorizations, 
even if the new agent will handle the same 
products as the old one. The new package 
eliminates the requirement, beginning in 
April. 

The package also reduces tariffs on 78 
ikms. The reductions were adopted late last 
month. 
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Protectionist Feelings 
Against Japan Increase 
In the US. and Europe 

Prime Minister to Take Plan 
To Reagan to Ease Curbs, 
But 'Effect Appears Small 

The Ant & Elephant Parable 

BY ART PINE and Uaaur C. LEHNER 
Staff Reporters of THE WALL ST*EFT JOURNAL 

TOKYO-It wasn't widely reported here, 
but Japanese officials still wince at the hoot- 
ing that greeted Foreign W t e r  Yoshiro 
Sakurauchi's speech at last November's 
meeting of the 87-country General Agree- 
ment on Tariffs and Trade in Ge~eva. 

Mr. Sakurauchi, whq since has retired, 
meant only to emphasize how much Japan 
had reduced ~ t s  tarif& and other formal 
trade barriers. He d ~ J 6 r e d  matter-of-factly 
that Japan now has "one ot Ule most open 
markets in the world." 

But the reaction was virulent, particu- 
larly for a closeddoor meeting of usually 
dplomatic trade and foreign ministers. 
"I've never seen anything like it," a senior 
European official recalls. "First there was 
shuffliig, then suppressed giggles. Within a 
few seconds, everyone was snickering 
openly. It was all very embarrasoing." 

The incident indicates how nasty rela- 
tions between Japan and its major trading 
partners have become-and especially how 
foreign resentment of Japan's continuing 
import restrictions has grown. Although 
strains have been intensifying for years, 
some authorities here and abroad think they 
are nearing a bursting point. The US. am- 
bassador to Japan, Mike Mansfield, says: 
Japanese officials "presently confront a 
challenge to the entire structure of intema- 
tional economic and political cooperation un- 
precedented since the days of the Great De- 
pression." 
Common Market's Drive 

The evidence is everywhere. In Europe, 
the Common Market decided last month to 
press GATT, in its role as International 
trade policeman, to take action against J a p  
anese trade restrictions. The Common Mar- 
ket also is stepping up its monitoring of a 
broad range of imports from Japan. 

Some countries, such as France, are 
moving to slow the influx of specific prod- 
ucts. Last autumn, French offlcials ordered 
all Japanese videotape recorders processed 
through a small customs house in tiny Poi- 
tiers that is staffed only a few hours a day. 
And Paris now is requiring that all paper 
work on 'Japanese products be translated 
into French-ostensibly to protect consum- 
ers. 

In the U.S., Congress last month came 
close to passing "local content" legislation 
to require major Japanese auto makers to 

produce their cars in the U.S. or else face 
strict import quotas. And analysts see 
chances increasing for some sort of 
anti-Japanese legislation this year. "It's the 
easiest way to lodc U e  you're voting to help 
the unelnployment problem," a White House 
official says. 

The trade tensions seem llke a replay of 
1982, but this time the feeling is running 
much higher. The global recession has 
sharply increased unemployment, both in 
Europe and the U.S. America's trade deficit 
is widening-some say toward a possible 
record of $75 billion in 1983, up from about 
545 billion last year. Experts expect about 
half of the deficit to represent the trade im- 
balance with Japan, up from a 520 billion 
Japanese advantage in 1982. And pmtectlon- 
ist sentiment in many countries has risen 
sharply. 

Kiyohiko Nanao, a senior Japanese for- 
eign ministry offlcial, says international 
trade issues have "become political and 
emotional," making it all the harder for 
governments to ward off protectionist de- 
mands. In the U.S., for example, last 
month's congressional debate over the local- 
content bill bristled with allusions to Pearl 
Harbor and a modem-day Japanese "hva- 
sion" of the U.S. auto market. 
Political Changes 

In France, a senior policy maker says: 
"I'm spending hours with my Japanese 
counterparts trytng to make clear that 
something has changed politically In the 
world during the past two years. The cholce 
isn't any longer ktwecn free trade and par 
tlal pmtectionism, it's between partial pro- 
tectionism and full-blown pmtectionlsm." 

To help stem the protectionist tide, Ja- 
pan's new prima minister, Yasuhiro N W -  
sone, wU1 take a package of market-openlng 
measures to Washington when he visits 
President Reagan next Tuesday. That pa&- 
age, adopted yesterday by a group of cabi- 
net ministers, includes easing of restrlctim 
on sales of foreign cigarettes, a promtse to 
overhaul product.atandards requirements 
and a drengthenln of Japan's ombuds- 
man's omce, which ! elps foreign businesses 
wlth complaints about red tape and other 
obstacles to sellhq ln Japan (see story a 
Page 281 . 

But the J a m  have Indicated they 
don't plan to do much, at least for now, 
about other high-priority U.S. demands such 
as reduction of Japan s import quotas on 
beef and citrus products. 

It isn't certain, In any case, that the 
package will succeed in mollifying either the 
U.S. Congress or the Reagan administration. 
Top U.S. trade offlcials have become con- 
splcuowly more frustrated in their efforts to 
prod the Japanese into opening their mar 
kets wider. 

"Most of ft is blinkyoursyeand-you 
don't-noticedt," says me U.S trade strate 
@at of the package Mr, Nakwne has put to- 
gether. For example, he argues that the an- 
nounced Japmese plan to lower tobacco tar- 
iff8 to 20% from 35% would actually leave 
the effective duty. after accounting for taxes 
and Ndden charges, at a still-Ngb 60% 
down from 103% before. 

It's true that durlng the past several 
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Trade Winds: Protectionist Feelings Against Japan 
I Are on Rise as Prime inister Plans to Visit Reagan , 

Continued F-?m First Page 
yean Japan has done a lot to reduce is 
trade bamers. Last year, Tokyo in two ma 
j w  tradeliberalization packages slashe 
tariffs on an array of goods, streamline 
some,customs procedures and product-stan 
dards requirements and created new ma 
chinery for dealing with foreign businea 
men*$ complaints. Recently, Japan move 
to end a long-boiling dispute with the U.S 
over, requirements that hindered manufac 
turers of metal baseball bats from sellin 
them in Japan. 

"There are a lot of little things going 01 
that a r e  going to make some difference,' 
says 'Lawrence Snowden, president of B 
American Chamber of Commerce here, whl 
last fear was critic& of Japanese trade pol 
icy. !I  think the bureaucracy here b begin 
nmg : to get the message," Mr. Snowdei 
says: 

What'may be more significant, public at 
titudes in Japan are changing. Last year 
rimy Japanese still argued that the U.S 
and Europe were largely to blame for thei 
o h  trade troubles: The U.S. was "sick' 
emomicaily and Europe was "decadent,' 
they said, and foreign businessmen simpl: 
"&dn't try hard enough" to penetrate thc 
Japanese market. 

