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Rethinking the Bilateral Relationship: 

U.S. Policy Toward Japan 

Connie K.N. Chang 

Abstract 
This paper argues that the Bush Administration should 
seize the opportunity presented by the end of the Cold War 
to re-examine U.S. policies in the Asia-Pacific region, 
particularly our relationship with Japan. A new policy 
framework for U.S.-Japan relations should be established 
with a "dual-track" strategy that disentangles the security 
considerations of the Asia-Pacific region from the economic 
issues that have debilitated us in trade negotiations with 
Japan for the semiconductor industry as well as other 
strategic industries. By delinking these two concerns the 
U.S. can pursue a more coherent trade policy that offers 
real solutions to Japan's adversarial trade strategy and 
increases our bargaining power during bilateral trade ne
gotiations. 

In particular, a "dual-track" strategy will involve: (i) 
removing Japan's advantage in trade negotiations by dis
entangling security and economic issues; (ii) establishing a 
Helsinki-like process to address security issues in the Asia-
Pacific region; (iii) creating an arms control-like negotiat
ing process for trade disputes; (iv) revising U.S. trade 
policy and adjusting U.S. trade strategy to defend strategic 
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industries from Japan's adversarial trade practices to en
sure future international competitiveness; and (v) getting 
our domestic house in order to create a border of strong 
defense by supporting strategic industries through 
macroeconomic policies. 

Introduction: A New World Order 
The end of the Cold War, as officially marked by the November 1990 Paris 
Summit meeting of the Conference on Security and Cooperation in Europe 
(CSCE), has decreased U.S. fears of Soviet military power and prompted the 
U.S. to establish a new way of thinking in its approach to Europe and arms 
control. The new U.S.-Soviet relationship was quickly put to the test with 
Iraq s invasion of Kuwait and the emergence of a "new world order" is now 
underway. It is clear that the U.S. recognizes the importance of a progressive 
and sweeping framework for Europe that responds effectively to the shift 
from East-West confrontation to East-West cooperation, the changed political 
and security needs, and the new roles for institutions such as NATO. What 
is unclear is whether or not the Bush Administration will participate as 
actively in restructuring the post-Cold War order in the Asia-Pacific region. 

Although the Administration has been preoccupied with the Gulf crisis 
and the recently completed budget negotiations, the opportunity for the 
U.S. to rethink its policies in the Asia-Pacific region should not be overlooked. 
The end of the Cold War, with the chance to decrease military obligations, 
and the increasing shift in economic power from the U.S. to its East Asian 
competitors, suggest that the assumptions that underlie U.S. policies in the 
region need to be reexamined in light of the new world order and a new 
policy framework constructed in its place. 

Foundation of the U.S.-Japan Relationship 
U.S. postwar policies in the Asia-Pacific region guaranteed, in particular, 
the security of Japan and encouraged its economic development in order to 
create a bastion of stability in the region against communist expansionism 
under the U.S.-Japan Treaty of Mutual Cooperation and Security. To ensure 
Japan's development, the U.S. transferred critical American technological 
and industrial know-how at little or no cost and invited Japan in the 1960s 
to join the GATT (as well as the OECD and the IMF) against the protest of 
its European trading partners who complained that Japan was structurally 
different as a production entity. Arguing that it needed a big aircraft carrier 
off the Asian mainland, the U.S. sponsored Japan's membership in the 
GATT and opened its market to Japanese products without reciprocal 
demands while allowing its European trading partners to place greater 
restrictions on their markets. For security reasons, the U.S. tolerated an 
asymmetrical trading and investment relationship with Japan for decades. 
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Guided in its foreign policy by a global Soviet containment strategy, the 
U.S. continually subordinated economic interests to perceived geopolitical 
requirements in the Asia-Pacific region such that trade disputes have often 
been resolved in Japan's favor. Under these favorable circumstances, Japan 
was transformed into a fierce commercial and technological competitor, 
enjoyed a twenty-year trade surplus, and became a financial as well as 
industrial giant as its share of world production and markets expanded. The 
U.S. public has become increasingly uncomfortable with a persistently 
bilateral trade deficit with Japan, which has stayed steady even after the 
Plaza Accord of 1985 led to a 50 percent devaluation of the dollar against the 
yen.1 

