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Introduction

Prime Minister Abe of Japan and President Trump of the US (United
States of America) talked at the first summit meeting of Japan-US on
February 10, 2017. Trump has been complaining about the Japan-US
economic relations such as trade deficit with Japan and exchange rate for
a while. In the Japan-US Joint Statement of Economy and Commerce this
time, it was confirmed that three approaches, mutually complementary
fiscal, finance, and structural policy are used, and based on free and fair
trade rules. They also confirmed to strengthen regional economic
relations. It is said that Japan’'s mutual complementary financial affairs,
money market, and structural reform policies implied that “monetary
easing in Japan is not currency induction”. Is this comment out from the
lesson learned from the ‘Plaza Accord™? Or is it because the US trade
deficit with Japan has decreased compared with that time?

The ‘Trump phenomenon’ is, of course, partly attributed to D. Tramp
himself, but we should also pay attention to the flow that causes the
phenomenon. I suppose that this ‘America first' phenomenon has already
begun since the 1980s, although this phenomenon has different degrees. I
think that we should pay attention to the political and economic process
since then. So to speak, the ‘path-dependent’ appears at the successive US
administration level as the “Trump Phenomenon’ at the moment in the
historical process that has been continuous.

The Japan-US economic relations after the Second World War can be
called the history of trade friction. Japan initially voluntarily regulated
exports to the US in the order of textile, then steel, automobile,

semiconductor and so forth. In 1985, the ‘Plaza Accord sometimes
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adjusted foreign exchange significantly to the yen appreciation. Since the
1990s, the mutual system was taken up at the ‘Structural Impediments
Initiative (SII), and furthermore in the ‘Japan-US Comprehensive
Consultation” “Numerical Targets for Reducing Surpluses by Japan” went
up to the top. Thereafter, the ‘Japan- US Regulatory Reform and
Competition Policy Initiative and the US-Japan Economic Harmonization
Initiative’ continued, and now in the conflict between Japan and the US
economic conflict, such intense political battles cannot be seen.

The exchange rate represents the value (price) of the currency and
serves as an index for comparing and evaluating the value with other
currencies. The exchange rate affects not only the economic field but also
every field. The foreign exchange market sets the exchange rate with
foreign currency in the import and export of one country, and affects the
demand and supply of goods and services produced domestically and
abroad. Exchange rate movements affect the competition of goods and
services produced in various countries, which in turn affects the pattern
of trade flows [Kuper and Kuper, 1996: 275].

The actual exchange rate setting adjusts its movement nominally or
virtually. The relationship between the theory of exchange rate
determination and empirical evidence cannot be stated clearly. The
movement at the exchange rate reflects supply and demand for financial
resources among the nations. Parity devaluation is considered as an
indication of excess supply of domestic financial assets. Exchange rate
stability requires continuous currency policy among countries [Broz,
Frieden, 2006; Bernhard, Broz and Clark, 2003]. Furthermore, political speculation
may work there.

However, it is meaningful to pay attention to the ‘Plaza Accord’ that
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has become a major turning point in considering the current international
political and economic position of Japan. The ‘Plaza Accord was
especially as important as for the Japanese economy in the fixed
exchange rate system of a dollar = 360 yen, the collapse of the Bretton
Woods regime in 1971, the Smithsonian agreement in 1973 and its collapse
[cf. Tto, 2016]. Because, as a result of the Plaza Accord’ in 1985, the start of
yen appreciation started [Pempel, 1998: 11, 177], investment and trade became
active [Pempel, 2005: 211, East Asian countries promoting economic ties and
mutual exchanges [Machintyre and Naughton, 2005: 77, 81; Tachiki, 2005: 159],
subsequent changes in material and psychological consequence in Japan,
such as the Asset Bubble Economy, trade relations between Japan and
the East Asian countries [Pempel, 1998: 200; Weiss, 1999: 155; Evans, 2005: 198], the
occurrence of the economic crisis in 1997, development of the relationship
with Japan and the world, and further closing the connection between
Japan and the world, and the later ‘lost 20 years’ [Weiss, 1999: 177; Tachiki, 2005:
169]. They has become at the critical moments to form the present
appearance of Japan.

The government decides the level and stability of exchange rate. Its
decision affects the domestic price of imports. How to determine the
domestic price will affect the inflation rate. Exchange rates also influence
the actual income and wage levels through the same mechanism. To the
extent that the international competitive position of domestic production
products affects, exchange rate movements are meaningful for
production and employment. The government may show resistance to
currency appreciation due to its disadvantageous employment effect.
Beyond doubt, there remains also possibility of devaluation of the parity

with the political and economic benefits.
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According to economic theory, determining the exchange rate is based
on the economic structure and trade balance of each country. Of course,
the yen and dollar exchange rates in reality do not function as expected.
The ‘Plaza Accord’ was an event that proved that the yen and the dollar
exchange rate was not in line with economic theory, but reflected the
political speculation of manipulators in charge of each country. This paper
aims to reproduce and reconsider the political economic process over the
Japan-US economic relations since 1980s. I would like to draw a macro-
like comparison between Japan and the US through this work.

I believe that we can present nation-state model of mercantilist type
from the present case of both Japan and the US. I would like to keep in
mind, needless to say, that the models of both countries have different
points.

I would like to discuss this thesis in seven parts as following in this
paper. First we present the international regime theory on exchange rate
from the standpoint of political economy in the first chapter. Second, with
the theory in mind, we will examine the process of the Japan-US currency
negotiation over the ‘Plaza Accord as case studies from Chapter 2 to
Chapter 4. The consequences have influenced Japanese society up to the
present. Regarding that point, the third will be arranged from the three
points in Chapter 5. Fourth, in Chapter 6, we will look for differences
between Japan and the US on the evaluation over the ‘Plaza Accord'.
Fifth, in Chapter 7, we consider the Japan-US economic relationship after
the ‘Plaza Accord’. Sixth, from Chapter 8, at broad perspective, we will
think from a comprehensive security system, including the economy. And
finally, from Chapter 9, although the globalization era penetrates, and

according to it, we will consider the transformative process which is (or
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was) characterized a (neo-) mercantilist state.

Professor J. Robinson has once argued modern mercantilism as follows.
Governments of each country aim to expand the share of international
economic activities only for domestic interests. Capitalist states are
enthusiastic about selling, but they tend to be cautious about buying.
That is to make the own trade surplus. This is a zero- sum game,
meaning that someone will lose when someone wins [Robinson, 1973].

From the above viewpoint, as Japan has become an economic
superpower, we need to confirm the change in the circumstances of more
than thirty years since the Japan-US currency negotiations and the
meaning of that change.

We know the term ‘Rashomon Effect’. That means that it will produce
different interpretations depending on the position to consider the same
phenomenon. Nevertheless, the current economic friction is basically a
political conflict between sovereign states, even in the times of
globalization and economic interdependence, even though there are
various actor conflicts. The circumstances leading to the ‘Plaza Accord’,
their intentions, and the perception of each country caused a gap in the
approach to the ‘agreement’, and the response after the ‘Plaza Accord’
caused different interpretations between Japan and the US and related

countries [Ito, 2016: 731.

Chapterl Political Economy on Monetary Policy

1. Three concepts and Points of Regime

When considering political and economic circumstances in international
relations surrounding monetary policy, we must recognize three

concepts. These concepts are ‘regime’, ‘coordination’, and ‘cooperation’.
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The international regime is defined as a set of rules, including formal,
partly including treaties. In each field, the regime sets ‘rule of game’ to
avoid conflict by interests of related countries. It is an international
arrangement, a system that should be observed between governments. It
can be international common or public goods.

Regime is a concept that can apply principles, norms, rules, and policy
decisions to specific fields of international relations [Keohane, 2001: 720]; as an
example of this concept, the International Monetary Fund (IMF)
established in 1944 at the Bretton Woods Conference, private air
transport formed in the 1970s, regulation of telecommunications, rules,
and organizations, sets of international environmental regulations, and
monitoring and management of proliferation of nuclear weapons, etc. The
regime formed between governments is thus also a concept applied at the
issue of international politics (e.g. security, economics, environment, etc.).
The international regime is set up for common interests among the
participating countries to it. Participating countries will act within a
framework. However, the institution that adheres to the systemized
‘coordination’ and ‘cooperation’ within that range has understood the
patterning of the interests and authorities of international politics and the
regime from there (that is, the participating countries agreed) have made
a distribution of planned profits.

The international regime is a mechanism of international value
allocation. It allocates or redistributes benefits and costs among countries.
Therefore, the regime can be regarded as a political phenomenon.
Governments of each country, if they are concerned with the regime, are
involved in the national interest. It is premised, not to mention, on

multilateral interests (and forgetful but obligatory), but it requires some
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standards and rules. How to balance them leads to the existence of the
regime [Yamamoto, 1989: 175-179].

The governments have been rapidly and frequently deployed in
multilateral ‘coordination’ and ‘coordination’ for international activities
since 1945. Most regimes contain at least one of the international
organizations, such as specific services, monitoring for member states
(and non-member states concerned), obedience and compliance with
rules, participation in forums for negotiations, etc. Regime is organized in
international relations, in principle, through horizontal ‘adjustment’
rather than vertical between nations. Needless to say, the ‘self-help’
function of participating countries is left. Regime is constituted by the
governments of member states to achieve national interests.
International organizations responsible for the regime will not act as a
governance body similar to the state. When regime’s rules are applied, we
must confirm two arguments over the regime.

First whether does the regime have to depend on a single dominant
country?

Second whether the rule of regime causes a specific effect apart from
its influence?

The international regime is characterized by the superior position of
the US located at the center and the increase of interdependence after
the Second World War. However, it is difficult to divide the relationship
between the US control in reality and the interdependence among
countries. Cooperation in a complex and multi-polarized world surely
requires a regime framework.

Institutions in the international regime are influenced not only by the

power of the state but also internationally approved rules and norms. It is
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to mutually approve the agreed principles among sovereign states in the
international community. Furthermore, even as the rules settled together
with the times, the power between the nations changes relatively
irrespective of that. They expected outcome of power may thus differ
from what is initially observed within the framework of the regime. The
difference becomes a point of debate. When that rule loses consistency
due to the change of power relations of the state, the participating
countries try to circumvent the regime and see a scene that makes the
results which have often been funding so far meaningless it is.

It is prerequisites for analysis that characterize the international
regime. Analysis for international regimes require consideration of the
following items [Young, 1989: 29-30]. The first is institutional character. What
are the main right, rule, and choice of regime? How do they structure the
behavior of actors that produce streams to collective outcome?

The second is the jurisdictional boundary. What is the coverage of the
regime under functional scopes, areal domains, and membership
requirements? That is, how the jurisdiction is set up.

The third is conditions for operation. Which condition is required for
regime function? Under what conditions would the regime’s activities
produce particularly desirable outcomes (e.g. economic efficiency, equity
of allocation, ecological equilibrium, etc.)?

The fourth is the consequence of operation. What types of results can
be expected from the regime? What are the appropriate criteria to
evaluate this result?

The fifth is regime dynamics. How are the regime established and the
regime experiencing predictable changes? Does the regime include a

transformation rule?
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Each of the features from the first to the fifth can be organized into
three points (when organizing in Chapter 5) according to the main points
of this thesis.

Point 1 is to integrate the policies on exchange of features in the first
and the second.

Point 2 is to clarify theories and experience of features in the third and
fourth.

Point 3 is to reflect policy decision by regime of feature in fifth.

Given the system concerning international regimes, it is inevitable that
efficacy is solved to solve international issues. It concerns common goods
or public goods in the international community. In international relations
with members’ sense of effectiveness affected by collective fate,
establishing effective barriers to destructive events, for example,
maintains order over the international environment and the issues.
Institutions and rules sometimes become the behavioral standards for the
behavior of each actor [Young, 1989: 235].

The political and economic analysis of monetary policy focuses on three
perspectives. The first is an inter-national perspective. This relates to the
nature of the international financial system. The second point is the
domestic focus. This is related to the government’s specific policy on the
exchange rate. Domestic policies, especially in the case of large powers,
have a great impact on the international financial system. Similarly, the
international currency regime also affects the domestic currency policy.
Third the political and economic situation of the domestic affairs has a

great influence on the international economic environment.
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2. International Political Economy Theory of Exchange Rate Policy

Each country’s currency system employs one of two exchange rates. One
is a fixed exchange rate system, and the other is a floating exchange rate
system. Today, since the Smithsonian Conference, financial globalization
has urged countries to shift to a floating exchange rate system.

Tension over the exchange rate, at least for more than a century, has
been a feature repeated in the world economy.

In the fixed exchange rate system, a currency rate may be based on
financial instruments such as gold or silver, or linked to a specific
currency such as the US dollar. The value of a currency changes freely
with the floating exchange rate system. The currency value of the
country is changed by market conditions and macroeconomic policy of
the country. The world has experienced the period of three international
monetary orders until now.

First, most states of the world are in the era of the fixed rate system
based on the classic gold standard in a form modified in about fifty years
before the First World War and in the 1920s. Governments of each
country exchanged money and currency at the display rate under the
gold standard.

The second is the era from the late 1940s to the early 1970s. Capitalist
countries organized the currency system based on the economic order of
the Bretton Woods regime after the Second World War. This is, in a
sense, a modified fixed rate system. The local currencies were fixedly
linked in conjunction with the US dollar, and the US dollar was backed by
gold under the Bretton Woods regime. But governments could change
the exchange rate. Currencies cannot be tightly connected like a classic

gold standard under this ‘adjustable peg system'’. Putting another way,
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the exchange rate has been stabilized by market manipulation.

Third, since 1973, we have entered the era of floating exchange rate
system in major powers. Small countries choose to either fix their own
currency as one of the major currencies, or adopt a variable rate based on
government control laws. The globalization since then, from the 1980s,
has made it difficult to control currency fluctuations easily.

It is understood that the currency regime has influenced regionally as
well as international presence after 1973. It has been linked to countries in
many regional rate systems. Some countries have linked their major
currencies to their own currencies. For example, the 14 countries that
join the African Financial Community were linked to the French franc
(current Euro). Several countries in South America and the Caribbean
have fixed their home exchange rates to the US dollar. The European
Monetary System (EMS) was consolidated into a former German-Mark
with a limited regional agreement, and as a result has resulted in a single
currency and a common central bank. These are a kind of international
monetary regime.

The contradiction between the domestic equilibrium and the external
equilibrium in a country economy is resolved by the fluctuation of the
exchange rate. External shocks will fluctuate as domestic demand and
resource allocation will increase exports, and reduce imports if the
international balance of payments becomes deficit or surplus, if the
exchange rate fluctuates freely, there exists a view as a signal from the
side that supports the market system. There remain criticisms that the
floating exchange rate system raises uncertainty by international trade,
so there exists a doubt about the stability of the exchange market. Each

country has the recognition that it is necessary to prevent the fluctuation
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of the exchange rate after the Nixon shock. The management of floating
exchange system successfully overcame the world recession in 1975.
Although each country was a product of compromise, it was the result of
selecting a real management of floating system. Currencies such as
former German-Mark, pounds, and yen could not play the role of the key
currency instead of the dollar. The basic currency is necessary not only
to be a ‘strong currency but also to provide a remedy for absorbing
anxiety factors [Ishiyama-Kusakabe, 1978: 135,154].

Policies by the participating countries must be respected at all times
for the international currency regime. In doing so, it is important to
establish guidelines to deal with various problems in ‘coordination’ and
‘cooperation’ among participating countries. Application of ‘coordination’
requires mutual cooperation with concrete action among governments.
For example, connecting local currency to gold or US dollars requires a
corresponding balancing measure. Even if one participating country
chooses a currency of a powerful country, the government of any country
does not want to become a country where only the home country
exchanges gold. Every country also does not turn down to get a sole
country where it experiences fluctuations in currency. There will be no
effect unless spirit of cooperation with ‘coordination’ is secured.

‘Cooperation’ among countries can also be related to other countries
participating in ‘coordination’ of policy in member states within the
regime. It is like a joint intervention in the currency market. If countries
within the regime ‘cooperate’ and do not show the attitude to cope, we
cannot expect results. It can be the case of a prisoner’s dilemma game, for
example. It is because each country should take the joint action on the

premise of making his position better. Their actions are forced to make
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policy decisions while looking at the direction of partner country forming
the international regime. The two terms, ‘coordination’” and ‘cooperation’,
are interrelated. To actually maintain a regime, one solution usually

assumes another one.

3. Coordination” and ‘Cooperation’ in the International Currency Regime,
and Consideration of Political Strategy

The international or regional fixed rate system has characteristics that
the selection of the state is adjusted, for example, the gold standard
system and the European Monetary System (EMS). If such a fixed
exchange rate system is based on gold, or if there are many countries
choosing between US dollar and German- Mark, the interests of the
concerned countries will be increased by the same choice. Another
country may be able to reduce currency fluctuation factors if a country is
evaluated as currency stable by a fixed rate. Regime participating
countries should not hurt as long as they adopt the same step.

If a number of countries participating in the regime increases, the fixed
rate will succeed. This was the case of the gold standard system before
1914. It depended on the international economic order of the nineteenth
century by the United Kingdom (UK) gold standard system. When many
countries participate, the nature of the fixed exchange rate system can be
‘virtuous circle’. However, when the regime meets the crisis, it can lead to
a tangle, which is also a ‘vicious circle’. As the gold standard system of the
1930s collapsed, the withdrawal of the UK from the regime was virtually
within two or three years the many states of the world had to withdraw
from the gold standard system.

Considering ‘coordination’ from the fixed exchange rate system, similar
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problems also occur in the floating exchange rate system. As the floating
exchange rate system is in common standards for settlement and
exchange, participating countries (even if not all) can benefit from that.
For example, the IMF standard provides governments with quotas and
restrictions on exchange with foreign currencies. This point will promote
trade and investment that will bring profits to participating countries in
terms of being able to act on some common standards.

‘International cooperation’ is indispensable for financial relations among
multiple countries. The fixed exchange rate system will give the
government an incentive of ‘cheat’ like de facto currency devaluation for
its own interests. It is said that ‘cooperation’ among related countries has
the following three ‘laws’ in the currency regime.

First the volatility of the devalued currency would surely increase or
decrease trade and investment among countries.

Second the fixed rate tends to stabilize international finance to
strengthen domestic finance.

Third the predictable currency value can reduce disputes in trade and
investment.

The rapid change in the currency is often a serious drastic surge,
protectionist pressure; blatant enemies on trade relations which lead to
turn against. There may be problems that the country is forced to
sacrifice in trying to realize the joint gain of the participating countries.
The fixed exchange rate system requires an adjust policy involving a
country and another one with respect to the exchange rate. The
government may adopt a high official discount rate in order to avoid
domestic currencies that are overly highly appreciated. And there

remains a possibility that conflicts and adversarial relationship between
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the countries will occur from the viewpoint of economic security
regarding the adjust cost to deal with the domestic economic and political
influence. As a situation arises in a currency regime like the ‘Plaza
Accord mentioned in this paper, if a country undertakes the anchor role
of a regime, it may result in anchor’s monetary policy being synchronized
with other countries.

And the governments of the concerned countries are subject to
political pressure in order to implement that policy. For example, West
European governments have sought to implement austerity policies to
control US inflation under the Bretton Woods regime from the late 1960's
to the collapse. It was because countries that could do it would be able to
maintain the currency regime if agreeing to the adjust cost.
Intergovernmental cooperation is important to sustain the currency
regime. If cooperative motivation is absent, they are attributed to failure.
Regulations between ‘coordination’ and ‘cooperation’ depend on the
monetary policy of one country and another regardless of international
factors.

We must keep in minds following. In addition, one actor participates in
a certain international regime, and when consulting and executing
‘coordination’ and ‘cooperation’ there should be another view to think
about is to prepare a concept of political strategy related to a certain
issue.

When thinking about its origins, political strategy departs not by
strategy-making but by structuring of collective acting ability. Strategy
consists of three basic elements; strategic capabilities, strategy
formations, and strategic guidance.

Strategic capabilities develop collective actors into composition and
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expertise. Strategy formations are also a cognitive ‘challenge’ to the
problems. Strategic guidance can be overlooked from a broad perspective
and the ability to direct the whole.

Building a strategic core is a central part of strategic competence and
is a prerequisite for its work. The policy makers involved in it must
understand, accept, and be in charge of such a central role in that activity.
Strategic competence is judged preferentially as a matter of leadership. It
may, so to speak, come to collective actors with strategic capacity. The
leader among them who will oversee the whole can potentially be
executed only in cooperation with collective actors. Stated in different
fashion, all the strategies can be paraphrased as collective actors think.
However weaknesses of collective dimension are affected by actors with
strongly personalized political roles. This weakens a unity among
collective actors [Rachke - Tils, 2007: 531-532]. Speaking of strategy being
indispensable, though it is natural; however it is surprisingly easy to see

that it requires careful preparation.

4. Exchange Rate Policy

Domestic political factors cause international pressure in relation to
‘coordination’ and ‘cooperation’ within the regime, while the exchange
rate policy depends on domestic circumstances. It is difficult for
‘coordination” and ‘cooperation’ among countries to gain approval in one
country. Exchange rate policies are susceptible to political influences
such as elections, public opinions, and political changes. Politicians and
monetary authorities in the administration may operate the exchange
rate for reasons of their own domestic circumstances (e.g. elections,

cabinet approval ratings, regime stability and instability, etc.) from the
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existence of the regime. Distributed politics based on exchange rates and
domestic circumstances prescribe the exchange rate. Policy makers in a
country must thus consider the following two points.

First policy makers must decide whether or not to participate in the
currency regime while being conscious of domestic and foreign signals
(e.g. trade in member states, economic growth, and public opinion trends).
They must select own country’s rate somewhere on the continuous line
from a strict fixed rate to a complete floating rate to participate in this
regime.

Second the policy makers must decide the exchange rate, keeping in
mind that their currencies are traded on foreign exchange markets.
Participation in the regime and each judgment on the currency level are
related to the circumstances in the regime, so it is necessary to
distinguish them from each other. And the value of the local currency is
positioned somewhere on a continuous line from a currency in one
country to a better one country currency for the currency rate. Policy
makers in each country must prepare their own strategies in advance at
that time.

Decisions on participating in the regime can include trade-off with the
goal to ‘agree’ by the participating countries. The profits and costs of
target are brought to the nation. If priority is given to the stability of
domestic financial conditions, two advantages can be considered for the
fixed exchange rate system (or maintenance of rate with less fluctuation).

First, by reducing the risk of exchange rate, long-term stability
promotes trade and investment.

Second the fixed rate stabilizes domestic finance. Since the value of

local currency is fixed in that currency (or money), low inflation policy is
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adopted.

The choice of a regime (or not) is decided on the basis of benefits and
costs. Banks, investors, exporters and importers, and others acting
globally on trade and investment want to choose a fixed rate system,
considering the stability of exchange rate to promote trade and
investment. If economic activity in contrast is constrained by the
domestic economy, the government will want to make choices to stabilize
domestic economic conditions.

A government can influence the nature of regime through exchange
rate policy. The government must therefore determine the currency
value. This decision signifies the exchange of ‘competitiveness and
purchasing power’.

The actual exchange rate affects the commodity price produced in
each of the domestic and foreign markets. It also affects purchasing
power of people who acquire currency. Real evaluation also increases
domestic purchasing power by lowering commodity prices in foreign
countries (more generally able to trade). However it is possible to increase
or decrease the competitiveness among competitors who can trade in
their own country by fluctuating their domestic price rather than foreign
commodity one.

There is no clear economic guidance on the optimization of exchange
rate. The devalued currency brings about an economic effect of shifting
from imported goods to domestic products, and promotes exports and
consumption. However devaluation has contradictory effects. Exporting
industries may be sluggish from currency depreciation, or domestically
oriented industries may benefit from currency appraisals.

Manufacturers support flexible and devalued currencies on the one
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hand. Producers who make complex and special deals, on the other hand,
are very nervous about currency fluctuations. Producers in that situation
become sensitive to the exchange rate. These producers would prefer to
choose a fixed exchange rate. Alternatively, domestic industry (or citizen)
may try to sell its own products to foreign markets using fluctuations in
exchange rates.

The interests concerning the exchange rate explain the outcome of the
policy and form a particularly important political system at that time. The
political system, including the exchange rate policy, has an impact on
economic policy. Exchange rate policies are influenced by the electoral
system, the timing of election, and the deliberations of Parliament. This is
because the exchange rate of a certain system affects purchasing power,
growth rate, price level, etc. In fact, these systems influence the results of
the elections, and further influence the way governments and policies are
implemented. For example, the government wants to keep the currency
value before the election or to choose to avoid or postpone devaluation
until after the election. However, the delay in devaluation further
exacerbates the problem. If there remains political unpopularity caused
by devaluation in the national purchasing power, the government may be
driven by a strong incentive to devaluation, even to create a more severe
crisis than other methods.

For example, that is in the case of Mexico from 1993 to 1994 or in the
case of Argentina from 1999 to 2000. In countries where central banks
can secure adequate neutral positions from political pressures, they do
not particularly turn into political issues. In addition, the government
must secure enough time to pick up the big ‘tab’ due to delay in change at

the exchange rate.
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It may determine the conditions of domestic policy on whether to
enforce currency appreciation or devaluation on the one hand. The
regime sets rules and sanctions on the exchange rate policy of
participating countries, and devaluation conditions domestic policies for
competitive purposes on the other hand. Regime rules and monitoring
mechanisms will, in addition, impose constraints on the jurisdictional
scope of the administrations, the central bank, economic ministers and
government agencies, politicians, political parties, fiscal and financial
authorities, and so on, which manipulate exchange rates. For example,
monetary policy and trade policy are a substitute for exchange rate
policy. The devaluation of 10% is the same as the import tariff of 10% plus
the export subsidy of 10%. The government chooses to issue export
subsidies, or set up trade barriers or devaluation of the local currency.
Exchange rate policies relate to the flow of capital, financial regulation,
and policies in many other areas, which bring political effects in good and

bad.

Table 1: Rate of Dollar and Yen
year 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989

dollar | 226.7408 | 220.5358 | 249.0767 | 237.5117 | 237.5225 | 238.5358 | 168.5198 | 144.6375 | 128.1517 | 137.9644

year | 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

dollar | 144.7925|134.7067 | 126.6513 | 111.1978 | 102.2078 | 94.0596 |108.7791 | 120.9909 | 130.9053 | 113.9068

year | 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

dollar [107.7655{121.5289 | 125.3880 | 115.9335 | 108.1926 | 110.2182 | 116.2993 | 117.7535| 103.3595 | 93.5701

year | 2010 2011 2012 2013 2014 2015 2016 2017 2018

dollar | 87.7799 | 79.8070 | 79.7905 | 97.5957 |105.9448|121.0440|108.7929 | 112.1661 | 109.9122
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Chapter 2 The Japanese-US Currency Policy Process over the ‘Plaza
Accord’
1. International political and economic situation before the ‘Plaza Accord’
The exchange rate of the world after the Second World War (the
exchange rate of national currencies) became a fixed exchange rate
system with the dollar as the key currency by the Bretton Woods regime
in 1944. Japan has helped to promote textiles, steel, electric machinery,
automobiles, semiconductors and key industries of that era, and has
enjoyed high economic growth under the depreciation of yen under the
fixed exchange rate system of 360 yen per dollar. The US economic
deadline became apparent due to an increase in warfare expenses of the
Vietnam War meanwhile in the 1960s and the US balance of payments
worsened on the one hand, but the Western European countries’ and
Japan’'s economy made a breakthrough on the other hand. It became
difficult to maintain the Bretton Woods regime, and President Nixon
unilaterally stopped exchanging dollars and gold in 1971.

The Smithsonian Agreement decided the devaluation range of the
dollar and rounded the yen to a dollar = 300 yen in January 1971.
However, trust in the dollar subsequently declined, and it moved to a
floating exchange rate system in 1973. Even though the Japanese
economy entered a low growth stage due to the oil crisis in 1973, it
increased exports with high technology, low wages and a weaker yen.
The US economy lost the initiative in the triple structure with Western
European countries and Japan, exports were sluggish, and the high
dollar’s tone continued.

The US was able to drastically devalue the dollar with the Nixon Shock

and the Smithsonian Agreement. However, in 1982, it returned nearly 280
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yen per dollar. The background of this situation was influenced by US
monetary policy. The high interest rate policy adopted by the Chairman
Volker of Federal Reserve Board (FRB) of the US at that time attracted
the world money to the US market and fixed the dollar high in the
exchange market [Kurato, 2014].

R. Reagan took office as President in 1981. The Reagan administration
implemented the US economic rebuilding plan (REGANOMIX') with a
drastic restraint on expenditure and tax cuts. Both Thatcher (the UK)
and Reagan governments reflected the predominant period of New Right
(e.g. neo-liberalism in economy and neo-conservatism in politics) in the
19885). Both governments undertook a comprehensive ‘small government’
through fiscal narrowing, deregulation of the financial and labor markets,
and denial of Keynesian policies after the war [King and Wood, 1999: 3711.

However the sluggish tax revenue and the increase in expenditure due
to tax cuts did not increase tax revenue as expected, military expenses
increased, and at the same time failed to reduce non-defense expenditure,
and the economic policy bringing a fiscal deficit of about 200 million
dollars every year since 1983, simultaneously adding trade deficit,
suffering from ‘twin deficits. Supply in the US was satisfied with
domestic demand, maintaining a high interest rate policy to curb inflation,
leading to inflow of overseas funds, resulting in a high dollar[Nishimura, 1999:
28-29].

The First Reagan administration at that time welcomed the high
dollar’s rise. However, in the real economy, the deficit of trade balance
widened as a result of a decline in exports and an increase in imports.
This is because the Reagan administration was carrying the deficit of

fiscal deficits such as aggressive finance after the Second World War, and
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military expenses increase. The economic recovery due to a large tax cut
was ineffective, resulting in a further deficit expansion. The budget
deficit in the US was about 700 million dollars in 1980, about 1% of GDP.
However, the budget deficit expanded to more than 5% in 1984, reaching
200 billion dollars. The deficit in the trade balance exceeded 30 billion
dollars in 1977 and exceeded 100 billion dollars in 1984. The current
account turned to a deficit of 5.5 million dollars in 1982 and it expanded to
120 billion dollars in 1985. This is equivalent to minus 2.8% of GDP. The
US fell into debtor country in 1986.

Table 2: Growth Rate / Unemployment Rate of Participating
Countries of the ‘Plaza Accord’ (1960 to 1993)

Country Growth Rate Unemployment Rate
periods 1960-73 | 1973-79 | 1980-89 | 1990-93 | 1960-73 | 1973-79 | 1980-89 | 1990-93
UK 26 15 22 -03 19 42 95 84
Us 26 14 15 -08 50 70 76 6.6
France 4.3 2.3 1.6 -02 20 4.6 91 10.6
West Germany 37 25 1.7 21 0.3 34 6.7 73
Japan 83 25 34 22 1.3 18 24 2.3

Note: revised from Kitschelt, Lange, Marks, and Stephens, 1999: 436

The US and the UK caught the crisis of industrial hollowing out
from the 1970s to the 1980s. The international competitiveness of
manufacturing industry has in particular declined markedly, and, at the
same time, the manufacturing industry has moved overseas abroad. This
incident domestically got into trouble within the increase in the
unemployment rate from this sector. After the trade balance in the US
turned into a deficit in the latter half of the 1970s, the competitiveness of
US products stopped in domestic and foreign markets, the import

dependence became established, the trade deficit rapidly since 1982. The
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share of world’s share of industrial products exports fell from 17.2% in
1982 to 13.4% in 1987.

The manufacturing industry in the US is expanding overseas due to
the high dollar in the first half of the 1980s, while domestic production
was shifting to imported production goods such as foreign-made parts
and machinery facilities. Foreign consumer goods contrary to this have
come to flow into the domestic market in large quantities.

The decline of manufacturing industry had a major impact on
employment. While the number of employees in the manufacturing
industry increased by 917,000 during the year from 1970 to 1980, it
decreased by 1,210,000 workers the 10 years from 1980 to 1999 [Ohba, 1995:
54].

The Reagan administration attempted to rebuild the economy in the
1980s, but, as a result, the ‘twin deficit’ that the fiscal deficit is also the
current account balance has been structured, and the tendency of
protectionism domestically (especially from Congress) was strengthened.
The reason for this was a decline in the competitiveness of US economy,
but the Reagan administration criticized Japan and West Germany, which
are current surpluses, rather than making improvements, and turned the
deficit's problem abroad. Said differently, as a result of the failure of
‘REAGANOMIX’, the US government tried to improve fiscal and trade
imbalance measures by adjusting the exchange rate with the yen and
Mark. The US government tried to avoid criticism within the US by
getting into some trouble with Japan that causes trade friction with the
US with unreasonable yen depreciation. Because the ‘Plaza Accord’ in
anticipation was not a pure economic talk, it was a place of political

negotiations over domestic and overseas economies both domestically
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and abroad. It was also a time when the momentum of the Japanese

economy peaked.

Table 3: Japan-US Trade Conflict Relations after the war (1970 - 2018)

overview

result

trade friction over tex-
tiles from the 1960s to
the early 1970s

‘Japan-US textile agreement’ signed
in 1972. The Japanese side accepted
voluntary export restrictions on tex-
tile products.

The US steelmakers
asked the US admini-
stration to restrict im-
ports in 1968.

‘Self-regulationary export control
agreement between the US, Japan
and Europe’ in 1969. The ‘second
Steel Self-Regulation (1972 - 1974) by
Japan.

Japanese TV makers’
dumping certification in
1971.

‘Agreement on the order of the
Japan-US color television market or-
der (OMA) concluded in 1977. The
number of exports to the US was lim-
ited to 1.75 million units per year.

Automobile export by
self-regulations to the
US in 1984

‘Self-regulationary export of automo-
bile to the US was implemented in
1981- 1984 by Japan,

The first beef and or-
ange negotiations in
1977. The second nego-
tiation in 1983. The
third negotiation 1988
(final agreement, elimi-
nation of import quota).