Today, while that attitude persists, i 
growing number of Japanese concede tha 
they ha .  C! a stake in the West's prosperity 
"Pubiic opinion is starting to change," as  
serts M3sumi Esaki, the senior Japanesi 
parliament member who headed last year': 
efforts by the Liberal Democratic Party tc 
p a  'through trade-liberalization measures 
"Japan has to be grateful to the U.S. be 
cause it helped us to achieve our currenl 
pmsperity," Mr. Esaki says. "When the U.S 
economy is faltering, it's our duty to pa) 
thcnf :back." 
Sdasitivity in Farm Products 

But the change in attitudes is coming 
slowly, and Japanese officials plead that it 
is still risky for the government to go far in 
easing trade in such sensitive areas as  a@ 
cultural products. This month, some 10,000 
farmers demonstrated in Tokyo against pos- 
sible concessions on beef and citrus imports, 
even though the government hadn't formally 
proposed any yet-a protest not lost on the 
Liberal Democratic Party, which histori- 
cally has been dependent on farm votes. 
And this week, Japanese farmers marched 
past the American embassy in a demonstra- 
tion, against any steps to ease imports of 
farm ,products. 

Tadashi Kuranari, an i:~fluentiai member 
of the party, with a large rural constitiiency, 
says, "American agriculture is like an ele- 
phant. Japanese agriculture is like an ant. 
We cannot let the elephant c m h  the ant- 
even if Japan becomes very, very poor as a 
result of other nations' retaliation." 

rv'eveflheless, Japan may not have much 
more time to put off action on imports of 
farm products. The U.S. Congress and top 

- 

Reagan administration officials are becom 
ing impatient. A White House strategisl 
notes that Congress is scheduled to take uy 
a half-dozen major trade bills-a situatior 
that many regard as  open season for protec 
tionist riders. A frustrated administratior 
official says, "I don't know how hard somf 
of us would fight any more if Congress c a m  
up with anti-Japanese legislation." 

Speaking of the so-called local-contenl 
bill, which Congress might approve in some 
form this year or next, US. Ambassador 
Maflsfield says, "I'm telling the Japanex 
frankly that if the president vetoes this bill 
he'll have to find votes to stop Congrest 
from overriding the veto. And the place tc 
find those votes is in the beef and citrus and 
tobacco states. I'm emphasizing the political 
aspects more and more because that's what 
it's becoming," Mr. Mansfield says. 

Japan's Viewpoint 
At the s h e  time, the Japanese are near 

the end of their patience with what they call 
"heavy-handed" U.S. and European prep 
sure. "We understand the U.S. situation, but 
we aren't a country to be ordered around by 
the U.S.," complains Japan's new trade 
minister, Sadanori Yamanaka. "We haven't 
forced Americans to buy Japanese cars." 
Another Japanese official says, "I wish they 
would be a little more patient in Washing- 
ton. This is a society that operates slowly, 
by consensus. Their all-or-nothing attitude is 
just inflaming things here." 

Even if the Japanese did everything the 
U.S. and Europe want, it still wouldn't do 
much to reduce the huge American and Eu- 
ropean trade deficits, economists say. Mr. 
Mansfield estimates that total elimination of 
all Japanese trade barriers would result 
only in about $1 billion to $5 billion annually 
in new U.S. sales in Japan. The reason: The 
remaining barriers aren't that large in dol- 
lar terms, and U.S. goods aren't that com- 
petitive in a country with Japan's manufac- 
turing prowess. 

Some observers contend that in the 
longer run what may prove most important 
isn't so much what the Japanese govem- 
ment does as what Japanese industry does 
to increase its buying of foreign components 
and its investments in production facilities 
abroad. "If I see anything, I see a trend on 
the part of the private sector to do just 
that," says Yotaro Kobayashi, president of 
Fdi Xerox Co., a joint venture of Japan's 
m i  Photo Film Co. and the U.S.'s Xerox 
mrp. 
The QptimLstic View 

If only for broad economic reasons, some 
2ptimists believe that current traie tensions 
will abate soon. They expect the recent 
firming of the yen against the US. dollar 
will continue, spurring Japanese imports 
m i  m&ing Japanese products less attrac- 
tive in the U.S. They also believe the U.S. 
?conorny will begin to recover, easing pro- 
:ectionist pressures in Congress. And they 
:aunt on Prime Minister Nakasone, a self- 

styled "bold" leader, to take any steps 
needed to keep economic peace with the 
U.S. and Europe. 

?I'm always an optimist about U.S.-Ja- 
pan relations, because we cannot fail-we're 
both too big." says the foreign ministry's 
Mr. Nanao. 

But others aren't so sure. They doubt the 
yen will go high enough to make much dif- 
ference in trade flows anytime soon. They 
are dubious about a U.S. recovery, and they 
are skeptical about how much Mr. Nakasone 
will be able to accomplish against the en- 
trenched resistance here to greater trade 
liberalization. 

"Trade frictions won't go away even if 
Japan does something," says Yukitsugo Na- 
kagawa, director of Japan's prestigious No- 
mura Research Institute. "The time of high 
growth is over, the trade problems are  
structural and so the trend toward protec- 
tionism will continue. The problems will be  
come more severe. It's a very sad thing for 
the world." 
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I White House Considers Plea to Penalize 
I U S .  Firms That Buy Tools From Japan 
I BY E o u m o  LACHICA petition, in fact, is based on an 11-year-old I StafjRc&wrtcrd THE wu S ~ E ~ T  JOURNAL statute that the Nixon administration in- 

WASHINGTON-Some Americans W- serted into a revenue bill to euarantee U.S. 
gest curing the country's economic ills 
through the kind of close business-govern- 
ment cooperation practiced in Japan, but 
one US, company has charged Japan's 
business-government link is unfair and 
asked the White House for help. 

Houdaille Industries Inc., a Fort Lau- 
derdale, Fla., machinetool maker, has pe- 
titioned President Reagan to deny invest- 
ment tax credits to U.S. metalworking 
companies that buy certain Japanese ma- 
chine tools. Houdaille contends that Ja- 
pan's aid to its machinetool makers gives 
them an unfair advantage in the U.S. mar- 
ket. 

The case reflects the evolution of p m  
tectionist thinking under the avowedly 
free-trade Reagan 
administration. Mr. Forem 
Reagan's aides are 
seriously consider- hsight 
ing the Houdaille pe- 
tition because the conventional remedies 
for the most part have failed to stem J a p  
anese inroads into the U.S. market or re 
dress the trade imbalance. 

Houdaille's action is seen by some as an 
instance of the Reagan administration 
waging war by proxy against Japan's sys- 
tem of industry-government cooperation. 
U.S. tool industry sources say Houdaille 
filed its petition last May with encourage 
ment from Deputy U.S. Trade Representa- 
tive David Macdonald, one of a number of 
administration aides who aren't satisfied 
with Japan's responsiveness on trade is- 
Sues. 
Reagan Rides Above the Fray 

Because Houdaille initiated the petition. 
the administration is in a fail-safe position, 
allowing a private party to build a damn- 
ing case against Japan while remaining of- 
ficially detached from the grievance. 