While many Americans believe that Japan should be indebted to the U.S. 
for its past economic assistance and for allowing free riding under the 
current defense umbrella (totalling 7 percent of U.S. GNP), most Japanese 
believe that the U.S. built up Japan as an industrial fortress against the Soviet 
Union and China. The Japanese public has, therefore, viewed the treaty as 
a precondition to assure access to the U.S. market for raw materials and also 
as a means of pacifying neighboring countries' fear of the remilitarization 
of Japan. As a response to U.S. demands to share the burden on defense as 
a way to offset the trade imbalance, Japan's Liberal Democratic Party 
increased military spending above the sacrosanct 1 percent of GNP level in 
the mid-1980s.2 However, the real issue underlying the U.S. trade problem 
with Japan is the growing awareness that Japan's economic system is 
different from that of the U.S. and at odds with free-trade and open-market 
doctrines. By emphasizing burden-sharing instead of acknowledging 
adversarial trade relations, the U.S. has only exacerbated trade frictions 
given the different public perceptions of the relationship. 

Japan's Strategy of Adversarial Trade 
Over the long run, the U.S. security objective has come back to haunt it as 
the U.S. has had several decades of exposure to Japan's industrial structure 
and the associated problems it imposes on the multilateral trade and 
monetary regimes. Japan's trading pattern with the U.S. reveals a strategy 
of adversarial trade. Compared to other industrialized nations, Japan has 
exhibited, in almost all industrial sectors, a much lower level of intra-
industry trade3 that is the most rapidly growing area of world trade among 
industrialized nations. Intra-industry trade has been encouraged by in
dustrialized countries who follow GATT trading rules because it allows 
governments to liberalize trade without abandoning entire industrial sectors. 
However, if one country decides not to follow this pattern of behavior, the 
industries of its trading partners must bear the adjustment costs of 
abandoning industrial sectors, as must the countries themselves as their 
important industries decline. 
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An adversarial trade relationship exists between Japan and the U.S. as 50 
percent of U.S. sales to Japan are in commodities such as wheat, fruits, 
timber, iron, coal, and aluminium while only 25 percent are in machinery 
and equipment, compared to over 80 percent for Japan's exports to the U.S. 
In electronics, which is the biggest value-added industrial sector and the 
largest U.S. manufacturing industry, the U.S. exported $5 billion to Japan in 
1987 but imported $26 billion from Japan. In contrast, trade between the U.S. 
and Western Europe and Canada is roughly balanced between raw materials 
and manufactures. Under this trade relationship, the U.S. increasingly 
becomes a commodity seller to Japan and a high-tech buyer of Japan's 
finished products.4 

Underlying Japan's adversarial trade strategy is a domestic political 
structure and economic system that is different from that of the U.S. As a 
capitalist developmental state, Japan concerns itself with the structure of 
domestic industry and the promotion of the structure that enhances the 
nation's competitiveness. The aim of industrial policy in Japan is to enhance 
economic welfare and achieve other public goals by intervening directly or 
indirectly in industrial activities. In contrast to what the U.S. regards as 
national security, Japan views high-technology, value-added industries as 
crucial to its national security because these industries determine future 
economic might. Japan's economic strategy is, therefore, based on a dynamic 
theory of comparative advantage that is geared toward fostering domestic 
industrial strength through cooperative relations between government and 
big business that results in triumph over competitors in the international 
marketplace. 