Number agreement (30 thousand
tons of beef, 80 thousand tons of or-
anges) in 1978. Beef increased by
6,900 tons by 1988 in the second ne-
gotiations. Import quota abolished,
tax rate gradually lowered in the
third negotiations.

MOSS  consultation
started in 1985

Discussions on obstacles to access to
the Japanese market in specific fields
(electronics, telecommunications,
pharmaceuticals / medical equip-
ment, forest products, transportation
equipment, etc.) in 1985.

year trade friction
1969~1972 | textile
1969~1974 | steel
1969~1977 | color TV
1975~1992 | automobile
1977~1988 | beef and or-
ange
1985~1986 | Market-ori-
ented
sector-spe-
cific consul-
tation
(MOSS)
1985~1991 | semicondu-
ctor

Consultation of Japan-
US semiconductor
started in 1985
(concluded in 1989).

The ‘first Japan-US semiconductor
agreement’ concluded in 1986. The
‘second Japan-US semiconductor
agreement’ concluded in 1991.
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1987~1990 | supercomp- | Unfair competition of | Four expert meetings, introduction
uter Japanese supercom- of government procurement proce-
puter market dure measures, settlement of griev-
ance disposal institution etc. in 1989 -
1990.
1989~1992 | Japan-US Bilateral consultation on | Japan took measures in 1990 on sav-
structural the efforts and meas- | ings and investment patterns, distri-
talks ures of both Japan and | bution mechanism (revision of large
the US towards reduc- | store law etc.), exclusive trade prac-
ing the balance of pay- | tice, keiretsu relationship, price
ments of Japan and the | mechanism in 1990. The US's meas-
US in 1989 ures in 1990 were taken on savings
and investment, corporate invest-
ment activities and productivity, cor-
porate activities, government
regulations, research and develop-
ment, export promotion, labor train-
ing and training.
1993~1996 | Japan-US ‘Discussion started as a | Announced Japan's self-
comprehen- | framework of Japan-US | regulationary measures in 1994
sive eco- comprehensive eco- were announced.
nomic con- | nomic consultation’ in
sultation 1993.
1997~2001 | Japan-US Deregulation Dialogue | Four summit talks between 1998
strengthen- | between Japan and the | and 2000 (Joint Status Report)
ed initiative | US started in 1997
on deregu-
lation and
competition
policy
2001~2007 | Japan-US Start of ‘Japan-US Regu- | Japan-US economic partnership for
Economic latory Reform and Com- | growth (consisting of 6 frameworks)
Partnership | petition Policy Initiative’ | in 2001.
for Growth
2007~2013 | Fact sheets | Tact Sheet on New Ini- | Japan-US economic harmonization
on new ini- | tiatives’ in 2010 dialogue
tiatives
2013~2018 | TPP nego- | ‘Japan-US talks on TPP | Japan and the US that shape the fu-
tiations negotiating participa- | ture of the Asia-Pacific region and

tion” concluded in 2013
(agreement in 2015).

beyond: announced Japan's global
and regional cooperation. (the US
withdrawal from the TPP in 2017)
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2. “Young Report’

There existed a good contrast of two reports when looking at that time
the US’s economic attitude in the own country. One is the “Young Report’,
and the other is the ‘Morgan Report’. Both are countermeasures against
the US political and economic hardships at the time.

The chairman J. A. Young (President of Huett Packer Company) of the
‘Presidential Advisory Committee on Industrial Competitiveness’
submitted the ‘Young Report’ in 1985. Regarding the decline of the
manufacturing industry in the US, the industry in the US recognized that
the US had lost its competitiveness in foreign markets because of the rise
of overseas emerging industrialized countries, and the domestic
productivity declines due to insufficient investment. The report said that
“The international competitiveness of the US is now faced with
challenges from abroad, which is unprecedented. The leadership of our
country is in danger of survival and the living standards and
opportunities that citizens are eager for. It is dangerous to offer, and
pointed out that such a crisis is a big threat to encourage the citizen’s
total rally” [Ohba, 1995: 56-57].

The report recommended the measures that the manufacturing
industry in the US faced with ‘new reality’ both inside and outside, and
should take measures to improve productivity. “If the US has even
competitive power in the world market, many of the major national goals
can be achieved satisfactorily. All goals, such as the position of US as a
world leader, raising the standard of living for the people, national
security, government financing for domestic plans, and so on are all
dependent on the competitiveness of the US industry both inside and

outside of the country”, and the report insisted on the full inclusion in
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international competitiveness, evaluating the current situation as follows.

(DIndustries in the US cannot respond to changes in domestic and

overseas for the past 40 years, productivity declined, it became

impossible to produce innovative quality products.

(2The decline in productivity is rooted not only in issues such as high

capital cost and low savings rate, but also fundamental issues such as

labor motivation of workers, structure of corporate organization and
education.

(3Even if there remain companies that have survived the harsh

competition by adapting to the new economic environment, other

companies were pointed out the hard problems in the US economy,
when not improved their management system, stuck to past practices
and viewpoints.

“Furthermore, as specific countermeasures, we seek to strengthen our
competitiveness with a focus on four points; technological innovation,
reduction of capital cost, liquidation of labor market, and emphasis on
trade. Technological innovation encourages the growth of new industrial
sectors. We will prepare a system to increase the supply of capital for the
most productive purpose, transfer workforce to high productivity sector
through worker education and labor market liquidation, further
strengthen international competition in the US by enhancing the power
of export policy”.

In addition the business community had to act as the main body
of competitiveness strengthening, product development, technology
development, training of employees and expansion of investment. While
promoting fiscal and monetary policy aiming for stable growth without

inflation, the government would take measures to create consensus
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among industrial, labor, political and academic sectors towards
strengthening competitiveness. All nations in the US had to recognize the
significance of strengthening competitiveness and challenge targets by
acquiring necessary skills. This was the role of government, enterprises
and citizens.

The “Young Report’ pointed out the problems of the economic structure
centered on the US manufacturing industry at the time, but it took time
to realize it, so it was impossible to seek immediate effect. It seems that
the content of this recommendation was partially projected to the idea of
‘New Economy’ since the 1990s. However, given the immediate effect,
policy recommendations based on another report (the Morgan Report)
were executed. This was the strategic origin leading up to the ‘Plaza

Accord’ by the US.

3. Setting Ups of the ‘Morgan Report’ and the ‘Japan-US Yen-Dollar
Committee’

The President of Caterpillar Tractor Company L. Morgan drew the
‘Morgan Report” based on D. Martin's and E. Solomon’s “The
inconsistency of the dollar and yen, the location and solution of the
problem”, brought it to the White House, Ministry of Finance, and the
Economic Advisory Committee etc. at the end of September 1983, [Frankel,
Bergsten, 1985]. This ‘report” pointed out that “the imbalance between the
yen and the dollar rate dropped the yen against the dollar rate; hence
price competition with Japan became impossible. The low yen against the
dollar rate was intended to enable export offensive against the US due to
devaluation of the de facto price in Japan”.

Morgan requested policy-makers to change the relationship between
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the yen and the dollar from ‘benign neglect’ to ‘aggressive exchange rate
policy’. He appealed to Treasury Secretary, D. T. Regan that
‘responsibility’. Morgan’s claim was also a proposal that was easy to agree
due to pressure on importing Japanese products during the presidential
election campaign [Frankel, 1984; Bergsten, 1985: 13].

Regan and Finance Minister Takeshita agreed to set up the Working
Group of the Yen-Dollar Committees in November 1983. The Committee
reported measures to Japan in May 1984. Its contents included; @
liberalizing regulations on the flow of capital, @promoting the
internationalization of yen, ®improving the handling of US banks and
other financial institutions that wished to operate in Japan, @determining
interest rates to regulate Japanese domestic financial capital markets,
such as leaving it to the market, not to the government [Frankel, 1984;
Bergsten, 1982].

From that viewpoint, “Even if the manufacturing industry in the US
makes efforts, it will not be rewarded due to fluctuations in the exchange
rate, and movements in the exchange rate have hurt US companies.” The
basic perception was not the Japanese government’s yen and economic
policy, but the rapid rise of dollar price and the economic policy of US
government as the cause of the dollar’s rise [Frankel, 1984; Bergsten, 1982]. It
predicted that the fiscal expansion measures of Japanese governments
can drastically reduced the domestic savings and the surplus in the
current account. To realize this, if the Japanese government could raise
the real interest rate and reduce the capital outflow, the yen appreciation
and the trade surplus as a policy result would have been reduc(ez(i. The
key to solving the fall in the dollar rate against the yen and the resulting

trade imbalance problem was to take action to reduce the US budget
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deficit [Frankel, 1984; Bergsten, 1982].

4. Toward stabilizing Exchange Rate

Japan faced the problem of correcting the balance of payments before the
‘Plaza Accord’. Protectionism was increasing in the US Congress against
the background of the growing trade surplus with Japan. There was
international criticism of Japan's austerity fiscal policy and monetary
policy in the early 1980s. The problem in Japan's austerity fiscal policy
was in particular the trade imbalance between Japan and the US [Kojyo,
2022: 377]. It was consequentially interpreted that the exchange rate
between the yen and the dollar was in poor regulation in the trade
imbalance between Japan and the US. The US trade deficit has continued
to increase every year since 1980, and reached 108.3 billion dollars in 1984.
Not only Japan, but also Canada, the European Community (EC)
countries, and the Organization of Petroleum Exporting Countries
(OPEC) posted bilateral balance of deficits in the US.

Looking at trade in manufacturing products in the US, it was a trade
surplus in 1980, but it was a deficit of 96.5 billion dollars in 1984, and trade
deficit of 1984 accounted for 89%. Japan's trade with respect to the
manufacturing industry was 24.7 billion dollars in 1980, but the deficit
doubled to 49.8 billion dollars in 1984. The trade deficit of manufacturing
industry, despite the declining share of the total trade deficit in the US,
was mainly regarded as the trade issue with Japan.

Currency authorities have two major policy measures to stabilize
exchange rates. One is intervention in the foreign exchange market. This
is a short-term stabilization measure. The other is coordination of

economic policy. This is especially the coordination of macroeconomic
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policy such as monetary policy. These two instruments for policy make
measures function effectively.

There are various arguments about the effectiveness of market
intervention in the short-term stabilization measures. The position of
currency authorities can be summarized into the following four points.

First interventions are effective in dealing with the chaotic situation of
the market and reducing short-term fluctuations in foreign exchange
rates.

Second the intervention sometimes shows the attitude of the currency
authorities to the currency markets.

Third intervention is usually effective only when supplementing and
supporting other policies.

Fourth each country should implement intervention if there is an
agreement that cooperative intervention is useful.

The focus on market intervention and policy coordination was raised
by policy coordination with the aim of stabilizing the exchange rate at the
delegation of the finance ministers before the conference of the ‘Plaza
Accord’. This led to the stories of the ‘Plaza Accord’.

The theory of TOCOMOTIVE' was discussed at the Bon Summit in
1978. Two countries with good economic conditions such as Japan and
West Germany become the ‘locomotive role’” and would pull other
countries. Such international cooperation forced an excessive burden on
some countries. For example, within the US government, in an attempt to
maintain Japan's leadership in international politics and diplomacy, Japan
intended to make efforts of Japan in surplus countries. The US provided
military and diplomatic power, and Japan takes the form of which money

was borne as in the later Gulf War. However this idea was not necessarily
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based on understanding of domestic situation. This operation forced the
disadvantage of the proposed country rather than giving priority to the
interests of proposed country rather than the result of ‘cooperation’.

The Treasury Secretary J. Baker of the Second Reagan Administration
recognized the importance of consistent foreign exchange intervention
with policy cooperation towards the ‘Plaza Accord’. The US gradually
emphasized policy coordination, but he was still skeptical of intervention.
The Treasury Secretary Regan and Treasury Secretary B. Sprinkel in
the first Reagan administration were reluctant to intervene in the early
1980s, but in the beginning of 1985 at the time of the launch of the Second
Reagan administration, after switching to Treasury Secretary Baker,
Deputy Secretary R. Darman and Assistant Secretary D. C. Mulford,
market intervention became a policy instrument that aligned with policy
coordination. It showed a change in the approach of the US towards the
‘Plaza Accord’ strategy.

It was the role sharing of policy coordination in the ‘Plaza Accord’ that
was the pillar of the expansion of domestic demand in Japan and the
reduction of the fiscal deficit in the US. Baker made expectations for
economic stimulus measures in Japan for two years, but because it did
not produce good results, it began to positively request Japan to stimulate
domestic demand [Ohba, 1955: 17(81).

The first Reagan administration changed its previous US economic
policy. Reagan adhered to the principle of liberalistic market economy in
1981, and tried to regenerate the US economy suffering from stagnation
and productivity sluggish by the macroeconomic policy based on supplied
economics and monetarism. This policy produced high interest rates and

dollar appreciation, bringing huge budget deficit and current account
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deficit. The pressures for the dollar to be corrected by the National
Association of Manufacturers, the National Chamber of Commerce,
agricultural organizations, etc. increased, and secretaries in response to
that pressure also began to appear within the Reagan administration by
the end of 1984. Secretary of State G. P. Schultz, for instance, emphasized
the reduction of the US budget deficit, both for public investment in
Japan and expansion of housing investment. The dollar campaign of
Caterpillar's President Morgan and Chairman of Chrysler Corp. L.
Tacocca, for example, in the business circle, which was exposed to
competition with Japanese companies, received attention [Kano, 2006: 161-
162]. Protectionism rising to the US Congress was critical to the trade
policy of the Reagan administration and as a countermeasure to the
midterm election in 1986. It had no choice but to correct the dollar to
redress trade imbalances.

The Reagan administration decided to carry out the adjustment of the
exchange rate of the imbalance problem against the yen and the Mark,
for example, because the ' REAGANOMIX' policy failed unwillingly. Said
differently, as a measure that could be said to replace domestic problems
with external criticism, Japan became a target where trade imbalance
was prominent. The argument shifted from the initial “how to restrict
exports from Japan” gradually “to increase imports from the US by
Japan”.

Constraints on currency conversion speculating on Japanese currency
trading were lifted in June 1984. It was important as a form of funding in
the US budget deficit. It is said that it was partly due to the
reinforcement of the US military. The outflow of capital as a matter of

course has been promoted as a result of such factors as differences in
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interest rates, especially in the early 1980s. The pressure to open up the
market from the US was naturally tied to the needs of the Reagan

administration seeking external funds [Hook, Gilson, Hughes, Dobson, 2012: 119].

Chapter 3 The Negotiation Process in the ‘Plaza Accord’

1. In the Run-up to the Japan-US Negotiations

Various measures in the 1980s were implemented for Japan's financial
deregulation under the pressure of the US. The Reagan administration
called for reform of the Japanese financial system in the early 1980s. The
successful example of the US was opening the Japanese financial market
among them. The Yen-Dollar Agreement, for instance, permitted foreign
companies to join the Tokyo Stock Exchange. In contrast, after the
revision of Japan's Foreign Exchange Law in 1999, Japanese capital
promoted the movement to overseas.

President Reagan said that after the inauguration he should have
opened the Tokyo Stock Market more to adjust the exchange rate to
Japan in 1982. When the deficit economy became an important domestic
problem, the Reagan administration believed that if the ‘yen buying at
the exchange rate occurs, and the trade imbalance between the US and
Japan improves, the US would have made a drastic adjustment of the
exchange rate between the dollar and the yen. They believed that until
this stage they could do.

The ‘Morgan Report” pointed out that the misalignment of yen and
dollar exchange rate would exacerbate the competitive conditions of US
industry in 1983. The Assistant Deputy of Finance B. Sprinkel of the First
Reagan administration asked the US government to internationalize the

yen in order to correct yen depreciation. He predicted the yen’s
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appreciation as following. If the internationalization of yen progressed,
the US government had the possibility that the yen would weaken in the
short term due to capital outflow from Japan, but if Japan's financial
capital market became vital, the appeal of yen assets would increase.

Japan in response to this insisted that “high dollar is primarily
responsible for high interest rates in the US”. However the Japanese
government could not continue this claim. President Reagan and Prime
Minister Nakasone eventually set up a Japan-US Committee to discuss
the yen and the dollar [Kubota, 2013]. The Japan-US Summit meeting
between Reagan and Nakasone was held in January 1983. Reagan said, “I
am concerned about the trade imbalance between Japan and the US, and
the trend of protectionism in US Congress. I would like to close
discussions and cooperation between Japan and the US on issues the
problem of access to the Japanese market, open market problem, the
issue of yen and dollar, internationalization of yen and so on”. The yen
accordingly made full use of internationalization.

The Japan-US Yen-Dollar Committee reported to Japan liberalization of
financial and capital markets, elimination of barriers to entry of foreign
financial institutions into Japan, development of the yen market,
regulation on direct investment and elimination of obstacles. Japan was
intending to gradually relax financial regulation, but on the contrary the
US demanded relief urgently for domestic use.

However it was unknown whether the opening of the Japanese market
would be a factor of the appreciation of the yen in the foreign exchange
market. Because the capital market was yen-denominated transactions,
contrary to speculation that expanding business opportunities in the

Tokyo Exchange Market from abroad, if directly connected to the
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transaction of the ‘yen buying and dollar selling’ was not so much as
expected, Japanese investors and financial institutions as a result,
increased the investment (capital outflow) to the US and further yen
selling and dollar buying occurred.

The Japan-US Committee consequentially brought about the effect of
expanding ‘market business’ [Kuramoto, 2014a: 55, 57, 59]. They could not
influence the exchange rate. After all the Reagan administration decided
that the adjustment of exchange rate between the dollar and the yen had
to be operated directly on the exchange rate. Both governments of Japan
and the US had to implement cooperative currency intervention by the
G5 (the US, Japan, West Germany, France, and the UK) in order to
carry out the agreement on devaluation. It was necessary for its
implementation to agree at the ‘Plaza Accord’.

The agreement hoped that the US Treasury liberalizes Japan's
financial market, increasing demand for the yen, leading the yen
appreciation and reducing the trade deficit. This was a scenario as the
‘Morgan Report. However, even after the signing of the yen-dollar
agreement, the yen's depreciation and dollar appreciation continued.
Japan denied the main cause of the dollar rise in the high interest rate
policy of the US government and the high interest rate in the US denied
the relevance of budget deficit, high interest rate and dollar high in the
report of committee. The views of two countries remained conflicting

[Kojyo, 2002: 359].

The US government aimed at an early solution by advancing monetary
liberalization at a stroke, presented concrete request items, and pressed
to formulate its execution plan. The Japanese government did not agree

with this idea, but approved to consider that financial liberalization and
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(4)
elimination of capital requirements would be necessary.

2. Circumstances inside the Nakasone Government

Nakasone declared to be aware of the responsibility of major power as
‘open Japan’ to liberalize agricultural products, to cover defense sharing
costs, and to expand the Official Development Assistance (ODA) aid at
the inauguration of the prime minister. Nakasone tried to normalize the
Japan-US relationship that worsened during the Suzuki Cabinet era in
terms of security, economics and politics [Shomeya, 2005; Ch. 4].

In June 1985, Baker made a consultation with Takesita, and Mulford
did with the administrative vice minister for international affairs of the
MOF Oba [0Onba, 1995: 173]. Since avoiding yen appreciation was the central
proposition for exchange policy for Japan, cooperating with the
appreciation of the yen was a political bet [Funahashi, 1993: Ch. 4].

Nevertheless, Nakasone believed that the yen appreciation would be an
inconvenience to advance structural reforms commensurate with
changes in Japan’'s economic fluctuations and international status. The
idea was to promote reforms over the medium to long term and open the
market to the outside world. The policy brain was the former officer
of the MOF Nakagawa (the former commissar of BOJ) and Hosomi
(the former Finance Officer of MOF). However Nakasone left the
currency problem of negotiations to Takeshita, but tried to use
the yen appreciation politically [Kano, 2006: 1700]. Nakasone ordered
countermeasures for Japan's external imbalance problem to Ohba before
the currency adjustment talks in June 1995.

It is said that then the MOF did not act specifically because the

measures were unrealistic. Even though Nakasone could understand the
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austerity policy of MOF those days, not only for economic reasons but
also the Japan-US military security arrangements with the US were
extremely important to Japan, so he intended to deal with the currency
problem positively [Kano, 2006: 177 - 171].

Takeshita did not have an opinion on the international monetary
system, but currency diplomacy for him was concerned with his own
political ambition. He was a politician who aimed at the post Nakasone, as
a representative of the Plaza conference; it was a great place to make him
famous in the global stage. Takeshita had ambition to realize the
adjustment of the yen and dollar exchange rate at a stroke by
cooperative intervention in the market. Put another way, Takeshita tried
to use its position to advantageously develop the Prime Minister’s
succession battle, while showing the attitude of defending the ‘financial
rebuilding’ of the offers in MOF as the finance minister [Kano, 2006:171].

The MOF in the first half of 1980s decided that the ‘fiscal rebuilding’
was the most prominent proposition ‘balanced fiscal’ as its fundamental
principle. Therefore, the plan of the MOF should be a yen and dollar
exchange adjustment firstly, and a rate cut secondly, because they
avoided the fiscal stimulus [Funahashi, 1993: 76]. The MOF was wary of
the economic expansion measures that the US demanded. That
consciousness was rooted in the weak constitution of postwar economy. It
is a phenomenon called ‘trauma’ after war. It was specifically an
underestimated yen and the pursuit of growth policy led by external
demand. The MOF thus tried to respond by adjusting the exchange rate
between yen and dollar by the intervening policy and lowering the
interest rate [Kano, 2006: 173].

The BOJ did not respect the independence and neutrality as the
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central bank. The government, particularly the MOF, exerted its
influence on the BOJ’s monetary policy. The BO]J received pressures on
monetary policy under the name of policy coordination before and after
the ‘Plaza Accord’ [Kano, 2006: 174]. The industry circles, in contrast, wanted
stable exchange rates. On September 1, 1985, when the Public Research
Council chairperson of the Liberal Democratic Party (LPD) made remarks
on the currency summit to correct the yen's depreciation, apart from
whether the business circles had anticipated future developments, “We
have to perform that it is necessary to take drastic measures. If the
imbalance between Japan and the US continues as it is, the perception
that the yen becomes high inevitably has been penetrated in general by
the crisis of becoming a ‘Japan-US trade war and correcting the
imbalance” [Kano, 2006: 17].

The Finance Ministers and the Central Bank Governors of the five
advanced countries (G5) in Japan, the US, West Germany, France and the
UK gathered at the Plaza Hotel in New York on September 21, 1985, and
they decided to devalue the US dollar that supported the world economy.
It is the starting point of the so-called ‘Plaza Accord’ [Pempel, 2004: 21]. The
trade imbalance between Japan and the US (Japanese trade surplus, and
US deficit) was at the top at that time. For example, exports of Japanese
cars to the US were 30,000 in 1955, but exceeded 3 million in 1985.
Japanese products had been sweeping the US market sequentially, such
as textiles, color televisions, iron and steel, machinery, automobiles and
others. Japan's trade surplus in 1985 was the world’s largest 56 billion
dollars, of which 80% was for the US. Both leaders of Japan and US
thought that the only way to solve the trade friction between Japan and

the US was to reduce the imbalance by adjusting yen and dollar [NHK



Political Economic Process from the ‘Plaza Accord’ to the Structural Adjustment
128 —Talks between Japan and the US
Interview Team, 1999 a].

The US government asked the Japanese government to improve upon
the worst Japan-US economic friction after the war. Nakasone appealed to
the Japanese people to purchase foreign products. The Nakasone
administration had no solutions for Japan-US economic friction, and could
not decrease the trade surplus against the US. Hosomi, one of the policy
brains of Nakasone’s, suggested; “There is only a negative appreciation of
immediate action”. The high yen appreciation was to make yen and dollar
exchange rate, and we leave yen appreciation and dollar depreciation as
it is. It was thought that the export price from Japan rose and the import
price declined, leading to the elimination of trade friction. This measure
meant sacrificing the export industry. Nakasone had to suppress the
resistance of the yen appreciation in Japan, and earnestly think about the
proper evaluation of yen.

Nakasone ordered Ohba to deal with the Japan-US talks for the
appreciation of yen. Nakasone believed that it would be better to raise
yen and to lower dollar to dissolve economic friction against the US since
around 1982 [NHK Interview Team, 1999 a: 24 - 27]. However, in order to make
the yen appreciate, Ohba realized that both Japan and the US needed to
intervene in the exchange market for selling yen and buying dollars.
However the first Reagan administration continued to refuse to intervene
in the market, but changed its policy from around the time of entering the
second Reagan administration. Mulford visited Ohba, and asked the start
of negotiations to correct trade imbalances. After that Baker visited
Takeshita, Takeshita proposed bargain lower dollar to Baker, and Baker
came round to thinking of the dollar with the recognition of the exchange

rate policy to leave the yen apprehensive in order to avoid the
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protectionist resolution in the US Congress.

3. The ‘Plaza Accord’ and its Performance

Negotiations between Japan and the US in Paris had already begun on
July 23, 1985 before the Plaza conference. Mulford made a proposal to
expand consultations not only to Japan and the US but also to the five
Finance Ministers’ and Central Bank Governors’ Conference including
West Germany, the UK and France (G5). The US government thought
that the five industrialized countries were willing to infuse the market
significantly, and that ‘coordination and cooperation’ could show that the
market could change, and that it was possible to shift the dollar’'s
depreciation from 5% to 7(02.

The joint statement of the ‘Plaza Accord’ on September 22, 1985
declared said that “It is desirable for the major non-dollar currencies to
rise further in order with the dollar, so we are more prepared to
cooperate more closely”. This declaration was also a statement so that
“cooperative intervention by each country could carry out the
adjustment toward lower dollar”.

The Japan and the US stressed the policy coordination and cooperation
about market intervention, but both governments had different ways of
understanding from the beginning in the way of putting emphasis on the
‘policy coordination’ and the ‘policy coordination’. This inconsistency of
understanding affected the transition in subsequent situations.

The conference at Plaza Hotel focused on the extent to which the dollar
was cut down and to what extent other currencies would be raised. The
‘Plaza Accord” was the core part of the statement, a certain degree of

order to the dollar of major currencies other than dollar. The currency
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diplomacy was announced to the world for the first time on 22,
September. First the US government explained US’s market intervention.
The dollar devaluation range was from 10% to 12%, and the dollar
therefore changed yen appreciation from 218 to 214 per dollar.

It was necessary to prepare a considerable amount of yen appreciation
against the dollar by 10% from the perception of the Japanese
government at that time. However Takeshita said that he might revalue
the yen to a greater extent against the dollar. Takeshita would accept up
to 20%, that is, at that point, the Japanese government led the meeting
with the appreciation of the yen against the dollar of up to 200 yen= 1
dollar. The FRB Chairman Volcker said, “Finance Minister Takeshita is
much more positive than we are thinking, and his attitude has played an
important role in the success of the meeting” [Volcker, Gyoten, 1992].

In the ‘Plaza Accord’ statement, “There is a certain degree of orderly
rise to the dollar of the major currencies other than the dollar, so a certain
degree of orderly rise is hoped for, so if necessary and beneficial,
participating countries would prepare to make closer cooperation”.
Japanese government showed the positive attitude toward it [Takahashi,
1995: 131.

The Japanese government performed an active intervention after then.
The intervention plan was divided into 30% each of the US and Japan. It
was the total intervention amount of 18 billion dollars (about 4 trillion 300
billion yen) which was expected six weeks from September 23. However,
the policy had to adopt the policy of ‘revaluing the main currencies other
than the dollar and keeping the dollar weak’ as the basis of the Japan-US

exchange regime.
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4. Miscalculations

After the ‘Plaza Accord was launched in the Wellington exchange
market of New Zealand on September 23, 1985, the dollar began with a
yen appreciation of from 239 yen to 234 per dollar. Governments began to
intervene in Sydney, Hong Kong, Singapore, and the European exchange
markets. The yen was upvalued from 233 to 230. It began with a dollar =
231 yen, the US government implemented dollar buying of 2.5 million
dollars in New York, and a dollar reached 229 to 225 yen. Both Japanese
and the US governments initially agreed to weaken the dollar from 10%
to 15%.

The dollar in Tokyo began at 229 yen on September 24, the BO]J's
intervention reduced the dollar to 228 yen, but the dollar increased to 232
yen. This was because Japanese companies purchased dollar for payment
settlement. The Japanese government anticipated that the dollar would
be around 225 yen, but the dollar did not weaken and the original plan
was out. Japanese intervention to the exchange market amounted to 120
million dollars (about 250 billion yen) on the first day alone. The Japanese
government and the BO]J repeated so-called ‘talk-down’ to introduce the
yen appreciation. The yen appreciated and the dollar reached the 200 yen
in January. The yen appreciation and the dollar depreciation expected by
both the US and Japan were successful at this point at the end of 1985.
West Germany, France, and the UK stopped intervening in a month after
the ‘Plaza Accord. Since then, the dollar depreciation and yen
appreciation policy continued between Japan and the US.

However the ‘Plaza Accord came up with miscalculations one after
another in 1986. Takeshita said that it would allow the yen appreciation of

one dollar to be in the order of 190 yen. One dollar surpassed 200 yen; the
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sharp appreciation of yen had begun. Since the ‘Plaza Accord’ was the
‘political adjustment’ that a politically created flows of yen appreciation
and dollar depreciation, the character of exchange market changed
significantly, and the market became overly sensitive to the remarks of
high-ranking government officials. The yen appreciation at this time was
only the beginning. Six months after the Plaza Accord’, on March 17th,
1986, the yen reached 174.55 yen, the highest in the postwar against the
dollar. As the Japanese companies’ competitiveness, because of the
yen appreciation, radially declined, the export-oriented industries
deteriorated management. Japanese companies have experienced a so-
called yen appreciation recession. The heavy industries such as iron,
steel and shipbuilding etc. had promoted the substantial corpotrate
downsizing, and the small and medium-size companies had drastically
reduced profits with the appreciation of yen.

The Governor of BOJ Sumida on October 22, 1986 affirmed that the
yen's appreciation and the dollar’s weakening are desirable, but a drastic
measure of the US fiscal deficit was needed respectively in order to settle
this trend. However, as the yen appreciated, the public opinion in Japan
turned over and became critical of the yen appreciation policy. The
Nakasone government had to deal with that criticism. Dissatisfaction
began to emerge from within the ruling Llﬁ3> It was the Chairperson of
the LDP General Council Miyazawa who was in the most strident.
Miyazawa criticized that if the government adopted a high yen policy, it

should have taken corresponding budgetary measures.

Chapter 4 Japan since the ‘Plaza Accord’

1. Intention of the US Government and its Reaction of the Japanese
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Government

Nakasone had to decide to stop the diametrically opposite yen from
promoting yen appreciation, and requested the US government for
cooperation. However, at this time, the US government took action
against the request of Japan. The Wall Street Journal published
statements made by Finance Minister of the UK N. Lawson, who had a
talk with Baker in their conversation on April 11, 1986. Lawson said,
“countries other than Japan are seeking a further appreciation of the yen,
and Baker has the same idea”. Reagan made remarks to drive it down
after 10 more days, “we should lower the dollar more”.

Why did the Reagan administration make such remarks despite
advancing the ‘Plaza Accord’ in cooperation with Japan, contrary to the
original intention of the two countries ‘agreed’® The ‘Plaza Accord” had
‘cooperation’ besides the ‘coordination’ of joint intervention in the market.
It is ‘policy coordination’ that the US emphasized. The US called for
efforts by Japan to expand the economy, and increased domestic demand
to reduce Japan's exports to the US. Japan adopted the introduction of
private vitality and the reduction of interest rates (flexible operation of
monetary policy). Japan's trade with the US did not decrease even after
eight months from the ‘Plaza Accord’. The US government decided that
Japan’'s domestic demand expansion policy was inadequate. If Japan could
not expand the economy and increase consumption, the US government
would decide to leave the trend of the yen appreciation and the dollar
depreciation.

The US government made negotiations with the means Japan to
negotiate the high yen. The Japan-US joint pace broke down in

that sense. Only the intervention in the exchange market was able to
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prevent the yen's appreciation by the Japanese government alone.
Although Nakasone directed the MOF to intervene in the market, it
was not effective in a single intervention alone in Japan. The
Japanese government could not stop the yen appreciation without the
‘coordination” with the US.

The exchange rate between the yen and the dollar was 1 dollar = 244
yen in mid-1985, but with the ‘Plaza Accord’ triggered it valued up to 200
yen at the end of 1985, and to 153 yen in August 1986, and the yen
appreciated by 60% in a short period of time. As Japan's export-type
industry adopted the dollar-denominated export ratio, the domestic
economy rapidly deteriorated. Finance policy was relaxed as a response
to the yen appreciation, and the official discount rate was lowered four
times (total 2.0%) only in 1986 [Nishimura, 1999: 30]. The impact of yen
appreciation reduced the performance of exporters. Monetary policy had
to lower the interest rate if economic measures were taken into account.

On April 13, 1986, Nakasone at the summit meeting and Takeshita at
the G5 asked Reagan and Baker for cooperation to suppress yen
appreciation. However the request of the Japan was rejected only if it
was not possible to change the exchange policy, because there existed no
improvement in the external imbalance under the protectionist trend
within the US Congress.

Miyazawa, the LDP General Council Chairperson, then, criticized the
lack of government response to the ‘Plaza Accord” which brought about a
rapid yen appreciation against Nakasone on the Ministerial Conference
on the ‘Maekawa Report. External imbalances rather worsened even
with the appreciation of yen and dollar, complaints from export

industries, especially small and medium-sized enterprises, continued, and
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accompanying intensification of the conflict within the administration and
the ruling party [Kano, 2006: 182].

The LDP won the elections of the lower and upper Houses at the same
day as the election campaigns in July 1986. Miyazawa who criticized the
‘Plaza Accord to take measures against the yen appreciation was
appointed the Minister of Finance at the third Nakasone Cabinet. Prime
Minister Nakasone kept criticism from the yen appreciation and
Miyazawa by appointing Miyazawa as finance post, and tried to change
policy with aggressive finance claimed by Miyazawa [Shiota, 1994: 362 - 369].