It is bv no means certain that the White 
House wiil agree to slap the tax penalty on 
purchasers of Japanese tools. Indeed, 
other means of aiding Houdaille are being 
considered. The Trade Policy Committee, 
a cabinet body chaired by U.S. Trade Rep 
resentative William Brock, is scheduled to 
consider action on the Houdaille case to- 
day. 

The petition has attracted strong sup 
port in the Senate, where a resolution urg- 
ing the administration to act on it passed 
unanimously in the closing days of the 
lameduck session. The resolution's 26 cw 
sponsors covered the entire spectrum- 
from such free-traders as Charles Percy to 
protectionists like Don Riegel; from liberal 
Democrats like Paul Tsongas to conserra- 
tive Republicans like Jake Garn. 

For the U.S., one appealing aspect of 
Houdaille's legal challenge to Japanese in- 
dustrial practices is the fact that it can be 
done with existing statutes. The Houdaille 

companies continuing prot&tion when it 
lifted a 101 surcharge on imports. 

Technically, the U.S. can act on the pe- 
tition without violating its pledge at the 
last General Agreement on Tariffs and 
Trade ministerial meeting that it wouldn't 
advance any new protectionist measures. 

Although Japan didn't seem to take 
the Houdaille action seriously at first, that 
has changed. Wender Murase & White, the 
law firm representing the Japanese ma- 
chinetool makers, a!ready has protested 
the "coziness" between Ambassador Mac- 
donald's aides and Houdaille's lawyers. 
"They travel on the same planes to Tw 
kyo-what more can you say about that?" 
says Carl Green, a Wender Murase spokes- 
man. 

Houdaille's attorneys flatly deny that 
and countercharge that such assertions 
show only the Japanese side's "careless 
disregard for the facts in this case." 

Wender Murase is also exercised about 
the "Dear Don" letters that Richard Copa- 
ken, the chief Houdaille attorney, has sent 
to Donald DeKieffer, the U.S. trade repre- 
sentative's general counsel who is working 
on an administration position. The letters, 
however, are more than friendly chitchat. 
They run to hundreds of pages, document- 
ing the use of public subsidies to support 
the Japanese machine tool industry. 

Ironies abound in this case. The indus- 
trial policies that Houdaille is attacking- 
for instance, MITI in its role as godfather 
to Japanese Industry-were in fact put in 
place by U.S. Gen. Douglas M a c h  
thur's occupation government, which en- 
couraged that kind of stratagem to accel- 
erate Japanese recovery in the midst of 
the Cold War. 
MITI in Decline 

Houdaille's description of the MITI-in- 
dustry cooperative network was absolutely 
true some years ago. It is less so now. 
MITI, in fact, has trouble getting highly 
competitive Japanese enterprises to agree 
on anything. Toyota Motor Corp., Hitachi 
Ltd. and other well-heeled companies can 
go their own way with little help from the 
government. 

"There's nothing I would like better 
than to see Japan Inc. eliminated from the 
trade glossary." says Tom Pepper, cc-au- 
thor of a Hudson Iwtitute study on how 
Japanese companies are becoming more 
independent of MITl guidance. 

Houdaille, nonetheless, feels it has sub 
mitted' enough documentary evidence to 
argue its point convincingly. This includes 
Mr. Copaken's interviews with MITI and 
machinetool industry spokesmen and re 
cords of Japanese publ~c funding for that 
industry. "We've nailed this case down 
tight. We've everything in there including 
the smoking gun," Mr. Copaken says. 
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Ifyou want us to continue taking Toyotas 
you had better buy more of our beef; OY- 
anges and bull semen. That's Washington 's 
blunt message to Japan. It S notprotection- 
ism we're after but reciprocity. 

C. Enough of 
your pro 

D OCUMENT BY DOCUMENT, 
charge by charge, the U.S. is 
blaring its growing impatience 

to the ~ a ~ a n e i e  over their protectionist 
trade practices. The message of last 
month's 75-page report Japanese Bar- 
riers to US. Trade and Recent Japanese 
Tradelnitiariws-in which the office of 
the U.S. Special Trade Representative 
indicted Japanese protectionism-is: 
Shape up or we let the U.S. Congress 
narrow access to our markets. 

The US. is running a $20 billion 
trade deficit with Japan that, because a 
weakening yen is making Japanese 
goods cheaper in the US., might be- 
come a $30 billion deficit next year. 
Thereare callsfor tariffs, quotas or both 
on Japanese goods from U.S 
unions and businessmen who 
are feeling the heat of Japanese 
competition. But the Reagan 
Administration's response has 
been subtle: Rather than erect 
walls around our industry- 
and allow it to go completely 
slack-it has been pushing for 
an opening to Japan's own high- 
ly protected, $1 trillion (GNP] 
market. Don't block imports, 
in other words, maximize ex- 
ports-andputU.S. industryon 
its mettle into the bargain. 

The mercantilist Japanese, 
however, have responded with 
promises but littlerelaxation of 
their infuriating nontariff bar- 
riers in classic "talk-talk-ship- 
ship" style. Some of their prac- 
tices, asoutlined in theJapanese 
Barnmenreport, seem downright 
gratuitous. Why, for example, 
do the Japanese discriminate 
against such things as U.S. alu- 
minum softball bats or U.S. 
cigarettes? Why should a na- 

labor 

tion that depends on trade insult its 
trading partner with practices such as: 

Cosmetics: Japan doesn't accept 
U.S. test data, prohibits consumer 
preference tests and delays product 
registration. 

Mehcal and dental equipment: A 
license from the health ministry is 
required, which takes six month. and 
there is a $100 per item fee in add~ricn 
to the duty. 

Frozen bull semen: Commercial 
imports are banned, says the ~apn~zese 
& Z M ' ~ ~ S  report, "based on unjustifia- 
ble concern about animal health 
standards." 

Beef: A 25% tariff is levied by the 
Japanese, plus surcharges and a mini- 
mum price. Moreover, animal quaran- 
tine facilities are too small to handle 
large shipments. 

Oranges: A 20%-to-40% t a d !  and 
import quotas are Juggled to U.S. dis- 
advantage, and all orange luicr must 
be blended with satsuma, a Japanese 
tangerine-like fruit. 

N3phtha: Imports are limited to Ja- 
pan's estimated domestic shortage, 
and only Japanese oil refineries may 
import it. 

Automobiles: Manufacturers' self- 
certification on regulations is not al- 
lowed. If the U.S. demanded individ- 
ual car inspection, Japanese sales here 
would freeze. 

These rebuffs have angered the Ad- 
ministration. Says Special Trade Rep- 
resentative William E. Brock 111 blunt- 
ly: "We have taken as much time as 
we can afford to take and we have 
been as understanding as we possibly 
can be. Now it is really up to them to 
move and move quickly." 