U.S. industry, which adheres to the perfect competition principle of 
"each firm for itself", is poorly structured to compete effectively against 
Japanese companies who are likely to be members of a Japanese keiretsu. A 
keiretsu is a grouping of companies across industries, aligned through cross-
shareholding, banking, and personnel ties, that have large asset bases.5 U.S. 
antitrust laws may make sense for domestic policy to foster healthy 
competition but spell disaster in international competition. U.S. technology 
firms do not strategically align themselves as Hitachi, NEC, or Fujitsu do, 
and hence, will find survival in the long term difficult. Darwinian 
individualism as practiced in the U.S. is no match for the partnership 
methodology employed so successfully in Japan. 

For years U.S. economists have tried in great vain to use conventional 
theory to explain the pattern of Japanese trade with its unique paucity of 
manufactured imports. Free-trade theory as it applies to Japan would 
suggest that Japan's imports of manufactures should be much higher than 
it is in the sectors where it also exports. A recent report of the President's 
Advisory Committee on Trade Policy and Negotiations cites new research, 
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however, that concludes Japan's imports of manufactured goods are 25 
percent to 45 percent below what conventional theory predicts given 
Japan's size and level of industrialization.6 

If the U.S. remains in this adversarial trade relationship, its international 
competitiveness, as defined by growth in production, real wage growth, 
return on capital, and position in the world, will continue to erode. High 
value-added sales fuel Japan's drive to acquire greater knowledge in the 
fields of high technology, to make strides toward improving its 
manufacturing capability, and to increase its economic world leadership. 

By the end of this decade, there is a real threat that U.S. companies will 
be little more than distributors of Japanese high-tech and information 
products. Only the naive can believe that it makes little difference whether 
the U.S. produces $1000 worth of potato chips or $1000 worth of computer 
chips. Ironically, only Americans say this. No government official in Japan 
or in Europe would be foolish enough to allow technological dependence on 
foreign sources of supplies. Competitiveness in strategic industries such as 
telecommunications, aerospace, and advanced materials is becoming the 
index of national strength not only because of the growth and linkage effects 
of these industries, but also because of their enormous military implications. 
The Pentagon recently released a warning that Japan led the U.S. in 9 out of 
20 key technologies for military purposes. By continually subordinating its 
economic interests to security interests during trade negotiations with 
Japan, the U.S. now relies on Japanese suppliers for key technological 
components that ironically places its national security in Japan's hands. 

New Policy Framework for U.S.-Japan Relations 
The end of the Cold War has opened an opportunity for the Bush 
Administration to re-examine U.S. policy in the Asia-Pacific region, 
particularly its relationship with Japan. Asia will be a major force in the 
post-Cold War era as it will have two-thirds of the world's population by the 
year 2000. Moreover, Asia is a $3 trillion market that is growing at the rate 
of $3 billion per week. 

While the U.S. re-examines its strategic goals, Japan will be re-evaluating 
its global strategic position. The possibility exists that Japan may modify its 
economic strategy in order both to retain access to the U.S. market where 40 
percent of its exports are sold and to allow the U.S. to grow and even export 
more products to Japan so that the U.S. can settle its debts. Although a 
change in Japan's economic strategy may be possible, the U.S. needs to 
devise a strategy that incorporates the worst-case scenario. 

"Do Nothing" Strategy 
The U.S. could pursue a "do nothing" strategy and hope that either Japan 
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will decline or will restructure its domestic political economy to the benefit 
of the U.S. The 1989 Structural Impediments Initiative (SII) negotiations 
were set up to identify and modify structural obstacles to trade (e.g. Japan's 
inefficient distribution system and the keiretsu system) that lie outside the 
auspices of the GATT and recognized for the first time that structural 
impediments to trade may exist in Japan. However, Japan's promise to 
increase public spending and tighten antitrust laws will most likely not alter 
the trade imbalance, which will lead to more volatile and tense relations 
between Japan and the U.S. With a continuing U.S. trade deficit in the $40 
billion range and growing fears of U.S. dependence on Japanese capital and 
technology, the revisionist view that Japan must be treated differently from 
other trading partners because of its structural impediments to free trade 
will gain more support. In Japan, on the other hand, resentment of U.S. 
demands to open its market, support global development, and increase its 
share of defense burdens will reach a feverish pitch, convincing many that 
the U.S. is using Japan as a scapegoat for its own domestic problems (i.e. U.S. 
structural impediments" such as the low national savings rate). 