Miyazawa met with Baker to stop the yen’s appreciation in September
1986. Miyazawa aiming for the next prime minister has been criticized
for overcoming the rival Takeshita’s appreciation of the yen due to
his own political intentions, and insisted that economic stimulation
should have been done even if finance was launched. Baker needed
expanding domestic demand of developed countries in order to combat
parliamentary protectionist bills, but did not promise ‘cooperative
intervention’ at that time.

Baker suggested that Japanese government set a supplementary
budget, expanded the domestic demand, lowered the interest rate, and
took economic measures. Miyazawa, who had fallen into trouble, had to
accept the request of the US even if it issued deficit-covering government
bonds.

Nakasone thought that he needed only fiscal stimulus for stopping the
yen appreciation since the end of 1986, but how to adjust with the policy
of ‘fiscal rebuilding without tax increase’ listed as the mission of
administration became an issue. The MOF surely opposed a large

supplementary budget. Miyazawa had to overcome the economic
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challenges Japan faces the demand for yen high pressure and domestic
demand expansion.

Japan, at that time, had a huge amount of deficit-national bonds due to
the planned remodeling plan of the Tanaka administration era during the
first half of the 1970s. The Nakasone administration took this process as a
government issue in the 1980s. Finally, in September 1986, fiscal
measures were set up the ‘comprehensive economic measures’. The fiscal
policy of expanding domestic demand was 3.6 trillion yen economic
stimulus package. The public works budget among them was 540 billion
yen, which were general public works expenses and disaster restoration
expenses. Disaster restoration expenses with high amounts of money
were ahead of schedule for the next fiscal year. The fact was therefore
only 130 billion yen in the economic stimulus measures. This was a
hardship measure of the MOF wanting to avoid deficit bonds.

The Vice Governor of BOJ Mieno had raised prices to stocks, land, golf
membership rights and paintings in October 1986, so despite speaking in
the Diets that the official discount rate should have not be decreased, at
the time the Japanese government implemented the lowest official
discount rate of 3% in history since the ‘Plaza Accord’ to be consistent
with the needs of the US. Because deposit interest rate decreased,
investment funds tried to be advantageous for funds. The land in Tokyo
rose more than 30% since the ‘Plaza Accord’, so the sign of the bubble
economy was creeping up.

The US highly appreciated domestic demand expansion measures in
Japan, and announced the ‘coordination’ and the ‘cooperation’ between
Japan and the US to stabilize the exchange rate. The Japan-US joint
statement was announced on October 31, 1986. The MOF and the US
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Treasury jointly announced that uncertainties in exchange rates
threatened economic growth and that the adjustment of yen and dollar
exchange rate after the ‘Plaza Accord’ matched the basic conditions. It
returned to a dollar = 160 yen range after this announcement, but then
this 3.6 trillion yen economic stimulus compromised the coordination
between Japan and the US. The US government, in accordance with the
Gramm-Rudman-Hollings Act, strove to reduce the fiscal deficit and

promote tax reform to promoted economic growth.

2. Japan under the High-Yen Recession

Baker made remarks that the weakening dollar was reasonable and
reversed the joint announcement of the US and Japan at the US Congress
on January 8, 1987. Because the US regarded the Japanese government
economic measures as ‘pretense’ only, the Japan-US cooperation collapsed
again, and the yen rose. Japan intervened 9 billion dollars (about 1.4
trillion yen), but the yen has exceeded 1 dollar = 150 yen on January 10.
Baker turned into action to add pressure to Japan.

Miyazawa requested Baker to implement the Japan-US joint
announcement in October of the previous year on January 21, 1987, but
Baker replaces the stabilization of currency rate by ‘coordination’ the
exchange rate Japan's domestic demand expanded again. The Japanese
government had to start a new fiscal policy. The US government
demanded immediate action by the Japanese government, but it was
preparing time that needed for the Nakasone administration. Then the
BOJ was able to respond immediately in Japan. That is a further
reduction in official discount rate. It was 2.5%. The BOJ feared being

exposed for the bubble economy, but prioritized to prevent the
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appreciation of yen.

It was the ‘Louvre Accord on February 22, 1987 that decided to
strengthen policy coordination and market intervention after the ‘Plaza
Accord’. It was correcting the dollar and yen depreciation of ‘Plaza
Accord’ that turned over and turned into a modified form of the yen
appreciation and the dollar depreciation at the Louvre Accord. The yen
exchange rate, which fell below 1 dollar = 200 yen rose after the ‘Accord’,
let the yen's value drop by up to 1 dollar = 150 yen in 1987, the time of the
‘Louvre Accord. The Nakasone administration accordingly aimed to
rectify the appreciation of the yen preventing high-yen recession this time

[Ohba, 1995: 180].

The ‘Louvre Accord’ created a scheme of exchange rates close to the
‘Target Zone' and the ‘Reference Range. The ‘Target Zone meant that
the economic policy of each country was severely moderated in order to
keep the exchange rate within the target range, and in some cases a
strong intervention toward the exchange market was carried out. The
‘Reference Range’ aimed to realize stable exchange rate as a result of
each country adopting a consistent policy in order to realize stable
growth of global economy and remedying imbalance.

The ‘Target Zone’ was a more direct and active countermeasure. Since
Japan was a surplus country, the Louvre Accord was an agreement that
“expansion of domestic demand would continue fiscal and monetary
policy that would reduce external surplus”. The US would carry out
policies from the perspective of reducing the budget deficit to 2.3% in the
1988 fiscal year, from 3.9% of the GNP forecasted in fiscal 1987. The US
government promised to make policies consistent without inflation”. West

Germany agreed on monetary policy to improve the conditions of price
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stability and sustainable economic growth [Ohba, 1995: 181].

However this policy cooperation collapsed even less than a year later.
The West German Bundesbank emphasized policy coordination from the
late September 1987 to the beginning of October, the BO] also followed to
raise short-term interest rates. Japan and West Germany in surplus
countries were supposed to maintain short-term low interest rates. And it
was observed during this time that the US deficit reduction was
inadequate spread to the market. That meant that major participating
countries failed policy coordination. This caused the stock price slump in
the New York market on October 19, followed by the depreciation of the
dollar. It was the so-called ‘Black Monday’ [Ohba, 1995: 182-183].

Recognition that recovery of stock price and stability of exchange rate
could not be expected is common to both currency authorities and
market interested persons. The Bundesbank and the BOJ have raised
short-term interest rates. The reduction of budgetary deficit in the US
took over until February 1988 in negotiations between the government
and the Congress.

G7 (Italy and Canada in addition to G 5) announced a joint statement in
late February 1987. “The further decline or the rise in the dollar that
impeded the adjustment process was counterproductive”. This was a
‘Christmas Agreement’.

Japan called for reduction in the budgetary deficit in the US with the
‘Plaza Accord’. Put another way, the long-term high interest rate is due to
the large fiscal deficit in the US, and then the FRB at the time did not
maintain a high hard monetary policy (tight monetary policy), because it

thought that inflation would accelerate if not doing otherwise [Ohba, 1995:
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186]. It was acceptable for the US to destroy the confidence of ‘policy
coordination’.

The US has the world’s strongest military power and largest debt. The
US, which made a huge budget deficit, can maintain the position of a
military power, because the dollar is a key international currency.
Because the dollar is the easiest to use currency, the global dollar
dependent regime has been the imperturbable currency system until
now.

The US ignored the deficit of balance of payments, spreads dollars to
the world in the form of military expenditure and foreign aid, places each
country under political control, and has implemented to maintain
economic domination of each country by foreign investment through the
global policy of ‘imperialism’. It is possible to continue to grow domestic
economy.

The trade deficit in the US reached a highest record of 140 billion
dollars in February 1987. Japan and the US at this time ‘coordinated’ and
intervened in the market, but the yen appreciated 1 dollar = 140s yen
range. The amount handled in the Tokyo Market rapidly expanded, and
it did not scale to fit even if it intervened since the Plaza Accord. The
traded currency in the Tokyo Market was tripled. The BOJ was asked to
cut further official discount rate from the FRB. Nakasone had to judge
that it was necessary for the countermeasure to adopt the full-blown
fiscal stimulus to stop the yen’s appreciation.

The Nakasone’s decision implied an interruption of the MOF’s austerity
policy. The Nakasone administration on May 29, 1987 formed measures to
expand domestic demand of 6 trillion yen. Although it was a

countermeasure to the yen’s high depression, it resulted in strengthening
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the flow towards the bubble economy as well as going against the fiscal
rebuilding by the government [Hattori, 2015: 2<22].

However, in austerity finance, there remained no financial resource to
fund it. It was a proposal on compatibility between expanding domestic
demand and fiscal rebuilding that was presented by K. Nakagawa, the
executive board member of Regional Bankers Association. That plan was
the sale of NTT shares. NTT shares sold at 119,000 yen per share in
autumn of 1986 gained higher than 3 million yen. According to that plan,
income from sale entered the national treasury, and then it was predicted
that a natural increased in tax revenues could be expected due to
economic recovery. However the source of revenue was based on tax
revenues from stocks and land etc. involving bubbles.

Many Japanese companies in those days were beginning to apply
gradually to the yen appreciation. There existed also a drop in imported
raw material costs due to the appreciation of yen. The Japanese economy
finally began to get out of the yen’s high recession at that time, but a sign
of the bubble economy began to appear. That policy was the largest
economic measure after war to respond to the needs of the US. The MOF
in May 1987 proposed to the Nakasone the draft of the measures of 5
trillion yen. He also added one trillion yen. The economic measures were
the highest recorded 6 trillion yen, which was based on a tax reduction
of one trillion yen. The Nakasone administration promoted monetary
easing policy and measures to expand domestic demand. It was a
separation from the ‘administrative reform’ budget, said differently, the
abandonment of fiscal reconstruction measures [Kano, 2006: 207 - 208].

The US finally withdrew the remarks of the high appreciation of yen,

domestic demand expanded rapidly in Japan. Money games such as
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stocks, paintings and speculation to land became active, and trade surplus
declined. People believed that the boom would last but companies had
repeatedly invested in large projects. Measures to expand domestic

(8)
demand were only in the asset bubble economy.

3. The Beginning of the ‘Lost Ten Years' and the continuing the
‘preliminarily Lost Ten Years’

The ‘Plaza Accord’ rapidly lowered the dollar not only against the yen
but also against the non-dollar currency, because of declaration of
coordinated dollar devaluation by developed countries centered on Japan
and the US. The dollar was sold more than G5 anticipated.

The dollar depreciation and the yen appreciation continued in 1987,
even when the G7 with Canada and Italy added to the G5 declared the
‘Louvre Accord’ for the stability of the exchange rate, the dollar’s decline
(ven appreciation) did not stay. The dollar reached 120 yen by the end of
1987. The yen after 1988 became in the 120s yen range to the dollar, and it
began to expand to the level after 1989.

Japan'’s fiscal budget was forced to shift from the fiscal rebuilding to the
fiscal expansion in response to the appreciation of yen and the ‘external
pressure’ seeking to cope with the worsening of trade friction, and in
response to the ‘internal pressure’ seeking economic stimulus measures
to overcome the yen appreciation. Japan's business circle also sought
priority on economic recovery [Tadokoro, 2001: 225]. Leading politicians such
as Miyazawa had no choice but to proactively act on the economic boost.
Japan had to take over as the driving force of world economy with
Germany because of the necessity of international economic development.

The operation of ‘intentional reduction of dollar price’ by G5 from
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September 1985 assumed the initial two months, and the devaluation of
dollar was about 10 to 15%. The Japan-US cooperative intervention was
indeed last in November 1985. However the political intention of the
dollar devaluation in the Plaza Accord” dominated the currency market
for the following three years, accelerating dollar price cut beyond the
speculation of each country. It proved that cooperative strategies of each
country influenced the exchange rate, and at the same time, once started
the trend of foreign exchange, no countries could not control by the
cooperative intervention.

The currency coordination certainly had certain effects for several
years after the ‘Plaza Accord’. Japan's current account surplus had
halved in 1990 on the one hand. The current account deficit in the US has
shrunk and improved in 1991 until the balance of the revenue and
expenditure on the other hand. After all the idea leaving the currency to
the market failed at that point [lida, 2007: 137, 145-146].

However, despite the fact that the appreciation of yen and the
weakening of dollar did not change, the current account surplus in Japan
turned to an increase, and deficit in the US began to expand. As it turned
out, a drastic devaluation of the dollar (a revaluation of the yen) proved
that constant imbalance could not be resolved although it produced short-
term effects. There existed concern about inflation accompanying the
sudden dollar depreciation in the US. This resulted in an increase in long-
term interest rates, which alluded to the ‘Black Monday’ as a preliminary.

The appreciation of yen has resulted in a ‘recession of the yen
depression’ in Japan. The MOF and the BO]J turned to aggressive easing
policy as a countermeasure. The BO]J reduced the official discount rate of

5% in 1985 to 2.5% in 1987. It was to accelerate ‘financial tech’ investing
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in stocks and real estate. The Japanese government additionally
implemented fiscal spending policies such as public works to expand
domestic demand that the US expected. This increased the tendency
toward increased government bonds.

The government's fiscal expenditure expanded then. The LDP
government incorporated both economic ‘constituencies, a global
competitive position and a domestically protectionist position, even if it
had been upset by economic management in the ‘Plaza Accord. They
never lost them in terms of political support.

The stability of political situation in Japan was given incentives to
move to a new direction with deregulation, domestic demand, and
opening up of imports and investment [Pempel, 2006: 45-46]. Put another way,
instead of strengthening support from the two economic ‘clients’ in the
policy of LDP in Japan after the ‘Plaza Accord and in the first half of the
1990s, severe fluctuations between policy and the economic sector
avoiding the anticipated choice. However, as aggressive measures against
the yen appreciation of the recession, as mentioned earlier, it was decided
to bring Japan into the Bubble Economy. The reaction of Bubble
Economy had led to a long-term deflationary situation since the 1990s.

The ‘Plaza Accord’ itself, as a matter of course, did not directly bring
about the economic measures of low interest rates and fiscal spending by
the Japanese government and the subsequent Bubble era. It is
nonetheless a fact that it became a mediator that brings about the
phenomenon of ‘unprecedented asset bubble’ of the Japanese economy as
a byproduct (though it could be thought of as a bigger product rather
than it) in the consensus building process. It is in line with the current ‘era

of illusion created by finance of the stock price’ and ‘real estate high
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expectation by quantitative easing’.

Chapter 5 Three Points

Because the exchange rate affects people’s lives, its political and economic
viewpoint is important. It is necessary to understand how the currency
regime is deployed and how the government will carry out exchange rate
policies.

The fixed exchange rate system after the post-war was premised on
the overwhelming US holdings of gold and its stable economic strength.
The shift from the fixed exchange rate system to the floating exchange
rate system had triggered the liberalization of the exchange rate, which
removed restriction on the regulation of the capital movement by state.

Fluctuations in the exchange rate affect capital flows, and cause not to
make an adjustment to the trade balance. The US budget deficit before
the ‘Plaza Accord’ increased interest rates in the US, and expanded
interest differentials with other countries. Foreign capitals kept flowing
into the US. The dollar rate had risen. Therefore, the trade balance of the
US deteriorated further, and the adjustment to the higher dollar was
rather amplified [Yamamoto, 1989: 173]. It can be said that the ‘Plaza Accord’
aimed at a partial return to the fixed exchange rate system to deal with
that, so to speak, like the ‘Roosa Scheme’. It should have been effective in
‘manageable’ or ‘regulatory’ measure, which could be shared the
‘cooperation’ and the ‘coordination’ within the currency regime, but after
the ‘Plaza Accord’ the appreciation of the yen did not stop.

The currency regime functioned on the ground the ‘cooperation’ and
the ‘coordination’ [Broz Frieden, 2006]. It can be arranged from the three

points mentioned as stated above (Chapter 1, 3 in this paper) in the
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international regime from the case of the ‘Plaza Accord.

1. Point 1

Point 1 is whether or not it isS necessary to continue to integrate domestic
and foreign exchange rate policies. When deciding how to manage
currencies, policy makers of state must formulate their own currency
rate policy, taking into account the currency regime. It means the
‘managed exchange market’ in a sense. It is on the foundation in this case
that was the trade imbalance between Japan and the US then. The
parties had to truly clarify this cause and intention. The US hoped for
Japan's domestic demand expansion, and strongly urged Japan to
stimulate the business condition. The ‘Plaza Accord justified the
intention of the US. Accordingly, this measure, aside from the facts, was
necessary for the stability of the international currency.

However there remains a question as to whether exchange rate
adjustment by the ‘Plaza Accord was effective for improving trade
imbalance between Japan and the US. The 'Plaza Accord maintained a
certain effect of currency adjustment for a short period. Indeed, Japan's
current account surplus peaked at 1986, but the surplus declined by half
in 1990. The current account deficit of the US gradually shrunk and
improved in 1991 until it reached the balance of payment. However
Japan’s current account surplus turned to an increase; the US current
account deficit began again. As it turned out, the devaluation of dollar
was merely a short-term effect, failing to resolve the imbalance which can
be said to be permanent [Kuramoto, 2014a: 66].

The Japan-US currency regime, regarding Point 1, initially began with

countermeasures against the weakening of the US dollar, and a Japan-US
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cooperative framework was formed, but the difference in anticipation of
the ‘cooperation’ and the ‘coordination’ between the two countries. To cite
a case, there was a discrepancy in how to grasp the ‘policy coordination’
between Japan and the US. It is the background that there remained a
difference in the perception of the interests of each country. The US
expected Japanese market opening and export restrictions, but Japan
requested stable currency rates.

There is a view that it is meaningless that international macro policy
coordinates in countries with floating exchange rate system [Noguchi, 2005].
Japan was forced to have, in a sense, two macro targets: to reduce
surpluses, and to stabilize the yen and the dollar. The Japanese
government considered these conditions to be an obligation to accept
these conditions as the economic power. However exchange adjustment
in the ‘Plaza Accord’ or the ‘Louvre Accord means a partial return to the
‘fixed exchange rate system’ in a broad sense, and it is low-potential that
the macroeconomic policy of a specific country is properly symmetrical
between Japan and the US.

The reason for trade deficit in the US was mainly due to the
combination of budget deficit and monetary tightening policy, but it
increased the interest rate in the US, and promoted capital inflowed from
overseas. It was thus considered necessary to resolve the deficit with the
political decision, so it was the ‘Plaza Accord’ that was supposed to solve,
and it was also an agreement to remedy the trade imbalance with the
developed countries in a coordinated manner [Kano, 2006: 198]. And it is
necessary to understand that the single intervention by a country was
more restrictive than its limit had its power [Kuramoto, 2014a: 56].

So we must think that it is necessary to question the need to
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fundamental problem of what the currency regime is for. We know an
opinion that the ‘Plaza Accord’ aimed at the appreciation of yen and the
devaluation of dollar had no effect[Takahashi, 1995: 10-211. It has a basis in fact
that the dollar rate was falling below from February 1985 at the peak.
However it cannot be foreseen whether the weakening of dollar could
continue without the ‘Plaza Accord’ or whether the market was not
disrupted by that. The ‘Plaza Accord might feasibly have allowed
countries participating in the international cooperation only by its
consciousness [Kano, 2006: 196].

The international finance required for the rapid expansion of global
capital mobilization in the cooperation among the countries. It was
necessary for policy makers involved in each country’s monetary policy
to unite and deal with it for that occasion. Unless the cooperative action
was exceptionally handled, the information exchange based on mutual
surveillance usually strengthened the foundation of cooperative system

[Kano, 2006: 28]. We must confirm whether this was thorough or not.

The difference between the perspectives of governments of Japan and
the US was linked to the ‘Japan-US Structural Impediments Initiative
(SII) in the 1990s. The difference between this recognition and
information sharing could not be solved in the currency regime
eventually.

We prompt the fundamental question. Was the international currency
regime, or the ‘Plaza Accord, really necessary in fact? And was the policy
coordination significant? The sense of crisis in the US current account
deficit encouraged international macro policy coordination. If a possibility
that the dollar system collapsed occurred, which disappeared the key

currency, and would disrupt the world economy, both governments of
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Japan and the US had to secure mutual public goods that maintained
mutual dollar value through policy coordination. However, although the
dollar rate fell, and capital inflows to the US continued, were the policy
coordination and coordination really essential [Kano, 2006: 21717 Was it only
to make a settlement proposal that the exchange rate process between
yen and dollar required a return to the fixed exchange rate system’ in a

sense? Or was it just a policy to save the US economic crisis?

2. Point 2

Point 2 is the need to clarify the theoretical and empirical uncertain
circumstances. We must understand mutual circumstances and plans by
both governments of Japan and the US. As Miyazawa made a
retrospective [Mikuruya, 2016: 231-237; Kubota, 2008], the governments of Japan
and the US did not set the yen appreciation to the extent before the ‘Plaza
Accord’. The fact that it did not formally decide caused unexpected
progress. However even if the dollar rate markedly declined, it did not
take a favorable turn to the balance of payment in the US, and the US
further expected Japan to expand domestic demand. The BO]J repeatedly
reduced the official discount rate as a consequence.

If we continue to discuss Point 2, in the uncertain circumstances (and
final forecasts), whether the initial forecast was refined theoretically is
also related to the next Point 3 whether the US political objective (the
elimination of twin deficit) tended to be prioritized, and a situation that
could disintegrate the existence of the subsequent currency regime
continued (e.g. Japan's asset bubble, and then the long-term economic
recession). Could no one assume this trend at that time?

Even though the appreciation of yen and the devaluation of dollar made
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progress as in the Plaza Accord’, regardless of the higher yen and the
lower dollar, even if there remained several consensus confirmations in
the subsequent Louvre Accord’, the ‘betrayal of the ‘cooperation’ on trust
markedly reduced the effectiveness of the intervention policy. Was this
not predicted?

It had no effect on the elimination of the US deficit which was the
emergency economic measures of 6 trillion yen to expand domestic
demand. The significant devaluation of dollar from political intention
brought about effect in the short term, but it did not bring about a
permanent disappearance of the imbalanced trade. The side effect of
‘Plaza Accord was that inflation concerns raised the long-term interest
rate in the US, and brought about a foreshadowing to the ‘Black Monday'.
The yen’s high depression countermeasure caused the ‘Bubble Economy’
in Japan. Low interest rates and fiscal spending brought about a negative

impact being a by-product of the ‘Plaza Accord'.

3. Point 3

Point 3 is the elucidation of circumstances concerning factors closely
related to each other, such as trade, investment, currency and economic
conditions. We must prepare something to reflect the impacts derived
from them in the formation and determination of domestic currency rate
policies within the regime. That means not only the proper evaluation of
the currency rate but also the effect of the regime. 1 dollar was 240 yen
before the ‘Plaza Accord’. The yen exchange rate exceeded 1 dollar = 200
yen in 1986. This change proved that foreign exchange adjustment could
not rectify the imbalance in the external balance. The depreciation of yen

and appreciation of dollar advanced at a faster pace than the actual
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export declines, resulting in an increase in Japanese exports to the US in
dollar terms.

It is necessary to explain the domestic and foreign political economic
circumstances at that time regarding Point 3. The ‘Plaza Accord was
only a ‘political show’ directed by Treasury Secretary Baker, but it is
sometimes said that the failure of REAGNOMIX required the ‘Plaza
Accord’ [Takahashi, 1995: 15; Funahashi, 1993: Ch. 9]. The ‘Plaza Strategy’ was
collaborated by Prime Minister Nakasone, Finance Minister Takeshita
and the officials of MOF in one view [Ito, 2022: 267]. According to another
view, the pressure to Japan from the US must be viewed as a coalescent
strategy of the trade and the currency. There is also a view that Japan,
which had the wealthier gauge of the US partially in terms of economic
power, was a case that was forcibly overcome Japan's resistance by the
political power of the US in terms of international competitiveness,

[Ishikawa, 1995: 157, 158].

It can be thought that the mismanagement of the Reagan
administration’s economic policy enlarged the external imbalance, and
induced the protectionism from the US Congress [Kano, 2006: 195]. A bitter
critic points out that it was a case of the ‘unconditional surrender’ of the
Japanese economy, since the related parties did not take an opportunity

for the reexamination to the Plaza Accord’ [Okamoto, 2018: 22-25].

4. What was the ‘Plaza Accord?

The ‘Plaza Accord” was the result of the US government maximizing its
power aiming for the recovery of its economy at the expense of Japanese
economy on the one hand. The Japanese government only selected the

tactic of measure as to how much the yen’s high level or yen high speed
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would allow the Japanese economy to endure or to need measures to
keep it away from structural change on the other hand [Sakai, 2003: 63].
This means that Japanese administration had no political judgment
and/or responsibility for the result, more specifically it proves the lack of
political strategy [Ito, 2002].

Considering both military and economic security of the Reagan
administration, in particular, it means promoting dollar defense and
security defense at the same time. The scenario of ‘Plaza Accord’ could be
thought to have been co-written by Secretary of State Schulz and
Treasury Secretary Baker of the second Reagan administration. Schulz
was a ‘collaborator’ who made defense capability (e.g. the Burdon Sharing
of defense cost) and Baker was a ‘coordinator’ to ‘adjust’ the value
equilibrium between dollar and yen (e.g. the depreciation of dollar and the
appreciation of yen) against Japan [Okabe, 1978 1987: 76-79]. However it
remains questionable whether they would accurately envisage the final
outcome of the ‘Plaza Accord’.

However, as seen in the later economic relation of Japan-US, the
monetary policy of Prime Minister Nakasone, Finance Minister Takeshi,
Governor of BOJ Sumida, the executives of the MOF, and the involved
parties talked later that Japan has accepted foreign exchange controlled
so as to compromise to the Reagan government [Kuroda, 2008]. It is
necessary to point out that, just to be aware, the economic security
strategies like the ‘Plaza Accord became one of the guidelines for the
future of the US [Nishimura, 2008: 29; See Furuta, 2001, Furuta, 2018b].

We must also consider the domestic political circumstances of the US in
the 1980s. The president was the Republican Party, and the majority of

Congress was the Democratic Party. It was the era of ‘divided
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government’. The Congress randomly made a proposal to protective
trade bills, and tried to block and reduce the external policy of the
Reagan administration in the trade policy with Japan.

The Reagan (and the next Bush) administration regained to maintain
the US leadership to Japan by linking the exchange policy with the trade
policy. However the Reagan government tried to get concession from
Japan because it could not compromise with Congress. And the US
government demanded an expanded the fiscal policy of the monetary
easing or the public investment at the appreciation of yen in search of
immediate effect. Japan was given in a situation seeking avoidance of the
yen appreciation, and measures such as convincing the domestic
dissatisfaction in the form of external pressure in the policy coordination
from the US [Kojyo, 2002: 367 - 370].

However it was unlikely foreseeable whether the weakening of dollar
could have continued without intervening exchange market through the
‘Plaza Accord’, or whether dollar crashed, and confused the market. Even
if international cooperation was necessary aside the result in order to
realize the orderly decline of the dollar, it was the intention of the
countries that participated in the Plaza Accord [Kano, 2006: 196]. The
combination of the US budget deficit and monetary tightening policy
raised the real interest rate in the US, and as a consequence promoted
capital inflows from overseas. A solution for this problem required a
political decision. Stated in a different fashion, the ‘Plaza Accord was a
major event that coordinated the remedy of the current account
imbalance among developed countries [Kano, 2006: 188].

Cooperative intervention after the ‘Plaza Accord’ proved effective if the

exchange rate was affected by changes in the expected exchange rate
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along with interest rate differences between the two countries. It is
considered that the adjustment of dollar and yen was successful even in a
short period. Depending on the expectations of the participating
countries at the same time, the effect of intervening exchange market
became unstable. If the ‘policy coordination’ at the time of the ‘Plaza
Accord” were clearly indicated, dollar devaluation (, that is yen
appreciation) would proceed rapidly, but if the confidence in ‘policy
coordination’ fluctuated after the ‘Louvre Accord, the effect of
intervening policy would decreased [Kano, 2006: 166]. This proved the
significance of ‘cooperation’ in the reverse sense.

The trade deficit in the US slowed down in 1987 against the deficit with
Japan, with the effect of the macro-cooperative policy after the ‘Plaza
Accord’, the proportion of trade deficit on the whole increased. The US
therefore established the ‘comprehensive trade law of 1988 as a firm
argument against Japan. The Bush administration in May 1989 raised
talks on ‘a structure that is a barrier to trade and international balance of
payments’, with a flurry of applying Super 301 to Japan [Sakai, 1966: 173-228:
Nakanishi, 2002: 233-341; Noguchi, 1955: Ch.1-3; Kano, 2008: 210]. It has become the only
basic strategy of the inherited US'’s style of the strategy to Japan from the

‘Japan-US Yen-Dollar Committee’ [Sekioka, 2004: 61-85].

Chapter 6 Validation on the ‘Plaza Accord’ 30 Years later

1. Evaluation on the ‘Plaza Accord’ after 30 Years

A symposium in commemoration of the thirtieth anniversary from the
‘Plaza Accord’ in 2016 was held in the US by practitioners, policy makers,
bureaucrats, economists, researchers, etc. at the time. I would like to

consider the evaluation of ‘Plaza Accord’ from that point at the present
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time [cf. Bergsten and Green, 2016].

The ‘Plaza Accord” may have been considered to have created more
than it, rather than contributing to the suitability of currency. It is
because it has established the coordination and the practice of
multilateral economic policy. The US government was constrained by the
budget deficit with the ‘Gramm-Rudman-Hollings Act’ which reduced the
federal expenditure. Japan had eliminated the import barriers, and
accepted the stimulation of domestic demand. West Germany agreed to
reduce the size of public sector, and eliminated the excessive regulation.
The common consciousness is that the domestic prohibition of
protectionism was the proposition in all the participating countries.

We have lived (and will) in a new economy day by day, with more
actors, more complex markets, and huge capital flows. If we maximize
long-term growth, minimize the risks of protectionism, and stabilize the
foreign exchange rate, we will acquire the ‘lessons’ learned from the
experience of ‘Plaza Accord, and be able to achieve sustainable,
energetic, Baker, one of the proponents of ‘Plaza Accord’, retrospect that
it should be able to adhere to the way to regularly coordinate the macro-
economic policy [Baker, 2016: 20-21].

The ‘Plaza Accord’ proves that it is a case that can be utilized among
countries over time. It is characterized as the global market survives in
‘state of nature’ in the sense of ‘Balkanization’. Mulford emphasizes that to
reduce the risk is to promote cooperation and restoration to order, but
that is not necessarily the ‘regulation’ by governments [Mulford, 2016: 39].

The ‘cooperation’ and the ‘coordination’ embodied in that the
agreement could declare more fundamental things in many respects in

the ‘Plaza Accord’. The circle of policy makers proved that the economic
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and financial problems could function extensively and effectively. The
‘cooperation’ among policy makers in the US, the UK, West Germany,
France and Japan was a decisive factor to reach an ‘agreement’. Dallara
points out its characteristic that one was the exchange rate policy, and
the other was the close relationship between the economic and financial
leaders of the countries, and they are lacking now. He also indicates that
it is necessary to introduce policies at the present time, facing
fluctuations and liquidity that weakens the world economy. The
‘coordination” may be difficult today, in that sense, as the market has
become complicated and enormous over the past 30 years or more [Dallara,
2016: 43-44]. Frankel adds that the pendulum will return in response to that
word, and the intervening the exchange market will be appropriate again
(and with the Chinese renminbi in his mind).

We must attentively understand that there exists also an objection
from the economist who participated in this symposium against the views
of practitioners who instructed the ‘Plaza Accord. While acknowledging
that the ‘Plaza Accord’ and the subsequent Louvre Accord were one of
the most important events in the international financial history after the
Second World War, both ‘Accords’ are significant to the Japanese
economy, which have given an unnatural impact. Some regard the ‘Plaza
Accord’ as a symbolic event triggering Japan to guarantee its role in
coordinating international economic policies guided by G5 countries.
Others consider the long-term yen appreciation after both the ‘Accords’
that was the trigger of ‘recession which the higher yen’ brought out.
Other researchers additionally look back on the case of the ‘unwillingness’
of the adjustment of international policy that worsens domestic finance

and did irremediable harm to Japanese economy. We find that one
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‘agreement’ is also the ‘Rashomon Effect’ among the Japanese researchers
and economists even now [Ito, 2016: 73].

The US senior government officials and economists tend to argue that
the ‘Plaza Accord’ and the Louvre Accord’ mitigated the tension over the
currency. Baker praises himself that the ‘reality’ which states that the
dollar became adequate by the Louvre Accord contained conflicts from
the US Congress at that time.

Then how was macro ‘coordination’” The trade deficit in the US,
Japan’s surplus, and the external imbalance of Japan and the US did not
decrease until 1987, which two years after the dollar against German-
Mark and yen peaked. It took 18 to 24 months, but the ] curve effect
worked. The yen appreciation helped rectify the imbalance by policy
adjustment through both ‘Accords’ at least on the macro-economic side. It
was in line with the US Congress that the problem was whether the
remedy of macro imbalance was, especially on the side that supposedly
imposed trade sanctions against Japan (insisting the self-ignorance) [Ito,
2016: 101].

The ‘Plaza Accord in 1985 was required to correct the greatest
currency misalignment in the history of contemporary currency
relations. This is because the misalignment poses a threat to the global
trading system. That resulted in various pressures from protectionists in
the US. The flow of capital is directly linked to trade imbalance under
that situation. Later, the currency manipulation caused the house bubble,
the Great Recession, the euro crisis and so forth all over the world.
Currency manipulation has eroded political support for globalization and
a new trade agreement in the US and other countries. It poses a threat to

free trade [Bergstein and Gagnon, 2017: 1].
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The state pursues a surplus in the current account so as to build its
own reserve and to deal with future external shocks. Those who support
that position believe that the economic, political, and military power of
citizens, in particular in the manufacturing industry and related service
industries, will greatly enhance trade surplus. In that respect, the
mercantilist doctrine is still supported [Bergstein and Gagnon, 2017:2]. The US
administrations have intervened in the exchange rate, in particular for
mercantilist purposes. Especially for mercantilist purposes, the policy
called for avoiding the shock to the deficit of nation’s current account

[Bergsten and Green, 2016: 11].