What will the U.S. do if  the Japa- 
nese continue their present tactics? 
Secretary of Commerce Malcolm Bal- 
drige warns that the Administration 
soon will propose "reciprocity legisla- 
tion" that would condition U.S. ac- 
ceptance of Japanese goods on equal 
access for American goods and ser- 
vices in Japan. Several reciprocity 
hills are pending in Congress, but the 
Administration has opposed them. 
Baldrige adds that he may suggest 
changes in U.S. antitrust laws to per- 
mit U.S. firms to pool their research 
and development in order to meet 
head-on similar cooperative ventures 
by Japanese manufacturers. 

Such antitrust changes would at- 
tempt to offset the Japanese practice 
of targeting industries such as elec- 

tronics and data processing, 
and supporting Japanese com- 
panies while boycottmg U.S. 
ones. The report also com- 
plains about "buy Japan" poli- 
cies at the monopol~es run- 
ning telecommunicat~ons, 
railroads and electric power. 

Don't ignore the contnbu- 
tion that aggressive Japanese 
business has made to teachlng 
U.S. labor unions the hard les- 
son of world competition and 
to awakening forcibly some 
sleepy U.S. company manage- 
ments. But trade must be a 
two-way street. Now the Rea- 
gan Administration is telling 
Japan, with increasing force, 
that it had better let U.S in- 
dustry compete over there or 
face retaliation that will 
sharply hmlt Japanese sales in 
the $3.1 trillion (GNP) U.S. 

I n p m  restncn Doth be@unrl biiN sevzetz tnports market-upon which, in the 
Now we l l  see whose ox is gored. final analysis, Japanese pros- 
- perity essentially depends. . 
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Abbuhiko Ushiba 

e t k  Lower ur Voices 
Recent statements in Washington and 

Tokyo appear to presaEe a new round of 
acrmonious trade contl~ct between Japan 
and the United States. Heated debate is 
becom~ng an almost annual occurrence, 
erod~ng the good will and the ability to 
cooperate between the two largest market 
economies. 

Suspens~on of negotiations in Hawaii in 
October over Japan's argricultural quotas, 
especially for beef and citrus fruits, illus- 
trates some mistakes both sides have been 
making. Neither beef nor citrus is a "big tick- 
et" item in the overall Japan-US. trade bal- 
ance, but they are symbolically important to 
both countries. To Americans, they are a vis- 
ible market barrier, and symbolic of what 
they regard as an unwillingness of the Japa- 
nese to take pohtically courageous acts ro 
make their market as open as the Ameican 
market. To the Japanese farmer organiza- 
tions, they are symbolic of the willingness of 
the Japanese government to protect the wel- 
fare of Japan's farming community, which 
sees itself under increasing siege from much 
cheaper foreign imports. 

In this context, the impasse that de- 
veloped in Honolulu is perhaps under- 
standable. The Japanese side offered little 
hope of further liberalization, while the 
American side demanded full liberaliza- 
tion. The meeting broke up a day early 
with the Japanese righteously and right- 
fully complaining that the Americans had 
not been willing even to discuss Japan's 
proposals for liberalization of other agricul- 
tural barriers and with the Americans 
righteously and rightfully complaining that 
Japan had not abided by the spirit of ear- 
lier commitments to take further signifi- 
cant steps toward liberalization, Moreover, 
there was a natural tendency for negotia- 
t r s  on both sides to exaggerate the intran- 
6.gence of the other side to the press and 
~oliticans back home, creating the impres- 
slon of an even more dismal and acrimoni- 
ous confrontation than really took place. 

What were some of the mistakes that led 
t o  this situation? 

First, on the American initiative, the talks 
were held earlrer than originally scheduled. 
Neither side, but particularly the Japanese 
side, had done the kind of serious explora- 
tion of options back home or with each other 
that could lead to compromises productive of 
results. 

"There was a natural tendency for negotiators on 
both sides to exaggerate the intransigence of the 
other side to the press and politicians back home . . . 9 9 

Second, the meeting was billed as signifi- 
cant, creating high expectations and inviting 
considerable press attention. In fact, this 
should have been a quiet, low-level explora- 
tory meeting. Too much attention at an early 
stage in negotiations tends to harden posi- 
tions and complicate negotiations. 

Third, neither side took carefully enough 
into consideration the interests of and con- 
strainh upon the other party. The Japanese 
side should bave been aware that acceptance 
of an apparent backing away from an earlier, 
more forthcoming posture would have been 
impossible for American negotiators to de- 
fend at home to Congress and the interest 
groups involved. The Americans should have 
been aware that a demand for full liberaliza- 
tion, however desirable in the long term, 
raises the specter to Japanese farmers of 
being totally wiped out, increasing the farm- 
ers' pressures on the negotiators not to make 
concessions. 

Finally, Japan did not have an effective 
program of agricultural diversification for 
citrus and beef products during the past four 
years. As a result, the bargaining leverage of 
its negotiators was reduced and put them in 
the untenable position of making excuses for 
not taking actions that the American side ex- 
pected. 

What can we learn from this experience? 
First of all, both sides need to adjust their 

bargaining strategies. In the past, Japanese 
negotiators at  times invited public American 
pressures, while Americans believed only 
very strong preclsures could lead to results. 
But such tactics today prove counterproduc- 
tive. What is needed now is a quiet exploring 
of options and then face-to-face negotiations 
by high-level negotiators once it is clear that 
there can be successful results The previous 

round of citrus and beef negotiations in 1977 
and 1978 was ultimately handled effectively 
in thls manner by Robert Straws, then US.  
special trade representative, by Japanese 
Agriculture Minister Nakagawa and myself. . 

Similarly, today high-level political leader: 
ship is needed to strike a balance between 
the positions of the two sides and to launch 
Japan on an effective program of structural 
adjustment. 

Second, both sides should seek to work out 
compromises without excessive politicization. 
or rancor, a process that is often difficult for 
countries that are democratic and that have 
highly organized interest groups and free 
media. If it appears that a bilateral solutiq 
chnot  be reached without serious abrasion 
of the relationship, as a last step, negotiators 
should consider using the GATT dispute set- 
tlement mechanism in hopes that a disiitefi 
ested third party could help the two sides 
persuade their respective governments that 
compromises are necessary and appropriate. 
However, reference to the GATT should not 
be an excuse to delay needed structural ad; 
justments in Japan. 

Finally, both sides need to act in good 
faith to implement the agreements that have, 
been reached. Too often discontented ele: 
ments at  home are at work to undermine the' 
compromises or to rekindle the debate. It is' 
the responsibility of both governments to' 
abide by their commitments and to contain 
those who for shorter-term economic rn 
political interests prefer impasse or confron- 
tation. 

The writer was formerly Japan's 
'chief trade negotiator, and has also 
sewed as ambassador to the United 
States. 
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(EDITORIAL) 

U.S.-Japan Salvos 
::Trade frictions between the world's 

t w  largest market economies have 
been getting uglier than usual. The 
Japanese are growing more and more 
irritated by the hectoring and often in- 
copsistent demands by U.S. politi- 
cians. Meanwhile Americans, espe- 
ciaily those most committed to free 
trade, are increasingly upset that Ja- 
piin isn't doing enough to eliminate its 
few remaining trade barriers. Here 
a T  some suggestions ior both sides. 

