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Continuity and Change in U.S.-Japan Relations

Daniel L. Shields, IIl (4 & BXEREE - EREEF)

Introduction

I have now been in Nagoya for a year, and I am very honored at this point in my
assignment to have the privilege of addressing this distinguished audience of
GARIOA/Fulbright Alumni. This is a group that has done a great deal to promote the
U.S.-Japan relationship. The elements of continuity and change in the relationship will
be the theme for my talk today. I intend to discuss points related to the Denver Summit,
the new team at the State Department, the security, economic, political, and Common

Agenda aspects of the relationship, and finally, the important role of the Chubu Region
in U.S.-Japan relations.

Denver Summit

Prime Minister Hashimoto's recent visit to the United States and the Denver Summit
mark an important period in the U.S.-Japan relationship. President Clinton and Prime
Minister Hashimoto met on June 19 and announced a new initiative on deregulation of
the Japanese economy called the "enhanced initiative." Its aims are to increase market
access for foreign producers of goods and services and to benefit consumers with greater
choice and lower costs. An experts' group will work out the necessary concrete measures
and report to a high-level officials' group that will resolve unsettled issues.

The leaders also discussed other economic issues. The President noted his concern
there may be large trade surpluses on the not too distant horizon and expressed hope
Japan would pursue domestic demand-led growth. On civil aviation, the President
reaffirmed the value of the Open Skies approach and expressed willingness to discuss
interim measures.

With regard to foreign policy, the leaders noted there has been real progress in the
Defense Guidelines Review process. They expressed the hope that Four-Party Talks on
Korea would move forward. As for China, the President explained how Most Favored
Nation (MFN) status was part of a broader engagement strategy. The leaders agreed of
the importance of the 1985 Basic Law for Hong Kong's future. They also emphasized the
key role of market access issues in connection with China's WTO entry. Finally, the
President reaffirmed U.S. support for Japan's bid to become a Permanent Member of the

U.N. Security Council.

Department of State

At the same time as President Clinton and Prime Minister Hashimoto were holding
meaningful discussions on the U.S.-Japan relationship, a new team at the State
Department was taking shape. We will have a new Ambassador in Tokyo, and the
President has already announced his intention to nominate former Speaker of the House
Tom Foley for the post. The next step will be the State confirmation process. In the
meantime, Secretary of State Madeleine Albright has already shown her commitment to
U.S.-Japan relations by making sure Japan was on itinerary for her first overseas trip as
Secretary of State. This was because there is no more important relationship to the
United States than the relationship with Japan, the keystone for peace, security, and
prosperity in the Asia-Pacific region.

Elements of Continuity

The pillars of the U.S.-Japan relationship are its economic, security, political and
Common Agenda dimensions. Of these elements, security is the most fundamental, but
let us begin with the economic side of the relationship.

Economic Relationship

The 1993 Framework Agreement reflected three main goals in the economic area. The
first goal was to restore the global competitive position of the United States. The second
was to reduce Japan's global trade surpluses. The third goal was to achieve market access
in problem sectors. In the background was the reality that progress in the economic
relationship strengthens the security relationship.

U.S. Competitive Position

With regard to the first goal, compared to four years ago the United States economy is
now more competitive than expected. In the early 1990's the U.S. economic model was
seen as obsolete. Four years later, it is perceived as uniquely competitive. 12 million jobs
have been created. Unemployment is under five percent, second only to Japan in the G-7.
The United States experienced faster growth in 90's than Japan or Europe. U.S. inflation
is at its lowest level in 30 years. The United States' economy was ranked most
competitive in world 1993-97, according to International Institute for Management
Development in Switzerland.

Finally, the U.S. economy is leading the way in post-industrial areas. These successes
reflect a dynamic private sector and improved policies. The budget deficit, 4.7 percent of




GDP in 1992, is now only 1.1 percent.

Japan's Current Account Surplus

The second goal was to reduce Japan's global trade surpluses. Japan is America's
second largest trading partner, after Canada. In 1996, the United States' bilateral trade
deficit with Japan was higher than our deficit with any other country. The overall
Japanese current account surplus has also long been a matter of concern. Both surpluses,
bilateral and overall, declined in 1996, although they are projected to rise again in 1997,
reflecting a weaker yen and the Japanese Government's budget deficit reduction policy.
The President and the Prime Minister agreed in April that Japan would promote domestic
demand-led growth and avoid any significant increase in Japan's external surplus. The
problem with sustained surpluses is that they damage other economies and fuel
protectionism. To head off sustained surphises both macro- and micro-level approaches
are needed. At the macro-level, increased domestic demand can reduce imbalances. At
the micro-level, open markets allow imports to respond to demand.