The Japanese governments have used foreign pressures to promote
own policy. When agreeing to reevaluate the exchange rate of ‘Plaza
Accord, Western European governments were conscious of the
protectionist trend of the US Congress [Bergstein and Gagnon, 2017: 135].

The policy to materialize the specific range of the exchange rate
affected the ‘Plaza Accord” and the Louvre Accord. The ‘Plaza Accord’
was a joint agreement that justifies that lowered the exchange value of
dollar; therefore it decided to balance US current accounts. The Louvre
Accord’ was admitted that the value of the doll (asset) declined
sufficiently, and since the US and other countries counteracted further
depreciation, it declared that the asset of doll was justified [Bergstein and
Gagnon, 2017: 142]. The outcome of ‘Plaza Accord’ was predicted to be a
change in the market expectation of future interventions rather than at
the time of real conducting intervention [Bergstein and Gagnon, 2017: 37].

The ‘Plaza Accord’ was a high-water mark of international cooperation
after the Second World War. The US Government has achieved an

adjustment of the exchange rate of curerent account balance in the latter
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half of 1980s. The ‘Plaza Accord” was implemented collegially by G5 under
the pressure of protectionism in the US Congress, but it is questionable
whether it was based on the agreed rules or arrangements. The US

began with a one-sided initiative [Bergsten and Green, 2016].

2. Verification from the Japanese Researchers

The ‘Plaza Accord’ in September 1985 was the start of short-term policy
adjustment to the last. Baker was taking the initiative in this conference,
but indeed, Japan did not join in a dishonorable manner. Takeshita
favorably supported the yen appreciation of 10 to 12% or more. And the
goal of lowering dollar was achieved to that goal. However the yen
appreciation did not stay there. The yen appreciation became 1 dollar =
200 yen at the end of 1985, 1 dollar = 190 yen in January 1986, and 1 dollar
= 160 yen in the summer of 1986. Japan at that time had to switch to
block further yen appreciation. The US thought that the currency
correction was successful, but still wanted to stimulate the domestic
economy in Japan and West Germany to reduce the trade imbalance
between Japan and the US, and between the US and West Germany.

The ‘Louvre Accord’ set up a certain range, the “Target Zone' or the
‘Reference Range’ where the currency of G7 was stabilized. The Finance
Minister Miyazawa showed interest in the “Target Zone’, but the US and
Japan could not agree to set the maximum ceiling of yen. So there was no
word ceiling in the ‘Joint Declaration’.

There remained many reasons why such a situation had been reached.
They were an occurrence of the ‘Black Monday, the change of
policymakers, and the expansion of market which had become unable to

fit in the ‘Target Zone’ and so on. The lesson of ‘Louvre Accord’ was that
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the interpretation differs for each country, institution and policy makers.
The BO]J, the Ministry of International Trade and Industry (MITI), the
MOF in Japan had different institutional understandings about the
attempted to stabilize the exchange rate, and stimulated the domestic
economy by the ‘Plaza Accord” and the ‘Louvre Accord’.

When the signs of Bubble Economy began to start, the BOJ opposed
the MOF as a matter of the policy. The BOJ recognized that low interest
rates were forced to ‘cooperate’ so as to prevent the excessive
appreciation of yen, resulting in a bubble economy. The Minisrey of
International Trade and Industry (MITI) opposed numerical target
requirements for the import from the US. That meant the debate of the
treating monetary policy and the trade separately. The MOF abandoned
expectations for currency adjustment between major currencies. The
MOF eventually had to start promoting the liberalization of domestic and
foreign finance that internationalized yen.

It is the started signs and facts extremely that the ‘Plaza Accord’ was
established in 1985 in the four years after becoming a debtor since the US
recorded the world’s largest net asset value in 1981 over 1.4 billion dollars.
The REAGANOMIX', which is the key to the policy of the First Reagan
Administration, which advocated the ‘strong US’ in terms of both military
and economic conditions, got into dysfunction.

The REAGANOMIX' was a policy aimed at boosting the economy
by simultaneously increasing both the military spending and the
government expenditure, and reducing taxes at the same time. The FRB
took the standpoint to continue against inflation. The dollar interest rate
soared, the investment from overseas to the US significantly increased in

this policy mix of the Reagan government and the FRB, and the dollar
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appreciated in the first half of the 1980s. It was the criticism that
encountered from both in and out the US for this high interest rate and
dollar appreciation. The protectionist bills were submitted to Congress as
well as a movement to press the government to rectify the dollar
correction in order to protect domestic industries [Sakai, 2003: 46].

Japan rapidly increased its asset value since it turned into a net
creditor state in 1982 on the contrary. Some insisted an opinion that the
rise of the economic power of Japan and the lack of economic power of
the US should have been corrected to the level reflecting the
fundamentals of both countries in the exchange rate. Specifically after
shifting to the floating exchange rate system, the US policy makers in
particular recognized that it was economic conditions to judge that the
exchange rate did not reach the exchange level sufficiently reflecting the
strength of yen. High interest rates made it impossible to repay a huge
amount of debt, hence the dollar should have been scaled down by about
20%, because it was overestimated, otherwise it could make a possibility
of the hard landing such as a dollar plunge [Sakai, 2003: 3: 51 - 54].

The ‘Plaza Accord’ was not a clear intention for the Japanese
government, but made it passive. The US government would let the
cooperative intervention continue unchecked to resolve the trade
imbalance without confirming even the exchange rate [Sakai, 2003: 29]. The
Japanese government would have been considered the ‘national interest’
for Japan in future on the one hand, but if we interpret it favorably,
emphasizing Japan’s international cooperation, the conscious desire for
world’s prosperity might be affected on other hand.

Since it was declared that the UK, West Germany, and France almost

achieved their devaluation of the currency to the dollar in a month after
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the ‘Plaza Accord’, and stopped intervening into the exchange market. It
was thereafter adopted that appreciated the policy of low dollar and high
yen between Japan and the US. Both governments acted in the future
under the ‘Japan-US cooperation” without considering what the how and
why of this process would be. Japan, as it turned out, relied on the US that
it is the ‘friendship in a true meaning’ without being able to understand
the reality that ‘there exists no eternal alliance relationship’” among the
world of ‘give and take’ as it were.

The recognition is independent of the principle of the international
relations that leads to active interests in other countries. Japan changed
the system that had made an important contribution to economic
development to continue the export as long as trying to maintain the
economic system based on export industries since the ‘Plaza Accord’. As
more than half of Japan's total exports were for the US, Japan made
consideration that the US judged to be the ‘fair deal’ to which the US took
precedence. Otherwise, at that time, the Japanese government might
have had no choice but to recognize at that time that the economic
activity would not be likely to hold over [Sakai, 2003: 70, 205].

The Japanese government gradually accepted in the end, while
hesitating, and resisting the demand of the US. This is the same attitude
as it had accepted its request gradually in the same period in the 1980s,
while resisting Japan's military role under the Japan-US security system
with the US.

The ‘Plaza Accord’ was an attempt to produce a dollar depreciation
that did not use the term, weak dollar in ‘coordinating” with the US on the
economic problems (twin deficits) to be resolved. So the ‘Plaza Accord’

was only a compromise (not using devaluation) or a breakthrough that
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the developed major countries cooperated ‘to artificially devalue and
correct the local currency against the dollar’.

It is the ‘Plaza Accord that the adoption of ‘revising the drastic
exchange rate intervened by policy authorities’ was unknown to Japan.
Japan, in response to the US’s request, was unable to draw a political
strategy or a future image depending on whether the preparation was
insufficient or not recognized, or both, and Japan could not help dealing
individually [Sakai, 2003: 601.

It was necessary to consider the way of US in the following point from
the context of the international economic system and interdependence
that changed dramatically since the ‘Plaza Accord’ in Japan [Funahashi, 1987:
226].

(DThe world’s monetary system has transformed the US dollar, the key

international currency, into a ‘currency of the negotiable control’ due to

the fluctuations in the floating exchange rates. Even though the dollar
was devalued remarkably, its decision of the value would be up to the
negotiations among the US, Japan and West Europe (West Germany in
particular). Although Baker based it's the policy of ‘Accords on
multilateralism on first glance, he took the strategy of the bilateralism

(for example the US vs. Japan, and the US vs. West Germany) at the

time, so he moved ahead on more unilateralism in fact. And he then had

no mind to be considered the multilateralism. It therefore showed the

limit of the currency system of Plaza Accord’ like G5 (, and G7). He did

not think about the coordination with economically growing countries

of emerging the New Industrialized Countries (NICs) such as Korea,
and Taiwan after the ‘Accord’.

(2Baker aimed for the ‘process vision’, which asserted the coordination
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on the macro-economic policy to set concrete indicators. That included
the six indicators; the balance of payments, the growth rate, the fiscal
balance, the price, the exchange rate, and the financial situation. When
judging not possible to put his idea into action, he requested a
structural system called a kind of ‘fixed exchange rate system’ or the
‘Target Zone'.
(3The US would seek a new leadership image in the era when being
changeable into a global economy. The US specifically tried to play the
roles as a guardian of economic freedom, as an economic cooperative
architect, as a catalyst, as a negotiator, and as an agent of international
competitiveness. Put another way, the US was forced to cease to be an
absolute leader, so he tried to take the US's initiative in a relative sense.
However, in considering the rebuilding of Baker’'s American leadership,
Japan should have thought about how to evaluate it. The Japanese
government might have more careful considerations; the strategic
capability, the strategy formation, and the strategy guidance. Japan
should have adequately recognized the fact that the economic initiative of
US had lost yet. Could the Japanese government suppose only the ‘zero-
sum*-like tension of Japan to the challenge from the US? Japan should
have proposed the setting up or the institution of a new monetary system
to the US. However Takeshita wasted a precious opportunity of the
coordinated rate reduction, but the Japanese government became the
‘petitioning or petty diplomacy’ to the US with the subsequent
appreciation of the yen. Nakasone should have criticized the negative
influence in the selfish domestic economic policy of the Reagan
government, but could not deny up to the expansive Defense Budget in

the ‘'REAGANOMIX. Had Japanese government been ready to propose
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the ideas and strategies, it did not have only to follow the logic of the US

[Funahashi, 1987: 31, 206, 211, 222].

3. The ‘Plaza Accord’ on the Historical Evaluation
I would like to think about the ‘Plaza Accord’ from a historical point of
view. It was said that the ‘Plaza Accord’ in September 1985, the
consultation at the Tokyo Summit in May 1986 which was its succession,
and the TLouvre Accord in February 1987 were the high-water mark of
the ‘coordination’ and the ‘cooperation’ of international monetary policy
after the Second World War, and they became precedent models for the
past 30 years [Bergsten, 2016: 261]. The concerned parties of the ‘Plaza
Accord’ tried to coordinate macro-economic policy to support and
promote the realignment of the exchange rate [Bergsten, 2016: 3, 9, 262-263].
The ‘Plaza Accord” was an important event in the history and the
development of international cooperation. The some researchers in the
US appraise that it succeeded in achieving all three of immediate goals
[Bergsten and Green, 2016: 14]. The first was an attempt to realign the
exchange rate while considering the change of the situation. The second
was an attempt to modify the global imbalance at the time. That was the
‘coordination’ of macro-economic policy. The third was an attempt
prepared the effective countermeasures against the protectionist
pressure in the US, which posed a threat to the international trade
system and the world economy. It was the institutionalization of a joint
management system of the international monetary policy by Gb.
However there remained doubt as to whether the ‘Plaza Accord” was
so successful from the viewpoint of carrying out the ambitious purpose. It

was the adjustment and institutionalization of international economic
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cooperation, and of economic policy by the US intention of the leading
economic power. What do we nonetheless have to learn this ‘lesson’ from
the view that it might have been ‘successful’ to show the direction of the
progress in the both fields and the long-term management of the global
economy and world politics? How will we cope well with the challenge a
negative relationship of the subject in the future?

The ‘Plaza Accord’ showed a ‘lesson’ on what to do in the future of
international adjustment to us. It means a precedent as a guideline for
processing economic and domestic and foreign policies. It may be
necessary that the world has an international regime like the ‘Plaza
Accord” when faced with uncertain forecasts for the imbalance that the
disequilibrium increases, the reaction to the trade policy, and both of the
global economy and the world politics.

The ‘Plaza Accord” was a rare case of the international economic
cooperation among the major countries. It is therefore the Plaza Accord’
that meant how to take governance of the international economy and how
to tackle issues that range beyond the economy were concrete precedent
cases in the present globalized world.

We take cognizance that it is important to stabilize the exchange rate.
And the dollar remains dominant without security. The new ‘Plaza
Accord’ is said to stabilize the international economic system, and
promote the global economic growth under the leadership of the US for
the time being.

We can put forward a proposal that the ‘Plaza Accord” summarizes
historical importance into six in the international financial system and its
function [Utsumi, 2016: 45-49].

First the US takes the initiative at the currency conference, but G5
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countries including Japan cooperated and enforced in detail from the
beginning of draft. The US during the so-called Nixon Shock in 1971
unilaterally announced the suspension of exchange of gold and dollars.
Japan and major European countries were not notified before the fact.
The concerted parties getting involved the ‘Plaza Accord talked in
advance from preparation to final decision in a multilateral manner in
contrast.

Second Japan simply got into the act positively instead of giving in to
the US's pressure. The Treasury Secretary Baker talked with the
Finance Minister Takeshita on the relationship between dollar and yen in
June 1985, and agreed on what needs to be done about the exchange rate.

Third it was not so dramatic to pump and dump the schemes of the
foreign exchange rates by the G5. The Finance Ministers and the Central
Bank Governors in G5 who attended the ‘Plaza Accord’ allowed the
exchange rate to reflect economic fundamentals. It was certain that the
ultimate solution would not be solved only with the re-appreciation of yen
and dollar to that end. It was the ‘agreement’ that still had to prioritize
the ‘coordination’ and the ‘cooperation’ for the first time after the
international financial system which shifted to the floating exchange rate
system.

Fourth the macro-economic policy has been therefore integrated into
the strategy of the exchange rate. The G5 had to adopt both macro-
economic policy cooperation and joint intervention in the exchange
market for the purpose to converge the exchange rate.

Fifth the ‘Plaza Accord” was handled the top secret until the execution,
and the concerned parties aimed for dramatic effects in order to

maximize the results at the presentation. It was said that the G5 was
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indispensable to prepare for the global market for that purpose. Although
it was expected that the G5 conference would have some sort of the
dramatic results since then, such a meeting never occurred after the
‘Louvre Accord’.

Even though both the ‘Accords’ could be evaluated as a trial, they are
not be likely to be appraised that the both had an essential effect at
present viewpoint. The Louvre Accord’ surely presented the ambitious
content rather than the ‘Plaza Accord’ in a sense. The former intended to
set up the “Target Zone that stabilized the exchange rate. However the
detailed and prudent counseling could not formulate procedures to
consider in the future as a result in the macro-economic cooperation. It
was difficult for Japan at the time to recognize the currency level (a dollar
= 153 yen) indeed. That is why the ‘Louvre Accord’ could not be kept long.

Sixth the US adopted a long-term perspective on the adjustment
process. The US Treasury took the initiative to institutionalize
procedures for stabilizing the foreign exchange market. While the
Reagan government was exposed to the increasing pressures of the
protectionist from Congress, they had to consider some countermeasures
to comply with the exchange rate. Baker and Darman asked for the
institutionalization of procedures to stabilize foreign exchange rates, and
cooperated in macro-economic policy from that point as well. They have
appreciated that the ‘Plaza Accord’ had more than a one-off effect, and
has started to institutionalize the procedure since then.

As demonstrated above, countries that rely on international trade have
become increasingly sensitive to fluctuations on the exchange market.
The ‘Plaza Accord’ in this sense has become an ‘affair’ that marked a new

era in international financial history. It may prove that there exists an
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important meaning in the international financial system, like a (good or
bad) kind of the ‘case study analyses’ in the future debate on the stable
exchange rates. It is different in each position how we will realize it. Some
affirming the ‘agreement’ will currently think about how to exchange the
Chinese Yuan Renminbi. The Chinese government might not obey its

‘case study’.

4. Cause of the Bubble Economy and its Impact on Japan

As a result of the promotion of yen appreciation by cooperative
intervention in the ‘Plaza Accord’, the yen became a depressed economy,
and the Japanese government caused the BOJ to maintain low interest
rate policy in order to restore the economy so that Japan could expand
the external imbalance by expanding domestic demand. The
international policy coordination damaged the soundness of the domestic
economy if its extent and content lacked the consistency with other
policies [Ito, 2002: 189 - 272].

The MOF initially assigned the currency adjustment and the monetary
policy as a strategy for the ‘Plaza Accord’, adopted a strategy that made
the fiscal policy different, and built up the factors for excess liquidity by
themselves. This strategy was made possible because the Japanese
administration and the MOF were in the ‘superior power relationships’ to
the BOJ, and the BOJ did not maintain independence and neutrality to
the governments in fact, so it received direct intervention from the
government and the MOF easily, in a sense, so the BO]J could not adhere
to sound monetary policy. The Finance Minister Miyazawa, for instance,
stuck to the measures to avoid yen appreciation in the past period of the

high economic growth, using the monetary policy as a means of that. The
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Governor of BOJ Sumita continued to maintain a long-term low interest
rate policy considering that a large money supply should have been in
Japan [Kano, 2006: 121-13; Ochiai, 1994: 153,155,162,1 65]. The dominant argument in
Japan, it was the higher yen that Japan had to avoid, but the BO] failed to
escape from the government’s policy [Kojyo, 2002: 366 - 367].

The First Reagan administration asked whether the appreciation of
yen or/and the expansion of domestic demand in Japan so as to eliminate
the trade deficit with Japan. The US accelerated the appreciation of the
yen due to the ‘talk-down’, or verbal intervention, that Japan was
insufficient to expand domestic demand. The small and medium-sized
enterprises in Japan strengthened political pressures through petition to
avoid the appreciation of yen. The US government knew well that the
Japanese government responded sensitively to it [Kano, 2006: 231.

Then how did the ‘Plaza Accord’ influence the Japanese economy? It is
for Japan about the same as the fixed system of 1 dollar = 360 yen in 1949,
the collapse of the Bretton Woods regime in 1971, and the debacle of the
Smithsonian Agreement in 1973. It is more important than these events

[Ito.2016: ch.7]. I would like to check again from several stages [Utsumi, 2016:
47-48].

In the first stage, it was important that was the appreciation of yen and
the depreciation of dollar. The exchange rate for yen to dollar was higher
than it was for other non-dollar currencies. However the yen rose from
240 yen to 120 yen compared a dollar in 26 months after the ‘Plaza
Accord’. Japanese manufacturing industry and economy faced an
unprecedented challenge as a result. All the policy measures were
mobilized to relieve the impact of the appreciation of yen, and trying to

mitigate its negative influence. The Finance Minister Miyazawa who



3E— 171

replaced Takeshita argued that it was wrong that the former Minister
was involved in the ‘Plaza Accord without deciding the ceiling against
dollar, and asked G5 countries for negotiations to re-adjust the high-level
yen. This led to the Louvre Accord'.

The second stage was related to Japanese manufacturing industry
after the ‘Plaza Accord’. Japanese companies made efforts to rationalize
and to streamline management through cost-cutting by surviving under
the rapid appreciation of yen. As a result of the strong yen, this effort, as
well as lowering the cost of imported raw materials and energy, would
lead to acquiring Japanese industrial competitiveness. It additionally
became an opportunity to promote the overseas relocation of Japanese
companies.

Japanese economic power made real growth rate over 6% from 1987 to
1990. The ‘euphoria’, created by a kind of the bubble economy, began to
penetrate the business circles according to the corresponding policy
measures.

The third stage was characterized as the ‘asset inflation’ of Bubble
Economy. The BOJ had to continue an easy monetary policy in order to
cope with the appreciation of yen and the negative effects on it. This
policy, along with the ‘euphoric sentiment’ of Bubble Economy, caused
the asset inflation, which resulted in serious social problems since then.

In the fourth stage, the BOJ as the central bank nevertheless tried to
play a leading role to control in the situation of the asset inflation at this
time. It took off the official discount rate from 2.5% to 6% in 15 months
from May 1980 to August 1990 in reversal. While trying to resolve the
asset bubble economy, the measures temporarily collapsed the Japanese

banking industries and business circles at the same time. It is said in
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Japan that this resulted in the beginning of the ‘lost decade’ and the
prologue of the ‘preliminarily lost ye(zllt?'.

The trade imbalance between Japan and the US was eventually not
corrected in essence, regardless of the sharp appreciation of yen by the
‘Plaza Accord’. The hardline revisionists in the US eventually condemned
the specialties and heterogeneities of Japanese market from a cultural
perspective on the one hand, while the US Congress strengthened the
protectionism and the management trade on the other hand. The US-
Japan Structural Impediments Initiative (SII)' approved at the Japan-US
Summit between Prime Minister Uno and President Bush had started in
July 1989. The US government had effectively taken the ‘internal
interference’ in the Japanese affairs since then.

It would be better to think that the ‘Plaza Accord’ not only solved the
conflict of economic relations but also influenced the comprehensive
security of the US including the national defense, the domestic and the
foreign politics. The Reagan administration called for the Burdon-Sharing
on the military security on the one hand, and insisted on the economic
measures for the US own financial security on the other hand. This
pressing was found in the US'’s strategy in the ‘Plaza Accord’ within the
part of the US administration’s push to Japan [Okabe, 1987: 76-79].

One expertise points out that the Japanese government and politicians
were responsible to the cause of the Bubble Economy that formed in the
second 1980s. It was politicians’ and officials’ capacities that could not
foresee about the future possibilities [Ito, 2002: 272].

Nakasone tried to promote the solution of Japan-US economic friction,
consideration for the Japan-US security arrangements, and the domestic

economic structural reform through the performing the ‘Plaza Accord’ at
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the same time. We understand that there are significant implications in
Japan for the existence of the US in terms of defense security and foreign
economy.

The MOF decided not to adopt the fiscal policy as much as possible,
instead of pushing the currency adjustment and the monetary policy as a
means to realize the issue of correcting the imbalance to the trade with
the US imposed on Japan by the ‘Plaza Accord’ and expanding the
domestic demand in the negative fashion. It is a pride that the MOF could
control the monetary policy of BOJ in its ‘non-determined’ strategy. This
is because there is a system of the arrangement so-called the
asymmetrical relation of the power between the Cabinet-MOF and the
BOJ. The MOF was in a position to create a network for budgeting rights,
resources regulatory rights, the connection with the political and
economic circles, and to take advantage of political institutions and
strategies [Ito, 2002: 266].

It is the ascendant of Japanese administration and MOF to the BOJ
that weakened the ‘independence’ and ‘neutrality’ of the central bank,
which became an obstacle to the sound monetary policy to the national
economy. This policy was therefore largely due to the two decision-
makers, particularly the Finance Minister Miyazawa and the Governor of
BOJ Sumida. It can be said that they were responsible to the policy
regarding the long-term low interest rate policy then, and which means
that was the Nakasone Cabinet Ministers who gave a favorable response
and tolerated it.

Miyazawa thought that the long-term ultra-low interest rate policy
would be desirable for the Japanese government in order to get behind

the appreciation of yen. However the reason why the appreciation of yen
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was undesirable was not sufficiently examined, and, the political
intervention was unaware that a harmful effect was eventually brought
about under the floating exchange rate regime.

Did Miyazawa, as a politician sensitive to the interests of export
manufacturers, neglect the problem of ‘excess supply of money’? And did
Takeshita who served as the Finance Minister before Miyazawa made a
judgmental decision on the policy, the appreciation of yen and the
depreciation of dollar, based on the circumstances of the time forecasting
future trends? Did Nakasone, who appointed Takeshita and Miyazawa as
the Finance Ministers, in that sense, determine for just maintaining his
own government in the 1980s, without being conscious of the situation at

the time (and subsequent trends)?

5. Some Structural Factors

As the official discount rate was as low as 2.5% in order to respond to the
rapid appreciation of the yen following the ‘Plaza Accord’, the low rate of
interest had continued from January 1986 to February 1987. There were
three characteristics of the monetary policy management during this
period [Okina, 2013: 151 - 152].

The first characteristic is that it was strongly bound by the framework
of international ‘policy coordination’ of ‘Plaza Accord’. Japan had to strike
the right balance of yen and dollar, reducing the surplus in the balance of
payment and expanding domestic demand as a top of agenda.

The second characteristic is that the monetary policy was also aimed at
curbing the appreciation of yen in the atmosphere of ‘higher yen was a
national hard problem’. The Japanese government cut the official

discount so that the US would ensure the implementation of the



E3E— 175

cooperative intervening in the market in the US, and stopped the ‘talk-
down (verbal intervention)’ by the US government officials.

The third characteristic is that the policy management to reduce the
surplus of current account affected the monetary policy through
expanding domestic demand.

In terms of the above first and second characteristics, there exist five
criticisms of the Plaza Accord’ and the Louvre Accord’ [Bergsten, 2016: 264-
265].

(DBoth ‘Accords’ stuck to the correction of exchange rate too strongly,
and made little change when putting the policy scheme as the
conception of the basic stance. It was in particular the circumstances
that the US could not deal with deficit finance. The Reagan
administration prioritized the improvement of dollar rate and the trade
balance rather than the future exchange rate system. The US Congress
in 1985 definitely approved the ‘Gramm-Rudman-Hollings Act’, so it
decided to check the deficit in the future. This caused an obstacle to the
fiscal policy of US government.

(2Both ‘Accords’ were only caused to the shock effect on the market.

(3)The real impact was that the dollar’s correction occurred through

the market. The market stopped overestimating dollar before the

‘Plaza Accord..

@ The impact of market caused in 1987 arose from the discrepancies

between the US and West Germany. The incident was in fact less on

the real economic impact.

The above D to @ are the criticisms to the ‘policy coordination and
cooperation’ over the ‘Plaza-Louvre Accords. The following ® threw off

the result of the ‘Accords’, and was a criticism that shook the Japan-US
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monetary regime from the fundamental issue that could not be avoided.

(®Japan was ‘compelled’ for bad policy choice, and brought financial

collapse in the subsequent the ‘lost 20 years’. This criticism (or rather in

the form of a reprehensible behavior) is more commonly seen in Japan,
especially among economists.

Needless to say, there are objections from the policy makers of the US,
especially those involved in the policy makers, against the view that the
‘Plaza Accord” became a direct cause of Japan's Bubble Economy.

We know, as a matter of course, the objections from the company
concerned of US, those involved in the decision-making process, against
the view that the ‘Plaza Accord’ became a direct cause of Japan's Bubble
Economy [Bergstein, 2016: 265].

(DThe low interest rate that the ‘Plaza Accord’ was the direct cause of

Japan's Bubble Economy was rather only strengthening its degree. It

was a reaction to excessive high interest rate policy before that.

@1t is assumed that the Louvre Accord led to low interest rates in

Japan, but in order to weaken the influence of yen depreciation caused

by the ‘Plaza Accord. The Japanese government induced the fiscal

policy rather than the monetary policy stimulating the domestic
demand at the time. The misunderstanding of multiple policies was
carried out by the top officials of the MOF rather than the BO]J.

(3The turbulence caused by the Bubble Economy in Japan arose not

the change in the monetary policy but rather from the failure of the

fiscal regulation.

(®Another view points out that it was the attitude of the cumulative

cycle of Japan's high external credits was strongly swayed on the fiscal

policy in the latter half of 1980s. The budgetary measures for that
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purpose were maintained until 1992, and the economy was recovering

at the time of fiscal austerity in the first half of the 1980s, but the

measure was taken in 1988 after the ‘Plaza Accord’. It was decided to
strengthen the surplus. Therefore it is a view that the fiscal policy at
the time was not a direct cause of the Bubble Economy [Herr and

Kazandiska, 2010: 97].

Indeed the collapse of Bubble Economy brought down the recession in
Japan. That is a lesson that the Japanese government and the large
enterprises have begun by making what was unconscious becomes
conscious and clear in a sensitive manner to the international economic
fluctuations and rule formations in another sense. The Japanese
government began to get aware of the role played in the fields of the
economic policy and international finance, which would benefit Japan and
other countries well [Kojyo, 2007: 148].

It is from @ to @ that the political and economic undercurrents of the
objection from the US realized a sense of the ‘curtain fall', the so-called
‘success’ to the appreciation of yen and dollar for a while, through the
‘Plaza Accord” and the Louvre Accord, but the scenario was nothing but
the ‘interlude’ to the Nakasone administration. It is often seen that it is
regarded as an event in midstream because of the view of @. These
views continue to date back to the historical relationship of international
economy and finance after the Second World War, notwithstanding any
effect, especially in the US. A new system of multilateral economic
adjustment called the ‘Plaza Accord” and the Louvre Accord were the
means and method of currency adjustment to prevent the state of
disorder, apart from achievement. Such a favorable opinion in the US is

(11
still as valid as ever.
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Chapter 7 The Japan-US Economic Relations in the 1990s

1. Continuation and Change in the US Government Policy since the ‘Plaza
Accord’

The Gephardt bill was one of the moves seeking a framework of
international cooperation to adjust dollar to the appropriate level in order
to reform the trade imbalance in July 1985. However the US government
attempted to respond with the suppression of remedial measures against
the trade deficit with Japan so as to secure initiative from the US
Congress on the trade policy and the exchange rate policy.

The US administrations thought the desirable system of the ‘Japan-US
Yen and Dollar Committee’ system that achieved open market in Japan,
starting the ‘Market-Oriented Sector Selective Talks (MOSS) in January
1985 in economic negotiating with Japan.

The Reagan administration announced a new trade policy to actively
utilize Article 301 of the Trade Act, while opposed to protectionist bills in
the US Congress on the day following the ‘Plaza Accord’. Both of these
policies were carried out in parallel under the second Reagan
administration. We should be more noteworthy on this point.

The Reagan administration appealed Congress to a positive attitude
towards the trade deficit, and adopted a policy to urge Japan to concede
with open market. And this announcement of the new trade policy was
regarded as a prospect of breaking free from the ‘chains’ of Congress.

The US government since the ‘Plaza Accord continued to take the
dollar’s depreciation policy until the fall of 1986, which stopped promoting
the weakening of the dollar due to inflation concerns. The US
government began to emphasize the expansion of domestic demand from

the exchange rate adjustment to each country after 1986. The doctorins
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was specifically in the ‘Miyazawa-Baker Agreement’, the Louvre Accord’,
and the ‘Christmas Agreement’ and so on. So the US government asked
for a trade-off between the exchange rate and the expansion of domestic
demand in the policy of Japan since 1986. The discount rate cut by the
FBR after the ‘Plaza Accord was a countermeasure against the
appreciation of yen under the domestic political pressure of avoiding the
yen appreciation in response to the sharp appreciation of yen since the
beginning of 1987.

The new trade law was established on March 19, 1987. This was a
highly protective law, conscious of the election in 1988 [Obi, 1999: 22]. The
law established to firstly suggest that political pressure prevails due to
the convenience of each legislative constituency rather than the logic of
free trade, and secondly mean the domestic political economic
circumstances rather than the borderless international economic
cooperationist. Said defiantly, the new trade policy packed national
protectionism in law. Its content was thus based on the assertion
pursuing the protectionism. I would like to organize the viewpoints as
follows.

The first prioritized the bilateral consultations based on the new trade
law over international rules.

The second respected the principles of the ‘fairness’ and the
‘reciprocity’ in the American style, and requires trading partners to
maintain the same level of legal development.

The third expanded the scope of the foreign investment regulation,
monitor foreign investment in the US, broaden the concepts of the
national security, and implement the foreign bank regulation by the

financial clause in the US.
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The fourth facilitated the retaliation and the sanctions against the
unfair trade practicing countries that are contrary to the Super 301 of the
Trade Act etc.

The fifth was the research and the development integrated with the
public and the private sectors, increasing the high-tech promotion plan,
the export promotion, and the subsidy of the unemployment.

The sixth was to realize the industry fields such as the software and
the service sectors in a world market led by the US.

It has been hard and impossible for the US itself to maintain the world
order. The complementary role of Japan is virtually ‘compelled’ from the
economic part (simultaneously military security part at the same time) of
the various demands for the international contribution to Japan. It was
the new trade strategy under the Clinton administration in the 1990s that
was consolidated in the New Commercial Law’ established in the latter
half of the 1980s [Obi 1919: 224-212, 231].

Considering the US budget deficit was the cost of the US hegemony
maintenance, the international policy coordination was only a request
from the policy of such a US global strategy. This means that within the
system making an adjustment with Western countries that can object to
it, Japan must continue the challenge to the initiative (in other words, the
conflict over national interests) centered on the US [Kano, 2006: 200].

It was summarized that the US had its own intention to continue and
change the policy according to the situation of the US as follows[Kojyo, 2002:
3671.

First the US government’'s external economic policy changed with the
‘Plaza Accord’ at the beginning of the Second Reagan Administration as

the starting point. It has formed the framework linking the imbalance
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between the exchange rate and the trade balance. The Reagan
administration tried to adjust the imbalance in the trade balance at the
exchange rate since the ‘Plaza Accord. At the same time, after the
Reagan administration, the US government tried to reform the Japanese
domestic framework further into the American style.

Second the US domestic political circumstances such as a divisional
rule of governance in US presidents and Congress has become influential
to Japan policy since 1980s. The Reagan administration used this situation
of the divided government to draw concessions from Japan. The Japanese
government came to recognize that it was better to compromise the
Reagan government than to concede to the pressure of US Congress (,
which meant to strengthen protectionism).