:For the Americans, let's stop com- 
plaining about the bilateral trdde defi- 
cif until the U.S. Congress decides to 
lift the ban on the export of U.S. oil. 
Ttiat action alone could slash the U.S.- 
Japan deficit by billions. 

:And let's not hear anything more 
about the "undervalued" yen. The dol- 
lar has appreciated against all major 
currencies, as a result of domestic 
monetary policy and expectations 
about future U.S. financial stability 
and economic strength. There is no 
evidence that the Japanese have ma- 
nipulated exchange rates to keep the 
yen low; on the contrary, officials 
such as Bank of Japan Governor 
Haruo Mayekawa have publicly ex- 
pressed worries that the depreciation 
of the yen is hurting the Japanese 
economy. In any case. liberalized ac- 
cess to Japanese financial markets, 
which U.S. officials are also (quite 
properly) pushing for, would further 
depress the yen, at least in the short 
run. 

Finally, let's hear a little less de- 
magogy about how Japanese customs 
inspections and the like are all that 
keep U.S. car companies and other 
manufacturers from swamping the 
Japanese market. Anyone familiar 
with, for example, the size of Tokyo 
parking places and the quality of 
small U.S. cars, as well as the price 
differential-the average retail car 

price is $3,000 lower in Tokyo than in 
New York-will tell you that just isn't 
SO. 

On the Japanese side, we'd like to 
see more attention to the political bal- 
ance between free-trade and protec- 
tionist forces in the U.S. and other 
Western countries. It is hard to 
overemphasize the damage that will 
be done both to Japanese export inter- 
ests and to the world economy in gen- 
eral unless the free-trade forces are 
given something to figlit for. And that 
means a stronger Japanese commit- 
ment to trade liberalization, particu- 
larly in agriculture, tobacco and. high 
technology. 

Ruling Liberal Democratic Party 
politicians in Japan may feel that they 
have gone as far as they can in liber- 
alizing; in particular, they fear that 
possible inroads by the Socialist oppo- 
sition into their rural power base 
make it difficult to lower barriers on 
rice, citrus and beef imports. But at 
the same time, they might want to 
pay attention to the weakening of the 
free-trade coalition in the U.S. The 
US. labor movement, once the strong- 
est political supporter of free trade, 
has already turned protectionist. Even 
the U.S farm lobby can no longer be 
counted on to oppose domestic protec- 
tionism; instead its major trade issue 
these days seems to be complaining 
about export rebates by the European 
Common Market. 

Such groups, as well as U.S. and 
European hi-tech exporters, can be 
brought back onto the free-trade band- 
wagon. But they need a good reason 
and they need sonlething to show for 
their efforts. Japan, which would lose 
more than any other economy from a 
world trade war, cotild play a much 
stronger role in preventing one, by re- 
moving its remaining trade irrita- 
tions. 
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Sharp Rise in Japan Imports 
By CLYDE H. FARNSWORTH 

WASHINGTON, Oct. 18 - Govern- 
ment and indus:ry leaders are cob 
cerned that Japanese imports will rise 
sharply as a result of the recent de- 
cline in the value of the yen, thus in- 
tensifymg . .  trade problems witheJapan. 

In just two years, the yen has de- 
preciated more than 25 percent, from 
about 200 to the dollar to about 26. 
This has yielded what Alexander B. 
Trowbridge, the :rw:"-nt of the Na- 
tlonal Associat~on of Manufacturers, 
calls "an inordinately competitive 
price" for the J?- mese cars. machine 
tmls, semicon< ~ctors, carbon film 
resist om and c her products exported 
to the United S'a? 5 .  

Because of the weakness of the yen, 
an auto that had sold in early 1980 for 
$10,000, for example, yielding its 
Japanese manufacturer 2 million yen, 
can now be sold for about $7,500 and 
still yield 2 million yen. Japanese 
manulacturers are thus in a p i t i o n  
to sell more pmducts by lowering 
prices, or to increase profits by main- 
taining dollar price levels. 

?he depreciation of the yen is con 
sidered one of the factors behind the 
rising penetration of Japanese im- 
brts in the American market and a 
United States trade deficit with Japan 

that, according to internal Govern 
merit projections, could be a s  high as 
$2.5 billion this year. compared with 
$18.1 billion last year. 

In the first six months of this year, 
for example, imports of machine tools 
from Japan came to $319 million, or 
12.6 percent of domestic consumption, 
according to figures from theNationa1 
Machine Tool Builders Association 
and the Commerce Department. In 
19-81, Japanese companies accounted 
for 11.7 percent of the machine tools 
sold in this country, compared with 6.6 
percent in 1978. 

Trade officials here are w a i e d  

that tbe amnt wommk shamp tn 
Japan, togetber with the pressure to 
c,rport generoted by tbe weak yea. 
will touch off a fresh sales drive by 
Japsnese cancerns. 'Ihat aaU mean 
huther job displacemeat in this rmm 
try at a time of growirrg domestic 
unemployment, they say, and it would 
aimat m y  touch off a s t a g  
protectialist reaction Ln Cmgress. 

~ucharkactioaisseenintbewide 
supprt that the United Automobile 
Workers union has gathered for a "b 
mestic caat.e¶lt" bill tbat woukl re 
quire most cars $old in the United 
States to be built in the United States. 
Although the bill ran &to some snags 
this year, it is expected to be rein- 
duced ia tbe session of Cmgms open- 
ing & January. 

aJalme= s=m=Y Malcolm 
Mdrige hos a d  that tbe declining 
yen ''will definitely have an effect" m 
American trade relations with Japan. 
"It the Japaaae would lift &r trade 
barriers. we mild  lift arr to 
Japan significantly, regardless of tbe 
yen's value." Mr. Baldrige said And 
he added that progress in getting 
J a m  to open up its domestic markets 
bad been "too slow. " 

For example. clespite some relaxa- 
tk9 of barriers, American cigarette 
ampanies are still limited by a wm- 
Mnation of Wff and mntariff buti- 
ers to 1.4 percent of the $10 billion 
Japanese mufet. David R. McDak 
ald, deputy United States trade repre  
sentative, has said that an open xuar- 
Let for American cigarettes in Japan 
could mean $2 biHh a year of added 
sales for American a m  

s41*m m ~ ,  too;. E$$s ~i 
ter of Internatiarral Trade god Iadus 
try, Shintam Abe, said 00 a recent 
visit to Washington. At a meeting with 
reportem, he said that any new export 
surge by Ja "could lead to worse% 
ing t- Ktims and result in n 
strmg tide of protectioniun t h a t a d d  
strangle &be wrg existence of Japan." 

Feared 



How Japan Tries to Shut 0 ,*< -'* 

elgc % 

- - *Gr 
5 .  