If the U.S. continues to make demands on Japan to increase its share of 
defense expenditures as an offset to trade imbalances and asks for Japan to 
lower structural impediments to trade, the real trade problems faced with 
a Japan that pursues an adversarial trade strategy and erects other counter-
measures to liberalization will not be resolved. Moreover, if the U.S. 
continues to devote more than 7 percent of GNP to defense spending while 
its economic competitors, especially Japan, designate a far smaller percentage, 
then it will fall behind in civilian investment. Faced with the challenges to 
traditional as well as high-technology manufactures, the U.S. cannot continue 
to fund the same level of defense expenditure. The U.S.' share of world 
manufacturing and its rate of economic growth will steadily decline if it 
continues to invest a large amount in military R&D while Japan and West 
Germany concentrate on commercial R&D, and if the Pentagon's spending 
continues to drain the majority of scientists and engineers from designing 
and producing goods for the world market while in Japan they are engaged 
in commercializing technology to produce better consumer products. In 
1985, for example, the U.S. spent 1.9 percent of GNP on civilian R&D that 
facilitates the commercialization of products while Japan spent 2.5 percent 
and West Germany spent 2.4 percent.7 These figures suggest that the U.S. 
trade structure will grow worse. 

If the U.S. pursues a "do nothing" strategy future strains from the 
adversarial trade relationship between the U.S. and Japan may even lead to 
the unraveling of the GATT and the international financial system. Three 
scenarios - a trade war, managed trade and regional economic blocs are 
possible. The U.S. should design a strategy to minimize the possibility of 
these scenarios arising. 
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"Dual-Track" Strategy 
The U.S. should respond to the Japanese challenge in the following ways: (i) 
remove Japan's advantage in trade negotiations by disentangling security 
and economic issues; (ii) create a Helsinki-like process to address security 
issues in the Asia-Pacific region; (iii) create an arms control-like negotiations 
process for trade disputes; (iv) defend the U.S. strategic industries that are 
necessary for future international competitiveness from Japan's adversarial 
trade practices by changing trade policy and adjusting trade strategy; and 
(v) strengthen the U.S.' natural forces of resistance by creating a border of 
strong defense - getting its domestic house in order and supporting strategic 
industries through macroeconomic policies. 

The U.S. should not pursue the "do nothing" strategy and hope for 
Japan's decline because besides Japan, South Korea, Taiwan, and "other 
Japans" are waiting to step in and continue the trade battle. The U.S. should 
seize the opportunity presented by the end of the Cold War to disentangle 
the security issues of the Asia-Pacific region from the economic issues that 
have debilitated it in negotiations for the semiconductor industry as well as 
for other industries. By delinking these two concerns the U.S. can pursue a 
more coherent trade policy and increase its bargaining power in trade 
negotiations with Japan. In the new world era, Japan's continued economic 
strength will increase its potential as a military power given its foothold in 
high-tech, value-added industries, such that Japan could replace the Soviet 
Union as a threat to U.S. national security. The U.S. should, therefore, 
pursue a "dual-track" strategy. 

Conference on Security and Cooperation in Asia-Pacific. The U.S.-Japan 
Treaty of Mutual Cooperation and Security lies at the core of U.S. strategy 
in the Asia-Pacific region, and it is supported by bilateral treaties with South 
Korea and the Philippines, the Manila Pact that adds Thailand to the list of 
U.S. treaty partners, the ANZUS Treaty with Australia and New Zealand as 
well as U.S. land and air forces deployed in South Korea and Japan and the 
Seventh Fleet deployed in the Western Pacific. The U.S. spends approxi
mately $42 billion a year on the direct and indirect costs of its military forces 
in the region. In contrast to Europe, the Asia-Pacific region is characterized 
by these bilateral treaties and has no organizations equivalent to the 
European Community, NATO, or the CSCE where regional security con
flicts can be resolved. With the end of the Cold War, a new policy framework 
should be constructed to deal with the extant and potential new security 
issues and the interdependence of strategic, political, and economic policies. 