Third the US government has frequently pressed for the reform of the
Japan’s economic structure. It is the example that was negotiated
between the Japan and the US in the ‘Accords’ of the yen and the dollar,
the SII and the MOSS and so forth. The Japanese government has also
recognized the necessity of economic structural reform (for example, the
so-called ‘Maekawa Report’, followed by the New Maekawa Report) in
order to cut the surplus of yen and of current account.

Fourth the US government insisted on not only making no choice of the
policies by the Japanese government but also being restricted by the
parties avoiding the high yen in Japan for expanding the Japanese

domestic demand

2. Unresolved Problems
Japan reached economically a powerful country after the Second World

War, so Japan had no choice but to decide the high yen policy with the
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‘Plaza Accord’. When the Bubble Economy collapsed in 1990, the trade
surplus rose again. Japan after that continued to fight against the Bubble
Economy including the bad loans, the yen appreciation, and the
subsequent depression (the Heisei Recession), and Japan had to keep
asking the future ‘self-portrait’. The substantial appreciation of yen
resulted in reducing the interest rate to nearly zero as a ‘painkiller’ in the
domestic economy by the ‘Plaza Accord” and the Louvre Accord’. Japan
brought on the Bubble Economy that caused unpredictable yen
appreciation, and produced huge liabilities [Rosenbluth and Thies, 2010: 91]. It
designated 1990 as Japan's starting point of the so-called ‘lost 20 years’
after the collapse of the Bubble Economy.

Japan has fallen into a long-term economic stagnation called the ‘Tlost
decade’. Many financial institutions went bankrupt, and a large amount of
public funds (taxes) were thrown into them. The Japanese governments
have, in addition, decided to increase the country’s debt due to fiscal

spending.

Table 5: Economic Comparison of Major Countries (G5) (1981-1991, 1992-2001)

1981-1991 (%) 1992-2001 (%)

real growth |, . unemployment | real growth | i unemployment
rate inflation rate rate rate inflation rate rate
Japan 39 22 25 09 04 3.6
France 23 6.1 9.3 21 16 106
Germany 26 27 71 1.7 21 73
UK 24 6.1 9.8 29 21 77
US 30 47 71 34 27 54

As a point to note, it is also necessary to point out the problems of the
manufacturing industry in the US. The policy of yen appreciation and

dollar depreciation since the ‘Plaza Accord’ eventually failed to improve
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the trade balance of the US. The manufacturing industry in the US, which
had already declined, could not be restored only by currency
manipulation. The decline in the competitiveness of the manufacturing
industry due to the high currency has lost the capacity of production
itself rather than the exchange factor because of losing organizational
capabilities such as technology, knowledge and human resources. This
trend had already appeared since the 1970s in the US [Shibayama, 2021: 77].
This is the point of view we should still be kept in mind. It was noted a
viewpoint of the “Young Report’, for example, even within the US.

It cannot be denied because of the hollowing out of manufacturing
industry, the establishment of international division of labor, and
accelerating the rapid appreciation of yen. The appreciation of yen, after
1 dollar dropped lower value by 90 yen, has also encouraged the
international division of labor in the assembly industry of electrical
equipment, automobiles and other parts industries, and other high added
valued industries [Ohba, 1995: 166-171].

We have not experienced the ‘Japan-US Economic or Trade War’ like in
the 1980s currently. China is required to open the financial market by the
US instead of Japan today. Stated in a different fashion, the ‘Plaza Accord’
has subsequently resulted in promoting the development of Asian
economy, in particular Chinese economy as an indirect cause, as it turned
out, China will be requested to raise the exchange rate of the Chainese
yuan from the US connected. The objective conditions between Japan
and China are by all means different. For example Japan relies on defense
security under the US nuclear umbrella, but China possesses its own
military strength.

The international regime is established because each country
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recognizes its own interest in its maintenance. So a country will have to
pay high cost contrary to the rule of international regime, the
‘cooperation’ and the ‘coordination’ is supposed to be maintained.

The regime should regulate the behavior of each country, converge on
the expectation of other countries about the behavior of a country, and
enhance the predictability of behavior. It is advantageous for the own
policy maker to decide. Such behavior is guaranteed to the regime. The
rule of regime is for the behavioral standard of each country, which is the
interest of the concerned country [Yamamoto, 1980: 177-1711. The Japan in this
case (the Finance Minister Miyazawa who was then representative of the
Japanese government at that time) should have decided to hold some
countries without the US up within the international regime in order to
comply with the Louvre Accord’ in 1987 [Funahashi, 1987: 217]. That measure
would have fulfilled the function of suppressing the US in participating
countries within the regime. When this framework of regime lost
substance, it eventually ended up becoming a bilateral relationship
between Japan and the US.

Needless to say, the regime may change the interdependent
relationships of targeted issues. It inherently has the possibility to modify,
change, transform, and collapse the rule of the game. The target areas
that must respond quickly to changes in reality will require the
‘management’ of participating countries based on the ‘coordination’ and
the ‘cooperation’ of the policy rather than maintaining the entire regime

[Yamamoto, 1989: 174].

3. Efforts for Economic Security in the US

The Industry Competitiveness Committee: President’s Commission on
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Industrial Competitiveness (the ‘Young Committee’) established by the
Reagan administration in the US submitted a report in 1985 (the “‘Young
Report’). This ‘report’ recommended the creation, the practical application
and the protection of new technology in order to improve the industrial
competitiveness of the US.

A strategic commerce policy was implemented in the US, following the
‘Young Report’ in the 1980s, ‘a policy to improve the influence on our
competitiveness the economic security strategy of industrial competitive
relations’. It may have been thought that the ‘Morgan Report’ was a short
period of economic strategy, but the ‘Young Report” became a turning
point for the US to strengthen over a long period in 1985. Measures to
strengthen competitiveness were proposed as a consequence. So to
speak, the Reagan administration employed dual foreign economic
strategy.

It was the task of creating the advantage in the strategic industry by
the US government in the 1980s. The policy was carried out under the
economic security, not with the export control, the export promotion, and
the economic sanctions, but with the export and import regulations or
management. It, so to speak, was a mercantilist and a strategic commerce
policy. There was an emphasis on the economic relations intervened by
the government as a role of the state. It has emerged as a reversal
phenomenon of economy and military to promote enhanced measures of
trade relation in particular from the viewpoint of the geo-economics after
the Cold War [Urano, 2003: 38-39].

When the Japan-US trade friction turned a political problem, it was
solved once the both governments of Japan and the US intervened in

friction. The US in the 1980s changed to a policy of exporting into opening
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up the market to Japan. The US Congress passed on a warning that if
Japan’s political and economic structure had not been reformed from this
time, it would not eliminate trade imbalances and turn it into a political
problem. The ‘Market-Oriented Sector Selective Talk (MOSS) started at
the Nakasone-Reagan Summit Meeting in 1985 was the first step toward
realizing the intention of the US to overcome the closed nature of the
Japanese market. The US government furthermore revised the ‘Japan’s
political, economic and social structures’ which hindered the opening up
the market from the Japan-US structural talks in 1989 and after. The
Japan-US structural talk meant a new phase in the negotiations of trade.
It was a US-style approach to actively seeking mercantilism, that is the
‘results-oriented negotiating style with’ which had to emphasize the role
of the state in its performance. The Japan-US trade friction came to take
on the aspect of the ‘system friction’ related to politics, society, and
culture as well as the economic system of Japan and the US [Nakamoto, 1999:
213-214].

While Japan's ‘free trade policy’ had been changed with a compromise
with the domestic protectionist resistance, it is the result which the
Japanese style of it had responded towards the US market for Japan.
Japan had to insist on its own ‘free trade with the US because of its
dependence on the US. It was also the cause of the excessive ‘political
problem’ between the differences in this viewpoint on free trade between
Japan and the US. The Japanese well-doing in the US market leads to
prosperity in third countries other than the US. The US market has been
indispensable to the Japanese exporting business [Ogura, 1982 107-109].
Although both countries respect the market, they were the same in their

attitude to actively intervene and manage by the national governments



31 K— 187

because of their own national interests. It is different for the contents and

the approach of both countries by all means.

4. The US's Managed Trade Policy

The US government has sought the ‘competition of the same conditions’.
The US has demanded unilateral market opening and voluntary
expansion of the imports beyond self-regulation of the exports in bilateral
negotiations for this reason [Sasaki, 1997: 133-131]. This is the ‘selective
reciprocity’ [Tyson, 1993]. Although the US argument including the
circumstances during this time defended the free trade, the US
government insisted on building the foundation and the condition for that,
or accepting conditions favorable to the various domestic companies in
Japan.

The purpose of US is to establish a framework of trade relations while
seeking a political partnership between the countries that manage the
market as means of advocating an ‘economic system of free trade’ in the
US-style of the ‘managed trade’. Although this style is different from the
attitude of government agencies to lead private enterprises like Japan,
according to the request of private enterprises (especially large
companies), the governments adopt a policy of proactively developing
and instructing the trade situation. The US has adopted a ‘mercantilist’
position in the sense that it differs from Japan.

The policy in ‘managed trade is a case where the country controls
trade balance to a certain extent, limits and controls the import (e.g. the
self-regulation of the export), and forces a certain import (the export of
the home country) to the other country (for example the voluntary

expansion of the import). It usually refers to the case of restricting import
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of the former, but, since the second Reagan administration, it has turned
into the setting of the purchase (numerical) target like the guarantee of
the latter share and the action plan. It should be noted that the typical
examples were found in the negotiations of the the semiconductor
between Japan and the US in the 1980s. In the US, the ‘reciprocity’ means
that the market should be open to the same extent as the US (that is, to
conform to the US' standards) [Ochiai, 1998: 215; See Furuta, 2013 b].

The managed trade has been streamlined and justified the
mercantilism of the US-style under the promoting ‘free trade’ by
wrapping subjective terms such as the ‘reciprocity’ and the ‘fair trade’ in
subjects. When it has become import for the high-tech industry since the
1980s, the US government launched the measures to open up the market
and to strengthen competitiveness one after another by intervening in
the other country. The US's trade policy has finally changed from the
‘pure’ free trade to the ‘selective reciprocity (= the American way of
mercantilism)’ [Nakamoto, 1999: Part 1 Ch2]. This active mercantilist policy or
selective reciprocity has been handed over since the second Reagan
administration.

The selective reciprocity is defined as a ‘system necessary for national
economic security’ [Sheehan, 2005 71]. This idea in the late 1980s has
strengthened the provisions of laws related to the national security and
defense in the US government’s trade policy and the legislation of the US
Congress, emphasizing the defense problem along the action to regulate
the trade and the investment. It is typical examples that were the trade
friction between Japan and the US on semiconductors in the 1980s. These
kinds of frictions were also linked to other fields (e.g. the defense burden).

It is a tone that is frequently used by American hardliners, “It is the
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economic unfairness of Japan that the US is defensing Japan in the
military security”.

The US government had to consider the economic security as well as
its own decline of power in addition to the defense security. The US
government therefore, in 1987, pushed hardline means of retaliation
against the Japan in the violating agreement [Ishikawa, 1955: 52-53].

There exists a viewpoint related to the economy that appeared the
security of military and politics before and after the end of Cold War. It is
a case where it is described as an ‘economic agenda’ proposed from a geo-
economic standpoint. The government will use the economic capacity as
a useful measure to the foreign policy and exercise of military force for
state. The military confrontation, the arms race competition, and the
military security were given priority in the Cold War period. It is so-
called zero-sum'’s diplomatic view. The Realists faced a reduction of the
military expenses, and accordingly shifted the emphasis point to the
economic field especially after the Cold War. The idea is to substitute the
economic field for the military field if it is simply described from the geo-
economic standpoint.

S. Huntington argues that superiority and inferiority of economic
power will be ranked among the nations in the world where the military
conflict can occur [Huntington, 1998]. Put another way, the economic
competition is regarded as the ‘war’ by means other than the military
means. Japan adopts the strategic trade policy based on the so-called
‘economic war’. Japan has assumed the anticipation and the competition
between Japan and the US for the strategy and the behavior on active
standpoint. It is preferred a ‘black-ink (surplus) balance to a ‘red figure

(deficit) from the mercantilist perspective economically. Because it is not
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only affects the domestic employment but also it is a trading nation
where the state relies on the imports of the raw materials and the export
of the goods, and the investments and finances in the mutual relations.
Such a state thus tends to be vulnerable to external threats [Sheehan, 2005:
71].

The Realists think that the state must measure the security from
its military strength against the military power of other states. And
the mercantilist state wants to minimize the degree of dependence on
the resources and the technology dominated by other states.
Because, according to this logic, if the destiny of one’s own state is
bound by an economic relationship with another country, the state
compromises its independence and security. In that respect, the economic
interdependence should not be heralded as the state is unlikely to predict
the future of international relations. However, such a policy itself is
impossible in the globalized era, so they hope to take the measures to
ensure initiative as much as possible. The nation-states are particularly
interested in the economic interdependence of global markets, and
demand and supply.

According the geo-economic thinking, there remains a tendency for
trade to promote zero-sum relations and emphasize the factors related to
‘threat’ of their relative decline to other countries. It promotes the
economic competition and protection that depends on the national
security in terms of international politics [Sheehan, 2005: 72].

The concept of economic security will also be related to international
political relations in a broad context of security to analyze in the political

context of defense security [Sheehan, 2005: 67].
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5. ‘Managed Trade’ in Japan-US in the Political and Economic Relations
after the Cold War

(1) Background and Issue of Japan-US Trade Negotiations

Even if the conflict in the economic relations between Japan and the US
occurred during the Cold War era, a compromise between the both
governments was tried to find a ‘happy medium’. However, particularly in
the post-Cold War, the global strategy of the US has changed its policy
towards Japan. However Japan has also undergone a change in its
economic structure since the 1990s, so it has become impossible to make
concessions easily to the US.

The ‘Japan-US Framework Talks on Bilateral Trade” had been a forum
for negotiations to discuss broadly the economic issues between Japan
and the US from 1993. The discussions such as Japan's current account
surplus and the reduction of financial and trade deficits in the US were
negotiated in the macro-economic policy. The US requested setting of
numerical targets in the negotiations by sector (cars, electronics, machine,
and semiconductors, etc.). It was an unavoidable task in order to manage
the policies in the home and abroad for the Clinton administration.

The US trade deficit had increased steadily to 66.7 billion dollars in
1991, 84.5 billion dollars in 1992, and 131 billion dollars in 1993. The higher
the people consumed in the US with vigor, the more the import increased.
The US budget deficit was 269.5 billion dollars in 1991, 290.3 billion dollars
in 1992, 254.7 billion dollars in 1993, and 176.1 billion dollars in 1999
respectively. Half of the trade deficit was due to trade with Japan. The
budget deficit drastically decreased during the Clinton administration,
but the trade deficit was increasing. The US thus negotiated separately

the framework of Japan-US consultation into the macro-economy, the



Political Economic Process from the ‘Plaza Accord’ to the Structural Adjustment
192 —Talks between Japan and the US
sector-economy, and the global cooperation so as to reduce Japan's
surplus.

Japan was required to shrink the current account surplus, expand
domestic demand and open the market on the macro level. The US aimed
at reducing the fiscal deficits, the encouraging savings and the
international competition. They were the government procurement, the
deregulation, the automobiles and the parts of them, the economic
harmony, and the existing agreements and promises.

What is important is setting the numerical targets for Japan. This is
not the first time for the Clinton administration. Prior to that, the
Reagan administration and the Bush administration conflicted Japanese
administrations with regulations on importing cars. It was limited to less
than 1,680,000 vehicles, after that it was the regulation that left it to the
market in the Reagan era.

Nonetheless the US was not satisfied. The US brought to an end that
both administrations expanded bilateral cooperation in addressing
sectoral issues. Therefore the comprehensive regulation of all the sectors
in the the Japan-US structural adjustment talks was undertaken, and
aimed to correct the trade imbalance between Japan and the US from
1998 to 1999 in individual fields. It was to negotiate between the two
countries held repeatedly. It renewed the ‘Japan-US Framework for a
New Economic Partnership’ in 1993, and formed the ‘Japan-US
Regulatory Reform and Competition Policy Initiative’, and then from 1994
the 'Japan-US Economic Harmonization Initiative’. This was strategic
commerce policy and deregulation across sectors for the US.

The Clinton administration set the ‘goal’ in each domain and its sectoral

deregulations, and made an inspection in the midterm verification (see
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Table 6, 7). The Japanese administration criticized the ways as the
‘managed trade’. The security system was yet not weakened because of
the Cold War era in each government of Reagan and Bush. As the
constraint of Cold War ceased within the Clinton administration, the
request for the ‘structural reform’ to Japan began in diverse areas such as

the diplomacy, the defense, the economics, and the commercial trade.

(2) US Affairs affecting the Japan-US Negotiations

The unemployment in the US was different from it in the 1980s until the
presidential election in 1992. There were a lot of issues on how Japan
defended the own national interests against the US'’s request until then.
The US had enormous military forces due to the Cold War, which became
an obstacle to the US economy on the one hand. The US recognized that
Japan had not handled the big burden on the Cold War, and received the
economic ‘benefits’ from the US on the other hand. It was the high
unemployment rate of the generation that is the center of society. The
manager was also the target of it besides the unemployed as well as the
workers. It was said that the US was tired of carrying heavy loads,

We could imagine the recovery of performance between the two
possibilities of economic growth in the US and the US leadership in the
international community, but pointed out the US in the disadvantage that
whether long-term economic growth could secure the US’s continuity or
not. The US economy brought the important implications not only for the
economic performance but also for the action on elections and
countermeasures to Congress when administrating the polici(é,f)s. The US
naturally trended to change the foreign policy greatly. The US adhered to

the ‘managed trade’ policy in the negotiations between the US and Japan,
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and demanded opening up the market in Japan.

The US has a mighty military power even after the Cold War, but it
has become impossible to stand with great presence of mind in the world
situation. Japan defended the ‘free trade’, resisted the US-style ‘managed
trade’, and insisted that it could not accept the US's demands. However
Japan has been obliged to bear various diverse issues such as politics,
diplomacy and military affairs, as well as economics. Japan has been also
required to contribute not only to the national interest but also to the
international community including the US. The request of the US will
lead to not only the current problem solving for Japan but also how future
Japan will be involved in the international community [see Sekimoto, 1966: Ch.
3].

It is necessary to confirm whether the US attitude of trade negotiation
shifted from the free trade to the ‘managed trade’. Was the idea of free
trade abandoned? L.O. Tyson was the chairperson of president’s
economic advisory committee within the Clinton administration. She is a
famous ‘revisionist’ who accused the Japanese system. She recognizes the
free trade as an economic philosophy, and at the same time is also a
realist who defends own national interests. It is a so-called ‘prudent
behaviorist” who insists that she protects his own national interest but is
not a protective free trader. Regarding problems that cannot be solved by
multilateral rules, respecting the ‘fair and equal trade relations, if it
compromises it, it is necessary to use the trade law within the US to
prevent and compensate for it; in a sense the ‘selfish liberalist and
nationalist’ [cf. Gourevitch, 1986: 51].

It reflected a self-oriented, mercantilist way of thinking that protects

the US industry. Tthe special protection policy in the foreign country
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conversely caused the damage to the US manufacturers. It is the effective
Super 301 that countermeasures against it. She should have furthermore
adopted the ‘selective reciprocity (ie. ‘the strategic commerce policy’),
which required the market opening to the home country of company
instead of approving market entry by foreign companies in bilateral
negotiations, she claimed [Tyson, 1993]. Her way of thinking is also the idea

of policy makers and the Congress who give top priority to the US

national interests.

(3) Japan Remodeling Plan by the US

The US was obliged to lower its international status, due to its economic
recession, especially since the end of Cold War. The trade dependence
rises with the declining economic scale of state. So, according to the
decline, the US not only reconsidered the trade system, but also
unilaterally countermeasured with the convenient logic of US and the
‘unfairness’ of the partner country [Sasaki, 1997: 122-123].

The US experienced the unemployment of the middle class for the first
time during the recession from 1990 to 1991 after the Second World War.
The president had to adopt the employment measures for the middle
class who were conscious of voters. First of all, securing employment was
the first mission, which led to the elimination of trade friction with Japan.
Japan surpassed Switzerland, and became the world's No. 1 (33,754
dollars) in terms of Gross Domestic Product (GDP) in 1993. The US was
the sixth place (24,412 dollars) in those days. The US thought that
cooperation with Japan was indispensable, despite maintaining the free
trade system, independent of Japan with its own technological and

economic strength. That was the warrant and demand for opening the
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market to Japan.

The US called for full resolution of the post-war Japan-US trade friction
from individual consultations. It appeared as the various requests of
reform to Japan under the ‘consulting’ with the US in the 1990s. The first
stage was the framework of the ‘Japan-US Structural Impediments
Initiative’ (SII, 1989-1990) in Table 6, and the second was the framework of
the ‘Japan-US Framework for a New Economic Partnership’ (FNEP, 1993
to 1996) in Table 7. The US called for setting numerical targets to be the
‘objective standards’ on market opening in the sectoral consultations. The
agreements of both countries were ultimately reached settlement on
priority areas such as the insurance, the government procurement goods,
the automobiles, and so forth by 1995.

The Hashimoto-Clinton Summit Meeting agreed to set up the
consulting forum of new office level on deregulation in Japan in April
1997. The Clinton administration clarified the strategy aimed at
deregulating Japan. The Japan-US comprehensive economic talks, which
began in 1993, strengthened the ‘structural consultation’ which requires
the change of the entire Japanese system in the second Clinton

administration.

Table 6: Framework of the Japan-US SII Talks

Item Contents

1. Savings and investment | Formulation of a 10-year public investment plan with a total
patterns amount of 430 trillion yen.

2. Distribution Review the revised law on review of the Large Scale Retail
Store Law. Facilitation of the distribution of goods in the US.

3. Exclusive trading of estab- | Implementation of deregulation including exclusive trading
lished practices practices by strengthening the antitrust law and Review of
affiliate (keiretu-torihiki).

Promote the entry of US products into the Japanese market.




31 %— 197

4. Price Mechanism Correcting differences between domestic and overseas
prices and Consider cost structure of utility fee from interna-
tional viewpoint and encourage appropriate optimization.

Table 7: Framework of the Japan-US FNEP

Policy and- Cooperation Contents

1. Macro-economic policy Reductions of Japan's current account surplus and US deficit

2. Policies by sector and | 1. Government Procurement Computer - Supercomputer -

structure Satellite - Medical Technology - Telecommunications

2. Deregulation, Competition policy, and Transparent proce-
dures (financial services, health, and distribution)

3. Main sectors : automobiles, parts of automobile, etc.

4. Economic harmonization: Foreign investment, Intellectual
property rights, Technology transfer, and Long-term
business relationship

5. Existing agreement: negotiation on Japan-US sturutial re-
form, etc.

3. Cooperation based on a | environment, technology, development of human resources,
global perspective population problem, and AIDS

* Meet the summit twice a year to check the progress situation.

The economic powers of Japan and the US totaled more than 40% of
the world economy at the time, and the share of the two countries
reached nearly 80% among the Asia-Pacific Economic Cooperation
(APEC) member countries. Both Japan and the US were important for the
world economy. When the relationship between Japan and the US got
uptight, the exchange rate fluctuated the stock market overreacted, and
the global financial market was upset.

The Japan-US relation had to naturally consider the common goals and
benefits to both countries. It was stated that Japan, along with the US,
should have become a country that was fair, impartial and easy to
understand in the Japan-US global partnership. It was necessary for the
drastic measures for the administrative reform and deregulation in Japan

for this reason. This should have led to the development of the Japan-US
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relations, and contributed to the world at the same time. However the
logic of US gave top priority to it.

The US trade law, on the one hand, has an idea of free competition,
while, on the other hand, the tradition gives priority to protection against
domestic industry. The ‘fair competition’ in the US is a concept that can
combine free trade with protected trade without contradiction. The logic
sets the closed character of market as ‘unfair’, corrects such situations
and naturally considers protection of industries in the US [Kurokawa, 2001].
The US administrations have spurred criticism of the closed character of
Japan.

Some states that are directly interested in specific issues will often use
the various informal arrangements. The arrangement leads to the
formation of regime. It is made up of a series of procedures and
substantial rules negotiated between the parties in order to regulate the
relations of parties within the scope of issue. The regime differs in its
formality, scope and effect from the ‘coordination” and the ‘cooperation’. If
the regime expands and continues toward the mutual relations, the
international relations will constitute a more comprehensive structure,
which will cross the states and form a more closely international
community. The effects may prevent some potential conflicts arising in

competing relations among countries [Craig / George, 1997: Epilogue].

Chapter 8 Multilayer of Securities

1. Changes in Japan's Defense Policy in 1980s

The US dissatisfied that the Western European countries and Japan did
not sufficiently respond to the demands of Burden Sharings of arms and

aids, and the opening of markets, and not cooperative in adjusting
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exchange rates since 1970s. The Bretton Woods regime proceeded prior
to the end of Cold War in US diplomacy. The end of former occurred in
the economic development of the Western European countries and Japan
in international economic relations. It was ironically the economic
development of the Western allies that eroded the Pax-Americana in the
international economy. The US began to feel that the allies constrained
policy priorities for own country [Yamamoto, 1983: 22].

It was after 1970s that the various factors for promoting globalized
economy centering on finance emerge. The factors have revealed that the
international financial system would be remarkably volatile [Sakai, 2003: 43-
45].

The security should take into account the effects of the international
politics and economics, and international relations. And it must be
considered that we should give to how the idea of home defense is
supported by allies, how it is positioned in the relation to international
organizations, and how it is affected by changes in the international
situation. The concept of security has turned into a qualitative change
since the 1980s. The defense initiative can not be decided only by its own
country. Japan's defense (power) policy has been forced to change since
the change to the international environment of the New Cold War’ in the
1980s.

The Japan-US Security Treaty was important for economic
reconstruction and growth in the postwar Japan. The Japan-US security
arrangements in the background of Cold War, meant the ‘breakwaters’
that the Japanese archipelago had prevented making greater inroads in
the military power of Soviet Union to the Pacific Ocean of China, and from

the geo-political point of view the US military for security, as economic
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conflicts have increased, it was very important not only in the military of
Japan and the US but also in the economic relationship [Sakai, 2003: 43].

The ‘Japan-US Defense Cooperation Guidelines’ (so-called the
‘Guidelines’) was agreed, which provided the concrete guidelines for
defense cooperation among Japanese and US defense officials in January
1978. The Japan Self-Defense Force of Japan and the US Force in Japan,
so as to effectively manage and operate the Japan-US Security Treaty,
have formulated and decided the cooperative systems and joint plans,
such as the strategy, the information, the logistic support, etc. [Furuta, 2018:
Part 3, 4].

The Japan - US cooperation has further clarified the nature of military
alliance with the Japan-US security arrangements. Japan had to respond
to the demand of the ‘Burdon Sharing (responsible sharing of defense’ to
the US).

The Japan-US Summit Meeting was held at the Ottawa Summit in July
1981. The US administration complained the cumulative trade deficit with
Japan and the closing nature of the Japanese market to Japan's slow
policy-making process in addition to the ‘free riding of the defense’. The
US and the West European countries, which suffered from economic
depression and mass unemployment then, demanded to Japan, too. The
Suzuki administration moved in action of the voluntary restrictions of
exported cars to US before the Summit, followed by market opening
measures such as lowering tariffs, easing import restrictions and
improving inspection procedures. It appeared that Japan was criticized
and required the own export competitiveness to be associated with less
defensive burden, and demands for market opening and trade imbalance

to be resolved.
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The Reagan administration confirmed that the basic framework of
Japan-US relations was the Japan-US Security Treaty during this period,
and invoked the National Security Decision Directive (NSDD 62) on the
Japan-the US relationship. It urged Japan to be equivalent to the allies of
the North Atlantic Treaty Organization (NATO), to expand its capacity
to play a role in defense of the sea high lanes of country and the
surrounding air and ocean area of 1,000 nautical miles, to seek the market
opening on the economic demand, and to treat the domestic treatment for
US financial institutions and so on, but sought Japan for consideration in
security and diplomacy, and the pursuit of economic targets [Kano, 2006:
156].

The Reagan administration in the 1980s (and the Thatcher
administration in the UK, too) also made the military security political
aims. They showed the comprehensive dimension of nation-wide security
beyond the military area. The national security had to incorporate
economic factors. The military security is based on an economic
foundation. Needless to say, because the LDP administration in Japan had
a priority of the economic dimension, it tried to define the security of its
own country, while keeping a compromise with the conservative hard-
liners who demanded to strengthen the self-defense capability with a
unique approach [Calder, 1988: 412]. The US government manifested

dissatisfaction to the Japanese logic.
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Table 8 Comparison of Defense Expenditure of major Western Countries (1984)

Per capita Defen ith the National B

Country inf:;z; (z:n)se Wit ;eicei;gj(%)mget Defense at GNP ratio (%)
USA 234,000 29.2 72
West Germany 115,000 279 4.3
UK 108,000 119 5.1
France 102,000 175 41
Ttaly 39,000 5.6 26
Japan 22,000 52 0.99

Source, Calder, 1988: 412

The Japan's defense budget exceeded 1% of GNP in 1987. However the
defense expenditure per capita was ten times of it in the Nakasone
administration as compared with it of the Reagan administration then.
Japan’s economic scale rapidly expanded in the 1980s, but still it was the
eighth of the world in terms of defense spending. This figure was
evaluated low by the US administration, which was said to be the total
amount of transactions in the Japanese ice cream industry or pachinko
industry.

The appreciation of yen promoted the expansion of Japan's defense
before the ‘Plaza Accord’ in 1985, but since the realignment of exchange
rate was practically a yen-denominated defense cost, the defense
capabilities of US were almost regarded as being dependent on the US.
The US voiced own displeasure, and criticized why it was accepted up to

(14)
such economic unfairness, seeing from the US.

2. Viewpoint of Comprehensive Security
How should we recognize the Japan-US relations from a comprehensive
perspective? What did the US consider the relationships between Japan

and the US after 1980 [cf Elowtz 1992: 180-181]. The Japan-US economic
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relation had gradually come under strain, and since the first half of the
1980s, the majority of citizens, Congress and industries in the US declared
Japan as an unfair partner. That recognition appeared in the fact that
Japanese companies were able to sell the automobiles, the computers, the
electronic devices and so on in the US market separately, while feeling
that US products were totally excluded from the Japanese market. It was
based on the fact that it appeared as a figure in trade imbalance. This is
not limited to the economic friction but the military security. Japan was
able to keep going on giving priority to economic activities because of the
US nuclear umbrella that the US could keep Japan safe. That way meant
the ‘free rider’ and the ‘one country pacifism’ with the commercially-
minded attitude. It emerged from the US citizen that “it should take over
a corresponding burden”. It is a tone that “Japan is the unfair country just
likes with anything else”.

The hard-liners or bashers of Japan-bashing demanded a protectionist
policy towards Japan to the US government. It included the automobile
export limits to Japan and a strictly mandated regulation. Japanese
government officials and business owners thought that such a move
would harm the relationship with the US, and that the true reasons for
trade imbalance could not be explained only in numerical terms in import
and export. They made a rebuttal statements; e.g. the decline of
willingness to purchase in the US economy (product) among Japanese
citizens, the high level qualification of Japanese workers  view of labor,
the high savings rate, more efficient and high quality in industrial
production made in Japan, etc.

The critics to Japan by protectionists in the US nevertheless had no

choice but to consider influence in Japan. The Japanese leaders might ask
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for the removal of US military base in Japan, for example because of the
‘Kenbei, which resented the US control of Japan, and might alleviate
Japan'’s financial burdens for the cost maintaining the US troop in Japan.
If Japan were to be nuclear-armed, it would bring more serious
international and military problems in the US.

Some groups still aim the potential military power in Japan. Because
the Japanese economy and investment create and secure jobs for the
American workers, the protectists within the US might rather hurt the
US economy. The US economy stabilizes by relying on the foreign
capitals. So, both Japan and the US are dependent on each other. The
leaders of Japan and the US should remind, in conclusion, the fact that
they need each other in not only economy but also international politics
and defense.

Japan has become more emphasis on economy than politics and
military in relation to the world since the 1960s. The efforts in Japan came
to be approved by economic powers and the world in the 1980s. The
Japan-US security system symbolized by the ‘umbrella of the nuclear
weapon’ in the US suggested Japan's leaders to tangle of the Japan-US
relations other than the security, and it was to avoid and overcome the
conflicts related politics in Japan [Anderson, 1996: 206].

Considering the military security, even if Japan has the Self-Defense
Force, it cannot fight the aggressors without the support of US Army in
Japan. The US, viewed from the opposite side, is unlikely to deploy US
forces in East Asia without Japan's logistic support. If the US continues
its global strategy as it is, it is unlikely to abandon its relationship with
Japan. It is impossible to abandon a friendly relationship with Japan for

the US, because it is a measure of ‘idealized’ strategy that the main troops
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will be from the mainland, and the supplies will be provided near the
front-line base in case of emergency. It abandons the Japan-US
relationship that would not only endanger the US forces in Korea, but also
reduce the military influence on Taiwan, and significantly affect the
impact on East Asia. Put another way, coping with the potentials of
politics, military, and economy that China has will rise dramatically [Sakai,
2003: 27].

The US has the world’s strongest military power and world’s largest
debtor country. It is the reason that the US that makes a huge budget
deficit can maintain the position of a military power because the dollar is
the key currency. The world's dollar dependence regime has not been
going to shake yet.

It is offered commentary that the Japan-US relations are the SDI
relations until the end of the Cold War. S is the ‘saving” and the ‘security’,
D is the ‘deficit’ and the ‘defense’, and I is the ‘interdependency’ of both
countries (see Table 9) [Ohba, 1995: 186-198].