A document from a Japanese govern- 
mentowned corporation has surfaced in 
business circles here that provides rare. 
firsthand evidence in writing of Japanese 
attempts to shut out foreign products- 
something foreign businessmen and offi- 
cials have long alleged but have rarely 
been able to prove. Indeed a broader look 
at the controversy underlying the docu- 
ment provides a case study of the kind of 
elaborate web of restrictions the Japanese 
can weave when they're determined to 
have their domestic market to them- 
selves. 

The document came out of the Japan 
Tobacco & Salt Corporation (JTS), a gov- 
emment-owned monopoly that exercises 
exclusive control over all tobacco-products 
distribution in Japan. U.S. officials and the 
three American tobacco maken who sell 
here through the JTS have long believed 
and have at times formally complained to 
the Japanese government that the monop 
oly tries to obstruct foretgn cigarette 
sales. 

The document could well become a 
cause celebre in the ongoing efforts of the 
U.S. and Europe to persuade Japan to open 
its market to foreign products. The Japa- 
nese government has been trumpeting the 
claim that it's doing everything possible in 
that respect. But the document, a six-page 
battle plan detailing how one of JTS's local 
offices in Tokyo was to carry out its sales 
and promotion activities last July, specifi- 
cally orders steps to squelch foreign ciga- 
rette sales. 

"Curb stocking of imported cigarettes 
In vending machines," the document says 
at one point, indicating further that no for- 
eign brands should appear in small ma- 
chines containing fewer than 10 columns of 
cigarettes. 

Retallem Won7 Testify 
"Remove displayed POP oxAIWJf-pup 

chase promotion) Items for imported ciga- 
rettes In prominent locations," it says. 
(The American makers say many Japa- 
nese retailers have told them that JTS 
salesmen tear down posters and other p m  
motional materials for foreign cigarettes. 
But they say the retailers won't testify to 
that because they depend on the JTS for li- 
censes to do business and for a continuing 
Supply of tobacco products.) 

A JTS o£ficial involved in drawing up 
the battle plan confirmed that the docu- 
ment is authentic. A JTS spokesman de- 
clined direct comment because he 5adn't 
seen the document. But he said "rt's un- 
i i k l ~ "  that JTS would tear down promo- 
oonal material or change the brands in 
vrnding machines "without the retailers' 
consent." 

The document emerges at a time when 
0ffiii;lk in Washington are showing in- 
crea..inc displeasure at what they regard 
as Japanese foot dragging in carrying out 
earlier promises to open their market. The 
Japanese government earlier this year an- 
nounced two packages of measures aimed 

at removing obstacles to foreign products, 
and missions of Japanese Dietmen have 
come to the U.S. to tout the measures. But 
U.S. officials say most of the measures 
that Japan announced with such fanfare 
have yet to be carried out. And a reading 
of the JTS document and talks with the 
American tobacco companies suggest that 
in the case of the JTS at least. new "Lm- 
pediments" are being thrown in the path of 
imported tobacco products every day. 

Promoting the success of cigarette sales 
here is especially important to Washington, 
because cigarettes are one product that 
U.S. officials believe could easily make a 
significant dert in Uncle Sam's enormous 
($18 billion last -ar) trade deficit with Ja- 
pan. Cigarette des  come to a staggering 
$5 billlon a * e i r  here, and U.S. cigarettes 
have proved very competitive in other for- 
eign markets. Moreover the JTS. sole man- 
ufacturer of Japanese domestic cigarettes, 
is hardly a tower of business strength; 
there are moves afoot in the Japanese gov- 

oly JTS. "There's 20 WAY YCUX ,i 2: 
competitor is going to help you,' s a y  .**I 
Silverstein, Japan mpresentatlve ;or 
Brown & Wtlliamson Tobacco Corp., an 
other of the American makers. 

John Sandor, who m Philip Morris's 
opcraliors Iccally, complains that SIS 
never seems to have enough of Philip 
Morris's products In stock to meet orders 
from retailers. For example, he says, when 
retailers or& Lark. Japan's best-selllng 
foreign brand ~ J q a n e s e  smokers favor 
"chalroak Fl!ers'" !iks the OF.? lark fea- 
tures), "The monopoly will normally indi- 
cate that a suff!cica: -il;ni:r aren't m the 
wsrehwse and a c---r-:i~g domstic prod- 
uct-in the case ,if L r k ,  Cahtn-will be 
partially Subs'rituiA " 

The JTS hternai document suggests 
that *e monopoly uses a variety of subtle 
tricks ta hold down foreign sales. For July 
in Tokyo's Sumida ward, the document or- 
dered special emphasis on sales of five d e  

*. 

The ITS co: : o v e q  i cafe study of the elaborate 
web of restrictiom , 'apa9te.x t:w weave when they're 
determined to h e  thee: 

ernment to dismantle the monopoly be- 
cause of its inefficiency. 

"If American-made cigarettes were al- 
lowed to gain just 10% of the Japanese 
market." argues Philip Morris Interna- 
tional, one of the American makers, in a 
position paper. "the imbalance in trade 
would be reduced by half a billion dol- 
lars." 

But as it stands, foreign cigarettes 
claim only 1.4% of the Japanese market. 
They're hindered in getting a bigger share 
by innumerable legal restrictions-even 
forgetting about such underhanded mea- 
sures as those outlined in the JTS docu- 
ment. For example, under Japanese law 
and JTS regulation, foreign cigarette mak- 
ers: ! 

-May sell their products through only 
20.035 of the 247,801 Japanese retailers It- 
censed to sell tobacco products. (As one of 
the measures announced earlier this year. 
that number is scheduled to rise to 40,041 
by next March 31 and to 1 1  of the retailers 
by March 31. 1986. But the Ainerican mak- 
ers say JTS is carrying out the measure 
in a way designed to minimize foreign 
sales as long as possible.) 

-Sell their products subject to a 35% 
tariff and to a tax and pricing formula. 
which combined with the tariff causes for- 
elm c-~garettes to sell at a retail price 60% 
arm.: domestic Japanese brands. That's 
L-J. even though the price of American 
ctgarettes when they land in Japan is 
a L m t  the same as the factory price of the 
J,ipanese cigarettes. 

-Are sharply limited in their ablllty to 
adlmtise and test-market their products. 

-Must distribute their products solely 
U c k  C!I their chief competitor-the monop- 

mes& , 7 -  One of them was Marlboru 
(though c. I A $ Morris brand it has been 
produced by 3TS under license here for 
over 10 years). According to Tsuyoyuki 
Asaka, one of the JTS officials who helped 
draw up the document, Mzrlbom was cho- 
sen because it's considered an effective do- 
mestic "rival brand to counter imported 
brands.'' 

Then there are the not--subtle tricks. 
like tearing down or stopping the posting of 
foreign posters, advertising displays or the 
electricaliy lit "light boxes" placed on top 
of a vending machine &splaying the name 
and lwo of a brand. R.J. Remolds To- 
bacco International, a subs id ik  of RJ. 
Reynolds Industries Inc.. ~0mdaIned sev- 
er& months ago to the new ombudsmen's 
office that JTS salesmen were telling re- 
tailers they weren't legally allowed to dis- 
play promotional material for foreign 
brands. The case was settled when JTS 
agreed to inform retailers in writing that 
such materials could be displayed. 