If the anachronistic U.S.-Japan defense treaty is dismantled, fears of 
Japan's re-militarism and colonialism would reappear among Japan's Asia-
Pacific neighbors that would trigger a possible nuclear arms race in the 
region, especially given the surplus capacity of the global weapons industry. 
Many also fear that if the U.S. withdraws its navy, the power void would be 



60 Connie K. N. Chang 

quickly replaced by the navies of the other regional powers. In addition, if 
the treaty were abolished, Japan would likely have to increase its defense 
spending to provide for its own full defense. In less than a decade Japan 
could acquire nuclear weapons and master all the technologies required of 
becoming a military superpower. The U.S.-Japan defense treaty should 
instead remain intact, but altered to acknowledge Japan's position in the 
world without threatening its neighbors so that balance in the region may 
be maintained. 

There is a need for comprehensive discussions on confidence-building 
measures as well as arms control given that the North Pacific houses the 
U.S., the U.S.S.R., and Japan, the countries with the world's largest military 
expenditures, with China likely to fill the fourth seat by the early 21st 
century. The U.S. and the Soviet Union should jointly convene, under U.N. 
auspices, a Conference on Security and Cooperation in the Asia-Pacific 
(CSCAP). The aim of this convention would be to launch a process similar 
to the 1975 Helsinki CSCE that has provided the context for reductions in 
East-West tensions so that the U.S. and U.S.S.R. could begin discussions on 
confidence-building measures in Northeast Asia.8 When broader security 
issues are covered, other countries could be asked to participate. Because 
the CSCAP would provide a forum for bilateral negotiations on regional 
arms control, the U.S. would have a chance to take Soviet President Mikhail 
Gorbachev's cue to reduce forces in Asia. Rather than implement U.S. 
Defense Secretary Dick Cheney7 s February 1990 announcement of a unilateral 
10 percent reduction of U.S. military personnel in the Pacific, a Pacific 
detente reached with Moscow would give the U.S. the opportunity to 
reduce defense expenditures and tend to problems in its domestic economy 
while the Soviet Union does the same.9 

Arms Control-Like Trade Negotiations. The obstacles to close 
cooperation between the U.S. and Japan are almost entirely economic as 
there are no territorial or ideological conflicts and both agree broadly that 
there is a need for a peaceful world where trade and capital can move freely. 
If the U.S. pursues a "dual-track strategy", economic issues will assume the 
level of importance previously accorded security issues. Given the 
importance of resolving trade disputes, the U.S.-Japan bilateral trade 
negotiations process should be modelled after the U.S.-Soviet Union arms 
control negotiations. Experience has shown that although relations with the 
Soviet Union have been tense, both countries have, nonetheless, persevered 
in these talks. 

Rather than continue to pursue unilateral action against Japan such as 
that under the Super 301 section of the Omnibus Trade and Competitiveness 
Act of 1988, the U.S. should restructure the bilateral negotiations process to 
address the problem of adversarial trade as well as the domestic political 
adjustments Japan created to stem the effects of market-opening processes. 
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Particular features from the U.S.-U.S.S.R. arms control negotiations should 
be adopted. The bilateral trade negotiations should seek mutually accept
able arrangements rather than imposed solutions, be ongoing and long-
term rather than ad-hoc and episodic, explicitly recognize the importance 
of relating bilateral talks to multilateral negotiations in the same field such 
as the Uruguay Round under the GATT, and include joint verification 
procedures. In addition, the U.S. needs to appoint a special trade negotiator 
with high-level authority who could not only bring expertise to the nego
tiating table but also remain with the task for an extended period of time. 
Japanese negotiators are highly informed and prepared to discuss the 
particulars of the trade issue at hand and are usually employed in the 
Japanese government for about 30 years. Thus, to remove the advantage this 
gives Japan at the negotiating table, the U.S. needs a qualified trade 
negotiator with a clear agenda from which to pursue U.S. interests.10 