Opening Markets

The third goal was to open markets. Deregulation should involve concrete measures to

liberalize the economy and expand market access. The U.S. Government will continue to
address sectors where U.S. firms are denied market access and to support an expanded
presence in Japan by U.S. firms. In four years, the U.S. and Japanese Governments have
concluded 23 trade agreements in areas ranging from autos and auto parts to cellular
phones, insurance, and financial services. In the same four-year period, U.S. exports to
Japan went up 41 percent.
This was twice as fast as the rate of increase in U.S. exports to Europe. As for goods
covered by the Framework Agreement, the increase was 85 percent. This translates into
high-paying jobs for Americans, lower prices and more choice for Japanese consumers
and companies, a better economic relationship, and a stronger strategic partnership.

Security Relationship

I would now like to move on from economic to security issues, emphasizing the point
that the security relationship is the foundation of the overall U.S.-Japan relationship. 1
will start with Okinawa issues, which are the focus of so much attention, then cover
broader matters like the Guidelines Review.

Okinawa

Following the brutal rape in September 1995, the Special Action Committee on

Okinawa (SACO) began work on a wide range of issues. 26 areas of agreement were
reached, including a return of 22 percent of the land used by U.S. bases, reduction of
noise and irritants, and improvement of practices under the Status of Forces Agreement
(SOFA). These steps must and will be taken in a manner that will not reduce military
readiness. Futenma is the centerpiece of this effort, which plans to shift helicopter
operations to an offshore facility.

QOutside Okinawa

Outside Okinawa, there have been quite a few important developments, including the
Review of Guidelines for U.S.-Japan Security Cooperation. Another key to the security
relationship is the Host Nation Support Agreement, under which Japan pays 70 percent
of non-salary expenses connected with the U.S. military presence here. The United States
and Japan have concluded an
Acquisition and Cross Servicing Agreement. Finally, as you are all well aware, Japanese
and U.S. firms are working closely together here in Nagoya on projects including the
XF-2 Fighter.

Political Relationship

In addition to the security and economic aspects to the U.S.-Japan relationship, a third
significant dimension is the political relationship. The two governments are cooperating
to help ensure peace and stability on the Korean Peninsula through efforts like the
Korean Energy Development Organization (KEDO.) We are working together to engage
China and to develop a plus-sum game in which improving relations between, for

example, the United States and China, contribute to better relations between Japan and
China.

Common Agenda

A fourth element of the U.S.-Japan relationship is the Common Agenda, through
which the United States and Japan are cooperating on education, environment,
technology, and health issues around the world. At the same time we are working
together to combat narcotics, terrorism, and disasters. We are carrying out exchange
programs, not only the Fulbright program, the importance of which this group
understands as well as anyone, but also the JET, Mansfield, and other programs.

U.S.-Japan Relations and Chubu
Before I conclude my remarks I would like to make a final point: that the United
States Government is paying attention to the important role of the Chubu Region in the




U.S.-Japan relationship. Chubu accounts for 15 percent of Japan's economy, and two
percent of world GDP. The region is Japan's industrial hub, particularly in industries like
autos and aerospace. It is the home of many advanced technologies, and of infrastructure
projects like the multi-billion-dollar Chubu New International Airport (CNIA.)

Unfortunately, American awareness of Chubu is still too low. For too long too many
Americans have thought of Chubu one-dimensionally as an excellent place from which to
buy products. It is that, but it is much more, and Expo 2005 represents a fine chance to
update the old perception and change for the better the relationship between Chubu and
the United States, which is too important to leave to Washington and Tokyo. This is an
area where change, not continuity, is needed. .

It is well known that the members of the Chubu GARIOA/Fulbright Association are
quite influential in a wide range of areas. I urge all of you here tonight to continue to use
that influence to meet the challenge of further strengthening ties between Chubu and the
United States. Specifically, I would like to work with you to help build a Chubu:

—-where the citizens understand and support the U.S.-Japan security cooperation
relationship, essential to peace and stability throughout Asia and the Pacific;

--Where the citizens are aware of and engaged in the Common Agenda, through which
our countries can do so much together in areas such as education, environment,
technology, health, narcotics, terrorism, and dealing with disasters;

--Where government, business, and academic and media leaders take the lead in freeing
the economy from burdensome regulations;

--where American companies are full partners in the economy and have the chance to use

their unique skills and expertise to help build world class infrastructure at reasonable
prices through projects like the Chubu New International Airport;

--where many auto dealers and parts stores offer a wide range of competitive American
products;

--where cultural exchanges flourish and more and more American students build the
framework for an even stronger U.S. Japan partnership by studying in the universities.

This is the Chubu I would like to see, and I hope those of you who share this view, or

even part of it, will work with me to meet the challenge of strengthening ties between
Chubu and the United States.
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