Then in early August a retatler in To- 
kyo's Shibuya section informed an Ameri- 
can maker that a JTS salesman appeare6 
to have taken away the retailer's "light 
box" atop the vending machine. Rut when 
Japanese government investfgators acting 
on a complaint fmm the maker that didn't 
name the retailer, blanketed the area to in- 
terview retallers, no one mentfoned the 
JTS. Missing light boxes were blamed on 
other causes-one was said to have blown 
away in a t y p h ~ n .  The moral the investi- 
gators drew uas that Americans in&e 
reckless allega.ticns WWOU~ p m f .  

U.S. offici:':. %.-d clg5,Prte makers 
drew a differe:it ~0::cluSisn: 32tallers are 
so +dnersSle to the JTS pressure, explicit 



or implicit, that they can't afford to testify 
against the monopoly. There Is at least 
some evidence that JTS doesn't shrink 
from using pressure to get its way with re. 
tailers. 

Some retailers themselves make the 
same point. "Sure there's pressure (not to 
use foreign cigarette posters)." says Hin- 
ako Nakajima, a tobacco-shop owner in 
Nagoya. "The government hasn't abolished 
the monopoly system." Asked if JTS sales- 
men have ever forcibly removed posters 
from her shop, she will say only "please 
don't make me answer that question." 

Blithely Unconcerned Officials 
David Guilfoile, RJ .  Reynolds's Japan 

country manager, says Reynolds's agents 
talk at least once a month to a large per- 
centage of the 4.300 retailers in Tokyo li- 
censed to sell foreign brands, "and the 
most common problem Is the retailer will 
say, I can't &low you to put up that (pwter 
or light box) because the JTS will get up- 
set." Mr. Quilfoile says Reynolds hesitates 
even to complain about such abuses to the 
wvenunent becaw "we end up getting 
the retailers we're trying to develop as 
customers into trouble." 

Japanese officials, for their pari, seem 
blithely unconcerned with the tobacco 
question. Before one of the Dieunen'r mis. 
dons went to the U.S. a few months ago, 
one of the Dietmen was asked about b 
bacco at a special press conference ior for- 
eign correspondents. He replied that Ja- 
pan'r cigarette maker was "completely 
tree" and thus there was nothing to &uss 
with the US. government. 

Nonetheless. in the second pack- of 
measures the Japanese did come up Nth 
some tobacco concessions. They agmd 
that the US.-Japan "study p u p , "  Whkh 
had been scheduled under the November 
1980 Japan-U.S. tobacco agreement tft be 
formed by March 31, 1483, will conveno fn- 
stead next month, an acceleration d six 
months. It isn't clear what scope the study 
group will have, however. US. officials )wy 
the Japanese have agreed to put the Mf 
questio~ "on the agenda" but hawn't 
agreed to negotiate a lower tariff. 

It also isn't clear how meaningful th 
other concession in the second package- 
the increase in the number of retall wt- 
lets-will prove in the short run. U.S. OM- 
cials and makers complain, for example, 
that all the outlets the Japmese have uni- 
laterally selected to be included in the In. 
crease to take effect next March are aut* 
side the two regions of Japan where 60% ~f 
the foreign cigarettes are currently sold. 
That means the foreign makers won't k 
able to get more bang out of the sharply 
limited television adveflbing dollars 
they're allowed to spend, which by news- 
sib are concentrated in those two ~ a r  
glins. 

"That isn't the way you'd do it if NU 
were operating in the spirit'' gf opening the 
markei. Mr. ~ilversteh contends. 



in the US--selhp them b l o w  what is 
determined to be u 6 . ~  ~ J U P  P ,t r S 
manufacturers cornpiam that dumpmg 
suits are tmeconsummg and that t h ~ v  
often have to depend on foretgn d r * h  
to determine the fair value. 

Most threatened by Japanese pro- 

Japan blocks out foreign 
aluminum. Europe subsidizes 
food exports. The U.S. talks 
of fighting back. It's a free- 
for-all that's spreading. 

Danger is mounting of a multibillion- 
dollar trade war that could cut US. 
sales abroad and boost prices Ameri- 
cans pay at home. 

Country after country is putting up 
barriers against imports and subsidiz- 
ing exports, American policymakers 
say. Europeans and Japanese, for their 
part, are complaining that Washington 
is guilty, too. 

"Around the globe, calls for protec- 
tionism are louder and more shrill than 
they have been in 50 years," says U.S. 
Trade Representative Bill Brock. 

Even in the U.S., the cries are getting 
louder. As domestic firms lose sales to 
foreign competitors, members of Con- 
gress, labor unions and businesses are 
demanding retaliation. "It makes no 
sense whatsoever for our nation to be 
operating under principles of free 
trade when many foreign countries are 
erecting barriers at every turn," says 
Representative James J. Florio (D-N.J.). 

Increasingly in Congress and within 
the Reagan administration there is talk 
of "reciprocity"-putting up import 
barriers to countries that are closing 
their markets to the US. 

Mounting trade Imbalance. Behind 
all the tough talk is a huge U.S. trade 
gap with the rest of the world. Last 
year, the U.S. imported 39.7 billion dol- 
lars' more goods than it exported, and 
the deficit is expected to be even big- 
ger in 1982. 

"The U.S. competitive position is be- 
ing challenged as never before," says 
Secretary of Commerce Malcolm Bal- 
drige. "The long-term effects on our 
nabonal security and our international 
influence could be severe." 

The impact of U.S. trade woes on 
American workers is showing up clear- 
ly. The Labor Department certified 
28,000 persons as eligible for relief be- 
cause their jobs were eluninated by 
sales of imports lact year. The Census 
Bureau estimates 4.8 million U.S jobs 
depend upon exports of goods and rc- 
lated services. 

Right now, U.S. anger is dxcr 2-d 
mainly at Japan, which over the years 
has become a major supplier of allbas, 
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television sets, motorcycles, stereos, 
steel and hundreds of other products. 
Japan's sales to the U.S. this year are 
expected to exceed its purchases of 
American goods by more than 20 bil- 
lion dollars. 

"The Japanese are closing out U.S. 
imports, and they are mounting an ex- 
port drive in certain areas where they 
flood the markets," complains Lionel 
Olmer, under secretary of commerce 
for international trade. 

The Japanese do not mind selling 
products below cost, he contends, be- 
cause they are more interested in full 
employment than profits. One exam- 
ple is Japan's rapid growth in produc- 
tion of computer-memory chips, to the 
point where it already has grabbed 70 
percent of the US. market for one of 
the newest types of chips. "The price is 
driven down until one must look and 
wonder whether it represents fair 
trade," Olmer says. 