The large and persistent bilateral trade imbalance has caused severe 
tension between the U.S. and Japan. Both countries would benefit from a 
new bilateral negotiations process that addresses trade comprehensively 
(e.g. imports, exports, investment, and competitive practices) under a 
mutually agreed upon timetable. In addition, a powerful and quick dispute-
settlement mechanism based on arbitration panels composed of experts 
should be established as well as joint fact-finding efforts. For instance, the 
recent cooperative bi-national study conducted by the Department of 
Commerce and MITI confirmed that Japanese consumer prices are more 
than 40 percent higher than comparable U.S. prices.11 This piece of information 
can lead to verification of whether or not Japanese companies pursue 
predatory pricing strategies in the international marketplace. By adopting 
specific aspects of the U.S.-U.S.S.R. arms control negotiations, future bilateral 
trade negotiations between the U.S. and Japan will be enhanced, benefitting 
both countries and the world trade system as differences will be system
atically reduced. If these bilateral talks are related back to the Uruguay 
Round, then the multilateral process will also be strengthened. 

Complementing the new framework of bilateral trade negotiations with 
Japan, U.S. trade policy should be less ideological and more practical. 
Rather than urge Japan to adopt the U.S. economic model of relying on 
market forces, free trade, and deregulation, the U.S. should adjust its trade 
policy to deal with Japan as it is. It is futile to try to convince Japan to 
abandon its economic system that best serves its interests and adopt a 
system that serves American interests. U.S. trade strategy during negotia
tions with Japan should be results-oriented, focusing on outcomes, timetables, 
and responsibilities. In addition, the President's Advisory Committee on 
Trade Policy and Negotiations recently recommended that the U.S. estab
lish sectoral export targets based on the increase in U.S. exports that could 
be expected if Japan behaved like other industrial countries.12 Although these 
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policies ring of managed trade, market shares will not be negotiated. 
Instead, to reach the goal of fair trade under an established timeframe these 
policies reflect a new intellectual framework that focuses on outcomes using 
a strategy of specific reciprocity (i.e. placing the burden for the U.S. trade 
deficit on the countries with implacable trade surpluses under the premise 
that the core trade problem is the barriers to entry of U.S. exports and 
subsidies of foreign imports) rather than on market or rules-based processes 
using a strategy of general reciprocity.13 

Bilateral trade initiatives seem more promising given the growing 
cumbersomeness of the GATT forums for cooperative trade initiative and 
conflict resolution. In essence, the new results-oriented trade policy can be 
characterized as a defensive strategic trade policy in which, for example, the 
U.S. pursues market-opening measures for present and future strategic 
industries to combat and circumvent Japan's adversarial trade practices. 

U.S. Government Must Get Its Domestic House in Order 
The U.S. must come to terms with the need to make sacrifices in domestic 
policy if it wishes to maintain its society's dynamism. The pursuit of a dual-
track strategy that separates military concerns from economic issues with 
Japan cannot alone guarantee success. The U.S. must recover its independence 
and find domestic solutions to economic difficulties with Japan while 
tearing down structural impediments to trade and fighting adversarial 
trade practices. No matter how good its trade negotiators are, however, the 
U.S. still needs to undergo domestic structural changes. If the U.S. is to 
continue to lead and prosper in world market economies, business leaders 
and political leaders must pursue more vigorously a comprehensive strategy 
to meet the competitive challenge of Japan and its followers. A border of 
strong defense through domestic strength is, therefore, necessary. 