It has been explained to be a main cause of the US budget deficit that
was the defense expenditure, in which its military expenditure was a so-
called ‘nuclear umbrella’ that guaranteed Japan's safety under the
agreement of Japan-US security treaty. The Japan-US relations were
established in Japan with the two S (the excess Savings and defensive
Security), and the US was in a relationship established by two D (financial
and trade Deficit and Defense expenditure). This relationship was typical
in the 1980s. Japan's trade surplus covered the US current account and
fiscal deficit (the ‘twin deficit). Moreover, I (military, political and
economic relationships of Interdependence) between Japan and the US

strengthened on the one hand, according to the progress of the global
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economy, the partition of border has been becoming meaningless and on

the other hand [Ohba, 1995: 188].

Table 9: Relationship of SDI

Japan
S (Savings) <« — S (Security)
NN v 0t
I (Interdependence)
NN v 7t
D (Deficit) <« — D (Defense)
USA

Source, Ohba, 1995: 188

However, in international politics, there exists a gap with the political
and the economic relationship that easily overcomes the borders, which is
the geographical concept of sovereign state, but which must be bridged.
One attempt is the policy coordination and cooperation. It can be
regarded as maintaining a policy cooperative relationship that guarantees
a regime organizing multi-disciplinary service between Japan and the US,
apart from whether it can be stated only for bilateral coverage. The US
government would intend to maintain the international prestige. It thus is
difficult for the US to reduce the two deficits (financial and trade Deficit
and Defense expenditure) [Ohba, 1955: 189; see Nakakita, 2001].

As long as the SDI relationship has continued between Japan and the
US, the composition of financing such a ‘twin deficit' with Japanese
surplus has not changed. The US has demanded the burden to be
defended by the ‘nuclear umbrella’ for the purpose of Japan’s security.
Regardless of whether the alignment of dollar and yen was corrected, the
Japanese business circle demanded the government to expand the fiscal

expenditure and cut interest rates, mainly on the public works projects.
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The exchange rate has been reflecting this situation.

Therefore, the roles of Japan came from the agreement between the
requests of the US government and the Japanese business circles even in
the ‘Plaza Accord’, even under the appreciation of yen, even in the case of
the emergent appreciation of yen and economic measures to it. We
recognize, needless to say, the differences of the circumstance. The US
administration emphasized the Japan's current account and reduction of
the surplus, but Japanese administration made it a priority policy to the
US to correct yen appreciation through economic recovery and surplus.

The bilateral policy coordination between Japan and the US were in
reality that the two countries were the world’s largest creditor country
and the largest debtor country in the compositing the SDI. However the
policy coordination combined the US hegemony and Japan's financial
strength with a burden sharing and the expanding domestic demand.

If the Plaza Accord had been successful, the policy coordination would
be more likely to be treated like a ‘panacea’. However it should be noted
that coordination does not necessarily apply to everything. The policy
cooperation surely showed this trend at the Tokyo Summit in 1986. The
G7 was born as a forum to negotiate policy coordination, such as
stabilizing the exchange rate, sustaining the economic growth, correcting
the imbalance of current account, and suppressing the inflation. It is
certain that policy coordination is likely to fill the gap between the
borderless global economy, and the sovereign state is established on the
border. However the request for policy coordination forced an excessive
burden on countries with good economic conditions [Ohba, 1995: 191].

If the exchange rate was determined only by the imbalance in the

trade, and if the imports increased due to the expansion of domestic
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demand, the yen appreciation would have been corrected. The exchange
rate is not based solely on trade transactions in fact. Currently, due to the
development of the economic globalization, the funds exceeding the
settlement amount of the export and import run around the world. The
dynamics of international politics has therefore projected both sides of
light and shadow on the international economy.

It leads to the appreciation of yen that the economic recovery results
from the expansion of domestic demand. If the growth rate rises with
efforts to expand domestic demand, the inflation forecast will increase
with that, and the interest rate will rise. It causes occurring a new
investment. If the economic situation is reflected at that time, the policy
coordination will succeed [Ohba, 1995: 197-198]. And then it is an
indispensable to adjust by the politics.

It is another attempt to bridge the gap between economy and politics
that is to move the regional integration to lower the barriers to the trade
transactions. If the regional integration and the formation of a regional
economic zone are advanced by the free trade agreements and the
customs union, the barriers to intra-regional transactions will be low, but
we must also bear in mind that it will rise outside the region.

An environment going against the free trade will be formed in the
meantime, but if the regional integration and the international regime are
aiming for a ‘single world’ or the formation of an international economic
regime, these disadvantages will be overcome anyway. The regional
integration and the regional economic bloc, which is a kind of
international regime such as the European Union (EU), the North
American Free Trade Agreement (NAFTA) and the ASEAN Free Trade

Agreement (AFTA), may be a process to a ‘ single world’.
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However it is necessary to investigate whether it is good for the
economic security, and politically in international politics established by
the cooperation among sovereign states. It becomes a rule by a hegemon
country in the regime, trivializes the problem among two countries, and it
is also necessary to consider that the possibility of getting involved in the
dispute growing intense because the battle of sovereign states inside or

outside the regime is within the regime.

3. Perspective from Military Security

The Burdon Sharing means a corresponding role sharing among allies
due to the joint defense and the international order. While the North
Atlantic Treaty Organization (NATO) member countries spent as much
as 3% to 5% of the gross national productive as the defense expenditure
in the latter part of the 1970s, Japan was spending only about 1%, so the
US Congress tried to eject the ‘free rider’ from the US’ security system,
and the US government requested Japan to super-harden the defense
capability and increase the defense expenses.

The Reagan administration began requesting concrete demands; such
as (Mcost burden for stationing the US forces in Japan, @clarifying the
defense mission and role to be performed by Japan, ®carrying out the
Japan-US defense technical cooperation, and @increasing the foreign
aids. The Suzuki- Reagan’s Summit Meeting in May 1981 was important
for Japan’s defense policy. Japanese government promised to share the
role of counter-strategy to the Soviet Union as a member of the West at
this talk. It was increasing the expenses only in the defense and economic
cooperation, which are demands for the response from the US,

exceptionally continued to grow despite the fact that fiscal reconstruction
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in Japan was an urgent task in the 1980s [Sakai, 1988: Ch. 5, Ch. 7].

The ‘selective deterrence’ in the report of the ‘US Integrated Long-
Term Strategy Committee’ established in the fall of 1986 by Reagan
suggests that because the financial constraints, the US request the allies
to assume the burden cost in January 1988. It was pointed out that it was
possible to get a military power by the economic superpower of Japan to
the contrary. This was a concern for the Japanese military power, and
was a qualitative change in demand to Japan at the same time [Sakai, 1999:
229 -230]. It is one way of dealing with Japan that is the so-called ‘bin no
fete (cap of bottle) which placed Japan under the direction of the US.

It was essential for the Burdon Sharing that the US maintained the
‘Pax Americana’ and expanded its control zone, facing a relative decline
in its own economy and pushing a financial and human complementary
role to the allies. It apparently aligned with the major countries consisted
of the ‘Pax Consortis’, and stand in unity with the US. It could be
rephrased as the fact that it was in securing after the manner of the US’s
‘Lebensraum (life room) based on the Burdon Sharing. This was
consistent with policy coordination not only on the military and
international political field but also on the global economy [Sakai, 1991: 277].

The international public goods are terms that represent the
international free trade regimes, the international security, the stability of
international politics, and the international economic assistance, etc. The
international cooperation of economic policy is included in international
public goods contributing to the stability of international system. It is also,
for example, that the US military expenses in Japan and the action in
union of Japan-US funding (e.g. the financial assist for the Gulf War) are a

kind of ‘international goods, more specifically a country’s expenditure
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builds the capacity necessary to an international relationship, sharable
goods for the some countries in the world [Sakai, 191: 299].

The substantial amounts of international public goods have been, in
practice, supplied by hegemon countries in history. The stability of
international economy simply distributes the profit (evenly) to not only a
hegemon country but also all (or majority of) countries. The international
regime itself not only is the public goods but also contributes to the
international interdependence in various forms. Both of participating and
non-participating countries should eventually benefit from it [Yamamoto,
1989: Ch. 5]. Needless to say, there remains a limit to that. If the
international public goods are not burdened with costs, and take the ‘free
ride’ consuming goods, there exists a dilemma that they cannot receive
supplies, whether the burden is a ‘subjective’ judgment appropriated in
return is often causes the frictions and conflict among nations rather than
that.

It is as much as the interests of their own country and in the case of the
disadvantage whether the hegemon country supplies the international
public goods, the incentive of supply in public goods by hegemon
countries is lost, because of the supply shortage of international public
goods bring confusion and disorder to the international community.

The international regime indicates the framework and rules for
regulating the external behaviors of states and relations between them.
We can assume two possibilities, if the rise and fall of hegemon country
within the regime holds the fate of stabilizing and maintaining the
international system [Sakai, 191: 240 - 241].

First if a hegemon country has the power and willness to enforce the

rules to the others, it will allow the maintenance of regime. Second the
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regime does not cause the entire area to malfunction with the intention
and capability to maintain with the cooperation of participating countries,
if a hegemon country declines after having been constructed mechanism
to functions. The latter case will be presumably a place where we can
expect stability of the international community.

These two perspectives may be different in terms of the hegemon
country that supports the regime, or the unity of participating countries
in the existing regime. It cannot simply be divisible. It is not necessarily
to make an either-or choice actually, because it depends on
circumstances and the backgrounds of each country.

It has been explained that Japan has enjoyed the benefits from
international systems without paying much cost burden under the Pax
Americana’. Japan has been requested the Burdon Sharing from the US
that Japan was the largest beneficiary, although it was not burdening the
responsibility since 1980s.

The international community is made up of nation-states with the
different national interests and cultures. Even if it is established as ‘public
goods’, there are cases where it is not always positive. The US dollar is
the key currency and it pushes the nature of ‘private goods forward
when used to cover deficits in its home country. While locating in the
center of ‘public goods necessary for maintaining the own global
leadership, the US intends to bring the various cost to the allies of West
European countries, Japan, etc. The “public goods in this case is a
contribution to military security from the standpoint of the Western side,
maintaining an economic framework and the dollar structure of
international key currency. It is the requirement that the part of burden

of the US take over on Japan that is also part of the Pax Consortis’
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termed the US's request to Japan the Burdon Sharing. This line is
furthermore seen as an extension of the ‘Pax Americana II'. The US
would continue to supply the public goods to stabilize by nuclear
deterrence essential for maintaining leadership to Japan (and Western
allies) even at the expense of other goods. It is necessarily involved with
the economy that the US deterred the communist zone for decades. And
we have no currency to substitute for dollar for the time being, so the
US’s allies should depend on US leadership economically (and even
international politics) [Sakai, 1991: 243 - 253].

The US has led the responsibility of rectifying the external imbalance
with coordination and cooperation in the economic policy while
fundamentally maintaining and managing its macro policy and economic
structure. The cooperation has been forced the Japanese governments
for the coordination and the cooperation with the US [Sakai, 1999: 25].

It is the international cooperation in exchange rate policy and interest
rate policy that affects the Japanese economy and people’s lives. Japan
had given priority to external cooperation on the security and economic
relations since the ‘Plaza Accord in September 1985, so was forced to
increase the public works expenses and reduce tax with the TLouvre
Accord’. Japan made a promise to expand the domestic demand to the US
for the next 10 years. Japan was put on record even to reform the
economic structure in the structural consultation of the 1990s (see Ch.7 in
this paper). Japan aggressively needed strengthening measures to
complement the policy and its consistency adopted by the US [Sakai, 1999:
255-256.

The destabilization of ‘Pax Americana’ would be unable to maintain

without taking charge costs of the Burdon Sharing so as to maintain the
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international order complemented by Japan (and West European allies).
International cooperation on deciding the macro-policy improves the
international relations, but leads an adverse effect. It can be dodged
responsibility by shifting the blame to the foreign governments on
emphasis that the international interdependence means that the
responsibility for improper economic performance [Watanabe, 1999: 259 - 261].
The US gave economic and military aid to Western allies, thereby
trying to unite and stabilize the Western camp. This administrative role
triggered the recession of US economy as the main factor to accelerate
dollar outflow. The US had tried to reduce the world management cost
from the Nixon administration, to request other countries to take over the
burden, and to try to reduce the burden on the US itself [Arakawa, 1977: 93].
The Burdon Sharing was accepted to some extent by Japanese policy
makers by all means, but it was not unilaterally mandated. It is thought
that there were two conditions [cf. Furuta, 2018]. First while Japan has been
in a military alliance with the US, it has been strengthening the
substantial military strength of Japan that would cause the competition of
the regional arms race with neighboring countries. Second the increase in
defense spending in Japan would seriously harm the Japanese people’s
peaceful feelings. So Japan's policy makers were convinced that they
would all be politically expensive. It was satisfied by the US that Japan’s
accepting of the Burdon Sharing requested by the US from these
perspectives, carried out while pushing the extent that neither the
neighbor countries nor the Japanese citizens were aroused [Berger, 2000: 275-
276]. If thinking so, Japanese policy makers at the time may not have

simply be moved on with the needs of US government.
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4. Viewpoint from Economic Security

It has been traditionally understood that the former follows the latter in
the context of economic and military securities. Security reflects
circumstances related to policies and practices of international politics.
Needless to say, the economic fulfillment is indispensable for security of
political and military to succeed. However the affairs of politics,
diplomacy, and military and economy interact with each other in reality,
so even if they can be considered separately for the sake of convenience,
the actual policy makers divide each and say “although it is considered
separable as one”, it will not think ignoring one. Each separation cannot
be any case [Sheehan, 2005: 65; Brooks, Wohlforth, 2008: 68].

The behavior on national economic security can be derived from three
factors [Brawley, 2004: 97-98]. The first is ‘intent’. The intent, in a broad sense,
has great influence on actual policy formation while considering various
sectors. For instance, in the Japan-US relationship, the US does not insist
only on the position of its own interest until it collapses alliance with
Japan, but also in economic relations the intent of country is requested in
a manner commensurate with the economic situation in own country.

The second is ‘strategy’. It is the domestic growth rate that economic
strategies tend to increase. The trade and investment policies contribute
to economic growth. The nation normally develops the most advanced
technology, strengthens the international competitiveness, and makes it
possible to continue enjoying its effect with relatively a strong economic
power. It is extremely important to manage the monetary policy as an
economic strategy in that respect too. Or, in an extreme case, when
executing a war, we must firstly think about how to deal with that

warfare capability, the expenses of war, and its funds. It is an economic
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plan for strategy performance.

The problems of the US economy and the means of dealing with long-
term and short-term were considered under the Reagan administration at
the beginning of the 1980’s on the one hand. Japan was unable to build a
strategy equivalent to the changing situation with its passive attitude on
the other hand.

The third is ‘time’. It is by introducing a variable termed time that the
decisive factor can be introduced in the management of economic
resources. Considering only the military force at a certain point of time,
we are unlikely to evaluate the relationship and the physical arrangement
affecting the interaction in the international system from a long-term
standpoint. It is incomplete from that viewpoint, considering the
economic security, taking into consideration only the variable of only a
certain point of time, and explaining from the viewpoint of certain time
width. If the appropriate framework of time is not well identified, it may
not be very useful as an assessment of policy provided from past
prediction of behavior to it of the future. And if the policy makers are not
conscious of the timing and opportunities that must maximize power
while confirming the temporal effect, the use of power would be
ineffective.

Japan is in a position to consider trade and investment with the US
market in terms of defense, and in consideration of the Japan-US security
system, which generates economic interests in Japan. The launch of
Reagan administration overlapped with the new Cold War in the 1980s in
particular. The US, while confronting the Soviet Union, had to tackle the
economic deterioration both at home and abroad. The US administration

pursued effective cooperations with Japan. So it was necessary for Japan
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to respond them from these perspectives.

The Prime Minster Nakasone wanted to insist his country’s intent
among Western developed countries by setting up a position with Reagan
as a member of West countries at the Japan-US Summit Meeting in
October 1983 [Nakanishi, 2022, 319].

The MOF thought that financial liberalization could only be performed
on a moment-to-moment basis, while timely adjusting interests with
financial industry involving various viewpoints. The US called for the
deregulation of globalization in Western countries already in progress,
and the partial abolition of them.

It was a kind of ‘adaptive adjustment’ that the financial market reform
required by the US with the foundation of globalization while the MOF
responsible for it made concrete concessions to the US. The network of
industry and government agencies involved in various regulations and
protections, expanding ‘politics of non-manufacturing industry (e.g.
service business, IT industry and so on)’ is a discretionary action by the
MOF within the LDP’s dominant party system that established a one-
party advantage. The strategy would be shifted to the route of
‘Internationalization’ that would fit with the concept of deregulation.

The same process was repeated on a larger scale in a period of
international policy coordination from 1985 to 1987 [Nakanishi, 2002: 320-322].
Baker and Darman claimed that “it is necessary to politically respond to
the pressure into the correction of high dollar that is increasing day by
day from the business circles, Congress, and the trading partner”

[Funahashi, 1999: 109]. The Chairperson of FRB Volcker, who was a person
of the market-focused group, also supported the remedy for the stability

of exchange rate [Volcker, Gyoten, 1992: 339].
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The plan by Baker and Darman was not just an intervention to rectify
the currency exchange, but was in policy coordination with a macro
policy that supported it. The MOF wanted to avoid the public spending
on economic pump-priming measures, notably the public works, as much
as possible, and to shift the focus to adjust the foreign exchange, which
was made improvements of high dollar. Speaking easily, the US wanted to
expand domestic demand to Japan, but the Japanese administration, the
MOF in particular, did to avoid involving the fiscal reform and stimulus.

Nakasone pursued as a strategy not only to cope with the friction
between Japan and the US but also to improve Japan’s position as an
‘internationally proud country’. He handled the defense posture for bonds
for anti-communist states in the West (so-called GNP 1% framework
problem concretely), the problem of internationalization of yen, appealing
the need for one of the world’'s managers. It may have been the political
attitude of Nakasone as ‘a departure from the traditional paradigm of
postwar system’. Based on the current state of ‘internationalization’ by
the ‘interdependence’, the Nakasone administration intended to play a
role of the ‘international cooperation’ [Nakanishi, 202: 225]. Put another way,
the Nakasone administration chose to expand the domestic demand
utilizing interest rate cuts through the private-sector initiati(\l?e.

Immediately after the ‘Black Monday' in October 1987, when the US
requested a collaborative rate cut to West Germany, the interest in policy
coordination for the exchange stability rapidly increased in Europe and
the US since 1988 on the one hand. The domestic demand-led growth
centering on low interest rate policy expanded and continued for
international cooperation in lieu of exchange rate stabilization in Japan on

the other hand.
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However, its response, on the one hand, accelerated the expansion and
promotion of investment from Japan, on the other hand, weakened the
external pressure of liberalization by booming, delayed the structural
reform rather than it. While maintaining the domestic traditional order
fundamentally, other countries directed a strange look at Japan trying to
‘Internationalize’ gradually (threatening as the case may be). They called
Japan as the ‘heterogeneous country’, and demanded ‘containing’ Japan to
reform the structurally [Nakanishi, 2002: 320].

The international economic crisis (the shift to floating exchange
system, and the oil crisis) that occurred in the early 1970s not only
shocked the postwar system but also prelude a forerunner of
globalization leading to major changes in the postwar order. The
direction of reforming the postwar system had to consider the
globalization that began in the 1970s, abolishing the government
regulation and governance presupposed on a global market.

However the intention of maintaining postwar regime and the strategy
for maintaining the system after the Second World War has been shifting
from the Pax Americana’ alone in the Bretton Woods regime, which was
jointly managed macroeconomic policy that made work with each
country in domestic economy. It did not turn the US way easily.

Japan was stuck in own standard mode of reconstructing, maintaining
and reforming the postwar system since the middle of 1970s. The Japan
flexibly adapted to the appreciation of yen, and maintained the ‘export-
oriented’ politics of manufacturing industry while incorporating politics of
non-manufacturing industry into the LDP’s one-party dominant system.

The Reagan administration basically aimed to reform the postwar

system, and if mentioning the globalization a little more accurately, we
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can confirm that the US would aim to establish a new world political
economic order by promoting globalization, which is the center of the
US [Nakanishi, 2002 341-342]. West FEuropean countries combined the
maintenance and transformation of postwar regimes. As the economic
disparity between Japan, and the West European countries and the US
shrank the structural reform was confronted by the US. The Japanese
government tried to maintain regulatory authority over the business
circles, but accepted deregulation and internationalization. It was firstly
shown in the Japan-US Yen-Dollar Committee’.

It is possible to judge the framework of the period background from
the concept of time. As deregulation and internationalization, and
protection by regulation coexisted, the structure in which the Bubble
Economy was gradually produced was established. Macro policy
coordination, starting with the ‘Plaza Accord’ in 1985, was to amplify this
opportunity.

Baker led the measures of exchange stabilization for domestic and
foreign policy of the US. Japan cooperated with Baker’'s intention and
strategy in terms of expanding the international voice. The Nakasone
administration should have been consequently obliged to take a ‘domestic
demand-led growth’ route due to lower the interest rate policy, and
expand the expenditure of public works, and from the judgment with the
passage of time at a later date, the Bubble Economy and excessive
investment were boosted as time went along.

Even though participating countries of the ‘Plaza Accord’ began to
disregard the ‘policy cooperation’ since 1988, the Japanese government
stuck to the narrowing of the trade surplus due to expand the domestic

demand, and continue the measures to bring about an enlargement of the
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economy. But such policy had reached the limit in the late 1980s [Nakanishi,
2002: 343].

The internationalization route by Japanese government did not allow
Japan’s ‘gradualist’ trend of globalization, even while trying to maintain
the liberalization and the internationalization. It was already predicted
that the depreciation of yen before the ‘Plaza Accord had to be
internationalized as the appreciation of yen based on the ‘international
cooperation’ in this case.

It was the cooperation that turned a phenomenon through the
‘internationalization’, in which Japan rapidly expanded economic power in
the international politics of 1980s, and other countries got conspicuous to
Japan, and alarmed with its heterogeneity and specificity.

In sum; if discussing from the viewpoint of intent, strategy and time,
the macro ‘policy cooperation’ in the 1980s and the progress of
globalization should have decided that the Japan-US structural talks

focusing on micro structural reform would have been raised.

Chapter 9 Comparison between Japan and the US on Mercantilisms

1. The Theory of Modern Mercantilism

Mercantilist theory is an idea leading to the establishment of a modern
sovereign state from the 16th century to the 17th century. Mercantilism
was the worldview of the nation-builder in the important position
(forefront) to build a modern state. They made economic activities the
primary goal of building powerful powers. Stated in a different fashion,
the economy is a tool of politics and is the basis for political power.
Mercantilists regarded the international economy as a conflict of

domestic interests rather than mutual benefits and cooperative domains.
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Economic competition is a ‘zero-sum game’ where the profit of one
country is the loss of another country. The country must give due
consideration to economic interests. A country accumulated material
wealth to help military and political power to other country.
Mercantilism makes the economy subordinate to the government.
Economic activity has been seen in the context of increasing state power.
Wealth and power are merely supplementary goals that are not goal
targets and are a means to do so. The nation should avoid economic
dependence on other countries as much as possible in order to maintain
independence. Security conflicts between economic and military security

will be given priority [Jackson and Serensen, 2003: 178-181].

Table 10: Types of Trade Policy

The role of the state

trade policy standpoint
not intervening intervening

active standpoint + laissez-faire aggressive mercantilism

+ devalution-oriented

- strategic trade policy

+ managaed trade

+ beggar-my-neighbor policy

neutral standpoint - classical free trade defensive mercantilism
- stability-oriented
- selective reciprocity
+ reciprocity

passive standpoint + incomplete liberalism + protectionist

- sanctioning high tariff principle
- most-favored-trading privilege

Note: modified from Urano 2003: 39.

The mercantilist model has the nation and national interest as the most
important elements. The basic idea is to consider national economic and
political objectives rather than global economic efficiency. The policy

includes balance of payments surplus, export of unemployment and
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inflation, or both, expansion of global economic share, and advanced
industry development. The nation-state adopts economic policy to reflect
economic demand in it and political ambition outside of it. The nation-
state competes for market share and acquisition of scarce resources,
recognizing the slowing economic growth and resource constraints.

The modern mercantilism has the following features. It strikes the
balance between national autonomy and international integration, ie., the
transfer to the global market and self-reliance. The state strikes the
balance between market and governmental regulation. Economic
globalization is not newer than economic interdependence. Companies do
not lose their national identity. Companies are tied to their own interests.
The nation-state cannot be thus threatened by globalization. State’s
capacity for regulation and supervision is increasing rather than
decreasing [Jackson and Serensen, 2003: 209, 216].

Mercantilism has two different forms in the economic competition
among rival countries. The first form is the ‘defensive mercantilism’. The
state tries to defend the national economic interests. That is because it is
an important ingredient in national security. Such policies can have
negative effects on other countries.

The second form is the ‘aggressive mercantilism’. The state attempts to
exploit the international economy through expansive policies. For
example, this was imperialism by former European countries in Asia
and Africa. Therefore, this mercantilism shows economic strength,
and military and political powers. Economic strength supports the
development of national military and political power. And their powers
will strengthen the economic power of state. Mercantilists begin to

emphasize that obtaining the maximum possible surplus is a trade as a
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way of national prediction.

The aggressive mercantilists think that multilateral relations of
regional blocks, economic alliances, and international regimes intensify
international economic conflicts. This is because member countries in
economic alliance try to redistribute favorably to their own countries
through the exercise of economic power and cooperative strategy. The
formation of exclusive blocks and economic alliance is, as a consequence, a
precursor to the disorderly state of the 1930s and the resurgence to the
‘beggar-my-neighbor’ policy.

The defensive mercantilists think that regional blocks and international
regimes will stabilize global economic relations. The rationale is that it is
possible to minimize the cost of economic and political interdependence,
and at the same time enjoy the benefits of interdependence. Since
multilateral cooperation can compete with economic and political threats
outside the member countries because influence and dominance are
limited in a single country. The organization of world economy by
regionalization will cover national vulnerability to market power. It is the
foundation of a safe and peaceful political economic order.

It has become more prominent since the 1970s that has become more
prominent global economy centered on the US declines, and the global
conflict over markets and resources among capitalist countries
intensifies. Can crashes among industrial countries be prevented through
mutual self-control? The aggressive mercantilists argue that cooperation
and coordination by multiple member countries will eventually bring
about bankruptcy, but the defensive mercantilists argue that promoting
international cooperation and coordination will develop political and

economic stability.
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Each country will emphasize domestic stability and full employment
rather than maintaining international unity. The exercise of state
management for monetary policy and other policies is required.
Mercantilists also cognize that promoting domestic and foreign economic
policies will increase conflict and realistically move away from
interdependence. Therefore, the aggressive mercantilists tend to choose
the floating exchange rate system that varies according to economic
conditions rather than the fixed exchange rates.

We need to consider whether increasing the benefits of trade
liberalization and interdependence will mean expenditures associated
with it in many industrialized countries. Interdependence relationships
where economic instability propagates from one country to another will
result in domestic economic problems emerging. If erosion of national self-
sufficiency system that insists on mercantilism and national interest
centralism penetrate too deeply, international relations will exceed the

limit of interdependence system [cf. Gilpin: 1975: Ch.9].

2. Stability-oriented Mercantilism and Devaluation-based Mercantilism
The international financial system is classified according to two criteria in
mercantilism; the extent to which a single currency carries out control
(i.e. hegemonic currency), and the policy of trade and finance of the
reserve currency nation in multiple currency systems where multiple
currencies are dominant in contrast, some reserve currencies retain the
potential to dominate monetary policy within the international financial
system.

The hegemonic system, meanwhile, should stabilize, if political power

can make monetary policy work at the international level on the one
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hand. Some international currencies can use the influential local currency
as a ‘weapon’ and the ‘value’ of that currency in international politics as
well on the other hand. The multi-currency system may make
international economic relations unstable in that respect.

The Bretton Woods regime, set up after the Second World War, was a
hegemonic system with a dollar as a single winning key currency, based
on US economic, political and military rule. It was inevitable that West
European and Japanese economic growth shook the hegemonic position
of US. The US accepted other countries to accumulate dollars until the
1970s, and shifted to current-account deficit. The dollar restrained
macroeconomic policy in order to maintain high ‘value’, and was able to
adhere to the position of no competition as a reserve currency. However
the policy of financial and trade in the US has gradually changed due to
the international financial system due to Western European countries’
and Japan's economic growth.

Mercantilism, economic rule, and the international financial system are
correlated. Mercantilism is defined as an economic policy that results in a
continuing surplus in the current account. The surplus of current account
may be the actual exchange rate, the outcome of tariff and non-tariff
barriers, or domestic low growth outcome in connection with global
economic trends unknown. Because the ‘value’ of currency is linked to
current account, it makes domestic priority to normal exchange rate.
Mercantilism usually chooses stability-oriented mercantilism if the
current account surplus leads to either the stabilizations of exchange rate
or the currency appreciation. If the surplus of current account is achieved
by the means of devaluation, it is a devaluation-oriented mercantilism

[Herr, 1997: 135].
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The devaluation-oriented mercantilism is that the periodic devaluation
deliberately creates the purpose of the surplus of current account,
and thus does not aim to raise the ‘value’ of local currency. This policy
will gear the ‘beggar-my-neighbor’ policy by the country in the
direction of increasing domestic employment, which will improve the
competitiveness of domestic producers, and if the exchange rate is well
defended and the surplus of the current account is maintained, the one-
time par value devaluation will be able to change to the stable-oriented
mercantilism. The devaluation-oriented mercantilism may be able to
succeed if special domestic conditions only exist. Said differently, it is a
prerequisite that the nominal wage is strictly controlled, the decline of
real income arising from the decrease of currency is recognized by the
workface, and the confidence of home currency is maintained. So the
normal mercantilism means the stability-oriented mercantilism, and the
devaluation-oriented mercantilism is a short-term exceptional existence

[Herr, 1997: 141].

There exists an uncompetitive key currency in the hegemonic financial
system on one hand. The multi-currency system has the potential to
influence monetary policy within the international financial system on the
other hand. Even if one currency in a multi-currency system dominates
the international financial system at a certain time, it does not necessarily
become the key currency. The hegemon country not only dominates the
financial sector in real economic relations, it has military and political
power in fact. That power binds other countries with monetary policy.
Politically, economically and militarily-controlled countries are, in
addition, the ‘safe haven’ even if the currency comes to unstable [Herr, 1997:

143-144].
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3. Background of the Confronting Mercantilist Policies
The hegemon country may not use neutral coordinator for international
economic stability but may use it for self-interest. We assume two
scenarios as following.

The first is a scenario which hegemon country actively carries out
mercantilist policies. The policy of hegemon country will be counter-
functional to the world economy, hindering economic growth on a global
scale. This will cause a trend toward deflation in the world economy in
cases which hegemon countries pursue the stability-oriented mercantilist
policy. That deducts the value devaluation by the hegemon country. It
forces the weak countries to run the current account deficit, thus causing
a balance of payment crisis and the instability of key currency. Assuming
extreme points, the ‘beggar-my-neighbor’ policy will finally result. We
could see this example of the world economy in 1930s.

The second is a scenario of inflationary currency. It means that if the
key currency acts selfishly, the domestic political conditions of hegemon
country are forced to ‘muddling through’ economic policy in this respect.
This is a case demonstrated by the US since the mid-1960s.

The Western European economies and Japan's economy were in the
process of rebuilding from the late 1950s until the early 1960s. The
advantage of US economy had not disappeared yet. The Western
European countries and Japan caught up economically. The US after that
has increased deficit in the balance of payment. The US by the 1970s has
begun to suffer from own trade deficit for the first time after the war.
The US policy has become national interest oriented. The US has started
to act as a ‘predatory hegemon’ instead of supporting the liberal world

economy since 1945. Put simply, the US has disappeared its role as a
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defender (as the command height) of the open world economy, by more
interesting in its national interests, and probably started playing its
power play.

The US was obliged to pursue policies to deal with it by protectionism,
monetary instability, and economic crisis. They were self-regulation,
strategic commerce, de facto devaluation, management trade, structural
consultation, etc. It meant a new era [Gilipin, 1987: 351]. We can understand
that there existed no longer a single power that could maintain a liberal
global economy along with the relative decline of the US, [Jackson and
Serenson, 2003: 198].

It is short-sighted that the instability of international financial system
was attributed to the economic policy of US governments from the 1970s
to the 1980s. The economic policies of Japan and West Germany could
eventually disruptive the international financial economy. These two
countries carried out a mercantilist strategy to increase their country’s
trade surplus. These creditor countries are insufficient to cover the
interest payment of the export revenue of debtor countries of both
countries. The US therefore insisted that Japan and West Germany
blocked ‘steady’ balance of payments (by the US), they inevitably led to
insolvency. Fluctuations in the world economy caused a bias between

reality and reality for decades after the war [Herr, 1997: 156].

4. Ideological Basis of Japan’'s Defensive Mercantilism: ‘Embedded
Mercantilism’

The oligarchic political elites of the Meiji Era (1868-1912) recognized the
weakness of their new regime against both the domestic political rival

and the Western industrial countries. And they felt the necessity of
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‘fostering industry (Shokusan Kogyo) for the state to strengthen its
power. The slogan at the time was ‘rich nation, strong army (Fukoku
Kyohei). They were strongly influenced by the mercantilist idea of F.
List. He argued that the nation should control and nurture the domestic
private industry for the developmental aim [Sohn, 1998: 17-20].

Japan's policy after the Second World War has been a complex
characterizing as the ‘embedded mercantilism’ that took over from the
prewar days [Pempel, 1998: 49]. There are mixed elements that mutually
support; ‘'embedded mercantilism’, a highly centralized political and
economic institution, and the socioeconomic coalition of agriculture and
business. However, organized labor has been politically peripheral [cf.
Kobayashi, Okazaki, Yonekura, and NHK Interview Team, 1995].

Overall, the Japanese political and economic system was supported by
the ‘virtuous cycle’ of conservative politics with promoting economics.
That ‘embedded mercantilism’ has realized the whole framework of
Japanese society [Pempel, 1998: 15]. To put it this way, this form is
a ‘conservative corporatism without labor’.