US. laws require higher tariffs when 
another country injures American 
firms by "dumping" surplus products 

auto industry, which has 
watched as the Japanese 
share of the U.S. market 
has grown from 9 to 22 
percent in six years. The 
U.S. persuaded the Japa- 
nese to limit their exports 
of Toyotas, Hondas, Dat- 
suns and others to this 
country to 1.68 million 
cars in 1981, but reces- 
sion-hit auto makers are 
talking about a lower quo- 
ta this year. Ford Chair-, 
man Philip CaldweU went 
further in a Tokyo speech 
February 9 when he a p  
pealed to Japanese manu- 
facturers to make more of 
their cars in the U.S., thus 
subjecting them to many 
of the higher operatink 
costs that American firms 
must pay. 

One reason that the 
Japanese cars are so popu- 
lar here, claims Brock, is 
that they have a built-in 
cost advantage. Lower 
wages and taxes in Japan 
make the average car of 
the same quality $1,800 
cheaper to produce in Ja- 
pan ihan i i  the U.S., h e  

contends. The Japanese charge a 20 
percent excise tax on all cars, but that 
tax is rebated to Japanese auto makers, 
he says. 

Controlling supply. It is such favorit- 
ism to Japanese firms that particularly 
rankles Washington. The Japanese 
have driven up the cost of U.S. steak in 
their own country from $4 to $18 a 
pound by limiting beef imports. Other 
quotas limit sales of American oranges, 
milk and leather. 

Under pressure of world recession, 
Japan also is putting up a new system 
of aluminum tariffs that will protect its 
industry from US. competition. The 
Japanese say the measure is justified 
because the industry is distressed. 

US. officials have been even more 
critical about a variety of nontariff bar- 
riers that keep out imports of such US. 
goods and services as cigarettes, sport- 
ing goods, health-care products, alco- 
hol, investments and insurance. 

Reacting to complaints, the Japanese 
government announced on January 28 
that it would eliminate or reduce 67 of 

57 



99 such barriers, but U.S. officials say 
that did not go far enough. Washington 
is considering tough measures, such as 
limiting Japanese imports or filing 
complaints under the General Agree- 
ment on Trade and Tariffs, a basic in- 
ternational trade pact. 

American ire is turning also toward 
Europe. "There is grave concern about 
the growth of agriculture exports by 
European countries and how they are 
subsidized by their treasuries," sa a 
Agriculture Secretary John R. ~ l w i .  
Specifically, Block accuses the Eumpe- 
an Economic Community of f l e g  
world markets with pasta, sugar, wheat 
and other products at low prices. U.S. 
officials are considering taking &is C:W 
to the G A l T  ministers. 

There is friction, too, over the 66.8 
percent increase in European steel 
.sales to this country in 1981. American 
steel firms have filed more than 10Q 
antidumping complaints, urging h t  
Europeans pay higher tariffs. The cases 
moved a big step forward February 18, 
when the U.S. International Trade 
Commission ruled that domestic firms 
probably were injured by dumping. 

The complaints signaled the coUqm 
of the "trigger-price mechanism," 8 4- 
year-old system that all sides accepted 
as a way to assess penalties for steel , 
sold below cost in this country. Steel 
analysts said the breakdown was a sign 
of frustration over recession in both 
the United States and Europe. 

European labor unions are increas- 
ing pressure on governments to keep 
jobs from disappearing as the economy 
there worsens. U.S.-based multination- 
al firms complain of moves now under 
way in the European Common Market 
that could force them to consult with 
unions before moving a plant and that 
could make company officers liable for 
actions that cost Europeans jobs. 

The U.S. is taking its lumps from ibl 
neighbor Canada, too. U.S. oil compa- 
nies complain that under the Trudeau 
government's "Canadianization" p o b  
cy, they are forced to sell their hold- 
ings. Foreign companies are not & 
lowed to extract oil on federal lands 
a d  the Canadian government heavily 
sib'-qidizes exploration by domestic 4 
businesses. Other firms fret that a Q- 
nadian review board lets in only for- 
eign investors judged to be of "sign& 
cant benefit" in providing jobs and 
business to Canad~an suppliers. 

Cloth push. Another threat, in the 
view of U.S. officials, comes from the 
u -irld's developing countries. They 
have quintupled exports to the U.S. ia 
the last 10 years. The U.S. and Europd 
are threatening to tighten import q~ 
tas on textiles from South Korea, TU- 
wan and Hong Kong, among others. 

5 8 

With trade worries arising from all 
directions, members of Congress are 
moving fast to do something. One a p  
proach widely backed is a "reciproci- 
ty" measure introduced by Senator 
John C. Danforth (D-Mo.) and 11 oth- 
en on February 10. The bill requires 

U.S. Jobs That 
Depend Upon Trade 

the administration to measure the im- 
pact of foreign-trade barriers on the 
U.S. The President would then propose 
counteractions by the U.S. if the barri- 
ers were not removed. 

The Reagan administration has not 
formally endorsed the idea of reciproc- 
ity but plans to use threats of such leg- 
islation to pressure other countries to 
drop their barriers. 

Some trade experts fear that at- 
tempts at reciprocity may run counter 
to international treaties. Says William 
R. Cline, senior fellow at the Institute 
for International Economics in Wash- 
ington: "When you start down the 
route of retaliating for things you think 
are unfair, you invite other countries to 
start retaliating against you because 
they may think something you are d e  
ing is unfair." 

What's more, by keeping out lower- 
cost goods from abroad, the U.S. could 
add to inflation at home because Amer- 
ican manufacturers would face less 
competition. 

Dollar blamed. Foreign critics say 
that some of the U.S. trade woes are its 
own fault. For one thing, the 18 per- 
cent jump in the value of the American 
dollar in 1981 has made imports rela- 
tively cheap here and U.S. exports too 
expensive for foreigners. 

The Japanese claim that the U.S. isn't 
aggressive enough in promoting ex- 
ports. They charge that U.S. auto mak- 
ers, for example, will sell them only 
cars with the steering wheel on the left 
side, even though the Japanese drive 
on the opposite side of the road from 
Americans. U.S. firms explain that de- 
mand in Japan is not strong enough for 
them to build cars differently. 

Americans have their own protec- 
tionist barriers, too, say experk 

rn Consumers for World Trade, a 
Washington trade group, estimates 
that the public is paying 2.7 billion dol- 
lars a year in higher clothing costs be- 
cause of the 29.3 percent average tariff 
on apparel imports. 

m Under the Buy American Act, U.S. 
firms are favored over foreigners in 
government contracts. 

rn The American Retail Federation 
says US. stores ran out of wool sweat- 
ers last fall because of an embargo on 
sweaters from China. 

Some officials hope that business re- 
covery later this year will reduce pro- 
tectionist pressures. Yet Brock warns: 
"The choices we make in 1982 are piv- 
otal for the future of the world em- 
nomic order.. . . We cannot blindly 
hope that a world economic upswing in 
the near future will allow these deci- 
sions to be avoided." 0 
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