The decade of the 1980s witnessed the most obvious erosion of the U.S. 
economic position relative to its major competitors. In 1981, the U.S. was the 
world's largest creditor nation, the leader in per capita output and the leader 
in practically all areas of high technology. The U.S. had the highest levels of 
productivity in most industries and the strongest military forces. By 1990, 
however, the U.S. fell behind in every area except in military capabilities 
with little sign of reversing this decline. The U.S. is now the world's largest 
debtor nation. The U.S. is producing approximately five percent less than 
what it consumes, which translates into daily borrowings of $300 million on 
the international capital markets. The U.S. is predicted to pay out to foreign 
lenders three to five percent of its national output by the mid-1990s. The U.S. 
is ranked fifth in GNP per capita and productivity growth is lagging behind 
other advanced industrial nations. More importantly, not only has the U.S. 
lost its leading edge in older manufactures such as autos and steel, it has also 
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lost the lead in many key technologies such as semiconductors, silicon, 
semiconductor equipment, consumer electronics, and advanced materials 
and its lead in others is tenuous. During the 1980s, the U.S. did not 
strengthen its relative position in any single high technology area and had 
even witnessed the erosion of its long-standing dominance in aerospace. 
This situation portends a continuing decline in U.S. living standards, its 
capacity to lead, and its international competitiveness. 

Companies and countries compete successfully over the long run by 
investing in what can be defined as the "long-run". For the 1990s through 
the early decades of the 21 st century the big value-added, knowledge-based 
industries will define the long-run and thus, the future of U.S. competi
tiveness. High-technology firms in these industries face massive and in
creasing investments in capital for plant and equipment as well as in R&D 
if they are to compete successfully in world markets. At the same time that 
initial R&D costs are increasing, the useful life of a product (i.e. the period 
in which it can be marketed) generated by the R&D stream is contracting. 
In addition, companies often must maintain several different product cycles 
using the same complex technology. The barriers to entry for these indus
tries, therefore, are high given the prohibitive levels of capital and R&D 
investment required. In addition, the costs to remain competitive upon 
entering these industries are also considerable, but quite profitable if a large 
market share can be captured early in the product's life cycle. 

The U.S. needs to make economic leadership a national priority and 
pursue this goal prepared with a comprehensive economic strategy to 
restore both economic and technological excellence. The U.S. government 
will still remain a regulatory state, but one that has reformed its thinking to 
include anticipation of U.S. corporate needs to maintain competitiveness in 
the international marketplace rather than assistance for industries in crisis 
situations. The U.S. should promote strategic industries with characteristics 
such as rapid growth, high elasticity of demand, falling costs, knowledge 
intensity, and multiple linkages with other industries. Strategic industries 
will contribute more to economic growth, disinflation, productivity increases 
and wealth than industries without these value-added characteristics. U.S. 
policies must be formulated to assure that these industries are encouraged 
to grow and prosper in the U.S., especially given that Japanese firms that are 
members of a keiretsu are more formidable competitors. The U.S. govern
ment should not target certain industries (e.g. no provision of direct 
government subsidies for particular industries), but should indirectly help 
strategic industries by providing a general healthy economic environment. 
Although comprehensive in intent and form, the following policies should 
be pursued to create a more favorable economic environment under which 
strategic industries can operate more effectively:14 
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(i) Reduce the cost of capital by decreasing the size of the budget deficit 
(which is the root of the trade deficit problem). 

(ii) Create a differential structure for taxing capital gains. 
(iii) Increase government spending on commercial R&D. 
(iv) Institute industry R&D tax credits and investment tax credits as 

incentives for companies to invest in R&D and modern plant and equipment 
that will boost productivity levels. 

(v) Encourage more collaborative efforts in basic R&D and even production 
among domestic firms involved in strategic industries by removing antitrust 
fears. 

(vi) Increase tax revenues and reduce consumption by taxing gasoline and 
other heavily consumed goods as well as luxury items. 

(vii) Provide for a pre-college educational base that encourages science and 
math education to produce a literate and competent workforce. 

(viii) Ensure college opportunity for all Americans. 
(ix) Provide for worker training and retraining. 
(x) Increase government spending to upgrade and expand the nation's 

infrastructure. 
(xi) Devise a more realistic policy on trade, technology transfer, and market 

access. 