The ‘embedded mercantilism’ included macroeconomic policies that
relied on the ‘developmental catch-up’ for almost 25 years after war (1945-
71). These policies have represented a long-term, developmental
economic plan by the power elites; the LDP executives, the economic
senior bureaucrats, and the large corporate managers.

Japan’s nationalist mercantilism has developed in the context of
international systems of trade and finance based on liberal principles and
norms. The ‘embedded mercantilism’, on the one hand, allowed Japan to
formally comply with provisions of the General Agreement on Tariffs and

Trade (GATT) and the International Monetary Fund (IMF), but on the
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other hand it has implemented mercantilist policy to the extent that it
does not deviate from the provision. The US governments agreed to
incorporate Japan's ‘embedded mercantilism’ into the US security system
until the 1970s [Carlie and Tilton, 1998: 199].

There were many policy tools useful for this goal; high tariff and limited
quota on manufacturing imports, strict control on domestic consumption,
restriction on inflow and outflow of capital and technology to Japan,
underestimated yen that made Japanese exports cheap in the world
market, encouraging policy of high personal saving by citizens, and
strong reliance on foreign technology purchase etc. [Pempel, 1998: 146].

It is certain that the Japanese governments have used ‘external
pressures (gaiatsu) ' for decision making, promotion, change, and reform
of its own country [Bergsten and Gagnon, 2017: 125], but it iS necessary to
recognize not only its surface part but also the deep part that has been

formed in history.

5. Aggressive Mercantilist Ideological Grounds of the Reagan
Administration: ‘Free Economy and Strong Nation’
The policy that the state gives priority to national interests is a
phenomenon that can be seen in any state, and it is not necessary to apply
mercantilist theory. However the character of aggressive mercantilism is
confirmed from the viewpoint of ideology possessed by the Reagan
administration (and subsequent governments) [cf. Furuta, 2015: 58 - 671.

The ideology of Reagan administration was based on the principle of
the ‘new right’. It is an ideology that actively blends market force and
liberalism with conservatism from a viewpoint that emphasizes

individuals, and it is also an ideology advocating a ‘strong nation” at the
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same time. This principle basically consists of neo-liberalism and neo-
conservatism.

The recession in the 1970s was a phenomenon called ‘stagflation’ that
was an increase in unemployment accompanied by high inflation and the
recession that resulted from it was a blow to decreasing countries. The
US with a weak economic situation at the time received challenges from
Japan and West Germany, for example, which grew rapidly after the war.
The US has declared national prestige in both international politics and
economy.

Neo-conservatism is a form of contemporary conservatism that will
restore order, return to traditional value, and revitalize nationalism’.

Economic freedom is premised on a stable social order. The Reagan
administration thus aimed at establishing authority in international
politics, as well as expansion of freedom in the economy, showed a strong
commitment to ‘free economy and strong nation’. The US government
considered that the security of international political and economic
system was preserved by the authority of US. That authority was the US-
style of ‘law and order system. When the US's authority collapses,
disorder and instability merely infest.

It reflected broad national uneasiness overseas about the relaxation of
moral standards and the weakening of authority in the American society.
The Reagan administration urged domestic and overseas to be a ‘strong
nation’ in response to the situation. It was natural that the Reagan
administration appeared from the idea that social order and stability
would be threatened. Thus, only the ‘strong government’ protects the
people.

The Reagan administration pursued the recovery of state prestige of
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the US from the humiliating withdrawal from Vietnam in 1975, image
down due to the accidental case of the American hostage incident in Iran
in 1979 and so on. The military expansion and economic recovery of US in
the 1980s was also reaffirming the superiority of US on the world stage.
The specific measures are invasion of Granada by the US military,
bombing of Libya, etc. in the international politics. They emphasized
‘strong dollar’, ‘fair trade’, maintaining currency order, appropriate
evaluation of yen and dollar, and the leadership in ‘Plaza Accord’ in the
international monetary system.

The Reagan administration was most actively involved in state
management of economy, mainly on the defense budget of national
revitalization in the post-war history of US. Military expenditure, in a
sense, was justified for economic national behavior, instead it reduced
social expenditures. The Reagan administration, through military policy,
led industrial policy, but increased the role of state in the economy, self-
control national intervention in the neo-liberal position, companies
engaged in military production in the position of a strong nation

[Gourevitch, 1986: 183, 237].

There remained also concern about the crisis of national identity not
only in the reflection of the fear of loss of sovereign but also in the deeper
part of intense hostile consciousness. Neo-conservatism emphasized
consolidation from politics of ‘free market’ and ‘strong nation. The
Reagan administration needed to maintain international market order
and to support the own authority of society and politics. That means neo-
liberalism and neo-conservatism were able to be compatible at the
ideological level.

As for the balance of payments, economic and political results, the
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difference between the current account and the capital account must be
compensated by one country’s reserves, so it means the limit that the
current account balances the ability of a country to acquire resources
from countries all over the world. One country can either increase the
capital inflow through a higher interest rate, or induce favorable
treatment of foreign capital. Adjustments are necessary, as a
consequence, for countries with surpluses and deficits, in fact, for policy
changes. It is a mechanism to force the country in surplus. This is a
different position between the defensive mercantilist of Japan and the
aggressive mercantilist of the US.

The US is the world’s largest current account deficit country, and its
share occupies capital imports from the world. Dynamics of trade and
investment in this background, among other things, has become a source
of political conflict between the US and Japan (China at the present time).

The successive presidents of US have been basically keen to cut
control over currency and capital. Their ‘free economy and a strong
nation’ have continued to live heartily as a tradition of the US regardless
of the ideology of administrations. Besides, economic globalization has
made US elites aware of certain interests. Globalization is a fact that can
not be neglected by countries all over the world. It was able to trigger it
by the US business and political elites. The US has in fact continued to be
an important actor to open up trade, overseas investment, and
liberalization of financial markets. Other industrialized countries were
forced to follow the US. The globalized economic system must be
maintained with American style discipline and cohesion. This is because
the US is the only country that can virtually guarantee the existence of

global economy. As President Clinton stated once, only the US would (or
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will) be able to determine the international rules for the 21st century
[Berntson, 2000: 159, 162].

The global economy has swept the world since 1980s. The position
corresponding to that was from the Reagan administration. The policy set
called the policy of ‘Austerity plus beggar-my-neighbor’ was
implemented. The austerity of each country in the name of globalism, and
the logic that “free trade will bring about economic growth” has led to the
current state of world, and it is only the result that logic is a twist of New

Right’ in the American style.

Chapterl0 How should we evaluate the Political Economic System since
the ‘Plaza Accord’?

1. Contemporary States in Mercantilization

The financial economy exists within the international context due to the
global financial system and the current merits of each currency. The
international financial system limits the scope of the domestic economic
policies, and is an indicator of differences in economic power among
countries. The financial economy cannot be thus analyzed domestic
economic policies without considering international relations [Herr, 1997:
124].

A mercantilism was originally an economic System aiming at
expanding trade to maintain the military purpose of state and the
oligarchy of royalty and titled nobility. Its form is similar to the ‘state
capitalism’ or the ‘managing trade’ in the modern version. Governments
think it is the aim to promote the expansion of their share in world
activity for the benefit of their own people [Robinson, 1973: 5]. It is not only a

simple economic entity but also a political and military actor that defends
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the national interests. The mercantilist form is regarded as contradicting
the current flow of globalization at first glance. However, as the
globalization focuses on how to favor some of the multinational
corporations and investors, it is pointed out that the contemporary states
have a mercantilist character rather the free trade of nation [Shibayama,
2001: 92, 100]. This trend began in the second Reagan administration during
the 1980s in the US.

Modern mercantilism gives priority to the distribution of national
economic and political goals to global economic efficiency. It seeks wishes
for a balance of payments surplus, exports of unemployment and inflation,
import restrictions, export restrictions, expansion of export share,
securing raw materials, promoting advanced industries.

A mercantilist’'s view of world emphasizes the nation’s ‘security and
control’ among states, even though it is in the globalization era. The
surplus is the top priority in the financial circumstances. Since the
surplus can be translated the wealth into gold (i.e. accumulating a fortune)
on the contrary the deficit is regarded as a decline of nation-state. So the
state pursues a surplus. The winners and the losers had to co-exist within
the game of ‘zero-sum’. If we ignore at the degree of difference and use
with the extreme expressions, there exists not much difference between
capturing the territory through military occupation and sea robber as
money piracy in the high seas.

The mercantilism, the economic rule, and the instability of international
financial system are interrelated. The mercantilism can be defined as an
economic policy that results in continuing currency accounting surplus
(or deficit). The surplus on currency accounting is the result of the

domestic low growth, the exchange rate competition compared to the
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tariffs barriers and custom-free trade or global economic growth.

When thinking about the way of the mercantilism, even with the same

economic nationalism, it is classified into the two types. One is the

‘stability-oriented mercantilism’, and the other is the ‘devaluation-oriented

mercantilism’. The former is the case that the surplus on current

accounting is stable, associated with exchange rate or currency value.

This is the defensive mercantilist Japan after war. The latter case is the

case that the surplus on currency accounting is linked to devaluating the

value. This represents the aggressive mercantilist US since late 1980s.

Table 11: Two Types of Mercantilism and Features

Stability-oriented mercantilism

Devaluation-oriented mercantilism

accumulation

- Possibility of interna-
tional currency

- Low growth

Definitions | The surplus on current accounting is linked to | The surplus on currency account-
a stable exchange rate or currency value ing is linked to devaluation of the
price
Measures - High trade barriers
How to trade barriers - Restrictions on capital movement
s N
- Low level trade bar- | - High trade barriers
riers + Restrictions on capi-
- Free capital move- | tal movement
ments
effects - Foreign exchange | - High (export orient- | * High (export-oriented) growth un-

ed) growth
+High value currency
accumulation

der moderate inflation

cases

Japan since the 1980s

Japan until the 1970s
China since the 1980s

The US since 1985
Japan from the end of war to the
mid-1980s

Note, partially modified and added to Herr, 1997: 136

The stability-oriented mercantilist market depends on the stable

inflation wage increases and stable domestic prices. High growth will

support the stable labor costs. This arrangement brings about the
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accumulation of foreign currency in the mercantilist state. Said
differently, the stability-orientation is characterized by a relatively low
interest rate on the one hand. Countries that have deficits or weak
currencies on the current account balance are forced to adopt high-
interest policies to import capital to handle deficits on the other hand[Herr,
1997: 135-136].

The US, despite the fact that it was a debtor, fell into debt due to its
own currency in the 1980s. If the mercantilist country adopted the low
trade barriers and free capital movements, the currency would develop
into an international currency.

The stability-oriented mercantilist country leads to the trade barriers
and the currency control. The trade barriers lead to underestimated
exchange rates, rather than to the global protectionist movement.
However controlling currency can ease the pressure on the local
currency. The mercantilist country desires a high-value currency, but
regulating the trade and capital movement cannot be considered to reach
the stage of international currency on the one hand. The external
regulation tends to protect the conditions of domestic growth on the
other hand.

Japan was a stable-oriented mercantilist country at that time. Japan
was able to ‘limit’ the imports by measures of non-tariff barriers, and then
gradually approved free capital imports, which made Japan a surplus on
the current account and acquired the international currency position
from the mid-1980s. This also explained the reasons for relatively high
growth rates [Herr, 1997: 139].

The devaluation aims to preserve surplus on currency accounting, or to

create it on another front. It therefore does not aim to raise the
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accumulation of currency in a certain country. This may improve the
domestic producers’ competitiveness, and increase the value of
currencies. The devaluation, in a sense, will aim at the stability-oriented
mercantilism. However the devaluation tendency requires the specific
domestic conditions.

Workers in the US judged the government and its policy to develop
their employment and status, because relatively employment was
secured. They were thus oriented toward economic nationalism [Arakawa,
1977: 206]. The US government could not ignore this domestic factor.

It is necessary, for example, that the wages are strictly controlled;
declines in real income arising from currency decline, and confidence
from currency stability are maintained in other words. So it is the
devaluation of parity that is unlikely to be applicable to countries with
inflation problems [Herr, 1997: 141].

Considering the two types, Japan in the 1980s showed a stability-
oriented mercantilism, but the US shifted from a stability-oriented
mercantilism through the ‘Plaza Accord parity to the devaluation-
oriented mercantilism in era of the second Reagan administration. The
monetary policy changed greatly between first and second of the Reagan
administration. The devaluation means that the government and the
central bank intentionally or effectively reduce the value of local
currency against other currencies. Its objective is to cut the budget
deficit. The deficit of current account got huge due to a large import
overshoot in the second Reagan administration, and as ‘policy
cooperation’, through the line with appreciation of yen and depreciation of
dollar, the par value devaluation was selected as a de facto method. The

US had the next dilemma.
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First if the US balance of payments was not in the red (deficit), liquidity
(foreign exchange reserves) could not be expected to increase.

Second the US had to be in the red in order to increase liquidity and
extend world trade, but the US deficit causes for dollar concern.

Third if it was in the red, the dollar’s credibility would decline and the
dollar would lose international liquidity.

It took an attitude that protecting own wealth from economic
competition among capitalist countries affects security. Mercantilism and
geo-economic recognition spread. The idea took up ‘viewpoint of Japan's

Threat over the 1980s [Yamamoto, 2009: 13].

2. Reexamination of Nation-State Model from International Political and
Economic Process

We understand the idea that it is necessary to order according to the
hegemon countries that provide the common ‘international public goods’
of trade relations and stability of international currency and their
guidance to the political economy of world. A hegemon country would
bear much of the cost providing international public goods, and seek a
corresponding burden also on the participating countries to prevent free
riders.

It can be regarded as a consequence that the hegemony of US declined
from the 1970s; economic fluctuations such as the international monetary
system and the foreign exchange, the trading capacity and market, and
the imbalances in foreign economic relations. The US tried to stop even a
bit of decline of its hegemony by incorporating Japan into a junior
partner. Japan continued to cooperate with the US to match its interests

in the long run [Gilpin, 1987: 331-334]. This is a hegemonic perspective.
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There exists an objection to the theory of hegemony. Since the world
economy is formed on the basis of market mechanisms, the international
currency problem is based on market forces. Whether or not to think
about the relationship between Japan and the US in terms of hegemonism
can be explained from the difference between the theory of ‘structural
power’ and the theory of ‘relative power’. The former means that the US
government unilaterally structured the power of influencing monetary
policy on other governments. The latter specifically emphasizes the
mutual influence in power relations between Japan and the US.

The US could not always exercise power unilaterally to Japan, but
Japan has been necessarily accepted unconditionally to the US's
demands. The US must also consider Japan's position. This relationship
may be reversed. We must consider the interaction of influence here.
There is not always the exercise of power from the US to Japan as
stipulated by the relationship between the Japan and US at that time

[Strange, 1988: ch. 8].

The globalized finance has the effect of weakening the national power
because private companies and individuals can freely transfer wealth
abroad, since the balance of state (politics) and market (economy) is
broken. Japan is considered to be in a position where it is hard to be
independent in terms of security of military and economics. Japan
depends on the US market for exports and military for security under the
‘nuclear umbrella’ of the US. Japan could have chosen its own route
against the US, but since it has benefited from the liberal market
economy, it places a certain burden on the route in the international
cooperation, and has to find a place where it should be. It is necessary for

Japan to maintain cooperation while limiting the burden to a reasonable
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extent in response to the power of the US sometime during that period
[Calder, 1988a: ch.11].

This is an explanation from the ‘reactive state’ theory. The grounds
come from the fact that Japan has economic strength, but has continued
economic diplomacy and security policy reacting passively to the
pressure from the US. Japan has a vested interest in the self-restraint of
national ability, the protectionist mercantilism, the reliance on the US
market, etc in order to rely on defense in alliance with the US in
consideration of the volatile security and unstable resources, adjusting (or
reacting) the interests of the domestic various groups that defend
themselves according to changes in the international environment. There
may be a lack of political leadership or the like [Calder, 1988b: 517-5411.

Considering Japan to date, we will have to look back on the political and
economic situation of Japan from the 1980s once again.

Japan’s economic power has continued the principle of national
cooperation despite receiving challenges from domestic and foreign
countries in the 1980s. The economic policy of Reagan administration
increased exports of goods and capital to the US. And the ‘Plaza Accord’
in 1985 (and the ‘Louvre Accord’ in 1987) turned to a booming economy
linked to the Bubble Economy. That process relaxed most of the tension
within Japan’s developmentalist institution.

The price of stocks and land prices soared in the 1980s. The Japanese
government adopted Japan's easy money and tight fiscal policy since the
‘Plaza Accord’, in particular the Louvre Accord’. It was a mirror image of
the Reagan administration aimed at supply-side economy. The Japanese
government intended to optimize the value of yen in its policy motive,

and at the same time to maintain high levels of exports and investment to
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the US.

Part of the trade surplus is also the result of investing in US treasury
bills and stocks. The economic downturn of US was caused by the twin
deficits of fiscal and trade. Japan was certainly able to increase its tax
revenues by export-oriented economic expansion, and liquidate previous
government bonds. The Japanese government was furthermore able to
drown out criticism from inside and outside to the development-oriented
till then with a long-term economic boom.

Japan’s economic dependence on exports remained unchanged
regardless of the huge trade surplus. Although the capital market in
Japan was further liberalized, the scope of liberalization was not based on
the requirements of domestic fiscal system, but rather the international
constraints of opening domestic financial instruments globally. Indeed,
the Japanese government relaxed the regulation.

However there existed no indications for Japanese economic
bureaucrats to change their basic policy. Although the main bank system
certainly weakened after the collapse of Bubble Boom, it was not that it
was defunct. The keiretsu that is a business practice in Japan also
survives.

The Japanese people thought Japan's developmentalist cooperation
style would last forever in the Bubble period at that time. Even Pax
Japonica’ would appear and be even publicized in the 21lst century.
However, in the first half of the 1990s, the Bubble Economy collapsed,
effectively revealing the declining trend of Japanese developmentalism.
The Japanese economy had to experience the prolonged recession called
the ‘lost decade’ in the 1990s. Later, due to inactive investment and

consumption, the Japanese economy declined real GDP growth rate and
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resulted in massive unemployment [Streeck and Yamamura, 2003: 8-10].

The establishment of Bubble Economy, its collapse, and its aftermath
were responsible for political economical management of the Japanese
government. It is evidence that policy of the Reagan administration in the
US (including the successive government since then) could not be dealt
with appropriately in policies such as economy and defense.

Given these circumstances, did the Japanese developmentalist model
transform into a liberal market model? But it did not happen [Gilpin, 2001:
190]. Governments and industries in Japan have adjusted the Japanese
style and model after being conditioned on the incentives and constraints
of model so as to cope with institutional changes [Vogel, 2003: 325].

Japan contributed nearly one-half of foreign aid to Southeast Asian
countries and direct investment for the past 20 years before the ‘Plaza
Accord’. The appreciation of yen had increased Japanese investment
since 1985. It doubled from 1951 to 1984. Japan has continued the flow of
aid and investment while repeating the trade surplus in the Southeast
Asian region. The governments of Southeast Asian countries have
implemented deregulation and incentive, and have approved foreign
investment. The Japanese developmental state model has furthermore
become highly appreciated [Katzenstein, 2003: 107].

The Government of the G5 in 1985 began the appreciation of yen in the
‘Plaza Accord. Many Japanese companies have responded by shifting
production sites to Southeast Asia to reduce production costs. Japanese
companies expanded the Japanese supply network (national supply
network) to the Asian region [Vogel, 2003: 325].

From the above, it is necessary to develop a discussion that fully takes

into account ‘path dependence’ in Japan’s political economic process after
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the ‘Plaza Accord’. Then what kind of Japanese model can we think in the

process?

Table 12: Contrasted Models of Japan’'s Foreign Policy

Reactive State

Strategic State

Adaptive State

Japanese political sys-
tem

Patterned pluralism

Elitistit; “Japan Inc.”

Pluralist

Japanese policymak-
ing

Fragmented and

prone to paralysis; re-

liance on gaiatsu

Opaque but sufficient

Fragmented: gradua-
listic

Underlying concep-
tion of national inter-

est

Narrow national
interest: anti-

militarism

Techno nationalism or

defensive nationalism

Low-key:; liberalism

Trade and foreign
economic policy

Protectionist-mercan-
tilism

Strategic trade— aggres-
sive mercantilist;  the

“flying geese”

Incomplete liberalism

Defense and national

security

Limited national ca-

pacity; alliance-centric

Free rider: surreptitious

building of major mili-

International contri-

bution within shifting

tary power limits

Source, Berger, 2007: 268

3. The End of the Development Nation - State Model?

In considering the ideal way of the state (see Table 12), one of the three
models falls into Japan [Berger, 2007: 267-268]. The ‘reactive state’ model is
based on a protectionist mercantilist principle pursuing the limited
national interests by large corporations and bureaucratic coalition (e.g.
Japan between 1960s and 1970s), as the Japanese political system is
fragmented and stagnant. The ‘strategic state’ model employs a ‘flying
goose’ pattern based on elitist political system, but uncertain in policy
formation only the efficient and aggressive mercantilism, and is militarily
the ‘free rider’ (e.g. Japan between 1950s and 1960s). This is thought to be
the models of Japan until now. The ‘adaptive state’ model is fragmentary

but gradualistic and flexible in the policy formation for those previous
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two state models, so gradual reform can be institutionalized. It shows
incomplete but suppressed liberalistic features regarding trade and
foreign economy, and contributes to international situation within the
constraints on security. I think that it may be good to think on the
assumption that this might represent Japan’s state model since 1980s.

It may be stated that considering the Japanese state model since the
1980s from the theory of ‘structural power’ or ‘hegemonic power’, and the
theory of ‘relative power’, it was in a state of transitioning from the
‘reactive state’ to the ‘adaptive state’. Japan's foreign policy has been
seeking the Japan's unique, mercantilist preferences for managed trade
and national-led economic growth on the one hand, while controlling
pressures from both of the world market and the world trade system on
the other hand [Berger, 2007: 281-282].

The reason why international cooperative actions since the “Plaza
Accord’ brought about the Bubble Economy and its collapse, and the
subsequent long-term stagnation were hardly to eliminate this structural
weakness, and still less to provide an alternative and passive
internationalization to the pressure of globalization on a day-to-day basis.
It can be thought that it is because it has dealt with it through
multilateral cooperation. However such an indication is not the whole
story. We might deal with the political process in the 1980s from the
historical perspective that the relation of Japan and the US had changed
at that point in the Post-World War greatly.

As I indicate about the SDI relationship between Japan and the US (see
ch. 8 in this paper), it should also be pointed out that the ‘relative power’
exists in the relationship between Japan and the US. It is necessary for

mutual relations of depending on each other. While understanding that
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the own hegemony can be carried out independently, the US must regard
an interactions such as Japan's economic power as an indispensable
factor. Japan tends to assume a ‘reactive state’ model, but we should also
consider the aspect that is an ‘adaptive state’ model much further.

Geo-economical perspectives have emerged in the US since the end of
Cold War. While the US implemented a strategy to ‘contain’ the Soviet
Union geopolitically on the one hand, it has begun to move into action
strategies to shrink Japan's economic power economically on the other
hand. The US government considered export-oriented routes that
became a unified public-private partner of Japan (e.g. ‘Japan Inc.) as a
new mercantilist strategy in Japanese style, and has sought to revise it.
This trade policy continued until the mid-1990s after the end of Cold War

[Yamamoto, 2009: 137].

Some researches that support the regime would argue that the decline
of the US would not be a basis for aiming for the ‘Plaza Accord’ or the
‘Louvre Accord’. Countries sharing stakeholder relationships were forced
to advance the international economic regime [Koehane, 1984]. The process
from the ‘Plaza Accord’ to the Louvre Accord’ also had a trace of efforts
to stop the international financial order from fluctuating due to the ‘policy
coordination’, and the international cooperation was the ‘historical process
concerning negotiation and policy adjustment. we should scrutinize
whether the participating countries in the ‘Accords’ were formed in equal
fashion for realization, the US persisted the long past time when the US
was a hegemon country, or the US acquired the ability of the new order-
building [Kano, 2006: 224].

The view of ‘strategic trade’ as a matter of policy, which called for

opening up the market to Japan, became the basis for the result-oriented
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trade policy of from the Reagan administration to the Clinton
administration. When the US requested one after another based on the
policy, Japan responded passively. Unless the expanding the domestic
demand, the aggressive finance, the regulatory reform, the market
opening up and so on was progressing, the US pursued Japan using the
‘high yen card’. However Japan accepted the yen appreciation to a certain
extent, and carried out its own intent while ‘stroking’ the US in order to
avoid international coordination [Kano, 2006: 305]. This view, at first glance,
seems to be explained by the theory of ‘structural power’, but coping with
Japan can also be regarded as the viewpoint from the ‘relative power’
trying to maintain a regime centered on Japan and the US. It could not be
nevertheless thought that these relationships would last forever. We need
remind that variations in the circumstance of international political
economy and change such as innovation occur.

The national economic policy control was based on the Bretton Woods
regime after the Second World War. It relied on the approval of economic
hegemony of US among the capitalist states, and the fact that each
country acknowledged financial and monetary policies within the border.
However the advanced capitalist countries have come to realize that the
economic problems they face were rooted in a set of fundamental
fluctuations since the 1980s; in particular, from the national policy of
products and financial markets, the decline of secondary industrial
production and the rise of the service sector of tertiary industry, semi-
skilled production line of the ‘flexible specialization’, the Post-Fordism,
and the differentiated production and so on. These dramatic fluctuation
effects were further strengthened for advanced capitalist countries by

the end of the Bretton Woods regime and the two oil crises in the 1970s.
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The Bretton Woods regime was the dominance of dollar as an
uncompetitive key currency, based on the US economic, political and
military rule. It was inevitable that Western European and Japanese
economic growth gradually eroded the dominant position of US. As the
value of doll declined since the late 1960s, Mark of West Germany and the

yen of Japan have become an important reserve currency [Herr, 1997].

Conclusion

The form of economic policies was almost altered by the first half of the
1980s. Means of monetary policy and financial macro-economic policy in a
country was bound to the international economic system, profoundly
affected by it, and could not take independent measures. The reduction of
official rate that made production work and increase of government
expenditure, on the contrary, became counterproductive effect, and
stimulated the outflow of capital. The government was trying to stabilize
the currency fixedly, but the policy of one country faced the international
pressures, and such acts cost extraordinary expenses [Kitschelt, Lnange,
Mards, and Stephens, 1999: 3, 5].

It was the revival of the US economy since the 1990s that was driven
by the business productivity not of the result of the traditional
manufacturing industry but by a knowledge-intensive new economy such
as finance and IT industries. This may be a result of practicing the
‘Young Report’ in the long-term, whereas the effect of the second Reagan
administration based on the ‘Morgan Report’ was from a short-term
strategy of the ‘Plaza Accord. It could be said that the US dualistic,
globalized strategy was seen in a gap between Japan and the US in the

1990s. And Japan struggled with the aftereffect of the Bubble Economy,
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so that it stagnated for a long time, and it came to the ‘lost decade’ [Kano,
2006: 306].

The formal legal authority in many regimes is shared between national
and supranational governance organizations, especially in the context of
assumed standard. The state is a key player within the ‘web of influence’
where the regulation created by the super-national regime emerges and
develops. However, because its characteristics determine the approach
adopted by the regime, it should become independent of the capabilities
of individual nations. The governments are limited in the scope of
strategies that must rely on forces that are nearly uncontrollable far from
it [Scot, 2003: 644].

This force will impose constraints on hegemon countries by the
‘boomerang effect’. The US governments needed to maintain its style of
international market order and to support the own authority of society
and politics in the international society. However we must also be
consider to cause another side effect if this style becomes mercantilist.
Once again, by defining mercantilism, mercantilism is based on belief that
the economy will increase through the trade surplus and the
accumulation of valuable goods resulting from it.

The state previously managed its surpluses to build their reserves
(previously gold, now mainly) to build foreign exchange and to pursue
their own defense from ‘external shocks’. Naturally, as one of its defensive
measures even in modern times, the mercantilist doctrine is supported.
The adherents believe that the economic, political and military power of
nation can be covered by the trade surplus, in particular the operation in
the manufacturing industry and related service industry [Bergsten and

Gagnon, 2017: 2].
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Trade is thus recognized as the ‘zero- sum competition’. If a country
wins in economic competition, it shall lead to another country being
defeated. That thinking is certainly not an anti-trade strategy, but rather
a strategy to nurture the domestic industry, at the same time to
maximize export and minimize imports. And the mercantilist doctrine is
not only to increase national revenues, but also to reach its political
control to other countries. The US governments have recognized that its
economic failure and misconduct necessarily resulted in a geopolitical
retreat in Asia.

The US is no longer in a position to exercise a strong clout in
international political and economic relations like before 1970. The US had
to choose a variety of different ‘partners’. They are Western European
countries and Japan, and now it may be China.

The term ‘absolute gain’ is the political economy principle that the US
adheres as the key currency country. The US pursues the prosperity of
world while enjoying the merit of core currency. The two ‘philosophies’
coexist in the international monetary system. However they cannot be
realized with the deterioration of the US economy. This has been
repeated after the ‘Plaza Accord’ every now and then, with the decline of
US economy. The US, in fact, has been aiming for the ‘negative gains’ in a
lighter direction of poorness. “The dollar is my home currency, but the
issue of dollar is your problem,” said the Treasury Secretary Connolly
before the Nixon Shock toward European countries and Japan. This
historical quote, in a sense even now, is the ‘truth’.

We should think of irrationality to use specific country currency as
international reserve currency. It is also necessary to consider protecting

the world currency system from instability arising from the currency of
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specific country at the same time. That means that governments should
seriously rethink arguments and discussions on rebuilding political and
economic frameworks to resolve the challenge caused by current the ‘yen

an
appreciation and dollar depreciation’ and its imbalance.

* 1 have once published a paper on the ‘Plaza Accord in Japanese (Nara Law
Review, vol. 30, 2018). This paper is put Japanese into English. I revise and add for
this English version.

Note

(1) For New Right, see Furuta, 2015: 58 - 67.

(2) Treasury Secretary Regan said in a lecture in Tokyo in 1983, as follows. “We
think the yen is weak against the dollar, perhaps because the yen is not an
international currency. If there is more demand for yen, the yen is stronger
against the dollar. It is not that we want a weakening dollar. I want to raise yen
to the dollar level. If there is more demand for yen, I think that we can achieve
it.” He did not seek weak dollar by raising yen’s depreciation to yen appreciation.
However equilibrium recovery between yen and dollar was to cooperate with
the currency policy makers of the major countries and actively intervene in the
exchange market by the US government. Foreign exchange intervention was
expected to be able to effectively change the range and speed of rate
fluctuations.

(3) Baker was a lawyer known as a tough bargainer with his political skill. He
took up a post of the second Reagan administration as a secretary of finance. In
place of his predecessor monetarist and supply-sider, which was an obstacle to
his policy change, he nominated to Darman as the leader of a practicing unit.
This unit was to act in the international currency diplomacy while restraining
the protectionist movement of Congress [Kano, 2006: 165, 168].

(4) Yen and dollar negotiations influenced on the MOF greatly. The MOF was
obliged to concede to the external pressure from the US, despite the intent of
slowly advancing financial liberalization. It can be said, in a sense, that
Nakasone’s attitude to ‘Tfocus on Japan-US relation’ and ‘breakthrough
bureaucratic politics’ has helped the US as a result [Nakanishi, 2002: 317-322;
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Tadakoro, 1988: 222-255].

(5) Foreign Minister Abe agreed in a foreign ministerial talks on September 26,
1986 with Secretary of State Schultz on; Japan’'s reduction of surplus to the US,
and the suppression of protectionism within the US. These agreements were a
posture to strive for trade imbalance even in diplomatic routes between Japan
and the US.

(6) J. A. Amyx points out that Japanese Parliamentarians are not interested in
the exchange rate and international financial crisis management, so they have
delegated policy making to the MOF considerably [Amyx, 2004: 100]. However,
regarding the political negotiations surrounding the ‘Plaza Accord’, the political
initiatives of some influential politicians played a major role.

(7) Nakasone pushed through the neo-liberal route that was rage of the times in
1980s, such as the reform on the ground of deregulation and privatization, but it
is doubtful whether he himself was a neo-liberalist. Nakasone was a politician
who adapts well to the currents of times, even if he had a solid thoughtful
nucleus behind the disjunctive discourse, its political attitude alterd according to
jump on the bandwagon [Otake, 1994: 257, 259, 263].

(8) The ‘Plaza Accord’, from a different point of view, also guaranteed to take
Japan’s initiatives in the dynamism of Asian economy. Japanese manufacturing
industry shifted production base to Asian countries in search of low wage due to
the appreciation of yen other phrased [Pyle, 2007: 258-259; Kohno, 2007: 35]. In
addition, Japanese companies implemented part of the Japanese version of
globalization one after another since the ‘Plaza Accord. Meanwhile, the
investment for the real estate gained more than electric and automobile profits.
The currency value of Asian emerging industrialized countries (NICs) also rose
after the ‘Louvre Accord’ [Hook, Gilson, Hughes, Dobson, 2012: 117, 217].

(9) K. Kondo (the former MOF officer) summarizes the plaza strategy as follows
[Kondo, 1999: 159 - 160]. @ The US Department of State prepared the plan well,
and Japan supported it, @demonstrated the effect of unexpected, cooperative
intervention achieved the short-term effects, but the excessive dollar drop could
not come up with an act form effective cooperative measures, ®the policy
officials needed to deal with the worst situation, @it was necessary for the
policy coordination to respond to the globalization, but & the ‘coordination’ and
the ‘cooperation’ could not direct the reconstruction of international monetary

system, ®it led to the Asian economy long-term effect of developing, and @it
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became the primary cause of the Bubble Economy, inviting hollowing out of the
Japanese economy.

(10) We confirm that there remains, beyond doubt, controversy over the role the
BOJ played in the asset inflation phase.

(11) Such remarks are repeated within the US even now, keeping in mind that the
exchange rate of current Chinese renminbi is too low.

(12) The Japan-US Construction Talks submitted the final report in June 1990; (D
spending 430 trillion yen in public investment in 10 years, @effective use of low
priced and undeveloped land, ®reformed the large store law, @monitoring
illegal cartel and strengthening penalties, ®formulating guidelines for affiliated
dealings (keiretsu)®redressing differences between domestic and overseas
prices, and follow-up, Mfollow-up meeting, ®not activating Super 301 Article.
This report led to the US Government’s Annual Reform Request Form based on
the Japan-US partnership.

(13) The Clinton administration had to perform the bold improvement measures
since 1993. It moved into action of the austerity measures to reduce the fiscal
deficit of 140 billion dollars over four years. It also ratified the North American
Free Trade Agreement (NAFTA) in January 1993 in order to revitalize the
economy. The administration had undergone the significant reforms to rebuild
the US economy (promoting employment).

(14) The case of Toshiba Machine, which violated the CCOM (the Coordination
Committee for Multilateral Export Controls), did not directly affect financial
negotiations from the ‘Plaza Accord’ to the Louvre Accord, but the incident
caused to criticize Japan from the citizens in the US. The Toshiba Machine
exported four machine tools to the Soviet Union in the beginning in February
1982. The Soviet Union succeeded in combining Norwegian companies’
computers to lower the submarine’s screw noise. A violation of the CCOM was
discovered, and voices of sanctions against Toshiba from the US rose. A Senator
(Republican Party) proposed the Toshiba Sanctions clause to Congress. He was a
boss-like conservative in the banking and finance field, Rep. D. Hunter, member
of the military committee (the Republican Party), made a sanction bill
incorporating the import prohibition of the Toshiba products. The banking
committee passed a sanctioning bill to eliminate from the US government
procurement market against a company that violated CCOM at the Senate on
April 30 in 1986. Wilson (the Democratic Party) appointed a bill to prohibit the
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import of Toshiba products for five years [Obi, 1991: 199-200].

(15) The ‘Maekawa Report (Report of the ‘Study Group of Economic Structure
Adjustment for International Cooperation’ ) as following; (Dderegulation as a
policy based on the market principle, @the policy coordination with the
government as a measure from a global perspective, correcting the Japanese
economic structure, and 3 the continuation of medium- and long-term efforts.
They coexisted the shortening current account surplus due to short-term
domestic demand expansion and the need for long-term structural reform. The
developed countries such as the US sought domestic demand-led growth in
Japan, but it was based on structural reform [Nakanishi, 2002: 337, 329].

(16) The US's external economic policy acts in the form of the ‘Washington
Consensus’ [Pieterse, 2003: 67-94]. It is said that the Washington Consensus was
formed in the 1980s. It is tied to the traditional American exceptionalism of the
US. The exceptionalism makes free market and democracy coexist. The
Washington Consensus’s belief (tenet) can be considered to be monetarism,
reduction of government spending and regulation, privatization, liberalization of
trade and financial markets, and promotion of export-oriented growth.
Washington Consensus was newly requested from domestic policies to
international policies. The footprint is also indicated in the policy of the
international financial system. Stated in a different fashion, the end of Cold War
has been tied to the expanding politicization of the IMF and the US. The US
government has repeatedly the ‘reward-oriented appointment’.

The Washington Consensus has been implemented through IMF stabilization
lending and the World Bank’s structural adjustment program. “The IMF and
the World Bank were agreed upon at the Bretton Woods as a result of the US
Treasury Department; the US Treasury could instruct and direct other
countries as having international prestige.

The Washington consensus embodies the Anglo-American capitalism that
represents the perspective and benefits of the Wall Street-Treasury-IMF
complex. The Washington Consensus thus serves as a response to financial
instability and its financial instability and crisis management. The Washington
Consensus declares free trade and export oriented growth, but under free trade,
the real policies become more complicated and from using foreign policy
measures (e.g. the most favored nation treatment and the high tariff measures),

introducing legislativeism into the world trade rules via the World Trade
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Organization (WTO) and affecting exchange rates in other countries (e.g. the
‘Plaza Accord’ in 1985 and the appreciation of yen).

(17) The phenomenon is called a ‘trade war’ between the US and China since the
inauguration of Trump administration in 2017. It is said to be ‘protected trade’,
while it is political in a trade agreement with Japan, the US and other countries.
He uses his powers and is active in creating conditions that favor the US. It is
difficult to distinguish between the Trump administration’s ‘protectionist’ policy
and ‘beggar-my-neighbor’ policy. If protectionism is ‘limits for nurturing and
expanding domestic demand’, his ‘beggar-my-neighbor’ policy is ‘a policy to
expand its exports and deprive other countries of domestic demand by unfair
trade agreements etc.’ It is defined, as if we think, that Trump’s foreign trade
strategy is closer to the ‘beggar-my-neighbor’ policy, it may be defined as
‘protectionism without fiscal spending’. Such thinking can, beyond doubt, see its
sprout already in the Reagan administration.

The US has, therefore, advocated economic nationalism in which globalism is
attached to ‘America First. Put another way, the policy of ‘beggar-my-neighbor’

as a result of globalism is established.

Reference 1 (in foreign language)

Amyx, J. (2004), Japan and the Evolution of Regional Financial Arrangements in
East Asia, Kraus and Pempel (eds.).

Anderson, S. J. (1996), Japan, Shafer, B. E. (ed.), Postwar Politics in the G-7. Order
and Eras in Comparative Perspective, The University of Wisconsin Press.

Atkinson, A. B. (1996) Political Economy, Old and New, Goodin, R. E. and
Klingemann, H.-D. (eds), A New Handbook of Political Science, Oxford
University Press.

Baker, J.A. (2016), The Architect, Bergsten and Green (eds.).

Beck, U., Sznaider, N. and Winter, R. (eds.) (2003), Global America? The Cultural
Consequences of Globalization, Liverpool University Press.

Berger, Th. U, Mochizuki, M. M., and Tsuchiyama, J. (eds) (2007), Japan in
International Politics. The Foreign Policies of an Adaptive State, Lynne Rienner
Publishers.

Berger, Th. U. (2007), Conclusion, Berger, Mochizuki, and Tsuchiyama (eds.).

Berger, Th. U., Mochizuki, M. M. and Tsuchiyama, J. (2007), Japan in International



31— 257

Politics. The Foreign Policies of an Adaptive State, London.

Bergsten, C. F. (1982), What to do about the US-Japan Economic Conflict, Foreign
Affairs, 60(5), Summer.

Bergsten, C. F., Cline, W. R. (1987), The United States-Japan Economic Problem,
Peterson Inst for Intl Economics.

Bergsten, C. F. and Green, R. A. (eds.) (2016), International Monetary Cooperation.
Lessons from the Plaza Accord After Thirty Years, Versa Press.

Bergsten, C. F. and Green, R. A. (2016), Overview, Bergsten and Green (eds.).

Bergsten, C. F. (2016), Time for a Plaza Il ? Bergsten and Green (eds.).

Bernhard, W.B., Broz, J. L. and Clark, W. R. (eds.) (2003), The Political Economy
Institutions. An International Organization Reader, Cambridge University Press.

Bergsten, C. F. and Gagnonm J. F. (2017), Currency Conflict and Trade Policy. A
New Strategy for the United States, Peterson for International Economics.

Bernhard, W. T., Broz, J. L. and Clar W. R,, (eds.) (2003), The Political Economy of
Monetary Institutions, An International Organization Reader, Massachusetts.

Berntson, E. (2000), Globalization as Americanization, Goverde, H. Cerny, P. G,
Haugaard, M., and Lentner, H. (eds,).

Brewley, M. R. (2004), The Political Economy of Balance of Power Theory, Paul,
Wirts and Fortmann (eds.).

Broz, J. L. & Frieden, J. A. (2006), The Political Economy of Exchange Rates, B.
Weingast, D. Wittman (eds.), The Oxford Handbook of Political Economy, Oxford.

Buzan, B, Waever, O., Wilde, J. (1998), Security. A New Framework for Analysis,
Lynne Rienner Publishers

Calder, K. E. (1988a), Crisis and Compensation. Public Policy and Political Stability
in Japan 1949-1986, Princeton University Press.

Calder, K. E. (1988b), Japanese Foreign Economic Policy Formation: Explaining the
Reactive State, World Politics, vol40, no.4.

Carlie, L. E. and Tilton, M. C. (eds.) (1998), Is Japan Really Changing Its Ways?
Regulatory Reform and the Japane Economy, Broking Institution Press.

Carlie, L. E. and Tilton, M. C. (1998), Is Japan Really Changing? Carlie, L. E. and
Tilton, M. C. (eds.)

Chrystal, K. A. (1987), Political Economics, Bogdanor, V. (ed.), The Blackwell
Encyclopedia of POLITICAL SCIENCE, Blackwell.

Craig, G. A. and George, A. L. (1995), Force and Statecraft: Diplomatic Challenges of

Our Time, Oxford University Press.



Political Economic Process from the ‘Plaza Accord’ to the Structural Adjustment
258 —Talks between Japan and the US

Dullin, S., Hein, E., Truger, A. and Treeck, T. v. (eds.) (2010), The World Economy in
Crisis — The Return of Keynesianism? Metropolis-Verlag.

Evans, P. (2005), Between Regionalism and Regionalization: Policy Networks and
the Nascent East Asian Institutional Identity, Pempel (ed.).

Elowitz, L.(1992), Introduction to Government, Harper.

Fellows, J. (1990), More like Us: Making America Great Again, Houghton Mifflin.

Forsyth, D. J. and Notermans, T. (eds.) (1997), Regime Changes. Macroeconomic
Policy and Financial Regulation in Europe from the 1930s to the 19905,
Berghahn Books.

Frankel, J. A, (1984), The Yen-Dollar. Agreement: Liberalising Japanese Capital
Market, Peterson Inst for Intl Economics.

Frankel, J. (2016), The Plaza Accord 30 Years Later, Bergsten and Green (eds.).

Fukushima, A. (2004), U.S-Japan Security Relations - Toward Bilateralism Plus?
Krauss and Pemple (eds.).

Furuta, M. (2018a), Japan's Policy in Postwar and Japanese People’s Value —
Process in Establishment, Transformation, and Expansion of the Japan-US
Security System—, Nara Law Review, vol.30.

Gagon, ]. E. (2016), Foreign Exchange Intervention Since the Plaza Accord: The
Need for Global Currency Rules, Bergsten and Green (eds.).

Gilpin, R. (1975), U.S. Power and the Multinational Corpolation: The Political
Economy of Foreign Direct Investment, Basic Books.

Gilpin, R. (1987), The Political Economy of International Relations, Princeton
University Press.

Gilpin, R. (2000), The Challenge of Global Capitalism. The World Economy in the
2lst Century, Princeton University Press.

Gilpin, R. (2001), Global Political Economy. Understanding the International
Economic Order, Princeton University Press.

Gourevitch, P. (1986), Politics in Hard Times. Comparative Responses to
International Economic Crisis, Cornell University Press.

Goverde, H. Cerny, P. G, Haugaard, M., and Lentner, H. (eds,) (2000), Power in
Contemporary Politcs. Theories, Practices, Globalizations, Sage Publication.

Hay, C. (2002), Political Analysis. A Critical Introduction, Palgrave.

Herr, H, (1997), The International Monetary System and Domestic Economic
Policy, Forsyth and Notermans (eds.).

Herr, H. and Krazandziska, M. (2010), Asset price bubble, finacial crisis and



531 %— 259

deflation in Japan, Dullin, Hein, Truger, and Treeck (eds.)

Hook, G. D., Gilson, J., Hughs, Ch., W. Dobson, H. (2012), Japan's International
Relations. Politics, economics and security, 3th ed., Routledge.

Huntington, S. P. (2007), The Clash of Civilizations and the Remaking of World
Order, Simon & Schuster.

Isard, P. (1978), Exchange Rule determination, Princeton, N.J.

Ito, T. (2016), The Plaza Accord and Japan: Reflections on the 30th Anniversary,
Bergsten and Green (eds.).

Jackson, R.-Serensen, G. (2003), Introduction to International Relations. Theories
and approaches, 2nd ed., Oxford University Press.

Katada, S. N. (2004), Japan's Counterweight Strategy: U.S.-Japan Cooperation and
Competition in International Finance, Krauss and Pemple (eds.).

Katzenstein, P. J. (2003), Regional States: Japan and Asia, Germmany in Europa,
Yamamura and Streeck (eds).

Katzenstein, P. J. and Shiraishi, T. (eds.) (2006), Beyond Japan. The Dynamics of
FEast Asian Regionalism, Cornell University Press.

Keohane, R. O. (ed.) (1984), After Hegemony: Cooperation and Discord in the World
Political Economy, Princeton University Press.

Keohane, R. O. (2001), Regime, Krieger (ed.).

King, D. and Wood, S. (1999), The Political Economy of Neoliberalism: Britain and
the United States in the 1980s, Kitschelt, Lange, Marks, and Stephens (eds.)

Kitschelt, H., Lange, P., Marks, G., Stephens, J. D. (eds.) (1999), Continuity and
Change in Contemporary Capitalism, Cambridge University Press.

Kitschelt, H., Lange, P. Marks, G., Stephens, J. D. (1999), Convergence and
Divergence in Advanced Capitalist Democracies, Kitschelt, Lange, Marks,
Stephens,(eds.).

Kitschelt, H,, Lange, P., Marks, G., Stephens, J. D. (1999), Introduction, Kitschelt,
Lange, Marks, Stephens,(eds.).

Kohno, M. (2007), The Domestic Foundations of Japan's International Contribution,
Berger, Mochizuki, and Tsuchiyama (eds.).

Kojo, Y. (2007), Building Stable International Financial Relations, Berger,
Mochizuki, and Tsuchiyama (eds.).

Krasner, S. D. (ed.) (1983), International Regime, Cornell University Press.

Krauss, E. S. and Pempel, T. J. (2004), Beyond Bilateralism. U. S. -Japan Relations in

the New Asia-Pacific, University of California Press.



Political Economic Process from the ‘Plaza Accord’ to the Structural Adjustment
260 —Talks between Japan and the US

Krieger, J. (ed) (2001), The Oxford Companion to POLITICS OF THE WORLD,
2nd. ed. Oxford University Press.

Kuper, A. and Kuper, J. (eds.) (2001), The Social Science Encyclopedia, 2nd. ed.,
Routledge.

Lawrence, W. B, Broz, J. L. and Clark, W. R. (2003), The Political Economy of
Monetary Institutions, Bernhard, Broz and Clark (eds.).

Lincoln, E. D. (2007), Adapting to Global Economic Change, Berger, Mochizuki, and
Tsuchiya (eds.)

Llewellyn, D. T. (2001), exchange rate, Kuper and Kuper (eds.).

Llwellyn, D. T. (1981), International Financial Integration, London.

Machintyre, A. and Naughton, B. (2005), The Decline of Japan-Led Model of the
East Asian Economy, Pempel (ed.).

Pempel, T. J. (1998), Regime Shift. Comparative Dynamics of the Japanese Political
Economy, Cornell University Press.

Pempel, T. J. (2004), Conclusion: Beyond Bilateralism - Toward Divided
Fependence, Krauss and Pemple (eds.).

Pempel, T. J. (2005), Challenges to Bilateralism: Changing Foes, Capital Flows, and
Complex Forums, Krauss and Pemple (eds.).

Pempel, T. ]J. (ed.) (2005), Remapping East Asia. The Construction of a Region,
Cornell University Press.

Pempel, T. J. (2005), Introduction: Emerging Webs of Regional Connectedness,
Pempel (ed.).

Pempel, T. J. (2005), Conclusion: Tentativeness and Tensions in the Construction of
an Asian Region, Pempel (ed.).

Pempel, T. J. (2006), A Decade of Political Torper: When Political Logic Trumps
Economic Rationality, Katzenstein and Shiraishi (eds.).

Pieterse, J. N. (2003), Hyperpower Exceptionalism: Globalization the American
Way, Beck, Aznaider and Winter (eds.).

Prasad, M. (2006), The Politics of Free Markets. The Rise of Neoliberal Economic
Policies in Britain, France, Germany, & the United States, The University of
Chicago Press.

Pyle, K. B. (2007), Japan Rising. The Resurgence of Japanese Power and Purpose,
Public Affairs TM.

Raschke, J. - Tils, R. (2007), Politische Strategie. Eine Grundlegung, VS Verlag fir

Sozialwissenschaft.



H31%— 261

Robinson, J. (1973), The New Mercantilism, Robinson, ]J., Collected Economic
Papers, vol.IV, Basil Blackwell.

Rosenbluth, F. M. and Thies, M. F. (2010), JAPAN TRANSFORMED. Political
Change and Economic Restructuring, Princeton University Press.

Scot, C. (2003), Privatization and Regulatory Regimes, Moran, M., Rein, M. and
Goodin, R. (eds.), The Oxford Handbook of Public Policy, Oxford University
Press.

Sheehan, M. (2005), International Security. An Analytical Survey, Lynne Rienner
Publishers.

Sohn, Y. (1998), Rise and Development of the Japanese Licensing, Carlie, L. E. and
Tilton, M. C. (eds.).

Soskice, D. (1999), Divergent Production Regimes: Coordinated and Uncoordinated
Market Economies in the 1980s and 1990s, Kitschelt, Lange, Marks, and
Stephens (eds.).

Strange, S. (1998), Mad Money. Casino Capitalism at the End of the Century,
Manchester University Press.

Streeck, W. and Yamamura, K. (2003), Introduction: Convergence or Diversity?
Stability and Change in German and Japanese Capitalism, Yamamura and
Streeck (eds.).

Tachiki, D. (2005), Between Foreign Direct Investment and Regionalism: The Rule
of Japanese Production Networks, Pempel (ed.).

Tyson, L. D. (1993), Who's Bashing Whom? Trade Conflict in High-Technology
Industries, Peterson Inst for Intl Economics.

Utsumi, M. (2016), The Plaza Accord Viewed from Japan, Bergsten, C. F. and
Green, R. A. (eds.).

Vogel, S. K. (2003), The Re-Organization of Organized Captalism: How the German
and Japanese Models Are Shaping Their Own Transformation, Yamamura and
Streeck (eds).

Volcker, P. and Gyohten, T. (1992), Changing Fortunes. The World's Money and the
Threat to Ameican Leadership, Crown.

Weatherford, M. S, (2001), Policy Coordination, Krieger (ed.).

Weiss, L. (1998), The Myth of the Powerless State, Cornell University Press.

Yamamura, K. and Streeck, W. (eds.) (2003), The End of Diversity? Prospects for
German and Japanese Capitalism, Cornell University Press.

Young, O. R. (1989), International Cooperation. Building Regimes for Natural



Political Economic Process from the ‘Plaza Accord’ to the Structural Adjustment
262 —Talks between Japan and the US

Resources and the Environment, Cornell University Press.

Reference 2 (in Japanese)

Arakawa, Hiroshi (1977), Shin Jyushoshugi no Jidai. Sekiyu Kiki igo no Sekai Keizai
(The Era of New Mercantilism - the World Economy after the Oil Crisis),
Iwanami Shoten

Fukushima, G. S. (1992), Nitibei Keizai Masatsu no Seijigaku (Politics of Japan-US
economic friction), Asahi Shimbun

Funabashi,Yoichi (1978), Nitibei Keizai Masatu - sono Butaiura —(US-Japan
economic friction - its behind-the-scenes), Iwanami Shoten

Funahashi, Yoichi (1992), Tsuka Returetu (Taugh Game of Currency) Asahi
Shimbunsha.

Furuta, Masao (2001), “Nitibei Kawase rejimu ni okeru Seiji Katei—Endaka *
Doruyasu no Seijikeizaigaku no Jirei Kenkyu—" (“Political process in the
exchange rate regime of the United States - a case study of political economics
with a strong yen and dollar -"), “Journal of Social Science” Vol. 11

Furuta, Masao (2013a) “Sengoshi ni okeru Nippon no Anzenhosho no Hensen wo
meguru Giron no Seiri “(“Arrangement of discussion over the transition of
Japan’s security in the post war history - About the establishment,
transformation and expansion of the Japan-US security arrangements”) “Bulletin
of Nara Sangyo University”. No.29.

Furuta, Masao (2013b), “Nitibei Handoutai Koushou wo meguru Seijikeizai Katei no
Kenkyu - Sengo Nitobei Tsusho Kousho no Tenkanten ni kansuru Keizai Anzen
Hosho no Kanten kara no Iti Kosatu-" (“Study of Political Economic Processes on
US-Japan Semiconductor Negotiations - A Consideration from the Viewpoint of
Economic Security on the Turning Point of the Postwar Japan-US Trade
Negotiations-) “Nara Law Society Journal’, No. 25.

Furuta, Masao (2015), Gendai Seiji Ideorogi—Gendai Seiji wo donoyouni
rikaisurebayoinoka — (An Introduction to Contemporary Political Ideology -
How to Understand Modern Politics - ), Koyo Shobo.

Furuta, Masao (2018b), “Nitibei Kawase Rejumu kara Nitibei Kouzou Kyougi
madeno Seijikeizai Katei no Kenkyu -“Puraza Goui” kara Sanjyunen:
“Usinawareta Toki wo motomete” (A Study on the Political Economic Process
from Exchange Regime to the SII between Japan and the US-In Search of “Lost

Time” in 30 years since the “Plaza Accord” —, Nara Law Review, vol. 30.



31 B— 263

Gyoten, Toyoo (2012), En no Koubou ‘Tsuka Mafia’ no Dokuhaku (Rise and Decline
of Yen. Monologue of Currency Mafia), Asahi Shimbun Shuppan.

Hattori, Ryuji (2015), Nakasone Yasuhiro. ‘Daitouryouteki Shushou no Kiseki
(Yasuhiro Nakasone. The History of “Presidential Prime Minister”), Chyokouron
Shinsha.

Tida, Keisuke (2007), Kokusai Seijikeizai (International Political Economy), The
University of Tokyo Press.

Tokibe, Makoto (ed.) (2088), Nitibei Kankeishi (Japan-US relations history), Yuhikaku

Ikeda, Yuusuke (2013), Enuasu Sinario no Otosiana (Pitfalls of the Weak Yen
Scenario), Nihon Keizai Shimbun.

Ishikawa, Hiroyoshi (1995), Nitibeimasatu no Seijikeizaigaku. Puraza Goui kara
Jyunen (10 years from the Political Economics Plaza Accord between Japan and
the US), Diamondo sha.

Ito, Mitsutoshi, Tanaka, Aiji, Mabuchi, Masaru (2000), Seijikateiron, (Political
Prosecess), Yuhikaku.

Ito, Mitsutoshi (2002), Choki Choteikinnri Seisaku to Seijikeizaigaku (Long-term
ultra low interest rate policy and Political Economics. Recognition in Reality and
Influence Structure), Muramatsu and Okuno (eds.).

Kano, Tadashi (2006), Doru En Soba no Seijikeizaigaku Kawase Hendou ni miru
Nitibei Kankei (Politico-Economics of the Dollar Exchange Rate. Japan-US
Relation in Exchange Rate Fluctuations), Nippon Keizai Hyuronsha.

Kobayashi, H., Okazaki, T., Yonekura, S. and NHK Interview Team (1995) Nippon
Kabushiki Kaisha no Showa Shi. Kanryou Shihai no Kozo (The Showa History of
the Japan Inc. The Structure of the Bureacratic Rule), Sogen Sha.

Kondo, Kenji (2009), Shosetu - Puraza Goui. Gurobaru na Kiki heno Taishohou
(Novel Plaza Accord. Dealing with the Global Crisis), Saikusha.

Kojyo, Yoshiko (2002), “Baburu Keisei + Hokai no Haikei tosite no Nitibei Keizai
Kankei. Puraza Goui ikou no Kokusai Shushi Kuroji Mondai to Endaka Kaihiron”
(“The Japan-US Economic Relations of after the Plaza Accord as the Background
of Bubble Economy Formation and Collapse. The Problem of Correcting the
Balance of Payments Surplus and the Avoidance of Yen Appreciation”),
Muramatsu / Okuno (eds.)

Kubota, Yukio (2001), Nitibei Kinyuu Koushou no Shinjitu Gekiretu na Keizai
Sensou wa kaku tatakareta (The truth of the Japan-US Financial Negotiations.
How was Fierce Economic War fought), Nikkei BP Sha.



Political Economic Process from the ‘Plaza Accord’ to the Structural Adjustment
264 —Talks between Japan and the US

Kubota, Yukio (2008), Shogen - Miyvazawa Dai Itiji [1986~1988] Tsuka Gaikou®
(Testimony * Miyazawa 1st [1986~1988] Currency Diplomacy), Mishnippon
Shinbunnsha.

Kurato, Yasuyuki (2014a), Jyuni Dai Jiken de yomu Gendai Kinyuu Nyumon
(Introduction to Contemporary Finance with 12 Major Incidents), Diamonosha.
Kurato, Yasuyuki (2014b), “Sprouting of the Japanese bubble where the dollar
depreciated as a by-product of the Plaza agreement” http://diamond.jp/articles/-

/60815?page=4

Kuroda, Aki (2008), Nippon Ginkou no Kinyu Seisaku (1984~1989) — Puraza Goui to
‘Baburu’ no Seisei — (Monetary Policy of the Bank of Japan (1984-1989) - The
Plaza Accord and Generation of “Bubble”),” Bulletin of the Institute for Social
Science” (Meiji University), Vol. 47, No. 1.

Mikuriya, Takashi (2101), Kiichi Miyazawa and Noboru Takeshita. Glory and
Flustration After the War), Chikuma Shobo.

Muramatsu and Okuno (eds.).

Muramatsu, Michio and Okuno, Masahiro (ed.) (2002), Heisei Baburu no Kenkyu.
Houkai go no Hukyo to Huryo Saiken Shori <ge> Houkai Hen (Slump after and
before the Collapse of the Heisei Bubble Ecomony and Disposal of Bad Loans),
Tokyo Keizai Shinposha.

Nakakita, Toru (2001), Tsuka wo kangaeru (Consider the Currency), Chikuma
Shobo.

Nakakita, Toru (2001), Yappari Doru wa tuyoi (Dollar is strong), Asahi Shimbun
Shuppan.

NHK Interview Team (1990), Nitibei no Shototu Dokyumento Kozo Kyougi (Japan-
US Collision. Document of Structure Consultation ), Nippon Hoso Kyukai.

NHK Interview Team (1996 a), Sengo Gojyunen Sonotoki Nippon ha Puraza Goui
Endaka heno Ketudan (50 years after the Second World War II Japan's Plaza
Agreement Decision to High Yen) NHK Shuppan.

NHK Interview Team (1996 b), NHK Supesharu Nitibei no Shototu - Dokyumento
Kozou Kyougi (NHK Special. Japan-US Collisions-Document of Structural
Consultation), Nippon Hoso Kyoukai.

Nihon Keizai Shimbun (ed) (2001), Kenshou Baburu. Hanni naki Ayamati
(Verification Bubble Economy. Misunderstanding without Crime), Nihon Keizai
Shimbunsha.

Nakanishi, Hiroshi (2002), “Kokusai Sisutemu no Henyou to Nippon no Baburu



31 %— 265

(“Transformation of the International System and the Bubble Policy of Japan.
Failure of Policy Coordination and Globalization”),

Nakamoto, Satoru (1999), Dendai Ameirka no Tsushou Seisaku. Sengo niokeru
Tshushou Hou no Hensen to Takokuseki Kigyu (Contemporary American Trade
Policy. Transition of Commercial Law and Multinational after War), Yuhikaku.

Noguchi, Hitoshi (1995), Nitibei Tsuka Koushou nisenniti. Okura Zaimukantachi no
Tatakai (Japan-US Currency Negotiations on the 2000 days. Fighting of the MOF
Officials), Nihon Keizai Shimbunsha.

Nishimura, Yoshimasa (1999), Kinyu Gyousei no Haiin (The Loss of Financial
Administration), Bungeishunjyusha.

Ohba, Tomohisa (1995), Futatsu no Kudouka wo koete Endaka Kokuhuku no
Shohousen (Over Two Cavities. Searching Prescriptions to overcome the Yen),
NHK Shupppan.

Obi, Toshio (1991), Robiisuto Amerika Seiji wo Ugokasu Mono (Lobbyists. Things
that Make American Politics) Kodansha.

Ochiai, Kotaro (1994), Kaitei Nitibel Keizai Masatsu — Zental Zou wo motomete —
(Japan-US Economic Friction - Seeking the Wole Picture), Revised, Keio Daigaku
Shuppankai.

Okamoto, Tsutomu (2018), Sen Kyuhyaku Hatijyu Go Nen no MUjyouken Kohuku
Puraza Goui to Baburu (Unconditional Surrender in 1985. The Plaza Accord and
Bubble). Kobunsha

Okabe, Naoaki (1987), Oushu - En - Doru no Seiji Rikigaku (Interchange. Political
Dynamics of Yen and Dollar), Nihon Keizai Shimbun.

Okuna, Kunio (213), Nippon Ginkyou (The Bank of Japan), Chikuma Shobo.

Otake, Hideo (1994), Jivushugi teki Kaikaku no Jidai (The Ea of Liberal Reforms.
Japanese Politics in the Early 1980s), Choukouronsha.

Sakai, Akio (1988), Nippon no Gunkaku Keizai (Army Economy of Japan), Aoki
Shoten.

Sakai, Yoshihiro (2003), Gyaku Puraza Goui. Nitibei no Keizai Mondai no Shinsou
wo rikaishi Kaiketu ni mukautameno Mitisuji (Reverse Plaza Accord. Way for
Understanding the Deeper Level of Japanese Economic Problems and Heading
toward Solution), Ohsesus Shuppansha.

Sakai, Akio (1991), Nitibei Keizai Masatsu to Seisaku Kyouchou (Japan-US
Economic Friction and Policy Coordination), Yuhikaku.

Sasaki, Takao (1997), Amerika no Tshushou Seisaku (American Commerce Policy),



Political Economic Process from the ‘Plaza Accord’ to the Structural Adjustment
266 —Talks between Japan and the US

Iwanami Shoten.

Sakamoto, Masahiro (2001), Pakkusu - Amerikana to Nippon (Pax Americana and
Japan) Chuou Daogaku Shuppanbu.

Sasaki, Masanori (2001), Yowai Nippon no tsuyoi En (Weak Japanese Strong Yen),
Nihon Keizai Shimbun

Sato, Hideo (1989), Taigai Seisaku (Foreign Policy), Tokyo Daigaku Shuppankai.

Shibayama, Keita (2012), Sizukanaru Daikyoukou (Silent Great Depression),
Shueisha.

Sekioka, Hideyuki (2004), Kyohidekinai Nippon. Ameirka no Nippon Kaizou ga
susundeiru (Japan that can refuse. Japan's remodeling by the US)
Bungeishunjhusha.

Sekishita, Minoru (1996), Kyousouryoku Kyouka to Tainiti Tshushou Senryaku
(Strengthening Competitiveness and Strategies to Trade toward Japan. At the
end of the century the US Anguish and Regeneration), Aoki Shoten.

Shiota, Ushio (1994), Ookura Shou vs. Amerika (Ministry of Finance vs. America.
Structured Yen-Dollar War), Kodansha.

Someya, Yoshihide (2005), Nippon no ‘Midoru Pawa’ Gaikou - Sengo Nippon no
Sentaku to Kosou (Diplomacy of Japan's Middle Power. Postwar Japanese
Selection and Concept), Chikuma Shobo.

Takahashi, Fumitoshi (1995), En to Doru. Gyakusetu no Kobou Kokusai Tsuka no
Seijikeizaigaku (Battle between the Yen and the Dollar. Political Economics of
International Currency), Presidentosha.

Tadokoro, Masayuki (1988), Aru Gaiatsu no Jirei Kenkyu - Nitibei En + Doru no
Seijigakuteki Kaisatu (A Case Study on “Foreign Pressure”—a politico-ecomonic
study over U.S.-Japan negociation on yen-dollar issues), Himeji Law Reviw, No. 1
March.

Tadakoro, Masayuki (2001), ‘Amerika” wo koeta Doru. Kinnyu Gurobaruzeshon to
Tsuka Gaikou (Dollar beyond ‘America’ Financial Globalization and Currency
Diplomacy), Chuoukoron Shinsha.

Takita, Yoichi and Kashima Peace Institute (eds.) (2006), Nitibei Tsuka Koushou.
Nyujyuume no Shinjitu (US-Japan Currency Negotiations. The truth afrer the
Twenty Year ), Nihon Keizai Shimbunsha.

Tamura, Hideo (2004), Jimingen * Doru - En (RMB, Dollar, Yen), Iwanami Shoten

Tamura, Hideo (2009), Seikai wa itumade Doru wo sasaetsuzukerunoka (How long

will the World continue to support the Dollar? Future of Financial Crisis and the



31K — 267

Future of the International Currency war), Fusosha.

Tanaka, Akihiko, Tago, Masayuki (2003), “Shin Jivuushugi no Jidai” (“The era of
Neo-Liberalism”), Iokibe, M. (ed) Nitsibei Kankeishi (History of Japan-US
Relations), Yuhikaku.

Urano, Uono (1997), Kokusai Kankei Rironshi (History of International Relations
Theory), Keiso Shobo.

Yamamoto, Takehiko (2009), Anzen Hoshou Seisaku. Keisei Saimin - Shin Chiser
Gaku - Anzen Hoshou Kyoudoutai (Security policy Mature Leaders, New
Geopolitics, Security Community), Noppon Keizai Hyouron Sha.

Yamamoto, Mitsuru (1983), “Taigai Keizai Seisaku no Tenkai (“Development of
Foreign Economic Policy”), Aruga, S. and Miyazato, M. (eds.), Gaisetu Amerika
Gaikoushi (History of American Diplomacy), Yuhikaku.

Yamamoto, Yoshinobu (1989), Kokusaiteki Sogo Izon (International Inter-
dependence), Tokyo Daigaku Shuppankai.