Finally, the Competitiveness Policy Council should be activated. Section 
C of the Omnibus Trade and Competitiveness Act of 1988 created the 
Council with a budget of $5 million. The Council has a continuing mandate 
that includes the regular evaluation of U.S. competitiveness, the evaluation 
of existing and proposed legislation and its impact on competitiveness, and 
the formulation of policy proposals. In addition, if the Council ascertains 
that a particular industry is threatened, it can create a subcouncil to study 
the problems facing that industry. The Council has quasi-official status as 
an advisory committee and is independent of the executive and legislative 
branches (like the Federal Reserve Board). Its members will be chosen by 
both the President (VS) and the House and Senate leadership (%); the 
chairperson as well as % of the members must be selected from the private 
sector. Deliberations of the subcouncils have blanket exemption from 
federal and state antitrust laws and from the "open to the press and public" 
requirement that all advisory committees face. The Council will act as a 
forum for the private sector to advise both the government and the public 
of the issues facing U.S. competitiveness.15 

Given the structure of the U.S. political economy, the signs of declining 
U.S. competitiveness will be noticed by many, but concrete action will be 
politically difficult to achieve. Interest-group politics represented by both 
U.S. and foreign national lobbyists, political action committees, and other 
affected interest groups will override politicians' desire for reform, which 
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is indicative of short-term, self-interested thinking. Short of a severe eco
nomic crisis to create incentives for citizens and politicians to institute 
serious and effective reforms (which often is the case for regulatory states), 
calls for fresh purpose, renewed nationalism, vision for the future of 
America, willpower, leadership, and sacrifice will go unheard and un
heeded. 

The U.S. at present is the only advanced industrial nation that does not 
have a "Department of Industry" and has instead the Department of 
Commerce and the U.S. Trade Representative in charge of industry concerns 
when, in fact, they are mostly concerned with trade-related matters. Because 
competitiveness is one of many priorities that vie for the time of any 
president, as a long-term consideration it will normally be deferred to 
immediate crises. The president may not see the benefits that the 
Competitiveness Policy Council could provide and thus, could likely delay 
nominating any members. Moreover, economic issues in the U.S. are often 
politicized, which creates tremendous difficulty in implementing change 
that will require sacrifice on the part of many (i.e. the U.S. government needs 
to raise tax revenue, but who will pay?). Only broad public support can 
compel Congress to take appropriate action. Even if a U.S. Department of 
Industry were established, economic issues would still be politicized. For 
competitiveness to achieve the priority it deserves, business leaders may 
have to mobilize a large constituency to raise the issue's visibility and take 
the lead in changing economic strategy, if the U.S. government is pre
occupied with other matters. 

Conclusion 
U.S.-Soviet rivalry that dominated the international order for four decades 
created prosperous circumstances for Japan. The postwar U.S. interest in 
building a Western coalition to contain Soviet expansionism guaranteed 
Japan a privileged position. Japan's close security ties to the U.S. allowed it 
to dedicate resources to the development of its civilian sector. Easy access 
to the large U.S. market provided wide opportunities for export-led growth. 
The benefits associated with Japan's partnership with the U.S. far outweighed 
the costs. 

The U.S. should seize the opportunity presented by the end of the Cold 
War to disentangle the security issues of the Asia-Pacific region from the 
economic issues. The Bush Administration should respond, therefore, to 
the Japanese challenge by removing Japan's advantage in trade negotiations 
through the process of disentangling security concerns from economic 
issues; creating a Helsinki-like process to address military issues and an 
arms control-like negotiations process for trade disputes; adjusting its trade 
strategy to defend more effectively the strategic industries that are neces
sary for future U.S. economic competitiveness; and getting its domestic 
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house in order to create a border of strong defense that will strengthen its 
natural forces of resistance against economic adversaries. By taking these 
steps the U.S. can alter the current policy in the Asia-Pacific region to its 
benefit. 
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